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Fact sheet for business taxpayers Business

Research and development 
tax incentive – grouping for 
aggregated turnover 
purposes
Information about how the grouping rules work to determine which tax offset 
you may be entitled to under the research and development tax incentive

The research and development (R&D) tax incentive provides 
a targeted tax offset to encourage certain companies (R&D 
entities) to conduct R&D activities that benefit Australia.

It provides generous benefits for companies performing eligible 
R&D activities and has the following two core components: 
n a 45% refundable tax offset for eligible entities with an 

aggregated turnover of less than $20 million – unless they 
are controlled by tax exempt entities

n a 40% non-refundable tax offset for all other eligible entities.

The tax incentive replaces the R&D tax concession and is jointly 
administered by Innovation Australia (assisted by AusIndustry) 
and us.

GROUPING RULES
You use the following grouping rules to work out whether your 
entity is:
n an R&D entity that meets the aggregated turnover threshold 

to qualify for the refundable tax offset, as this is calculated on 
a ‘group’ basis

n controlled by one or more exempt entities, again to see if it 
qualifies for the refundable tax offset.

Turnover threshold
The rate of tax offset and whether it is refundable depends 
primarily on an R&D entity’s ‘aggregated turnover’.

An R&D entity’s aggregated turnover is the sum of the annual 
turnovers of the R&D entity and any entity with which it is either 
connected or affiliated, ignoring any dealings between those 
entities. 

Connected entity
Your entity is connected with another entity if either of the 
following applies:
n either entity controls the other entity
n both entities are controlled by the same third entity. 

Direct control
Broadly, your entity controls another entity if either of the 
following applies to your entity, its affiliates or both:
n they own or have the right to acquire the ownership of 

interests in the other entity that carry between them the 
right to receive at least 40% of any distribution of
– income 
– capital
– net income of the partnership if the other entity is a 

partnership
n if the other entity is a company, they own or have the right 

to acquire the ownership of interests in the company with at 
least 40% of the voting power in the company. 

 We can decide that your entity does not control 
another entity, where your control percentage is at least 
40%, but less than 50%. Refer to subsection 328-125(6) 
of the Income Tax Assessment Act 1997 (ITAA 1997).

Different rules apply for a discretionary trust.

 For detailed information about the meaning of 
‘connected with’ and ‘control’, refer to section 328-125 
of the ITAA 1997.
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EXAMPLE 1

To work out the aggregated turnover of each of the above 
entities, you would need to consider the following:

 n matthew pty ltd
 – directly controls (and is therefore connected with) 
flinders pty ltd and King pty ltd

 – indirectly controls (and is therefore connected with) 
Bass pty ltd, through both flinders pty ltd and 
King pty ltd.

 n flinders pty ltd and King pty ltd
 – are each controlled by (and are therefore connected 
with) matthew pty ltd

 – are each controlled by the same entity (and are 
therefore connected with each other)

 – each directly control (and are therefore connected with) 
Bass pty ltd.

 n Bass pty ltd
 – is directly controlled by (and is therefore connected 
with) flinders pty ltd and King pty ltd

 – is indirectly controlled by (and is therefore connected 
with) matthew pty ltd.

In summary, to work out the aggregated turnover of any 
of the four companies, the annual turnover of all four 
companies must be included in the calculation (excluding 
any dealings between them). 

Exempt entity control
To work out whether one or more exempt entities control your 
R&D entity, you must apply the connected entity rules, but 
adopt 50% as the control percentage, instead of 40%.  

 For more information about exempt entities, refer 
to Research and development tax incentive – eligibility 
available on our website at ato.gov.au

Indirect control
If your entity directly controls a second entity, and the second 
entity controls (whether directly or indirectly) a third entity, then 
your entity is taken to control the third entity. 

There are some exceptions to this rule – refer to subsection 
328-125(8) of the ITAA 1997.

Affiliate
An individual or company is an affiliate of your entity if, in relation 
to the affairs of their business, they act, or could reasonably be 
expected to act in either of the following ways: 
n in accordance with your entity’s directions or wishes
n in concert with your entity. 

Two or more entities in partnership are not each other’s affiliates 
just because one partner acts or could reasonably be expected 
to act in concert with the other in relation to the affairs of the 
partnership business. 

 For more information and guidance about the meaning 
of ‘affiliates’, refer to Taxation Ruling TR 2002/6 Income 
tax: simplified tax system: eligibility – grouping rules (*STS 
affiliate, control of non fixed trusts).
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 moRe InfoRmATIon

for more information about the eligibility of R&D activities, 
contact AusIndustry by:
n phoning them on 13 28 46
n emailing them at hotline@ausindustry.gov.au
n visiting their website at ausindustry.gov.au

For more information about eligible entities and amounts 
you can claim:
n phone us on 13 28 66
n email us at innovationtax@ato.gov.au
n visit our website at ato.gov.au/randdtaxincentive

If you do not speak english well and need help from the ATo, 
phone the Translating and Interpreting service on 13 14 50.

If you are deaf, or have a hearing or speech impairment, 
phone the ATo through the national Relay service (nRs) 
on the numbers listed below:
n TTY users, phone 13 36 77 and ask for the 

ATo number you need
n speak and listen (speech-to-speech relay) users, phone 

1300 555 727 and ask for the ATo number you need
n internet relay users, connect to the nRs on  

relayservice.com.au and ask for the ATo number 
you need.

OUR COMMITMENT TO YOU
We are committed to providing you with accurate, consistent 
and clear information to help you understand your rights and 
entitlements and meet your obligations.

If you follow our information in this publication and it turns out 
to be incorrect, or it is misleading and you make a mistake as 
a result, we must still apply the law correctly. If that means you 
owe us money, we must ask you to pay it but we will not charge 
you a penalty. Also, if you acted reasonably and in good faith we 
will not charge you interest.

If you make an honest mistake in trying to follow our information 
in this publication and you owe us money as a result, we will 
not charge you a penalty. however, we will ask you to pay 
the money, and we may also charge you interest. If correcting 
the mistake means we owe you money, we will pay it to you. 
We will also pay you any interest you are entitled to.

If you feel that this publication does not fully cover your 
circumstances, or you are unsure how it applies to you, 
you can seek further assistance from us.

We regularly revise our publications to take account of any 
changes to the law, so make sure that you have the latest 
information. If you are unsure, you can check for more recent 
information on our website at ato.gov.au or contact us.

This publication was current at December 2013.




