
 

 

TAX CONCESSIONS INTRODUCED FOR 
INVESTMENTS IN START-UPS 
 
Just before the Government announced the date of the 2016 Federal Election, new 
provisions relating to tax concessions for investing in start-ups were legislated and will 
apply from 1 July 2016. 
 
The provisions were originally introduced as part of the roll-out of the Government’s 
National Innovation and Science Agenda and will provide taxpayers with additional 
incentive to invest in certain start-up companies (referred to as Early Stage Innovation 
Company’s (ESIC) in the legislation) by providing the taxpayer with a tax offset for 
their investment and capital Gains Tax (CGT) exemption when the shares are sold.  
 

What is the amount of the tax offset available? 

 
The new legislation allows ‘sophisticated investors’ to claim a 20% tax offset of up to 
$200,000 for investments of at least $1M.  If the investor does not qualify as a 
‘sophisticated investor, the investor will only be eligible to claim a maximum tax offset 
of $10,000 and if the investor invests more than $50,000 cumulatively in the start-up, 
the taxpayer will not be able to claim any tax offset at all. 
 
In order for the investor to claim the offset however, the ESIC itself must firstly notify 
the Commissioner of Taxation of the investment within 31 days of the end of its 
financial year.  
 

Who is a sophisticated investor? 

 
Critical to the entitlement to the tax offset is the definition of a sophisticated investor.  
To be a sophisticated investor, the taxpayer must: 

 Hold a certificate from a qualified accountant disclosing that the investors taxable 
income is at least $250,000 and net assets of $2.5M;or 

 Have invested at least $500,000 (cumulatively) in the start-up; or 

 Meet the requirements of being a professional investor; or 

 Have control of gross assets of at least $10M. 
 

What is an ESIC? 

 
Only equity investments in an ESIC that are made on or after 1 July 2016 will be 
eligible for a tax offset. 
 
To be an ESIC, the company must be at the early stage of developing some form of 
innovation with the intention that it be commercialised for profit in the future. 
 
  



 

 

Early Stage criteria 

 
To be at its early stages, the ESIC must (i) not have been incorporated for more than 
6 years; (ii) not have incurred expenses of more than $1M in the previous financial 
year; (iii) not have derived more than $200,000 of income in the previous financial 
year; and (iv) not be listed on a stock exchange. 

Innovative criteria 

 
The company can either self-assess that they are developing something innovative or 
rely on objective principals guidelines introduced. 
 
Under self-assessment, the company will need to satisfy themselves that they are 
developing a new / significantly improved product, process, service, marketing or 
organisational method that has the potential for high growth, is scalable and has 
competitive advantages. 
 
Under objective principals, the company will need to ascertain whether they satisfy a 
points based system outlined within the legislation (based on criteria including whether 
the company is claiming the R&D tax offset, is receiving an Accelerating 
Commercialisation Grant, has previously issued equity to an unrelated party, hold 
enforceable IP rights and/or has any form of collaborative agreements with research 
organisations / universities). 
 

Related party restrictions 

 
In order to claim the tax offset, the investor must not be a related party of the ESIC.  
The rules specify that if the investor and their related entities hold more than 30% of 
the equity in the ESIC and/or its related parties after the investment, the investor will 
not be eligible to claim the new tax offset for their investment. 
 

CGT concessions 

 
In addition to the offset available, the investor in the ESIC will be entitled to disregard 
any capital gain otherwise arising from the sale of their shares in the company provided 
they have previously held the shares for more than 12 months but less than 10 years. 
In these circumstances, any capital loss on disposal of the shares would also be 
disregarded. 
 
In conclusion, the new tax offset available for investors that invest in an Early Stage 
Innovation Company are complicated and the company itself will need to provide 
direction to the investor about their ability to claim the tax offset. 
 
 
If you have any further questions regarding the new rules, please contact our tax 
partner, Tim Olynyk, on (03) 9810 0700 or at tim.olynyk@banksgroup.com.au 


