Proposed restructuring of corporation tax model to make it more appropriate to the needs of the 21st century while simultaneously safe guarding the low corporation tax status of Ireland.
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Summary:
I propose to re-structure the corporation tax model in a similar fashion to the re-structuring of the car tax system where-by a series of tax bands of between 0 and 15% replace the existing tax rate of 12.5%

Supporting Documentation
Unfortunately as an unemployed Civil Engineer, I do not have the resources to prepare a fully worked model. However, I propose that the overall corporation tax take under my model would be the same as the tax take under the old model. 

Main Body

The rate of corporation tax in Ireland is 12.5% for all companies and this low rate is fundamental to our economy’s success.

A useful ratio when analysing a company/corporation is the maximum compensation ratio (This ratio is sometimes referred to as the CEO to Worker ratio). The maximum compensation ratio, MCR, is determined by the dividing the salary of the highest paid person in an organisation by the salary of the lowest paid person within that organisation.

For example the MCR for an institution like Bank of Ireland would be;

Highest Salary/Lowest Salary  =  €3,500,000/€20,000  =  175

I propose that we reform the corporation tax regime whereby the rate of corporation tax that a company pays is indexed to the MCR of that company. My proposed changes would be very similar to the way the motor tax system was re-structured last year. I propose we create a series of tax bands that are determined by MCR of a given company, with companies that have a higher MCR paying up to 15% corporation tax and companies with a lower MCR paying 0%;

	Maximum Compensation Ratio MCR
	Corporation Tax Rate

	MCR > 50
	15%

	50>MCR>40 
	14%

	40>MCR>30
	13%

	30>MCR>20
	12%

	20>MCR>4
	10%

	4>MCR
	0%


These rates and bands are all only indicative; I would argue that the overall corporation tax take should remain the same as for the current system.

The benefits of this change would be as follows;

1) Companies with a low MCR would typically be small and medium enterprises. These companies had no part in the creation of the current financial crisis, have probably suffered most and are critical to our economic revival. Under my proposals many of these companies would end up paying less corporation tax that they do currently and these additional funds could be used by them to grow their business.

2) Companies with a high MCR, who have a greedy management team, are more likely to pursue a high risk business plan which is unsustainable in the long run with dire consequences for the economy as a whole. I feel that there is a massive correlation between a company’s MCR and the sustainability of its business model. After all a manager who is unscrupulous in terms of what they demand in remuneration is also likely to be unscrupulous in the business model that they pursue.

3) By allowing companies with an MCR of less than 1:4 to pay no corporation tax it encourages potential entrepreneurs to set up their own business. I do not think it’s fair that a small start-up company should be subjected to the same level of taxation as a large multinational.  

4) In large profitable corporations share holder pressure to see after tax profit maximised will put pressure on management to lower their MCR ratio. This could be done by only one of 2 ways by paying staff at the bottom of the pay scale a higher salary or paying staff at the top of the pay scale less. Again needless to say companies would try to find loopholes to get around the MCR ratio based system possibly by contracting out cleaning and secretarial type jobs. Provisions would have to be made for staff that are on a contract or employed by a contractor to provide a service to a larger company.  

All in all staff at the lower end of the pay scale would be less frustrated than they are under the current model, this surely would be a positive development for Irish society as a whole.  I would envisage that if this proposed model were adopted, CEO’s earning salaries in excess of €500,000 would become a thing of the past.

5) Remodelling the corporation tax model in line with my proposals would probably earn a lot of positive press around the world as it would be viewed as significant first step towards the creation of a more sustainable fairer type of capitalism. 
Conclusion:
I acknowledge that my proposals may be difficult to implement in practice, due to the various ways in which a CEO is remunerated. Considering the difficult cuts in spending that the government will need to make in the coming years, it could help to diffuse public anger if the government were seen to make an effort to rein in excessive CEO remuneration.
Additional Information:
Ben and Jerry’s Ice Cream is a company that has used the MCR method to restrict excessive executive compensation. In the year 2000, Ben and Jerry’s had an MCR of 1:17.

My proposals are in line with proposals made by Leo Hindrey Jr. in an article made in business week; 

http://www.businessweek.com/managing/content/nov2008/ca2008114_493532.htm
Leo Hindrey Jr is an economic advisor to Barack Obama.
