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EICTA is the European Information and Communications Technology Industry
Association — bringing together 22 national ICT associations from 16 European
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L Executive Summary

At the Lisbon European Council, the European Union set itself the new strategic gal
for the next decade of becoming the most competitive and dynamic knowledge -based
economy in the world. As one of the prerequisites for achieving this ambitious
objective, Europe will have to close the gap in business R&D expenditure with respect
to the US and Asia by improving its climate for private investment in R&D and making
public funding for private R&D more efficient.

In this respect, the EU rules on State aid for R&D play a key role. Unfortunately, these
are putting Europe’s industry at a competitive disadvantage. Furthermore, the principles
underlying the current EU rules on State aid for R&D have on several accounts become
obsolete and at odds with industrial reality. As a consequence, they hamper the
efficiency of State aid procedures as well as the effectiveness of aid granted by Member
States to stimulate industrial R&D.

The current EU rules on State aid for R&D will expire on February 17, 2001. With

global competitiveness in mind, EICTA makes the following main recommendations for

their revision:

s foster a level playing field, not only within the EU but also worldwide, e.g. through
the WTO;

» avoid imposing rules that hinder fair competition at the global level;

e give up the outdated distinction between industrial research and precompetitive
development and replace them by a single category “industrial R&D”;

e do not a priori disqualify aid for R&D projects within a firm’s core business or with
clear market potential;

s take more account of (international) co-operation or risk in assessing the required
incentive effect;

» where appropriate make use of the derogation foreseen in the Treaty for “important
projects of common European interest”;

» strive for more simplicity and clarity.
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¢ Ultimately, a worldwide “bidding contest” in aid for R&D is in nobody’s interest.
Therefore, the Commission’s suggestion’ in 1998 to propose a system for
monitoring public support to R&D at the level of the WTO is still worth pursuing.

11.2.2. Recommendations

¢ Avoid imposing rules on State aid for R&D that may cause unfair competition from
outside the EU, but keep enough control on State aid to ensure the efficient
functioning of the single market.

¢ Aim for a level playing field worldwide by raising the issue of public support to
R&D in the WTO.

¢  Promote new WTOQ rules as well as a worldwide monitoring system for R&D
support to avoid a worldwide bidding contest.

¢ Harmonise State aid modalities and conditions among EU Member States, and apply
them consistently.

IL.3. The linear innovation model to determine permissible aid intensities
I1.3.1. Observations

To determine the permissible State aid, the EU rules on State aid for R&D build on the
linear model of innovation, featuring separated, sequential stages, from fundamental
research through industrial research, precompetitive development and prototyping to
product development and manufacturing®,

» In the current market conditions, innovation speed is key. As a result, the traditionally
separate stages of innovation have blurred and are partly executed concurrently, with close
interaction between knowledge creation and application. Therefore, the linear innovation
model is now widely considered outdated. Because the use of this incorrect conceptual
model in the assessment of R&D projects can only lead to inefficient procedures and
inconclusive results, the rules for allowable aid intensities have to be geared to the current
industrial reality,

® Communication on “The Competitiveness of European enterprises in the face of globalisation®,
COM(1998)718.
See article 2.2, section 5 and annex | of ref. 3. The definitions of the R&D stages are:

= By fundamental research is meant an activity designed to broaden scientific and technical
knowledge not linked to industrial or commercial objectives.

e By industrial research is meant planned research of critical investigation aimed at the
acquisition of new knowledge, the objective being that such knowledge may be useful in
developing new products, processes or services or in bringing about a significant
improvement in existing products, processes or services.

s By precompetitive development activity is meant the shaping of the results of industrial
research into a plan, arrangement of design for new, alered or improved products,
processes or services, whether they are intended to be sold or used, including the creation
of an initial prototype which could not be used commercially. This may also include the
conceptua! formulation and design of other products, processes or services and initial
demonstration projects or pilot projects, provided that such projects cannot be converted or
used for industrial applications or commercial exploitation. It does not include the routine or
periodic changes made to products, production lines, manufacturing processes, existing
services and other operations in progress, even if such changes may represent
improvements.
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¢  @Give up the outdated distinction between industrial research and precompetitive
development and replace them by a single category “industrial R&D”, including
prototyping and software R&D but excluding product and service development.
Investigate whether the R&D definition proposed by the Commission in its draft
block exemption for joint R&D or the guidelines in OECD’s Frascati Manual can be
used to determine the cut-off point between industrial R&D activities qualifying for
R&D aid and other industrial activities not qualifying for R&D aid.

