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INTRODUCTION

ISME, the Irish Small & Medium Enterprises Association, represents in excess of 10,500 SME businesses throughout
the 26 counties employing more than 245,000. We are an INDEPENDENT body representing owner managers of small
& medium businesses in Ireland. We are independent because we rely solely on the resources of our members, not
on banks, semi-states, or big business. We are the only independent representative body for SMEs in Ireland.

Our observations and recommendations are primarily focussed on SMEs and in particular, owner managers, the risk
takers and job creators of the economy. SMEs account for 99.7% of all enterprises in Ireland and account for 70% of
all private sector employment. Some 900,000 (plus) of Ireland’s 2m workforce are employed by an SME. It is time to
recognise this.

If the UK exits the customs union at the end of its Brexit process, the consequences for the Irish economy will be
material and significant. This will hurt all areas of our economy and society, including those not directly exposed to
the UK market. There is no point in being cheerfully optimistic that the ‘Brits will come to their senses.” While it is
acceptable to hope for the best, it is prudent to prepare for the worst. While a major crisis facing us, Brexit is not the
only one. An old business adage reminds us that 90% of the things businesses do in a crisis, they should be doing
anyway. We believe most of our proposals below make good sense; Brexit merely makes them more urgent.

Beyond Brexit, Ireland remains a highly indebted country, with questions about the long-term sustainability of our
Government debt and our unfunded pensions’ liabilities. For that reason, we believe it is imperative that the
Government is prudent regarding current expenditure. We also believe that the CSO’s decision® to publish GNI* data
is welcome, and we believe it should be used to benchmark State spending internationally (see below).

The recommendations made in this submission represent the key priorities of ISME members for Budget 2018.

EXECUTIVE SUMMARY

While we believe all the foregoing to be important, we consider the following measures to be the SME sector’s
priorities for Budget 2018:

1. Reduction in the punitive 23% VAT rate to 21%. We also believe in use of lower preferential VAT rates to
encourage the uptake of green, low-carbon technologies for transportation, lighting and heating.

2. Spending on infrastructure was forsaken throughout the recession. It is time to redress this. The State needs
to prioritise the water network, the National Broadband plan, the completion of the M20 between Cork and
Limerick, the rapid provision of affordable housing, and improved public transport. We should target
infrastructure at 4% of GNI*. Capital expenditure must take priority over increasing current expenditure.

3. Our Capital Gains Tax (CGT) and Inheritance Tax regimes must be updated, both to increase yield, and to
encourage more intensive use of assets.

4. Our business start-up and entrepreneurial reliefs must be updated, to encourage the formation of new
businesses, and to encourage entrepreneurs to scale those businesses before sale. We are not forming
enough large businesses in Ireland.

1 https://www.irishtimes.com/business/economy/cso-paints-a-very-different-picture-of-irish-economy-with-new-measure-1.3155462
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5. Our further education and training regime is not consistent with activating a bigger workforce, or training
the unskilled. Ireland’s performance on NEETs? is markedly worse than the OECD average. We must divert
spending from non-performing programs towards those which will expand our workforce in size, learning and
expertise.

COMMERCIAL RATES

The Valuations Office is currently undertaking a revaluation of rates in all local authority areas. When this process
commenced, ISME understood it would involve nominal upward or downward adjustments in the ARV. Following
complaints, we surveyed members® and found that most ARVs were increasing substantially.

This is not acceptable, and imposes an intolerable burden on some businesses. The legislative basis for our rates
system dates from 1898, and is unfit for purpose. Our members are willing to consider updated rates calculations
systems. The current rates system requires substantial overhaul before it threatens business viability.

Immediately reform the ARV system, introducing an objective, transparent system for the calculation of
commercial rates.

CORPORATION TAX

Small open economies such as Singapore, Switzerland and Hong Kong have thrived on the back of sound economic
management and consistent pro-growth enterprise policies. The experiences of these open economies, with little
natural resources, have demonstrated the broad dynamic effects of these policies.

The UK has threatened a race-to-the-bottom approach post-Brexit. While we do not recommend such an approach,
we must be conscious of the risks posed by it. As a central plank in our industrial policy to attract and retain investment,
the 12.5% rate must be protected.

‘ Reaffirm the status of the 12.5% corporation tax rate for companies trading in Ireland.

ENTREPRENEURSHIP

The Self-Employed and Proprietary Directors

Earned Income Tax Credit

Following active lobbying by ISME, the Earned Income Tax credit was increased to €950 in Budget 2018. The level of
support for the campaign highlighted the frustration felt by the self-employed in relation to this issue. We in the ‘self-
employed category’ continue to shoulder a larger fiscal responsibility than our employed counterparts, earning the
same income. The Earned Income Tax credit should be pegged at the same level as the employee credit (currently
€1,650), and should not depart from it again.

l Increase the Earned Income Tax Credit to equal the PAYE Allowance in Budget 2018.

