


eligibility criteria for ESVCLPs; the need for government funds to play a role in “pre-
seed” and seed stage commercialization of public sector funded R&D; and the 
incentive value of a competitive tax regime for share option plans in attracting the 
best talent to early stage firms. 
 
While the A&B business is primarily about managing pools of money and building 
portfolios of investments in which we, as the managers, can share in profits, we 
recognize that the policy goals are fundamentally about Australian enterprise 
formation and success. The merit of program initiatives of government that assist in 
formation of capital for management in pools by fund managers should be considered 
in terms of their support for these overarching policy goals. 
 
Many of our investee companies have benefited from direct Commonwealth 
Government programs aimed at the individual enterprise, rather than the formation of 
investment capital. These have often meant the difference between success in meeting 
early-stage goals, such as product development milestones, and failure and 
insolvency. First and foremost has been the Commercial Ready program and its 
predecessor R&D Start. As investors in early stage technology companies, our 
interests and that of the entrepreneurs we back have been vitally supported by this 
program. It directly enables Australian-based engineering groups to be sustained in 
the face of the now fully-emerged R&D powerhouses of India and China, based upon 
fully loaded skilled engineering costs at 20-30% of Australian levels. The 
Commercial Ready program must be retained and should be enhanced if the national 
innovation budget permits, as it has a substantial demonstrable multiplier result in 
enterprise formation and ongoing economic activity within the Australian economy. 
 
Of the 47 ventures invested by our pooled finds during the last decade, 22 have been 
directly based upon commercialization of Australian public sector research. Our 
portfolio is summarized in the attached worksheet (Schedule 1). We have learned as a 
firm through our incubator management and most importantly through our 
management of a licensed pre-seed fund during the last five years that a specialized 
set of skills and processes are required in order to efficiently identify and extract 
commercialisable technologies and innovations from Australia’s deep public sector 
research resource. The executive director and general partner of our pre-seed fund, 
David Landers, has prepared a specific submission to the Innovation Review that 
makes recommendations for enhancement of the pre-seed program, as the first four 
funds near full commitment of their capital. This submission is appended here 
(Attachment A). 
 
In our experience, Australia is a fertile place for company formation but is distant 
from the larger global markets that our ventures must access to grow and ultimately 
deliver the large capital gains required of us by those who provide us funds to manage 
and invest. The investment returns sought by our investors may require promising 
enterprises to be redomiciled overseas or to be sold within a few years of formation to 
owners who are not Australian resident or payers of Australian taxes, in order to 
optimize financial results. This sometimes puts at question whether what we do with 
existing support from government is ultimately to the national benefit. In our view 
this question is answered in the affirmative. The aggregate effect of this business 
creation and building activity is the attraction of larger numbers of skilled people to 
live in Australia and apply their talents to value creation while they are here. Even as 



individual firms redomicile offshore, people cycle from them to new Australian 
enterprises and the economic pie grows. Other countries with relatively small 
domestic markets but a strong technology base have experienced this payoff for 
vigorous enterprise formation policies – Israel is perhaps the best-known example. 
 
For Australia to continue to be a fertile place to start-up innovative enterprises, the 
public science base must be supported and improved by government. There is not the 
corporate or military research base in this country to provide any options in this 
regard. This means government must assure that the research dollar should fund the 
best possible science. Research institutions should not be tied to commercialization 
quotas or similar measures that distort resource allocation, as they are not 
institutionally optimized for commercialization - private sector intermediaries, 
including the specialist teams associated with the pre-seed funds, are needed to work 
with the commecialisation and technology transfer offices of the institutions. Rather, 
their principal investigators should be permitted to spend significant periods of their 
technical career in building entrepreneurial companies, should this activity suit the 
talents of the individual. In the case of our pre-seed fund, one principal investigator 
has just been released for 80% of his time to support three separate start-up firms 
based on his intellectual property suite – without loss of academic tenure. This is to be 
applauded. 
 