+ Allow for all industrial R&D a maximum atd intensity of 50 %, corresponding to the

usual funding rate in the Framework Programme and remaining within the limits of
the former WTO rules’.

o Use any negotiations on a renewal of the WTO rules on R&D support to bring the
underlying R&D definitions in line with those in the new EU rules on State aid for R&D.

I1.4. The additionality criterion to assess the incentive effect
IL.4.1, Ohservations

* The BU rules on State aid for R&D stipulate that State aid for R&D has a clear
incentive effect and leads to additional R&D activities that otherwise would not
have been pursued’. In verifying the additionality of the R&D activities concerned,
the Commission takes particular account of quantifiable and other relevant factors.
From various investigations by the Commission it appears that the required
incentive effect of State aid is judged non-existent by the Commission if the R&D
work is a core activity of a firm or within an area belonging to its cae business, and
essential to its future success.

However, as the current management credo and business climate induce firms to
concentrate on their core competencies and businesses, no sensible manager will
engage in an R&D project outside the scope thereof. As a consequence, the above
view of the Commission in practice prevents effective public support for private
R&D through State aid. Moreover, taxpayers’ money will almost certainly be
wasted if spent on aid for industrial research without direct rele vance to a firm’s
business scope, because its business units will not be able or willing to properly
exploit the results achieved by its R&D laboratories in such projects.

e The Commission has also interpreted the existence of future market opportunities as
an indication for the absence of the required incentive effect. One may wonder
whether R&D that has no future market potential would then be a justified case for
State aid.

*  When notifying a nationally funded project to the Commission, the existence of
growth prospects, application potential, user involvement, business opportunities or
exploitation plans risks being interpreted as an indication that the company would
have to do the R&D project anyway, so that there can be no incentive effect in State
aid. These same aspects, however, are crucial for success when applying for funding
from the Commission’s own Framework Programme.

¥ 75 9% for industrial research; 50 % for precompetitive development.
®See section 6 of ref. 3.
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intergovernmental programmes or of national programmes fully opened to
participation from other Member States.

IL6. Regulatory aspects
I1.6.1. Observations

o The current rules are too prone to interpretation problems. As a consequence, the
notification procedure may require several iterations of questions from the
Commission and answers from the Member State involved. This has sometimes
caused delays that are incompatible with rapid developments in ICT. In addition, the
lack of clarity is neither conducive to legal certainty for industry, nor to the
efficiency of State aid procedures.

¢ The Commission has not yet decided whether the existing rules will merely be
revised while keeping their current regulatory form of a “framework™, or completely
be replaced by an exemption regulation. In the latter case State aid control would
partially be decentralised to the national level, making notification to the
Commission superfluous. In view of the interpretation problems described in this
paper it remains to be seen whether sufficiently precise definitions are possible in
the area of State aid for R&D to allow decentralised control without the risk of
differing interpretations across the EU.

IL.6.2. Recommendations
e Clarify and simplify the rules to get less ambiguity and more efficiency.

s Take all observations and recommendations made by EICTA in this paper info
account in the revision of the EU rules on State aid for R&D, irrespective of the
regulatory form chosen (an updated “framework” or an exemption regulation).

Brussels, October 10, 2000
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EICTA comments on European Commission’s State Aid Action Plan

Summary

Having advocated a modernisation of the Community framework for state aid for
research and development ever since the year 2000, EICTA very much welcomes the
Commission’s State Aid Action Plan, announcing a broad reform of state aid policies.
Regarding state aid for R&D, EICTA’s four main messages are the following:

1.

