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1. Introduction 

The Department of Enterprise, Trade and Employment in conjunction with the agencies - Forfás, Enterprise Ireland, IDA Ireland and Science Foundation Ireland - welcome the opportunity to provide inputs to the work of the Commission on Taxation. 

Ireland’s economic growth

Success in building and maintaining a vibrant enterprise sector has been the key driver of Ireland’s recent strong economic growth. Key factors such as an attractive business tax environment, the availability of skills and a flexible regulatory and business environment have meant that for more than a decade numbers in employment have dramatically increased and living standards, as measured by gross domestic product (GDP) and gross national product (GNP) per capita, have increased to exceed the European Union (EU) average. Government indebtedness has also been reduced from the highs of the 1980s and now ranks amongst the lowest in the euro-zone. 

In recent times, a number of external and domestic factors have combined to cause a slowdown in the Irish economy. Despite these significant short-term problems, the economy still has significant potential to grow and in its latest Medium-Term Review 2008—2015, the Economic and Social Research Institute (ESRI) forecasts growth of round 3.75% a year over the coming decade. Appropriate policies are deemed central to achieving this growth.
Enterprise Policy in Ireland

The recent past has brought changes, which have materially altered the domestic business environment and transformed the landscape within which enterprise in Ireland operates. In light of these changes, sustaining the strength of the enterprise sector to continue the growth of the economy is now a key challenge. 

Ireland’s enterprise base has undergone a transformation as lower-value, established sectors such as textiles and conventional engineering have declined in line with international trends.  These are being replaced with the continued development and growth of modern, high-value sectors such as life sciences and internationally-traded services sectors (e.g. ICT and software technologies, digital media and telecommunications). Factors such as increased international competition and Ireland’s move to a higher cost economy have meant that Ireland must now compete for these higher value activities based on skills and innovation. The production and trade of these high value goods and services at the lowest cost possible will be central to the future growth of the economy and is a key enterprise policy focus.

As Ireland has a relatively small domestic economy, it needs to import to a greater extent compared to countries with larger domestic economies. Such imports - which sustain higher standards of living - must, in the long run, be financed by export sales. In light of this, ensuring that Irish firms can grow large enough to trade internationally has been and will continue to be, central to the success of the Irish economy and is also a key enterprise policy focus.

While important improvements in this changing business environment have reduced the need for direct policy interventions, they have not eliminated it. In the Foreign Direct Investment (FDI) sphere, the fact remains that global competition for premium mobile projects creates a requirement for financial incentives. Factor advantages in skills and infrastructure can ameliorate the need for direct grants but cannot currently eliminate it. For the indigenous sector, a host of issues can justify policy interventions. These range from ensuring access to appropriate levels of enterprise finance; human resource development; and improving knowledge of and access to export markets.

In its enterprise development policies, Ireland continues to pursue the increasingly convergent aims to both attract FDI into Ireland and to accelerate the development of world-class Irish companies with a global focus (through export orientation and by achieving international sales through outward direct investment). Ensuring that Ireland is the best location for companies to base their core high value functions and to exploit global markets is central to this policy. 

Role of the Department of Enterprise Trade and Employment and the agencies

The Department of Enterprise, Trade and Employment is charged with the implementation and development of government policy in the areas of enterprise, employment promotion, trade development, the regulation of business and the protection of workers. Detailed responsibilities include: indutrial development policy; science and technology; company and patents law; the registration of companies, co-operatives and friendly societies; control of mergers; trade policy and trade promotion; consumer protection; industrial relations; and various matters affecting the conditions of employment of workers including occupational safety, health and welfare.  
Forfás is the national policy and advisory board for enterprise, science, technology and innovation. Forfás provides the Department of Enterprise, Trade and Employment  and other stakeholders with analysis, advice and support on issues related to enterprise, trade, science, technology and innovation; including the development and coordination of the enterprise development agencies, IDA Ireland, Enterprise Ireland and Science Foundation Ireland (SFI). Legally, Forfás has five separate but related functions:
· To advise the Minister for Enterprise, Trade and Employment on matters relating to the development of industry 

· Advise on the development and coordination of policy for Enterprise Ireland, IDA Ireland, SFI 

· Encourage the development of industry, technology, marketing & human resources 

· Encourage the establishment & development of industrial undertakings from outside the State 

· Advise and coordinate Enterprise Ireland, IDA Ireland and Science Foundation Ireland in relation to their functions

IDA Ireland is responsible for the promotion of foreign direct investment into Ireland through the development of the existing client base and the attraction of new clients to Ireland. 