USC Disparity
It is more than difficult to accept a higher rate of tax (USC) when one considers the risks involved for self-employed in
starting and running their own business, employing staff and contributing taxes.

2 https://www.oecd.org/ireland/sag2016-ireland.pdf

3 https://www.isme.ie/ismes-local-authority-commercial-rates-survey-results
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No material, objective justification exists for the continuation of the discrimination against the self-employed in the
calculation of USC. Remove the 3% surcharge on self-employed earnings in excess of €100,000.

Self-employed income in excess of €100,000 treated for USC in the same manner as that for the employed.

Self Employed Social Welfare Entitlements
The failure to allow the self- employed equal social welfare entitlements in the event of the closure of their business
if they become unemployed is unjustifiable; especially given their exposure to higher USC if they are high earners.

Any introduction of benefits for self-employed business owners must be voluntary and not used to impose additional
taxes on SMEs.

Allow an opt-in to PRSI for Self-employed and Proprietary Directors for illness and disability benefits. This
can be extended to full benefits over time.

Share Based Remuneration in private companies.

Ireland needs to grow its own entrepreneurs. Despite years of lobbying on this point, the current scheme is too
complex and expensive for SMEs. There is a competitive disadvantage for entrepreneurs versus PLC's when hiring key
staff.

The current share based schemes in Ireland are suited to PLC’s but not private companies. This places entrepreneurs
and High-Potential-Start-Ups at a competitive disadvantage versus listed companies when competing for staff.

While we do not consider it productive to constantly reiterate the analogous tax situation in the UK, this is one area
where we feel that divergence could have negative consequences post-Brexit. The UK’s implicit threat to become a
hyper-competitive ‘Singapore’ means we will have to entertain imaginative remuneration and reward models in the
battle for talent in future.

CAPITAL GAINS TAX

The rate increase in Budget 2009 was the first rate change since Budget 1998 when the rate was decreased from 40%
to 20%. Despite the rate increase, there has been no increase in yield. The current 33% rate is discouraging investment.
When the rate was cut previously from 40% to 20%, yield increased twelve-fold (from €85.3m to €1,031.6m in 2012
euros). This is a serious issue. We believe the current rates are a disincentive to churn assets for new investment. A
reduction in the CGT rate for 2018 would not only increase the yield, it would stimulate investment elsewhere in the
economy.

CGT must be also be restructured by the re-introduction of inflation indexation relief, and the re-introduction of “roll-
over relief” for re-investment. Both were considered by the Commission on Taxation, which supported their
reintroduction and recommended the re-introduction of indexation relief. This would limit CGT to ‘real’ gains in asset
values by excluding the impact of inflation as measured by the Consumer Price Index (CPI).

Reduce all business CGT rates to 20%.

Capital Gains Tax & CGT Entrepreneurs Relief

The introduction of the Entrepreneurial Relief Scheme in Budget 2016 was a welcome development. However, it is still
a far less attractive relief than that offered by the British. The Irish CGT on similar gains is 20%, down from 33%, up to
€1 million lifetime limit.



In Britain capital gains realised on the disposal of certain businesses are taxed at a rate of 10% on the first £10 million
of the gain achieved. The excess over that is taxed at 28%. This leaves Irish SMEs at a massive disadvantage to their
UK counterparts.

Increase the limit on gains to €15million, and reduce the tax to 10% CGT.

Start-Up Relief for Entrepreneurs (SURE)

The SURE provides tax relief for specified individuals who invest in companies that are carrying on trading activities
coming within the Ell scheme (Employment and Investment Incentive). Based on figures from the Department of
Finance, there is currently a low level of usage of the scheme, which indicates that changes need to be made. The
scheme is intended to incentivise Entrepreneurs to leave employment and start their own business. This objective
must be supported.

The condition that states that the investor must have been in employment (apart from one year prior to investing in
the business is too restrictive and excludes:

Employees who for example are made redundant or leave employment and have not set up the new business
in the tight timeframe i.e. are not employed for more than the one prior tax year
Self-employed individuals with no employment in the prior years

Remove the condition that the individual has to have employment income in the prior year’s qualifying for
relief. This would include previously employed and self-employed individuals on an equal basis and the
likelihood of successful business ventures would increase.

The maximum per year is €100k. But this is a tax credit, not a total refund i.e. you will get a max of 41% of this. So the
people paying higher taxes are punished for doing so.

Remove this maximum and open it up to be based on maximum job creation.

The maximum relief per annum of €100,000 is too restrictive and minimises potential investments.

This should be increased to €150,000. This would make the maximum relief equal to that available in the

Employment Investment Incentive Scheme.

The Criteria for being a qualifying company is overly restrictive.

Open it up to all sectors and industries.

Recently unemployed persons in many instances do not have sufficient funds to invest in a company.

