[image: image1.png]


[image: image2.png]J‘ LR Tt s 2 35 )0 o
guppytraders.com




[image: image3.png]


Box 40043, Casuarina, Northern Territory, Australia, 0811 Phone +61 8 89270061  Fax +61 8 89270125 china@guppytraders.com     Daryl Guppy  is the author of Share Trading;  Trading Asian Shares;  Trading Tactics;  Bear Trading;     Chart Trading;  Market Trading Tactics;  Better Trading;  Snapshot Trading;  Better Stock Trading;  Trend Trading, The 36 Strategies of the Chinese for Financial Traders, Master Trend Trader, China Chart Trading

Offices and staff  in Darwin,  Kuala Lumpur +60 321697733, Singapore +65 68663339 and Beijing  +86 13120148738

EMDG Review 2008
Submission from

Guppytraders.com Pty Ltd

This submission addresses the following areas in relation to the EMDG scheme. Guppytraders.com  has been a participant in this scheme for 4 years. 

The EMDG grant scheme is an  essential part of developing SME export growth. It should be retained. It needs to be restructured to more fully reflect the economic reality faced by SMEs in terms of time, staffing and resources. It is these smaller companies, and particularly in the area of intellectual property services delivery that  as an aggregate will contribute greatly to Australian export earnings.

The 20th century manufacturing bias in EMDG towards large companies producing three dimensional goods should be discarded. The effective marketing of product delivered as bytes poses new challenges and EMDG grant structures must recognise these important differences if Australia is to succeed in export marketing. 

Export Market Development Grants Scheme (EMDG)
· How effective is the EMDG Scheme, as currently structured, in the following terms: 

· Increasing the number of businesses that develop into exporters? 

· Increasing the value of exports by grant recipients? 

· Increasing the number of businesses that achieve sustainability in export markets and generate additional exports? 

· Developing an export culture? 

· Could the Scheme’s performance be improved?  Could its rules including on eligibility be simplified while retaining a high degree of accountability and consistency with overall government policy? 

· Should the scheme be extended, and if so, for how long? 

Small and medium-sized enterprises (SMEs)
· What measures could be taken to enhance the export and investment performance of SMEs?  What specific trade development support services are most effective for SMEs? 

Services
· Are there trade development needs specific to services industries? What new policies and programs would address these specific needs? 

· What actions could encourage new and existing service industries to either seek out new export opportunities or to expand current export activities? 

OVERVIEW OF EMDG SUITABILITY FOR SMEs
The EMDG scheme is clearly rooted in the 20th century. Its focus is on physical export product, be it coal or cattle or machine parts. Its focus on services is limited to the export of physical personnel for the delivery of services. The EMDG scheme has yet to move into the 21st century and develop mechanisms to deal with the export of services via the web and internet. This is a virtual export that does not have a physical product, or physical personnel. For instance: I market seminar and course content which is delivered via an internet download. My marketing is web based and reaches a global community. My physical marketing overseas is designed to bring customers into a web portal to download electronic product. 

The EMDG funding structure is designed for large companies and it is not suited to SMEs. The funding structure reflects this bias. This is the primary weakness in EMDG and one of the reasons for its low take-up in SME groups. Typically a large company will incur most of its marketing costs in its initial push into a new market. A company may carry a $80K loss on a marketing event designed to establish an initial footprint, or branding, in the target area. This is reflected in the EMDG funding arrangements where the first year of expenditure attracts the highest level of financial support. At the end of a 5-year period the marketing budget has been reduced after the initial break into the market.

A small company or SME is much more cautious. They explore the market on a small scale, and build on success.  Their marketing starts off small and then builds to a larger commitment as they develop strength and penetration in the market. At the time when their marketing expenditure is at its largest, the current EMDG structure delivers the lowest level of financial support. 

EMDG – OVERVIEW OF DISINCENTIVES FOR SMEs

The 18-month delay between expenditure and repayment is a major disincentive to SME participation. The red tape is a significant disincentive for SME participation as they do not have the ability to allocate staff specifically to handle EMDG.

The reporting requirements, the snail pace of assessment of returns, and the need to essentially maintain a separate accounting procedure are severe disincentive to participation in this scheme. This slow response time has a significant impact at the SME level because export marketing expenses cannot be easily absorbed while the company waits for funding reimbursement. Delays of up to 12 months in payments have a significant impact on cash flow.

Additionally, the organisation must employ at last one additional person to handle the reporting requirements for EMDG. When the costs of extra wages are factored into EMDG participation it makes it less appealing for SMEs to become involved.

EMDG – PROBLEM AREAS FOR OPERATIONAL IMPROVEMENT FOR SMEs

The operation of the EMDG scheme can be improved by addressing some of the problems associated with the current EMDG application. They are:

1) Delays in processing of claims. Claims submitted within the required period are still taking 5 months or more to be completed. This should not be the case, particularly when these are claims in the second and subsequent years of the program where claimant’s records have been well established and documented.  This delay imposes unnecessary financial strain, particularly on SMEs. These create unnecessary cash flow problems.