In 2006 expenditure by foreign-owned companies in the Irish economy amounted to €18.2bn, comprising €7.5bn on payroll costs, €4.2bn on materials produced in Ireland and €6.3bn on services purchased in Ireland.

In addition to these direct effects, FDI can be seen to have multiplier effects throughout the economy, creating demand for high skills, advancing management and business processes. 

Enterprise Ireland is responsible for the development and promotion of the indigenous business sector and aims to accelerate the development of world-class Irish companies to achieve strong positions in global markets resulting in increased national and regional prosperity. Enterprise Ireland also plays a prominent role in encouraging and supporting new start-up businesses.   

Enterprise Ireland has in the region of 3,500 client companies. In 2007 Enterprise Ireland client companies employed over 153,670 people (this includes client companies that transferred from Shannon Development to Enterprise Ireland during 2007). 

Total expenditure by agency assisted Irish-owned manufacturing and internationally traded services in the Irish economy amounted to €16.5bn in 2006, which consists of €4.7bn on payroll costs, €8.6bn on Irish-produced raw materials and €3.2bn on Irish services.

Science Foundation Ireland is the National Foundation for Excellence in Scientific Research and works to strengthen Ireland’s scientific and engineering research and its infrastructure. SFI is a key organisation in the implementation of the Strategy for Science, Technology and Innovation 2006-2013 within the NDP 2007-2013.  A sum of €8.2 billion has been allocated for scientific research under the NDP and SSTI of which SFI has responsibility to invest €1.4 billion.  SFI invests in academic researchers and research teams who are most likely to generate new knowledge, leading edge technologies and competitive enterprises in the fields of science and engineering.

2. Economic background and role of tax.
Ireland has been very successful in building and maintaining a vibrant enterprise sector that has driven strong economic growth for more than a decade. While a range of factors have contributed to this success, the Department of Enterprise, Trade and Employment and its enterprise development agencies believe that the ability of the tax system to adapt and respond to the changing needs of business has played a fundamental role. Due to this success, Ireland has developed key strengths in important internationally-trading sectors (such as software, financial services, pharmaceuticals), and it is now opportune to consider whether these could be augmented and also further developed across a wider range of business activities. 

In its enterprise development policies, Ireland continues to pursue the increasingly convergent aims to both attract Foreign Direct Investment (FDI) into Ireland and to accelerate the development of world-class Irish companies with a global focus. Ensuring that Ireland is the best location for companies to base their core high value functions and to exploit global markets is central to this policy. 

Global forces – such as reductions in trade barriers, technological change and expanded access to labour pools - are now influencing the way in which business is done more than ever before. In response, companies are continually re-evaluating, and changing, their traditional ways of doing business, while global competition for this business is getting increasingly aggressive. 

Ireland is now in a position to exploit and further build on its performance to date. However, in order to strengthen our leading position in light of the changing competitive landscape, re-evaluating and adapting our taxation system to ensure that it reflects the future needs of business will be of key importance. In building on the successes of the Irish corporate tax regime, care needs to be taken to ensure that measures do not inadvertently undermine Ireland’s international reputation as a place to do business.  With a view to bringing them to the attention of the Commission on Taxation in its ongoing work, a number of challenges and areas where the taxation system can play a role are set out for consideration and further study. 
Globalisation and changing business models

A growing number of companies are re-evaluating their global business models in a bid to remain competitive and maximise overall efficiency. The transfer of certain low-value-added activities to lower-cost locations across the globe has been a feature of this trend, and there is also an increasing tendency to centralise some or all of their key, high-value-added activities into a smaller number of global or regional headquarters, or hubs. This leads to a more diverse range of key functions being carried out in one location, which can include supply chain management, logistics and procurement, financial control, legal and regulatory compliance, as well as intellectual property management, research and development, and higher-value shared service centres. 

Ireland needs to attract these high-value, knowledge-based activities in order to successfully build a knowledge economy and one which will sustain growing national incomes. Tax is a critical differentiating factor for the location of hubs for such activities. Within the overall framework of Government economic, environmental and social policy it is important that the tax system in Ireland be capable of facilitating the location of such key activities here, particularly in light of ever-increasing global competition. Businesses that consolidate tend to locate their holding company functions with their high-value activities. 

