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The Department of Finance’s October 2014 “Report on Tax Expenditures” set out new Guidelines for
best practice in ex ante and ex post evaluation of tax expenditures. By way of example it included a
brief synopsis of some of the more recent tax expenditure reviews.

In October 2015, the Department published its first annual Report on Tax Expenditures which built on
the 2014 Tax Expenditure Guidelines. It contained a set of tables outlining the fiscal impact of the
range of tax expenditures as required under the EU Budgetary Framework Directive?!, and also the
results of a number of tax expenditure reviews that have been completed since the last Budget.

This Report, the Report on Tax Expenditures 2018, is the fifth such report, and continues in a largely
similar format to the previous ones, in that it includes six tax expenditure/tax related reviews, as well
as the tables referred to above.

There is however one change of note in this report when compared to that from 2018. Given the
continuing increased focus on tax expenditures as a stand-alone category in the area of tax policy, this
year’s Report on Tax Expenditures includes some additional analysis of the tax expenditure data
contained in Tables A-G.
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This report is the fifth such annual report (previous Reports are available on the Department’s website
with the documentation for the Budget that was announced that year). It lists the tax expenditures,
as per the OECD definition, that that have been in effect since the previous such report (which was
published in October 2018) and contains six tax expenditure related reviews.

Tax Expenditures

There has been evaluation on-going of tax expenditures in the Department of Finance since 2006. The
2009 Report of the Commission on Taxation, identified 258 tax expenditures and made
recommendations as to their retention, modification or their being discontinued.

The Department of Finance has built on the Commission on Taxation’s work with the introduction of
the report on tax expenditures incorporating the Department’s guidelines for Tax Expenditure
Evaluation published in October 2014.

The definition of a tax expenditure in Irish legislation, which is used by the Department of Finance,
draws on an OECD definition and describes a tax expenditure as a transfer of public resources that is
achieved by:

a) Reducing tax obligations with respect to a benchmark tax rather than by direct expenditure; or

b) Provisions of tax legislation that reduce or postpone revenue for a comparatively narrow
population of taxpayers relative to the tax base.

Tax expenditures may take a number of forms such as exemptions, allowances, credits, preferential
rates, deferral rules etc. They are general government policy instruments used to promote specific
social or economic policies and are closely related to direct spending programmes.

The introduction of an obligation on Member States to publish information on the impact of tax
expenditures in the context of the Budgetary Frameworks Directive was driven by the fragmented
nature of information about tax expenditures previously available, which gave rise to a lack of
transparency. This was seen as acting to hinder the effectiveness and efficiency of fiscal policy making
by Member States, and also to render the identification of possible improvements to fiscal and tax
arrangements more difficult.

The tables of Tax Expenditures in use between October 2017 and September 2018 of this report?,
showing data for the last two years for which it is available, are in section 3.

Data on the revenue foregone and/or the number of tax payers utilising/availing of each tax
expenditure for 76 (43%) of the listed tax expenditures is not available for various reasons. While we
continue to seek to reduce the number of tax expenditures on which data is not shown, their existence
would make it difficult to draw any definitive conclusions or taking any definitive positions in relation
to tax expenditures as a category.

Methodology

Both the Department of Finance and Revenue use the revenue foregone method to estimate the
cost of tax expenditures.

2 It has not proved possible to include projections for all current tax expenditures in this report, therefore only the most
recently available data for the preceding two calendar years is provided.



A critical assumption made in the revenue foregone approach is that taxpayers do not change their
behaviour in response to the tax expenditure concerned. In reality, behaviour is likely to change if an
incentive is withdrawn. This implies that the value of the tax base would change, and the additional
revenue received from the measure’s withdrawal might be less than projected in the total tax
expenditure estimate.

It has therefore been suggested that consideration be given to employing other methods (such as 1
and 2 below), given what is seen as the underlying weakness inherent in the standard revenue
foregone method. It is however acknowledged that the complexities of those other approaches
mitigates against their use.

1. The final revenue foregone approach incorporates behavioural effects and the interaction of
different policy measures.

2. The outlay equivalence method estimates how much direct expenditure would be needed to
provide a benefit equivalent to the tax expenditure. This method seeks to measure the value of
the same program were it administered as a taxable outlay to recipients.

While the revenue foregone cost of a scheme is relatively simple to estimate, the calculation of
behavioural responses are more complex. For this reason, the 2014 Tax Expenditure Guidelines state
“for practical reasons the revenue foregone method is likely to be used in the majority of evaluations...
In a cost benefit analysis framework an additional adjustment (to revenue foregone) should be made
to account for the opportunity cost of public funds.”