Technology transfer to start-up companies must be complete. The firm must own its 
IP, not the originating institutions that have hosted the investigators. These 
institutions will usually receive shares in the entrepreneurial start-up firm for such 
transfer, which properly and fairly rewards value added to that stage. This is a vexed 
area of policy debate, particularly where public funds have been applied to original 
research and the entrepreneurial firms should not get a free ride. We are intrigued by 
the statement recently made prior to the 2020 Summit by economist professor Joshua 
Gans:  

There has been a trend towards encouraging, and even mandating, 
commercialisation of scientific knowledge as a pre-requisite for receiving 
government funding. This, however, can conflict with how future knowledge 
is created; something that requires maintaining the ability and incentives for 
current knowledge to be disclosed and used in an unfettered manner. To 
provide an appropriate balance, my idea is that (research) grants should 
require open dissemination but with an option to 'opt out' of such requirements 
by refunding monies should conflicting commercialisation opportunities 
present themselves. Giving scientists and commercial funders a menu of 
public support options and requirements will improve the mix and efficiency 
of scientific knowledge dissemination. 

These ideas have merit and we think that the Review could be an appropriate process 
for consideration of them. 

******** 
  
In making these few observations to the Review, we want to emphasise that it is our 
intention, for the foreseeable future, to continue to be active investors in Australian 
entrepreneurs by supporting the early and expansion stages of growth of their 



businesses. Our remarks in this paper are aimed at improvement and sustainability of 
that investment environment in ways that meet the core public policy tests of national 
benefit but under the rigour of market efficiency. 

Attachment A 

Pre-Seed Fund Program:  An Australian Model for Successfully Addressing 
Market Failure in Commercialising Public Sector Innovation 
 
Statement of Interest 
This submission has been prepared by David Landers, executive director & general 
partner, Allen & Buckeridge Emerging Technologies Fund, a licensed pre-seed fund, 
and of A&BETCF, L.P., a Venture Capital Limited Partnership formed to provide 
venture capital support to the most promising of the pre-seed fund investees. 
 
Introduction 
The focus of this submission is on the Commonwealth’s Pre-Seed Fund Program as a 
model for successfully addressing market failure in commercializing public sector 
innovation. A&B is a highly credentialed participant in the Australian innovation 
ecosystem, with 22 of 42 seed and early stage investments based on public sector 
research & development (see Schedule 1). A&B is one of four Commonwealth 
licensed managers in the Pre-Seed Fund Program. Please note that the views 
expressed in this submission are those of A&B and are not necessarily representative 
of other pre-seed fund managers. 
 
Background 
The basic challenges of commercialisng Australian public sector innovation are 
addressable. To illustrate this point consider the following conventional myths and the 
corresponding reality surrounding venture investing in Australian public sector 
innovation: 
 
Myth #1: No deal flow.  Reality:  There is neither an overabundance or under 
abundance of investment-worthy innovation in Australia’s public sector research 
institutions.   Instead, our considerable depth and breadth of experience in sourcing, 
screening and investing in public sector innovation over the years confirms that there 
is a ‘critical mass’ of investment-worthy innovation arising from the efforts of 
Australia’s public sector research community.  
 
A valuable question to be answered now is how Australia might increase the 
abundance of investment-worthy innovation without necessarily spending more on 
public sector R&D. More efficient R&D spend might be achievable if public sector 
research institutions got more efficient at culling non viable (commercially or 
otherwise) R&D sooner. This would result in a more efficient reallocation of unspent 
R&D funds to “plant more seeds” and would likely produce a higher innovation yield 
rate.   
 
Increasing the quantity and quality of deal flow from Australian public research could 
be the single most important means to stimulating the formation of Australian early 
stage venture capital funds and syndicates. This would provide the investment 
opportunity set that produces a sustained flow of private individual and institutional 



investment in the ‘Series A and above stage’ styled venture managers.  Institutional 
investors and the more experienced family office, angel and syndicated investor 
“clubs” are rational, evidence based professionals.  If there is a critical mass of 
investment-worthy innovation being served up by specialist pre-seed managers then 
the market will provide the post-seed stage funds to support it and the downstream 
venture management teams to manage these funds. The Australian venture capital 
industry has a strong appetite for well-prepared, high quality and quantity of ‘Series 
A’ stage deal flow, and public sector research remains Australia’s great untapped 
resource for providing it. 
 
Implicit in making such a system work would be structures, policies and processes to 
support much greater private sector engagement in the research institutions’ culling 
process. The Commonwealth’s Pre-seed Fund Program Managers already play a 
mission critical role in facilitating this aspect of institutional renewal but there are 
other measures to be taken as well.   
 