Allow some of the refund to be used to cover part of the investment.

Employment Investment Incentive Scheme (EIIS)

The Employment Investment Incentive Scheme (EIIS) is a tax relief incentive scheme that provides relief for investment
in certain corporate trades. The scheme replaced the Business Expansion Scheme (BES) and was announced in Budget
2011.

The scheme allows an individual investor to obtain income tax relief on investments up to a maximum of €150,000 per
annum in each tax year up to 2020. Relief is initially available to an individual at up to 30%. Up to a further 11% tax
relief is available where it has been proven that employment levels have increased at the company at the end of the
holding period (3 years) or where evidence is provided that the company used the capital raised for expenditure on



research and development. The use of the funds must contribute directly to the maintenance or creation of
employment in the company.

An investor receives 30% tax relief on investment, then 11/41sts (nearly) four years later if the employment has
increased. If an investment is made during 2014, receipt of the relief of 11/41sts is delayed to the end of 2018 only if
the employment has increased.

Remove this restriction so that the maintenance of employment leads to qualification for the relief.

There is a lifetime cap of €15m for BES/EIl investments.

This cap should be increased to €20m to allow successful investors to continue to raise Ell funds.

Investors currently receive tax relief of 30% in Year 1 and must then wait 4 years for the remaining 11%. This means
the investment is less attractive to investors.

Increase the tax relief on Year 1 to 41%.

The holding period of three years is too short.

Increase the holding period to 7 years.

Seed Enterprise Investment Scheme. (SEIS)

Newly formed Micro enterprises have not been in a position to avail of the Employment Investment Incentive
Scheme (EIIS). In the UK the SEIS was introduced for enterprises less than two years old, less than 25 employees and
assets less than £200,000. A similar scheme could be introduced here to fund the seed-bed.

Introduce a SEIS for first time entrepreneurs of 50% tax credit on investments in micro enterprises, similar
to the UK scheme.

Statutory Redundancy Rebate

One of the unintended effects of making redundancy more expensive or difficult for employers is that they are less
likely to hire employees, and more likely to use agency or contracted labour. The Global Innovation Index* places
Ireland 56 (of 128 countries) for ease and cost of redundancy.

The Government reduced the rebate on Statutory Redundancy in 2012, and eliminated it in 2013. This was a mistake.
Employers always had liability for a proportion of Statutory Redundancy payments, but the State provided an
‘insurance policy’ via the social fund to pay the balance. The employers’ contribution to this fund was set at 0.5%
(recovered via PRSI) in the Redundancy Payments Acts 1979. This contribution was not terminated when the rebate
ended.

The employers’ payments to the redundancy fund generated a substantial surplus over the liabilities from the fund.
Indeed in 2002, the then Department of Social Welfare was able to pay €635m to the Exchequer. While stating that
removal of a rebate (which employers were already paying for) was wrong, we acknowledge it was done in straitened
times. This justification no longer exists; yet the continued refusal to rebate redundancy payments discourages
employers from taking on employees in potentially marginal cases.

The Statutory Redundancy rebate should be reinstated at its 2012 level (60%). Failing this, the requirement to pay
statutory redundancy should be eliminated, or, employers’ PRSI should be reduced by 0.5% in lieu.

Reintroduce the Statutory Redundancy Rebate at the old rate of 60% (in default, eliminate Statutory
Redundancy, or reduce Employers’ PRSI by 0.5%).

4 https://www.globalinnovationindex.org/gii-2017-report
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REMUNERATION

Marginal Tax Rate

One of the aims of this administration is to “make work pay.” It is generally accepted that both the marginal rate of
tax is too high and entry to the marginal tax rate is too low and acting as a disincentive to work. Providing a worker
with a decent level of net pay in Ireland is a very expensive proposition, especially by comparison with our competitors.
Currently the marginal rate is 52% for employees and 55% for self-employed. This remains as a serious inhibitor to
attracting high calibre employees to work and entrepreneurs to set up business in Ireland. Even high-tax states such
as France have marginal rates that kick in much higher. The French 41% rate applies to income above €71,000, and
the 45% to income above €151,000.

Increase the entry point to €40,000 this year for a single person and reduce the marginal rate of income tax
to 38%. Commit to gradually increasing the marginal entry point over ten years to that of peer economies.

PRSI — Lower rate for Employers
The standard rate of employer PRSI is 10.75%. A lower rate of 8.5% applies to employee earnings which are €356 or
less per week. As part of the 2011 Jobs Initiative, Michael Noonan reduced this rate to 4.25% until the end of 2013.

This welcome support for job creation was not renewed for 2014 and later years. While ISME acknowledges the lower
levels of social insurance payable by employers and employees in Ireland, these reflect the far lower levels of universal
entitlement in Ireland.

The measure should be reintroduced for a further 3 years to assist in sustaining and creating jobs.