For this reason, the costing of revenue foregone has been the preferred method for costing tax
expenditures, and going beyond that suggests a more analytical approach as opposed to simply
ascertaining or estimating the cost of the tax expenditure. There are significant difficulties (data
limitations, modelling parameters required, etc.) and additional resources required to produce
estimates using the final revenue foregone approach (which would need to incorporate secondary
and indirect impacts of the expenditure) or the outlay equivalence method. These are highly complex
and data intensive methods, therefore, despite its weaknesses, the Revenue foregone method is by
far the most widely employed method internationally.

Reviews - recently completed, ongoing and planned

The Department’s 2014 Guidelines which provide a framework for determining the frequency and
nature of reviews (summarised in Table 2 on page 3 of that Report) also provides a basis for
determining how and when tax expenditures (new and old) are subject to review. However, it should
be acknowledged there can be resource or practical constraints which can limit the amount of review
work that may be carried out in any one year. Furthermore allowance must be made for more complex
reviews and analysis or where a review on occasion might take more than 12 months is also important.
Reviews are also being conducted on an ongoing basis, and may not fit neatly into the budgetary
timeframe.

In this regard, it should be noted that there are currently a range of reviews planned for 2020, and
others will emerge over the course of the Department's work as the year progresses.

Recent developments in the tax expenditures area

Driven by the ever increasing awareness of the important, but previously often overlooked, role
played by tax expenditures as a stand-alone category within the tax policy sphere, as part of the 2017
and 2019 Tax Strategy Group (TSG) process, papers entitled “Tax Expenditure Review 2017” and “Tax



(i)

(ii)
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Expenditures — Tax Strategy Group — 19/12” were prepared for that Group’s consideration when it
met in July of the respective years.

The Tax Strategy Group (TSG) is in place since the early 1990s and is chaired by the Department of
Finance with membership comprising senior officials and political advisers from a number of Civil
Service Departments and Offices. Papers on various options for tax policy changes are prepared
annually by officials. It is important to note that the TSG is not a decision-making body and therefore
the papers it considers are simply a list of options and issues to be considered during the budgetary
process.

The TSG 2019 paper reflects on the current position vis-a-vis tax expenditures in Ireland and the
monitoring of them.

It reviews the structure and size of tax expenditures in Ireland, synopsises the recent work of the
Oireachtas Committee on Budgetary Oversight (see below) and that of the Parliamentary Budget
Office September 2018 paper Tax Expenditures in Ireland: Key Issues for Consideration”3which was
reflected in the Report on Tax Expenditures 2018, before examining how the Department of Finance
(and Revenue, where appropriate) view the main issues pertaining to tax expenditures and how work
on tax expenditures can be directed in the medium term.

Both papers were subsequently published and can be found at:

2017- http://www.finance.gov.ie/wp-content/uploads/2017/07/TSG-17-13-Tax-Expenditures-PL.pdf

2019 - https://assets.gov.ie/19128/c3533669a4d948e282476b72d79f7785.pdf

The Oireachtas Committee on Budgetary Oversight issued a report on tax expenditures, entitled “Tax
Expenditures”* in April 2019.

The Committee’s report draws four conclusions and makes a number of recommendations.

Conclusions
The four conclusions reached by the Committee are as follows:

Ireland is not alone in lacking a formal process in place for the parliamentary scrutiny of existing tax
expenditures. This is the case in many parliaments across the European Union.

Making international comparisons on the size and scale of tax expenditures can be challenging
because of how they are defined.

Since the 2009 Commission on Taxation Report®, significant progress has been made by the
Department of Finance in carrying out regular reviews and evaluations of tax expenditures. However
it has been acknowledged by all stakeholders that further work needs to be done.

3 https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-09-21 tax-expenditures-in-
ireland-key-issues-for-consideration en.pdf

4

https://data.oireachtas.ie/ie/oireachtas/committee/dail/32/committee_on budgetary oversight/reports/201
9/2019-04-08 tax-expenditures en.pdf

5 Commission on Taxation (2009), Government Report:
https://researchrepository.ucd.ie/bitstream/10197/1447/1/Commission_on Taxation Report 2009.pdf
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(iv)

The provision by the Department of Finance of a list of all existing tax expenditures including the date
of reviews carried out and information on sunset clauses is a positive development and provides a
useful starting point for the Committee’s work in this area.