EU rules on state aid for R&D should foster a level playing ficld, not only within
the EU, but also worldwide. In the face of global competition, companies in the
EU should not suffer from a disadvantage vis-a-vis their competitors outside the
EU, where rules and controls on R&D subsidies generally do not exist and
generous incentives schemes often apply. Therefore, while ensuring the efficient
functioning of the single market, the Commission should avoid imposing state aid
rules on companies within the EU that hinder fair competition at the global level.
At the same time, the Commission should seek to establish a global level playing
field through the WTO.

The current state aid rules for R&D are still based on the long outdated linear
innovation model. To foster and reflect modemn interactive, iterative and
concurrent innovation processes with continuous feedback from the market and
close interaction between knowledge creation and application, the obsolete,
artificial distinction between “industrial research” and “precompetitive
development” should be abandoned. Instead, a single category “industrial R&D”
with an allowable aid intensity of at least 50 % should be created, including
prototyping, software, testing and trials.

Public-private partnerships can play a key role in addressing Europe’s notorious
Innovation Paradox (i.e. Europe’s weakness in translating its scientific and
technological strengths into successful innovative products, processes and
services on the marketplace). To facilitate fruitful partnerships between public
and private R&D actors, the provisions concerned in the current state aid rules
need to be clarified and adapted. A clear distinction should be made between
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1. Introduction

A crucial element of the re-launch of the Lisbon Strategy is the broad reform of state aid
policy. EICTA very much welcomes the State Aid Action Plan (SAAP) published on
June 7, 2005, announcing and outlining the European Commission’s reform plans and
soliciting comments from stakeholders. Actually, EICTA has been urging for a
modernisation of the Community framework for state aid for research and development
since 2000 (see our attached position paper). The review of the EU rules on state aid for
R&D in 2001, however, only resulted in their extension until the end of 2005. As a
consequence, our attached recommendations from 2000 are unfortunately still valid.
Whereas we are very pleased to recognise several of our points from 2000 in the State
Aid Action Plan, EICTA requests the Commission to also take account of our other
recommendations, as described below and attached.

In its current contribution, EICTA specifically comments on elements in the SAAP that
pertain to R&D, wherever possible referring to its position paper from 2000. A more
detailed contribution may follow in reaction to the Commission’s forthcoming
Communication on state aid for R&D and innovation.

2, Specific comments on SAAP pertaining to R&D and innovation

The numbering in the following refers to the paragraphs in SAAP.

Level plaving field {SAAP par. 7)

¢ With Europe’s global competitiveness in mind, EICTA is of the opinion that the
Community framework for state aid for R&D should be revised to foster a level
playing field, not only within the EU, but also worldwide, e.g. through the WTO.
Particularly in the Information and Communications Technology (ICT) and
Consumer Electronics (CE) sectors, Europe’s industry is engaged in a fierce
worldwide competition. Companies in the EU should not suffer from a competitive
disadvantage vis-3-vis their competitors outside the EU, where rules and controls on
R&D subsidies generally do not exist and generous incentives schemes often apply.
State aid policy should strengthen Europe’s global competitiveness, enabling it to
catch up rather than weakening it with respect to competing regions. This worldwide
dimension is completely lacking in SAAP. For more details see section IL.1 of
EICTA’s 2000 paper.

» Even within the EU, state aid rules for R&D alone are not enough to warrant a truly
level playing field as long as Member States keep behaving differently within the
permissibie ceilings for state aid. Therefore, EICTA recommends harmonising
modalities and conditions for state aid for R&D among Member States. For this
purpose, use could be made of the Open Method of Coordination (OMC), which is
also employed for other elements of the Commission’s action plan’ for achievin g the
Barcelona 3 % objective. Also the European Technology Platforms (ETPs) and Joint
Technology Platforms (JTIs) envisaged for the Seventh Framework Programme (FP7)

! “Investing in research: an action plan for Europe”, COM(2003)226.




can be instrumental in harmonising, synchronising and aligning national support
schemes for industrial R&D.
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Less and better tar,

Economic approag

In view of the UUnion’s Lisbon strategy of becoming the world’s most competitive and

dynamic know

edge economy and in particular the Barcelona objective of raising

R&D expendityire in the EU o reach 3 % of GDP by 2010, state aid as an incentive

for industry to

US and with I

ipend more on R&D clearly is an objective of common interest.