PRSI — Increased National Minimum Wage (NMW)
The increase in the NMW not merely lifts wages by 3.24%, it increases employers’ PRSI on a 40-hour week by €9.61.

Increase the PRSI threshold to €385 to reduce the impact of the NMW increase

Small Benefit Exemption

Extend the small benefit exemption, which allows the provision of a non-cash benefit such as a voucher to
the value of maximum €500, in any one tax year, to €750 per year.

Benefit in kind — Motor vehicle.
The 30% of Original Market Value is too high and should be reduced. It forces many to charge their employer a high
rate for business travel. When it was raised many years ago from 20% to 30%, Revenue did so with little or no research.

Reduce the BIK on vehicles from 30% to 15%.

Special Assignee Relief Programme (SARP).

In Budget 2015 steps were taken to attract talent to Ireland through the use of a SARP. The Irish version is less
favourable than similar schemes in France or the Netherlands. The scheme is set up for multinationals and not
intended for SMEs.

However, as global competition intensifies for talent and entrepreneurs are, in the main, young and mobile and can
easily set up a business in a location that offers the most competitive income and capital gains tax treatment. Ireland
must therefore be at the top of the list and beating the competition.

SMEs, which account for 99.7% of all enterprises are excluded from SARP.

Alter the SARP scheme to allow SMEs avail of the programme.

Pensions
The size of the unfunded deficit in State pensions was last estimated in 2012 at €420bn. This is more than twice the
current level of total Government debt. There is no time to waste in addressing this issue.



The proposal for auto enrolment into a Universal Retirement Savings Scheme (URSS) must be progressed. Employee
and Government should make a defined percentage contribution.

We believe that the broad policy goal of a URSS should be that all workers, employed and self-employed should
be included.

The cost of URSS must not add to the cost of labour to employers.

In order to encourage up-take the State must contribute to the URSS (this would be in lieu of State contributions
to a national pensions reserve fund).

The State must be the main agency involved both in the collection, recording, investing and distribution of
benefits.

It will also be important to consider and review the interaction with existing private pension arrangements. All public
sector employees should be in the URSS, to preclude the inequalities that exist now®. We believe that the system
should be mandatory auto-enrolment with limited opt-outs.

ACCESS TO CREDIT

Peer to Peer Lending
SMEs are significantly challenged in accessing credit. Peer-to-Peer (P2P) lending improves this situation by providing
another avenue of funding for business owners to explore.

The Global Innovation Index® places Ireland 62™ of 128 countries in domestic credit to the private sector. This is bad.

Peer-to-Peer lending is currently unregulated in Ireland. This makes investing in P2P lending less attractive. The UKs
Financial Conduct Authority has regulated P2P lending in the UK from April 2014. These regulations could act as a
template.

ISME requests that a set of regulations for Irish P2P lending be created and implemented as soon as possible.

Awareness and investment levels need to be raised so that P2P funding can become a credible alternative to bank
funding for Irish SMEs.

ISME recommends that the Government follow the UK successful example of promoting the P2P lending
industry, through a cash investment from the Strategic Banking Corporation of Ireland (SBCI). This

investment would increase awareness of this funding stream and encourage savers to invest.

VAT

VAT- Cash Receipts Basis

The annual VAT cash receipts basis threshold for Irish SMEs increased from €1.25m to €2m on the 1st of May 2014.
This will assist SMEs in improving cash-flow and reducing administration costs. The primary benefit of the Cash
Receipts basis of accounting is the pressure it removes from businesses to pay VAT which has not yet been received.
It is particularly helpful for start-ups and expanding companies.

The Cash Receipts Accounting Basis is merely a deferral of revenue for the exchequer- it does not amount to a revenue
loss. The VAT cash receipts basis threshold is still too low. It excludes many companies who would benefit from a
higher threshold.

Increase the threshold to €2.5m in Budget 2018. This will further support SMEs in organising cash flow and
reducing administration.

5 https://www.irishtimes.com/business/financial-services/public-sector-pensions-worth-millions-new-figures-show-1.3143604

6 https://www.globalinnovationindex.org/gii-2017-report
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VAT Rates

The top rate of VAT is acting as a disincentive to spend in the economy. The likely effects of any decrease in VAT rates
should be costed and analysed by the Department of Finance to determine what reduction can reasonably be made.
VAT rates are stifling consumer demand. The VAT system should be used to encourage the green economy, see below.

The highest 23% rate of VAT should be decreased to 21% to boost domestic demand.

The 9% VAT rate given to the Tourism and Hospitality sector has been hugely successful in stimulating demand,
creating jobs and attracting tourism, according to various analyses.

This VAT rate must be retained as a permanent rate and should be expanded to all labour intensive
industries.

VAT Rates on School Uniforms

While the argument for School Uniforms has been won based on the advantages of uniforms over non-uniform wear,
there remains the issue of cost and in particular the government tax (VAT) on school wear, currently at 23% on items
over a certain size.