Move from ten percent to 12.5 percent corporation tax 

The ten percent corporation tax rate has played a hugely significant role in facilitating the growth of foreign direct investment and building strengths in strategically significant sectors, such as software and pharmaceuticals, while also enabling indigenous firms to accumulate capital to expand. It has helped to balance the high cost of labour, transport and other business costs in Ireland, and has also played a crucial role in developing the international financial services sector.

The impact of moving from a ten percent to a 12.5 percent rate of corporation tax at the end of 2010 will be significant for many companies involved. It is tentatively estimated that this increase in the rate will yield, all other things being equal, up to an additional €400 million
. It is important to note that eight of the top-ten enterprise agency assisted highest corporation tax payers in Ireland are currently eligible for the ten percent rate and will face this increase
. 

Given the success of our ten percent corporation tax rate, the mobile nature of global companies, and the intensification of international tax competition, it is important that the Commission on Taxation, having regard to its overall terms of reference, takes this opportunity to review the tax aspects of our current investment offering to ensure that Ireland both retains its competitiveness and improves its attractiveness for a range of additional and targeted higher value activities. 

Increased international competition

As economic integration has increased, most countries have pursued tax reforms to ensure that their economies remain attractive for business investment and development. Not only has the number of countries competing for global business increased greatly, but many other jurisdictions are also now offering a more sophisticated and wide-ranging suite of measures to attract and retain internationally mobile business than hitherto. In particular, reductions in corporation tax rates have been, and continue to be, a key trend of international tax policy in recent years
.

There are a number of key issues within the tax system for enterprise that the Department of Enterprise, Trade and Employment and its enterprise development agencies believe will need to be considered by the Commission in terms of Ireland’s future competitiveness for knowledge-based activities vis-à-vis other locations. 

· Whilst we have an attractive system of credits for R&D expenditure, businesses do not rely solely on in-house R&D, but seek to also achieve quantum leaps by acquiring new intellectual property (IP). Ireland currently does not have a deduction for the purchase of intangible assets (which encompass IP).  

· Although we are looking to develop a knowledge economy, the taxation treatment of income from knowledge (i.e. royalties) overseas can effectively negate the relative benefit of the company being located in Ireland and availing of the 12.5 percent rate. 

· While recent measures around the treatment of dividends have undoubtedly helped to increase the attractiveness of Ireland as a potential holding company location, they have only gone part of the way to satisfying the key criteria for being a holding company location of choice. When investors are short-listing potential locations for the high-value-added activities of international groups, a full participation exemption regime would enable Ireland to compete equally with other countries in terms of an overall tax offering

These are some of the main issues that Ireland needs to address if it wishes to attract the high-value activities of business in the medium term.

Wider competitiveness considerations

There are a number of wider competitiveness implications for business in Ireland that need to be taken into account when examining the attractiveness of the current enterprise taxation regime namely the attraction, development and retention of talent; environmental concerns; administrative burden; and local authority charges. 

The attraction, development and retention of talent have become key concerns for most companies, particularly high-growth companies. In addition, efforts to plan for future demographic challenges are necessary. Significant reductions in personal income/social security taxes in recent years have contributed to economic success and have given enterprise in Ireland an important competitive advantage. In the context of increased pressure on Exchequer finances, it is important that the gross cost of employing staff remains internationally competitive and continues to provide a positive stimulus to employment generation. Furthermore, action to increase the level of investment in training and education, and to continue to raise participation rates of under-represented cohorts of society, is central to ensuring that Ireland continues to have the skills and labour supply for enterprise into the future. Tax is one of a number of mechanisms that could be, and are, used for these purposes. 

Ireland also needs to effectively deal with environmental challenges and because of this, enterprise is required to comply with a growing range of environmental regulations. Given the resulting increases in costs of compliance, the challenge to remain competitive will intensify. In light of the Commission on Taxation’s work to investigate the possible introduction of a carbon tax, a number of possible principles, which should underpin a carbon tax in order to minimise the adverse competitiveness impacts on enterprise, have been set out. 

The ease of doing business from an administrative point of view can be a crucial issue for companies, as a heavy administrative burden can decrease the competitiveness of business in Ireland. The Revenue Commissioners continue to make vast improvements in this area and the Revenue Strategy 2008-2012 places a big emphasis on simplification and efficiency and seeks to continue making improvements in this area. While Ireland fares well in the area of tax administration and the ease of doing business
, companies continue to face a number of difficulties.