The Minister for Finance has welcomed these conclusions and fully concurs with them. He has also
welcomed the Committee’s engagement with his Department in its work on tax expenditures.

Recommendations

The eight recommendations made in the Report (separate to the conclusions) relate to the provision
of annual updates by the Department of Finance, better alignment of Revenue and Department of
Finance reporting formats, provision of further information in relation to reviews, particularly about
where and why reviews have not been carried out and the publication of scrutiny of budget measures
(ex-ante and ex-post). The report also recommends that that the Department of Finance review its
existing guidelines regarding the evaluation of tax expenditures with a view to implementing a
rigorous and regular system of reviews for tax expenditure measures.

The Department of Finance broadly supports the perspective and views put forward by the Committee
in its report, and in particular shares the view that tax expenditures represent a significant and non-
trivial annual cost to the Exchequer. The Department’s view is that the direct spending route should
be the first port of call where the State wishes to support a particular activity and that tax expenditures
should be seen as equivalent to direct public spending.

The Department also supports in principle the view that there is scope for a more in-depth
consideration of tax expenditures as part of the wider Budget scrutiny process, and to this end the
Department continues to refine its review process and enhance the approach to examining/reviewing
tax expenditures.

The Department, with the cooperation of Revenue, will continue to focus on how it can augment and
improve the transparency and presentation of annual tax expenditure information, including through
publications such as this one.

Analysis of the tax expenditure data contained in tables A-G

Overview of the most significant tax expenditures in Ireland

The following figure shows the percentage of the total revenue forgone (€5.3 billion) under nine
headings (headings 1 and 2 in the 2019 Report have each been broken into two parts). It should be
borne in mind that data for almost 40% (68 of the 176) of the tax expenditures listed is not available,
so the €5.3 billion figure does not reflect the full cost of such expenditures. Our analysis shows that a
total of 53 Tax Expenditures have increased in revenue forgone since the 2018 Report, 13 remain
unchanged and 42 have seen a decrease.

In a small number of cases only pre-2018 figures are available, and these are included in these figures.

Where data is not available (flagged as N/A in the tables at the end of this Report), this can be due to
a range of reasons, including:

Revenue not collecting/costing it (normally where such collection/costing is not required in law);
Revenue not receiving the background data necessary for them to calculate the revenue foregone;
Revenue, due to taxpayer confidentiality considerations, feeling that to provide the data might allow
the use of the expenditure concerned to be linked to a particular taxpayer or small number of
taxpayers; or.

the revenue foregone figure is below €50,000.



Figure 1: Share of Tax Expenditures by tax head

Expenditure Figures (Euro in Millions)

B CGT & CAT-8.3%

M Pensions - 30.1%
Stamp & DIRT - 10.2%
BIK - 0.3%

B Corporation Tax - 9%

M Excise - 11%

HVAT-2.1%

M Personal Taxes - 29%

Note: Figures refer to 2018 or latest year available, and only where revenue foregone figures

are available.

Tables 1 and 2 below show the top ten tax expenditures from the 2019 Report in terms of revenue
foregone, and the most expensive tax expenditure under each of the 9 categories. The figures are for
the most recent year available (2018 unless indicated otherwise), and again it needs to be strongly
emphasised that there is no or limited data on almost a quarter (44 out of 176) of the tax expenditures
included in the Report, with data on a number of others being estimated.

Table 1: The most expensive Tax Expenditure in each tax category

Top TE by category Name € million
CAT/CGT CAT business relief 189.9
Pensions Exemption of employers’ contributions from | 607.3 (2017)

employee BIK

Stamp Duty/DIRT Certain company reconstructions and | 273
amalgamations (stamp duty)

Local Property Tax Exemptions 12.7
Benefits-in-Kind Small Benefits Exemption 5 (Estimated)
Corporation Tax Research & Development (R&D) Tax Credit 448 (2017)
Excise Duty Reduced Rate on Marine Gas Oil (MGO) 411

VAT VAT refund to flat rate farmers for construction 75.2
Personal Tax Credits Medical Insurance Relief 350

Note: All figures refer to 2018 unless stated otherwise.