The fact that in the majority of cases the child’s size is responsible for increasing the cost by 23% VAT, adds to the
difficulties and the risk of poverty. This 23% of those costs ends up going round in a circle, creating, at least, an extra
administrative burden on the trade providers and the State, and at worst, an unaffordable cost on parents, sometimes
increasing the poverty trap.

All School Uniforms, of whatever size, should be zero rated for VAT purposes.

REBOOTING THE DOMESTIC ECONOMY

Improvement in Public Procurement

While DPER has made improvements in national procurement strategy, ISME wants to see further and greater use of
regionalized and value-band driven lotting strategies that the Office of Government Procurement has started to
deploy. These enhanced mechanisms stratify the market and provide SMEs a path to delivering expertise and value
for money to State whilst providing employment for our people throughout the land.

SMEs have a real contribution to make toward value-for-money public procurement. It is not acceptable that ten large
or multi-national companies represented themselves as SMEs’ for the purposes of procurement contracts, in
contravention of EU guidelines on company size.

Extension of HRI. Scheme

The Home Renovation Incentive provides tax relief for Homeowners through an Income Tax credit at 13.5% of
qualifying expenditure on repair, renovation or improvement works carried out on a main home by qualifying
Contractors. In Budget 2015 the scheme was extended to rental properties.

The tax credit should be increased to 20% to make it more attractive.

The maximum qualifying expenditure of €30,000 is too low.

Increase this maximum to €50,000 to increase activity in the construction sector and extend the HRI scheme

to Landscaping and gardening activities.

7 https://thestory.ie/author/gavinsblog/page/2/
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The minimum qualifying expenditure of €4,405 plus VAT is too high. Reducing the minimum qualifying spend will
attract more people to contract work from tax-compliant providers and reduce shadow economy activity.

Half the minimum spend to €2,203 plus VAT.

Childcare.

The cost of childcare remains a significant deterrent for parents to continue or return to work. The current child benefit
is not targeted to where it is best used. Child benefit payments to parents earning €100,000 costs in excess of €325
million. This could be used to increase childcare services.

Means test all child benefit payments and invest the savings in a mix of after-school care and early
childhood care & education scheme.

National Training Fund

As part of its Spending Review 2017, DPER completed an ‘Analysis of Further Education and Training by Education
Training Boards’® in July 2017. Its conclusions are concerning. The National Training Fund (NTF) was established in
2000. The National Training Fund Act, 2000 describes the purpose of the NTF as “to give skills to, or raise skills amongst
those in, or seeking employment.”

Employers pay for this National Training Fund. It is resourced by a levy on employers of 0.7% of reckonable earnings
of employees in employment classes A and H (approximately 75% of all insurable employees), which is incorporated
and collected through the employer’s PAYE/PRSI system. This levy is subject to review. Before the revised levy is set,
ISME wishes to point out that any increase in PRSI affects SMEs (particularly services SMEs) the worst. The National
Competitiveness Council estimates labour cost to be up to 86% of SME enterprise costs.’

While employers fund the operation of the NTF, on an annual basis, SOLAS receives approximately 77% of the
expenditure. In recent years, many projects have also been funded through contributions from the National Training
Fund, including €22 million for Springboard, €20 million for Momentum and €5 million for ICT skills conversion course.
In other words, the NTF is almost solely used to upgrade the skills of unemployed people. This must be reassessed in
light of the continuing fall in unemployment. ISME also has received complaints that NTF clients are discouraged from
taking up employment following training because of impacts on benefits or entitlements. The Social Housing Income
Limits'® in particular are being cited as a concern among people reluctant to take up a job over certain income levels.

Given the success of the Skillnets Training Network model, the Association calls on the Government to increase the
funding allocated to Skillnets by €5 million.

ISME advocates that a commitment be made to ensure up to 50% of funding from the NTF is committed to

up-skilling those already in employment, as the unemployment rate continues to fall.

Increase the funding of the Skillnets Training Network by €5 million.

Infrastructure
The Global Innovation Index** ranks Ireland’s gross capital formation at 60" of 128 countries. This would be acceptable
if we had a well-developed national infrastructure. We don’t.