T so crucial for boosting productivity growth and addressing societal

With investme%f: on ICT and R&D on ICT in EU so much lagging with respect to the

challenges?, st

Europe and ful

EICTA agrees
Member States

redeployment
and innovatio
Objective, this

rather than les
state aid” could
Actually, the 2

much more crf

Financial Persy

example, the
comparable to

Another area

volume is the
been used for
railway links. T
been considere
urban areas. T|
left behind in
any obstacles
infrastructure
Commission’s

It makes sense
and an analys

ulating private R&D on ICT is of particular common interest for
y in line with the Commission’s i2010 initiative’.

reted state aid (SAAP par. 14, 18)

with the call from the European Council of March 2005 on the
for a reduction of the general level of state aid, accompanied by a
favour of support for certain horizontal objectives such as research
. Also in view of the Union’s Lisbon Strategy and Barcelona
redeployment should lead to more state aid for R&D and innovation
, as a misinterpretation of the SAAP motto “less and better targeted
easily suggest.
bove call from the European Council on Member States would gain
edibility if the Union were to apply the same principles to its own
ectives and invest more in its future rather than protecting its past. For
current EU agricultural support for tobacco is approximately
EU support for R&D on ICT through FP6.
there state aid should be redirected within a constant or even shrinking
use of the Structural Funds. Traditionally these have to a large extent
building a traditional, tangible infrastructure of roads, bridges and
[he infrastructure of the future, the electronic highways, have often not
d as eligible for support, since the commercial interest is so strong in
he European Union’s more remote and rural areas thereby risk being
widening Digital Divide. It is important that state aid rules do not put
in the way of a critical upgrading of strategically important IT
projects. An answer to that effect will also be given to the
Digital Divide consultation.

h focussing on market failures (SAAP par. 21 - 23)

to apply a more economic (and accordingly less legalistic) approach
s of market failures to determine which categories of activitics may

27Key figures 2005 o
European Commissio
3442010 — A Europeat

1 Science, Technology and Innovation ~ Towards a European Knowledge Area”,
1, DG Research, July 19, 2005.
Information Society for growth and employment”, COM(2005)225.




qualify for state aid. R&D is widely considered as a general case where market
failures (e.g. positive externalities) hamper private investments in R&D and justify
public intervention®. It is questionable, however, whether it is workable and desirable
to apply such economic analysis in assessing individual R&D schemes and projects.

* Focussing aid on addressing market failures should not prevent supporting market
successes. For example, government support in the area of mobile communications
has clearly contributed to European competitiveness.

Community framework for Research and Development (SAAP par, 27 - 28)

¢ For detailed recommendations for the modernisation of the Community framework
for R&D see EICTA’s attached position paper from 2000.

e EICTA is pleased to note that the forthcoming review will seek to better take into
account cross-border research cooperation (see EICTA 2000, section I1.4.2) Engaging
in collaborative projects with other R&D actors entails extra risks, agency costs and
other transaction costs, especially in transnational cooperation. Therefore,
(transnational) cooperation should be taken more into account in assessing the
required incentive effect of aid measures.

» EICTA welcomes better recognition of major projects of common European interest
in state aid policy (see EICTA 2000, section 11.5.2). The derogation foreseen in the
Treaty for such projects should apply to the ICT clusters in EUREKA, as well as to
the European Technology Platforms (ETPs) and Joint Technology Initiatives (JTls)
envisaged for FP7.

e EICTA particularly appreciates the Commission’s intention to base the review of the
framework on an approach better reflecting an interactive industrial innovation
process that can also take account of continuous feedback from the market. This is
well in line with EICTA’s position from 2000 (section IL.3). In particular, EICTA
recommends to give up the outdated distinction between industrial research and
precompetitive development, and to replace these with a single category “industrial
R&D” with an allowable aid intensity of at least 50 %.