2) The time spent in duplicated bookkeeping necessary for EMDG reporting is a significant cost in manpower time. This should become a claimable expense. Whilst there may be problems with separating out EMDG accounting time, this is minor compared to the disincentive created by the need to allocate staff on a full time basis to deal with EMDG accounting and reporting requirements. This is a particular problem at the SME level.

3) Payment for export marketing costs necessarily involves funds transfers. The cost of wire transfers and telegraphic transfers is significant. It is directly related to the development of export marketing. It comes on top of currency risk. Foreign funds transfers are a real cost of export business and should be claimable.

4) The most annoying and time consuming feature is the inconsistency in treatment of items year on year. This occurs even through there has been no change in regulations. Items that were approved in one year are then questioned in the following year, or disallowed. Without certainty it makes it difficult to develop effective marketing plans and schedule. This problem can be solved simply by looking at precedent. If items of expenditure have been approved in a previous year, then they should not be disallowed in the subsequent years. 
It appears that there is little reference to previous decisions is made in ongoing claims. This is inconsistent case management. Claimants have to argue the same things time and again, and with inconsistent outcomes.  This makes the process a lottery. Although items have been approved in previous years, the claimant is required to re-argue the case in subsequent years. 

5) Modern business works on credit card expenditure. For taxation purposes, expenditure is considered to have taken place when the expenditure appears on the credit card. Taxation calculations are based on this. EMDG rules do not recognise this. This expenditure ‘belongs’ to the following financial year because it has not been paid for in the previous financial year. This becomes doubly frustrating when the rolled forward expenditure is then ‘disallowed’ as a claim in the following year. Expenditure on credit cards should be recognised as a cost when it is occurred. Where necessary, proof of payment in the first month of the next financial year following the reporting period can be required before costs are reimbursed. 

6) The payment of forward contracts should be recognised in expenditure. For instance, leases on offices are payable in advance. The full expenditure is included in this financial year and it should be able to be claimed in this financial year. The idea that the balance is not claimable until the following year is a significant disincentive to participation in the EMDG scheme.  I.e. in reality payment for this expenditure is received up to 18 months after the initial expenditure. 

7) The appeals process against EMDG decisions penalises the appellant. The foundation of an appeals process is that only the issues appealed against should be re-examined. Instead the appellant is discriminated against. The entire claim is re-examined, not just the areas of appeal. This adds months to the finalisation process. Additionally, items in the original claim that were approved are sometimes subsequently not approved after the appeal has been completed. This is bad administration practice. The appeals process is unfair and lacks transparency.

8) To maximise efficiency, many trips combine business activities with marketing activities. Although the regulations allow for pro-rata allocation  of costs, in reality the audit process makes this very difficult. Ie, a 3 day trip for marketing, followed by a gap of 3 days, then another marketing event over 3 days. It is impractical, and unnecessarily expensive, to return to Australia for 24 or 48 hours and then fly back to attend the second event.  It is more cost efficient to stay overseas for the extra two days so both events are covered with a single airfare.

Current interpretation of regulations say that only 2/3 of the airfare costs is recoverable because the middle 3 days are not marketing. This is a nonsense. Instead of a cost saving for EMDG, these audit reviews would impose a cost burden with additional flights. In this situation the cost of the airfare should be fully claimable as it is impracticable to return to Australia between the two events. Likewise the cost of accommodation in this period should also be claimable. The application of the regulation should consider the higher alternative costs of returning to and departing Australia for these two events vs. the costs of a continuation of stay to attend the two events. In an SME situation it is usually just one or two staff who are involved in this marketing, so it is important to maximise the benefits for each trip. 

For SME the combination of trips with multiple stops, or multiple purposes is a cost effective solution. Large companies, for whom EMDG is ideally suited, have the funds to develop specific marketing trips without combining this with other business. This is not the case for SMEs. The structure of pro-rata reporting needs to be examined to develop an effective solution for SMEs.

9) The prohibition of performance payments to agents. For SMEs the appointment of agents on a performance basis is an effective method of ensuring delivery of services and effective marketing. This is particularly so in markets where marketing mechanisms are less well developed. 

EMDG  AND 21st CENTURY BUSINESS MODELS

The most significant problem for EMDG in the 21st century is understanding what is involved in the marketing of intellectual property as an export. There is a substantial lack of understanding of what is involved in the marketing of intellectual services. This requires demonstration of product, and speaking to develop market share for hard product sales. 

There is a lack of understanding of the internet as an 'always on' marketing medium as distinct from a sales medium. 
The bias against in-house maintenance of web sites and marketing as a non claimable costs vs. the claimable costs of outsourced web site development is inappropriate.  The result is the same, and the costs should be treated equally. In many cases, it is more cost effective to develop and maintain web based export marketing in-house than it is to outsource this function. SMEs who use this more effective model are discriminated against in EMDG structures.
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