Ireland has a critical underinvestment in its potable and waste water infrastructure. It has a shortage of affordable
housing. It has seriously under-developed high-capacity urban transport networks. It remains dependent on fossil fuels

8 http://www.per.gov.ie/wp-content/uploads/Further-Education-and-Training.pdf

9 http://www.competitiveness.ie/News-Events/2017/NCC-Costs-of-Doing-Business-2017-Report.pdf

10 https://www.housing.gov.ie/sites/default/files/migrated-files/en/Publications/DevelopmentandHousing/Housing/table with 2016 income limits.pdf

u https://www.globalinnovationindex.org/gii-2017-report

11


http://www.per.gov.ie/wp-content/uploads/Further-Education-and-Training.pdf
http://www.competitiveness.ie/News-Events/2017/NCC-Costs-of-Doing-Business-2017-Report.pdf
https://www.housing.gov.ie/sites/default/files/migrated-files/en/Publications/DevelopmentandHousing/Housing/table_with_2016_income_limits.pdf
https://www.globalinnovationindex.org/gii-2017-report

for energy generation. It has yet to complete its inter-urban motorway network. The National Broadband Plan is not
advancing at an acceptable rate.? This is particularly hurting the viability of businesses in rural areas, which is why it
was prioritised in the Action Plan for Jobs.

The domestic economy continues to struggle and is in need of an investment stimulus. Well-planned infrastructural
projects could help to boost jobs, spending and consumer sentiment. It is also a key competitiveness issue and is
important in attracting FDI to Ireland. Capital investment is a far higher priority for Ireland than current expenditure.

Capital Infrastructure investment for 2018 should be set at a rate of 4% of GNI*.

Innovation Voucher Scheme

The Innovation voucher scheme has had limited success due to a lack of promotion. Greater SME involvement in R&D
can be achieved by streamlining more and better focused efforts to promote cooperation between industry and
researchers.

ISME recommend that the existing €5,000 innovation vouchers (Max €12,500) should be extended to
€25,000 to ensure more meaningful development is carried by SMEs and by third level institutions on their
behalf.

Online Selling

Irish consumers spend in excess of €5.9 billion per annum via on-line purchase. It is estimated that 60% of this spend,
or €3.5 billion, is on overseas sales, representing a significant opportunity lost for Irish retailers. It is expected that the
amount spent by Irish consumers purchasing on-line will increase to €12.7 billion by 2020.

The current Trading On-Line Voucher scheme provides only enough to establish a company’s website. It does not
provide sufficiently to get them trading on line. Secure on-line trading remains a challenge for Irish retailers and the
cost of establishing a presence in this market can be prohibitive.

ISME urges the Government to increase the voucher value to €10,000 (for a secure, payments-enabled website) and
introduce a tax-based scheme with the objective of giving a double tax allowance for the additional cost of establishing
an on-line presence to SME businesses with a particular focus on selling to overseas consumers.

The outcome of the scheme would be that an increased level of on-line sales will be won by companies based in Ireland
and additional revenues will be generated for the Exchequer through VAT receipts, Corporation Tax and PAYE receipts.

Trading Online Vouchers of €10,000 per qualifying business must be introduced with no spending match
requirement. The target number for these vouchers should be higher than the 2,000 target set in the first
round- ISME suggests targeting 10,000 businesses and extended to all SMEs.

Introduce a Double tax allowance for additional cost of establishing an on-line presence focussed on
overseas consumers.

Housing Issues

The currentissues in the housing market are well-documented and the Central Bank has changed mortgage regulations
in a bid to stop a new bubble from forming. However, the scarcity of supply and rising rents is an issue that Government
must address. This will boost the construction sector but will also help alleviate wage pressures being placed on SMEs.
At present, builders have no incentive to build houses outside of the major cities. For example, a recent private study
in Arklow showed that the average price for a 3 bed semi-detached house was €165,000 while it would cost €200,000
to deliver a new build 3 bed semi-detached house on zoned lands around the town.

12 https://www.siliconrepublic.com/comms/national-broadband-plan-delays
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Reduce the VAT rate to 0% for (at least) temporary period of 3 years to stimulate the residential market.

Encouraging the Green Economy

Ireland will struggle in meeting its greenhouse gas (GHG) reduction targets as our economy improves. While the
Department of Communications, Climate Action and Environment makes reference to supportive tax policies in its
National Mitigation Plan?3, these are aspirational and non-specific. The document constantly refers to ‘tax forgone’ in
its analysis, indicating that revenue neutrality, rather than GHG reduction, is its absolute priority. The type of
aggressive tax incentive measures that are already under way in Norway* are merely ‘under consideration’ in the
National Mitigation Plan. This is the unfortunate consequence of taxing the motoring sector so heavily over the
decades: The Exchequer is reluctant to countenance any move away from CO2-intensive transport because of
considerations of revenue forgone.

The SME sector can play an active role in assisting the State if it is appropriately encouraged to do so. Those
technologies which can markedly reduce energy consumption, such as LED lighting, should be incentivised with
measures such as reducing or removing the recycling charge, and preferential VAT rates. The Government should be
willing to consider use of the VAT system to further stimulate the sale of low-consumption technologies. The recently
reported confirmation by Revenue that it intends to view car-charging at work as a BIK!® runs entirely counter to
Government policy, and must be overturned. Until electric options become deeply and cost-effectively embedded in
society, tax policy will have to be used as an instrument to encourage it.