* EICTA also supports the Commission’s suggestion that the framework should also
take account of the growing importance of public-private partnerships in the R&D
field. There should be a clear distinction between the roles of universities and public
institutes as vehicles of indirect aid to industry and as recipients of direct aid; and
there should be a clear distinction between collaborative research and contract
research. In the case of collaborative research, the same IPR provisions as in the EU
Sixth RTD Framework Programme (FP6) should apply so that no compensation
would have to be paid for access and use of IPR where the FP6 rules allow them
royalty-free, unless otherwise agreed before the collaboration contract is signed. In
the case of contract research where part of the costs is publicly financed, due account
should be taken of industry’s contributions in the form of financial and non-financial
(‘in-kind’) support or pre-existing know-how when determining the fair
compensation for the resulting IPR.

1 See for example SAAP p. 7 and Section 3.1of Annex 1 of Commission Staff Working Paper
SEC(2005)430 (Impact assessment annexed to the FP7 proposal).




o Regarding the jcope of the framework, EICTA is in favour of an extension to

explicitly cover

prototyping, software, testing and trials (see EICTA 2000, section

11.3.2). This would be in line with the broader definitions of R&D in the block
exemption for joint R&D® and the guidelines in the OECD’s Frascati Manual.

Aid to support SME

s (SAAP par. 36 - 37)

e EICTA reco

ends all Member States to transpose the Commission

Recommendation® of May 6, 2003, concerning the definition of SMEs in their
national aid scheémes for SMEs.
e The effectivenegs of dedicated aid schemes for SMEs only is questionable. As many

SMEs flourish
makership, with

the slipstream of larger firms, it would be better to stimulate co-
complementary roles for large and small firms.

Bonus system (SAAP par. 43)

e EICTA is of thg opinion that the bonus system in the framework for R&D is too
complex and toq cumbersome.

Reducing delays (SAAP par. 50)

¢ To facilitate thﬂ task of the Commission and allow it to focus on assessing larger

cases, the thres
an approved R&

olds for notification to the Commission of individual projects under
D scheme should be increased.
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EICTA MEMBERSHIP

EICTA, founded in 1999 is the voice of the European digital technology industry, which
includes large and small companies in the Information and Communications Technology
and Consumer Electronics Industry sectors. It is composed of 52 major multinational
companies and 32 national associations from 24 European countries. In all, EICTA
represents more than 10,000 companies all over Europe with more than 2 million
employees and over EUR 1,000 billion in revenues.

The membership of EICTA:

Direct Company Members:

Accenture, Adobe, Agilent, Alcatel, Apple, Bang&Olufsen, Blaupunkt, Brother,
Buli, Canon, Cisco, Corning, Dell, EADS, Epson, Ericsson, Fujitsu, Hitachi, HP,
IBM, Infineon, Intel, JVC, Kenwood, KonicaMinolta, Lexmark, LG Electronics,
Loewe Opta, Lucent, Marconi, Microsoft, Motorola, NEC, Nokia, Nortel, Océ,
Panasonic, Philips, Pioneer, Qualcomm, Samsung, Sanyo, SAP, Sharp, Siemens,
Sony, Sun Microsystems, Symantec, Texas Instruments, Thales, Thomson, Toshiba.

National Trade Associations:

Austria: FEEI; Belgium: AGORIA; Czech Republic: SPIS; Denmark: ITEK, ITB;
Finland: SET; France: ALLIANCE TICS, SIMAVELEC; Germany: BITKOM, ZVEI;
Greece: SEPE; Hungary: IVSZ; Italy: ANIE, ASSINFORM; Ireland: ICT Ireland;
Latvia: LITTA; Lithuania: INFOBALT; Malta: ITTS; Netherlands: ICT-Office;
Norway: ABELIA, IKT Norge; Poland: KIGEIT, PIIT; Slovakia: ITAS; Slovenia:
GZS; Spain: AETIC; Sweden: IT Foretagen; Switzerland: SWICO, SWISSMEM,;
United Kingdom: INTELLECT; Turkey: ECID, TESID.