Table 2: The top 10 Tax Expenditures by cost

Tax Expenditure Value €m Tax Category
1 Exemption of employers’ contributions from employee 607.3 Pensions
BIK (2017)
2 Employees’ contribution to approved superannuation 598.1 Pensions
schemes (2017)
3 Research and Development (R & D) Tax Credit 448 (2017) Corporation Tax
4 Reduced Rate on Marine Gas Oil (MGO) 411 Excise Duty
5 Medical Insurance Relief 350 Personal Tax Credits
6 Certain company reconstructions and amalgamations 273 Stamp Duty
7 Pension Contribution (Retirement Annuity & PRSA) 229.3 Pensions
(2017)
8 CAT business relief 189.9 CGT/CAT
9 Health Expenses 172.5 Personal Tax Credits
10 Mortgage Interest Relief (being phased out) 171.1 Personal Tax Credits
(2017)
Total for the Top 10 3B
Total for all Tax Expenditures 468B

Note: All figures refer to 2018 unless stated otherwise.

Table 3: The 5 tax expenditures that are most changed in terms of revenue foregone

when compared to the previous year.

Tax Expenditure Latest Previously Difference
Figure Recorded
Figure
Research and Development (R 448 670
& D) Tax Credit (2017) (2016)
Certain company 273 425
reconstructions and
amalgamations
CAT business relief 189.9 102.5
Revised CGT entrepreneur relief | 81.8 20.4
(2017) (2016)
Film Relief 75.2 23
(2017) (2016)

Section

Corporation Tax

Stamp Duty

CGT/CAT

CGT/CAT

Corporation Tax

Note: All latest figures refer to 2018, and previously recorded to 2017, unless stated otherwise.




Brief explanation for the increases/decreases reflected in Table 3:

R&D Tax Credit: The decreased tax cost of R&D tax credit can be attributed to a reduction in the
repayable credits and claims in respect of levels of expenditure in 2017. Expenditure on research and
development varies from year to year. Detailed analysis of this credit, including information in respect
of amounts of repayable credits and reduced current year claims in 2017, is published in the tax
expenditures section of the Revenue website at: https://www.revenue.ie/en/corporate/information-
about-revenue/statistics/tax-expenditures/r-and-d-tax-credits.aspx

Certain company reconstructions and amalgamations: Section 80 of Stamp Duty Consolidation Act
1999 provides an exemption from Stamp Duty where there is a scheme of reconstruction or
amalgamation. This will normally involve the transfer of shares or an undertaking from one company
to another, in return for the issue of shares. Reconstruction or amalgamation activity will vary from
year to year. The cost of €425 million includes the cost associated with a small number of very large
Stamp Duty transactions. It should be noted that the number of claims is actually higher in 2018 than
it was in 2017.

CAT Business Relief: The number of CAT business relief claims increased in 2018. In addition, the
taxable value of the assets involved also increased. The business relief of a 90% reduction of these
increased values and the subsequent tax forgone is reflected in the increased cost.

CGT Entrepreneur Relief: The tax cost of this relief increased in 2017 as a result of the substantial
reduction in the tax rate associated with these disposals (from 20% to 10%). Detailed analysis of this
tax relief is published in the tax expenditures section of the Revenue website at:
https://www.revenue.ie/en/corporate/information-about-revenue/statistics/tax-
expenditures/entrepreneur-relief-statistics.aspx

Film relief: The statistics on this relief published on the Revenue website are flagged as provisional.
This is because of the manner in which film relief is claimed (as noted in the table at the end of this
document — claims in respect of film credit are generally claimed over time - after the filing date for
the CT1 - because of the application process for the credit). The film credit published for 2017 is the
amount on the returns approximately 8 months after the last filing dates for that year. It should be
noted that this has now increased to €36 million based on returns filed to date for that year. The figure
published for 2017 will be revised when the tax expenditures table is updated for all reliefs and credits
and will show an increased amount for that year.


https://www.revenue.ie/en/corporate/information-about-revenue/statistics/tax-expenditures/r-and-d-tax-credits.aspx
https://www.revenue.ie/en/corporate/information-about-revenue/statistics/tax-expenditures/r-and-d-tax-credits.aspx
https://www.revenue.ie/en/corporate/information-about-revenue/statistics/tax-expenditures/entrepreneur-relief-statistics.aspx
https://www.revenue.ie/en/corporate/information-about-revenue/statistics/tax-expenditures/entrepreneur-relief-statistics.aspx

Over the course of each year, a number of reviews of tax expenditures and other tax related matters
are carried out by, or on behalf of, the Department of Finance. These are intended to ensure that the
tax expenditures and taxes they relate to remain fit-for-purpose, to ascertain whether existing tax
expenditures and taxes should be amended, continued, extended or ended, or to otherwise review
certain taxes (existing and proposed) or groups of taxes. These are carried out in-house by the
Department of Finance (in co-operation with the Office of the Revenue Commissioners and where
appropriate other relevant Departments), by the Office of the Revenue Commissioners, or through
availing of specialised consultants, again with the input of this Department, Revenue and other
relevant Departments (where appropriate).