Actively exploit the tax system to encourage the rapid up-take of energy-efficient technologies.

Inheritance Threshold Levels

Capital Acquisitions Tax was introduced in 1975 as an inheritance /gift tax with a threshold of the equivalent of
€190,461. If indexed at the CPI rate, this would now equate to €1,281,474 now instead of the current €310,000 (‘Group
A’). A progressive increase in tax exempt threshold is needed to remove modest estates from a charge to CAT. It is
hoped that the Government will begin a process of improving the tax-free thresholds.

Inheritance threshold levels are currently too low and should be increased to €600,000, to reflect current
house prices.

There is a 90% CAT relief in the transfer of business assets from one generation to another. But this only applies where
control of the business transfers at the same time. This is neither possible nor desirable in all cases.

The tax treatment of family businesses being passed on to the next generation should also be reviewed and
reformed to better suit modern businesses.

UPWARD ONLY RENT REVIEWS

After wages, rent is the next largest cost for most businesses. With rents, and in particular upward only reviews
(UORR), our Government has let us down badly. In many cases, companies are currently paying rents that have little
or no correlation to the market value of their property. Rents in Ireland are almost twice the international average.

The only way out of the UORR is to put a business into examinership, a process too expensive for the majority of
businesses. The establishment of Rent Pressure Zones!® exposed the myth of a constitutional bar to intervention in
commercial rents.

13 http://www.dccae.gov.ie/en-ie/climate-action/publications/Documents/7/National%20Mitigation%20Plan%202017.pdf
14 https://www.irishtimes.com/life-and-style/motors/why-ireland-should-follow-norway-s-lead-on-electric-cars-1.3069741

15 https://www.irishtimes.com/news/ireland/irish-news/charging-electric-cars-at-work-brings-benefit-in-kind-tax-liability-1.3155508

16 https://www.rtb.ie/rent-pressure-zones/rent-pressure-zones
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Introduce a prohibition on Upward Only Rents from next lease renewal date.

PUBLIC SECTOR REFORM

The cost of running the public sector, is way beyond what we can afford. Public sector pay and pensions now account
for more than one-third of all current spending. The sector remains overstaffed in certain areas, despite over-generous
packages and has not delivered on the real efficiencies required and promised through various benchmarking, Croke
Park, Haddington Road and Lansdowne Road agreements.

Annual increments, perks and privileges continue despite efforts to curtail them. It is extremely difficult therefore for
SME owner managers and their staff to fund extraordinary pay and conditions for the public sector, when the SME
sector has experienced severe drops in income and minimal supplementary pension protection for themselves,
beyond the State Pension.

The gap between public and private sector pay'’ is an established factual and statistical reality. Yet any time we point
this out, ISME is accused of right-wing, neo-liberal disregard for the public services (usually, but not exclusively, by the
same people who are arguing for an increase in the public-private sector pay gap).

The issue is no longer merely fiscal, it is moral. The continued unchallenged diversion of State resources into public
service current expenditure represents an unjustified transfer of wealth from the poorer, exposed majority to the
cosseted minority, at the expense of infrastructural spending, and the future generations who will have to repay our
profligacy. A decade after we sustained our last fiscal crash, we are steadily building towards another.

For too many years, Government has avoided meaningful modernisation of the public sector for fear of a backlash
from the public sector unions. This effectively has led to the situation where one sector of the economy can hold the
country to ransom, knowing that a little political pressure invariably means they will get their way. If it comes to a
choice between widespread and damaging industrial unrest, or a repeat of the fiscal crash of 2008-2010, the former
is far preferable to the latter.

We can, through a continued focus on productivity and reform deliver a world class public service that plays a
necessary and strategic role in the economy.

ISME recommends the following:

The Public-Private pay gap has declined from 46% in 2012 to 37% in 2017. The State should commit to
reducing this gap to 10% by 2025.

Use GNI* as the key denominator to measure State costs. By using GDP as the denominator, which is roughly
than 30% greater than GNP, we greatly underestimate our per capita expenditure on health, education and
other social costs. This yields materially incorrect results for our public spending KPl measures. Apply this
GNI* benchmarking rule to all Gov. Spend, with EU comparatives, and make it part of CSO quarterly
reporting.

Adopt Accruals Based Accounting for Government accounting. This is in line with OECD and best
international practise and give a more realistic account of national figures.

Provide for termination by way of redundancy for State employment contracts.

Provide for robust means of dismissal for under-performing State employees.

Abolish the incremental system of rewarding public servants for service in years.

Abolish all perks and have a basic salary for all.

Reform sick pay schemes and insist on management accountability.

v http://cso.ie/en/releasesandpublications/er/elcg/earningsandlabourcostsq42016finalq12017preliminaryestimates/
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The introduction of an independent international oversight body with responsibility for ensuring that there
is genuine, transparent and accountable reform of the public sector; highlighting measurable savings in
efficiencies.