Continually increasing local authority charges are a significant issue for enterprise in Ireland. Increased charges – commercial rates, service charges (water and waste), planning and development fees and development charges – are impacting negatively on competitiveness, and stifling growth. 
3. Areas of the Commission on Taxation’s terms of reference to which this submission relates (2)

Terms of reference: Area 1

	Consider how best the tax system can support economic activity and promote increased employment and prosperity while providing the resources necessary to meet the cost of public services and other Government outlays in the medium and longer term.


Recognising that a competitive taxation framework will be a significant factor in Ireland’s ability to continue attracting high levels of foreign direct investment and providing a supportive environment for growth and development of Irish enterprise, the Department of Enterprise, Trade and Employment and its enterprise development agencies believe that the following are the key areas where the tax system can be used to support economic activity in the medium and longer term:

· Encouraging the Consolidation of High-Value Activities in Ireland

· Facilitating Internationalisation from Ireland

· Developing Skills and Encouraging Labour Force Participation

· Enhancing Efficiency and Ease of Compliance

Encouraging the consolidation of high-value activities in Ireland

As noted above, companies are re-evaluating and changing their business models in an effort to maximise the efficiency of their global operations. They are increasingly consolidating their key, high-value activities into a smaller number of hubs and are also seeking to co-locate their headquarters with their holding company functions. Ireland is now at a crucial stage in relation to being a competitive location in which to place all of a company’s key activities. 

Intangible assets, which are non-physical assets that are often based on knowledge, are frequently the key assets associated with such high-value activities, and Ireland needs to provide a favourable regime for such assets if it wants to be the location of choice. Ireland could become a key global location for the generation, ownership and management of intangible assets, including knowledge, due to our low tax rate, our tax treaties and our experience of acting as a regional or global gateway for US companies, or elements of their business, into the EU and beyond. 

The taxation of intangible assets cannot be considered as a standalone issue. The taxation aspects of associated research and development (R&D), as well as any income derived from intangible assets (i.e. royalties) also need to be taken into account. 

Facilitating Internationalisation from Ireland

In the medium term, continuing to facilitate the international orientation of Ireland’s indigenously owned sector will be of key importance. Beyond exports, development of operations overseas is crucial to a growing number of indigenous companies in order to remain competitive in an increasingly global market. Outward Direct Investment (ODI) is a very significant and increasing proportion of world trade
 and indigenous companies are increasingly expanding their commercial presence and activities into overseas markets in the form of ODI
. Facilitating and encouraging the continuation of this trend is key to the future growth of the Irish economy. A number of taxation factors can play an important role in realising this goal. For example, barriers for companies trading internationally can be removed by expanding the Double Taxation Agreement network and also by looking at reliefs or other mechanisms; and access to adequate levels of financial resources can be realised through fiscal instruments such as the Business Expansion Scheme.

Developing Skills and Encouraging Labour Force Participation 

Given the inextricable link to productivity improvements, investment in skills development is seen as fundamental to future economic growth. In the context of a transition to a knowledge economy, a highly skilled workforce will be key to producing higher value goods and services and greater levels of innovation. While the Department of Enterprise, Trade and Employment and its enterprise development agencies recognise that tax on its own can not be seen as the key factor in developing skills, in conjunction with other initiatives, specific taxation measures can contribute. Taxation arrangements can also be important in attracting and retaining key skills, which can add to the enterprise skills base.
In addition, the scale of the transition as Ireland moves from a low to a higher old age dependency ratio means that efforts to encourage labour force participation at all levels of society will be increasingly important in the medium to long-term, and efforts should be made now in order for Ireland to reap the benefits at the peak of this transition. Taxation measures can help in this respect for example, in relation to pension arrangements at retirement age or regarding taxation incentives, which have been used internationally to increase the participation of disabled people.

Enhancing Efficiency and Ease of Compliance

Efficiency and ease of compliance are aspects of the tax system that are of fundamental importance to business. Although Ireland fares well internationally, to enhance our competitiveness there is a need to ensure efficiency and facilitate compliance in all areas of the tax administration system and continuously monitor for improvements. This is particularly the case in light of the growing creep in the demand for information, and the resulting burden this puts on both business and the Revenue Commissioners. Payment of preliminary corporation tax with minimised administrative burdens, a broad self-assessment regime, a comprehensive interest regime for over- and under-payments of tax and extensive consultation with taxpayers and intermediaries in advance of changes to the tax system are seen as important parts of facilitating an efficient tax system.