 
Myth #2:  No management.  Reality:  It is nonsense to say that Australia lacks 
talented management.  Australia has plenty of top grade management talent.  The only 
problem is that ‘top graders’ are not very easily re-vectored away from their careers in 
Australia’s leading organizations to work in start-up and early stage companies. The 
reasons are well understood and there is no magic formula for successfully resolving 
the problem in the short term. But most industry participants would agree that the 
problem resolves itself in the longer term if a virtuous cycle of entrepreneurial 
experience and success can be kick-started and sustained here in Australia. 
 
Today, management talent or the lack thereof, is the single greatest binding constraint 
to commercializing Australian innovation arising from public sector research.  The 
problem is most acute at the seed stage but becomes less acute as a company 
approaches the Series A stage and beyond. It is our experience that one can always 
retain a top grade management team to take the reins on a ‘high quality’ Series A+ 
stage company. 
 
The good news is that the likely yield of investment worthy deals in any given year 
does not require a great army of top grade management talent, particularly at the seed 
stages when management teams may require 1 to 3 senior managers on a part-time or 
full time basis during the first years.  During this phase more flexible and innovative 
approaches to addressing the management challenge include use of venture partners, 
entrepreneurs-in-residence and interim executive structures. In many cases we have 
learned that a single venture partner or interim executive may be able to provide 
services to 2 to 4 investees at any point in time. 
 
So, with hard work, experience based know-how and proprietary networks, a difficult 
problem can be contained. Progress towards a virtuous cycle of entrepreneurial 
experience and success has already been kick-started here in Australia but needs to be 
sustained. The Commonwealth’s Pre-Seed Fund Program Managers play a central and 
critical role in building proprietary networks of pre-seed and seed stage talent by 
systematically identifying, qualifying and engaging candidates as venture partners, 
entrepreneurs-in-residence, and to build-out management teams and boards for 
companies commercializing Australian public sector innovation.  







Recommendation 
Programs that encourage pre-seed and seed funds and syndicates of investors to be 
formed and expertly staffed should be continued and improved, so as to 
commercialise a greater share of national R&D output. The early experience of the 
four licensed pre-seed funds demonstrates both the quality of public sector funded 
research and the impact of these focused initiatives. 
 
The pre-seed experience during the last 5 years has been encouraging: Some 50 new 
ventures have been sponsored by the 4 funds to date; dedicated teams of specialists 
have been formed who understand how to identify commercially promising research 
and to then negotiate its transfer from public sector institutions to entrepreneurially 
driven early stage companies; and many ventures have already achieved several 
rounds of VC funding, both in Australia and overseas. 
 
It is undeniable however that continued Commonwealth Government support will be 
needed to attract private equity to continue to undertake and fund these tasks. A grant 
program is administratively difficult, as was found for the Building IT Strengths and 
ICTIP incubator programs earlier this decade. The 3:1 funding offered by the pre-seed 
program is unlikely to attract sufficient institutional support compared to the demand 
generated by the projects emerging from large public sector R&D funding budgets. A 
more viable and sustainable alternative structure can be derived from precedents 
established by several recent private sector initiatives: the three Pre-Seed Companion 
Funds and the ANU Connect model.  
 
The optimal model would be structured so that a modest sum of government money ( 
about $1.5 million per project/investee) is used to de-risk the initial technology 
transfer step. Then a dedicated private sector fund that is committed to support such 
government funding would provide capital for further development of promising 
projects that “make the cut” at that first screening stage. It will promote raising of 
such private capital pools if private investors in such “next generation pre-seed funds” 
are provided with a return of capital plus a minimum level of investment return (e.g. 
the bond rate) ahead of any return of capital to the Commonwealth. We would 
anticipate that the recently-introduced ESVCLP vehicle could be used so that private 
investors in a next generation Pre-Seed Fund can benefit from the zero tax rate on any 
profits generated from their investment. 
 
 
There is now ample evidence that it is in Australia’s best interests that the Pre-Seed 
Fund Program is sustained on a timely basis as a permanent and vital part of the 
Australian national innovation ecosystem, and it is our recommendation that a 
commitment not later than in the 2009 budget be made to an enhanced Pre-Seed Fund 
Program; and that this policy initiative be considered by the Review and 
recommended by it to the Commonwealth Government as an urgent and important 
priority. 
 

 