Have IT investment in Health & Education benchmarked against the best systems internationally, and make
it part of the 4% Infrastructural investment objective noted in Rebooting the Domestic Economy above.

A number of services, including administration, should be outsourced to the private sector.

Ensure the maintenance of a statutory retirement age
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COMMERCIAL RATES
Update and reform the current ARV calculation system
CORPORATION TAX
Reaffirm the status of the 12.5% corporation tax rate for all
companies trading in Ireland.
ENTREPRENEURSHIP
The Self-Employed and Proprietary Directors
Complete the equalisation in PAYE allowances for
Proprietary Directors and Self-employed with employed.
All Self-employed income should be liable for USC at similar
rate to employees.
Allow an opt-in to PRSI for Self-employed and for illness and
disability benefits to be extended over time.
Share Based Remuneration
Introduce a scheme with a framework similar to the UK.
Capital Gains Tax
Reduce CGT rate to 20%.
CGT and CGT Entrepreneurs Relief
Increase the limit on gains to €15million.
Reduce the Tax on Entrepreneurial gains to 10% CGT.
Start-up Relief for Entrepreneurs (SURE)
Remove the condition that individual has to have
employment income in the prior year’s qualifying for relief.
Remove the maximum and open it up to be based on
maximum job creation.
Increase maximum relief to €150,000.
Open it up to all sectors and industries.
Allow some of refund be used to cover part of the
investment.
Employment and Investment Scheme
Maintenance of current employment should lead to
qualification for the relief.
The cap should be doubled to €20m.
Increase the tax relief on Year 1 to 41%.
Increase the holding period to 7 years.
Seed Enterprise Investment Scheme
Introduce a scheme for micro enterprises.
Statutory Redundancy Rebate
Reintroduce the Statutory Redundancy Rebate
REMUNERATION
Marginal Tax Rate
Increase the entry point to €40,000 for a single person.
Reduce the marginal rate of income tax to 38%.
PRSI — Lower rate for Employers
The 4.25% rate should be reintroduced.
Increase the PRSI threshold to minimise the employer
impact of the NMW increase
Small Benefit Exemption
Extend the small benefit exemption to €750 per year.
Benefit in kind — Motor vehicle.
Reduce the BIK on vehicles from 30% to 15%.
Special Assignee Relief Programme. (SARP).
Allow SMEs to avail of programme.
Pensions
The proposal for auto enrolment pensions should be
progressed. Employee and Government should make a
defined percentage contribution.
Apply the system to all workers, public and private sector
ACCESS TO CREDIT
Peer to Peer Lending

ISME requests that a set of regulations for Irish P2P lending
be created and implemented as soon as possible based on
the UKs Financial Conduct Authority regulations.
ISME recommends that the Government follow the UK
successful example of promoting the P2P lending industry
through a cash investment.

VAT

VAT- Cash Receipts Basis
Increase this threshold to €2.5m in Budget 2018.

VAT Rates
The highest 23% rate of VAT should be decreased to 21% to
boost domestic demand.
The 9% rate for tourism must be retained and extended to
other labour intensive industries.

VAT Rates on School Uniforms
We are asking that in Budget 2018 all School Uniforms, of
whatever size, be zero rated for VAT purposes.

REBOOTING THE DOMESTIC ECONOMY

Extension of HRI Scheme
The tax credit should be increased to 20% to make it more
attractive.
Increase the maximum to €50,000.
The minimum spend should be halved to €2,203 plus VAT.

Childcare
Means test child benefit and invest in early childcare
education and after school care.

National Training Fund
Ensure up to 50% of funding from the NTF is committed to
up-skilling those already in employment.
Increase funding to Skillnets to €5m.

Infrastructure
Capital Infrastructure investment for 2018 should be set at
a rate of 4% of GNI*.

Innovation Voucher Scheme
The existing €5,000 innovation vouchers (Max €12,500)
should be extended to €25,000.

Online Selling
Trading Online Vouchers of €10,000 for all qualifying SMEs
to be introduced without spending match requirement.
Double tax allowance on additional cost of on-line
investment.

Housing Issues
Reduce the VAT rate to 0% for at least 3 years

Encouraging the Green Economy
Use the VAT and WEEE systems to encourage uptake of
green technologies

Inheritance Threshold Levels
Inheritance threshold should be increased to €500,000
The tax treatment of family businesses being passed on to
the next generation should also be reviewed and reformed

UPWARD ONLY RENT REVIEWS
Introduce a prohibition on Upward Only Rents from next
lease renewal.

PUBLIC SECTOR REFORM
Commit to reducing the public-private pay gap.
Use GNI* as the benchmark indicator for spending KPIs
Adopt accruals accounting for the national accounts
Introduce redundancy to public sector contracts
Introduce robust performance and accountability measures
Benchmark spending against peer countries using GNI*