To ensure that the tax system can best support economic activity in the medium and longer term, the Department of Enterprise, Trade and Employment and its enterprise development agencies believe that the Commission on Taxation should focus its analysis on the above policy areas. 
Terms of Reference: Area 2

	Investigate fiscal measures to protect and enhance the environment including the introduction of a carbon tax.


Ireland is facing increasing pressure at a global level to deal effectively with environmental challenges. In response to this, the current Programme for Government has committed to introducing measures to further lower carbon emissions and to phase in, on a revenue neutral basis, appropriate fiscal measures including a carbon levy over the lifetime of the Government. A key aspect of the work of the Commission on Taxation thus relates to investigating fiscal measures to protect and enhance the environment including the introduction of a carbon tax.

It is clear that the taxation system can make a contribution to reducing greenhouse gas emissions by encouraging behavioural change or investment in energy-efficient technology. In appropriate circumstances, taxation-based measures may be more effective in reducing emissions than other mechanisms, such as regulations or grant-based mechanisms.

From an enterprise perspective however, the challenge associated with the introduction of any such tax would be for companies to both comply with a growing range of environmental regulations while not sacrificing competitiveness. In light of this, this submission is focused on how a progressive lowering of the carbon intensity of the economy through the introduction of a carbon tax could be done best from a least-cost perspective to Irish business. It is also important to bear in mind that even beyond the direct cost implications of a carbon tax, indirect pressures could also come to pass for enterprise where higher prices for households translate into higher wage demands. 

The Department of Enterprise, Trade and Employment and its enterprise development agencies suggest that in the Commissions consideration of a carbon tax, a number of principles should underpin it in order to minimise the adverse competitiveness impacts on enterprise, including:

· The tax should be revenue neutral as far as possible and should ameliorate the competitiveness impacts on those sectors most adversely affected by the tax: in addition, at least part of the revenue raised should be used to promote emissions reductions.

· Exemptions should be given to Emissions Trading Scheme participants and companies signed up to legally binding carbon reducing measures 

· Lower cost alternatives should be put in place simultaneously, including continued support for energy efficiency for industry.

· Timing is important, and the tax should be introduced on a phased basis.
The Department of Enterprise, Trade and Employment and the agencies also believe that any proposed introduction of a carbon tax needs to take into account competitive considerations of enterprises operating in Ireland. The principles summarised above if applied to the Commission’s consideration of a carbon tax should minimise the adverse competitiveness impacts while working towards a lowering of the carbon intensity of the economy.
� Based in figures sourced from the Revenue Commissioners. This is gross-tax based on current income and the corporate tax take in 2005 rather than 2011, and does not take into account credits received or potential changes in behaviour in the interim.


� Based on Forfás Annual Business Survey of Economic Impact (ABSEI) 2005 figures for all Irish-owned and foreign-owned firms, which are clients of the development agencies.


� Average rates for the OECD fell from 38% in 1993 to 27.8% in 2007. Source: KPMG’s Corporate and Indirect Tax Rate Survey 2007. Available at � HYPERLINK "http://www.kpmg.com/NR/rdonlyres/A180267A-7423-40C6-87C5-7D917585541F/0/2007CorporateandIndirectTaxRateSurvey.pdf" ��http://www.kpmg.com/NR/rdonlyres/A180267A-7423-40C6-87C5-7D917585541F/0/2007CorporateandIndirectTaxRateSurvey.pdf�


� See World Bank, Ease of Doing Business 2008, available at � HYPERLINK "http://www.doingbusiness.org/" ��http://www.doingbusiness.org/�


� Using World Trade Organisation data on services-producing activities, the estimated global sales delivered through “commercial presence” are approximately 1.5 times higher than conventional trade (cross-border supply of services). Source: WTO, International trade statistics, 2005. Available at � HYPERLINK "http://www.wto.org/english/res_e/statis_e/its2005_e/its2005_e.pdf" ��http://www.wto.org/english/res_e/statis_e/its2005_e/its2005_e.pdf�. 


The overall estimation of trade flows in services according to their relative importance is as follows:


Cross-Border Supply 35%


Consumption Abroad 10-15%


Commercial Presence 50%


Presence Of Natural Persons 1-2%





� This is shown by the huge increase in the growth in the stock Irish ODI from $27.9bn in 2000 to $117.9bn in 2005. (Source: UNCTAD World Investment Database)