The opportunity presented by the publication of this Tax Expenditures Report, again facilitates the
inclusion of a small number of these reports which have been completed in this area since Budget
2018.

This year six reports are included in this document.
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1. Introduction

Section 604B TCA, 1997 provides for capital gains tax relief for the purposes of encouraging farm
restructuring. This was first introduced by Section 48 of Finance Act 2013 and applies to qualifying
transactions from the period commencing 1 January 2013 to 31 December 2019. Capital Gains Tax
relief can be claimed where an individual disposes of and purchases land and/or exchanges land with
another farmer in order to consolidate an existing farm.

As this relief will expire on 31 December 2019 it is therefore timely to carry out an ex post evaluation
of the relief and consider the case for any amendment or extension of the relief beyond this date.

This paper will provide a brief overview of the relief, how it operates, and the policy rationale for its
implementation. As set out under the Department of Finance Guidelines for Tax Expenditure
Evaluation 2014, this paper will also examine the relevance, cost, impact and efficiency of the Relief,
before concluding with options on potential amendments to the relief in the context of Budget 2020.



2. Overview of relief

Section 604B TCA 1997 provides for relief from Capital Gains Tax relief where the sale and
subsequent purchase, or exchange of farm land occurs.

Thus, full relief from capital gains tax will apply where the price of the land purchased is equal
to, or greater than, the price of the land sold. Where the price of the land purchased is less
than that of the price of the land sold, the relief is reduced accordingly. The same principles
apply in the case of land that is exchanged.

There are a number of conditions set out in the legislation that must be met to qualify for the
relief:

the initial sale or purchase, or the exchange, must occur in the relevant period, currently 1
January 2013 to 31 December 2019, and the subsequent sale or purchase must occur within
24 months of that sale or purchase;

the land must be situated in the State;

the land must be agricultural land as defined in Section 604B of TCA 1997 (land which is used
for the purposes of farming but does not include buildings on the land);

Teagasc has certified, through the issue of a Farm Restructuring Certificate, that the sale and
purchase, or exchange of agricultural land, was made for farm restructuring purposes;

the land purchased must be retained for a period of five years by the individual availing of the
relief;

A clawback provision applies where qualifying land, either whole or in part, where relief has
been given is disposed of within the five year period.

A clawback does not apply where the disposal arises under a compulsory purchase order.

Farm Restructuring Certificate

A prerequisite of the Relief is that an application for a Farm Restructuring Certificate is made
to Teagasc, the Agricultural Food and Development Authority, in respect of any disposal and
acquisition of farm land which may potentially qualify for this relief. The farm restructuring
certificate is issued by Teagasc where it is satisfied that the lands sold and purchased or
exchanged, on the basis of information available at the time of so certifying, complies with
the conditions of restructuring set down in the Farm Restructuring Guidelines most recently
issued by Teagasc in 2018.

Under section 604B(1)(b), the Minister for Agriculture, Food and the Marine, with the consent
of the Minister for Finance, may make and publish the Guidelines relating to the issuance of
a Farm Restructuring Certificate. These Guidelines outline the procedure and documentation
required for making an application but also the conditions relating to farm restructuring which
dictate the form of transactions which, in meeting the objective of farm consolidation, may
qualify for relief.

When applying for farm restructuring relief to the Revenue Commissioners, the farmer must
sign a declaration that it is his/her intention for a period of five years from the date of
execution of the deed of transfer:

o To spend not less than 50% of his/ her normal working time farming.
o To farm the lands purchased.

o To retain ownership of the lands

15



The Policy Rationale

In Budget 2013 the then Minister of Finance introduced a number of measures as part of the
10 Point Tax Reform Plan designed to assist small business. Capital Gains Tax relief on farm
restructuring was identified as a method whereby farmers could be assisted in making their
landholdings more efficient by enabling them to restructure their agricultural landholdings
without incurring capital gains tax.

The express purpose of the relief introduced in 2013 was to ensure that the sale and purchase
of farm land lead to a reduction in the distance between parcels of land making up a farm
thereby leading to an improvement in the production efficiency and viability of the
consolidated farm.

A primary policy objective of agri-taxation is to increase land mobility and the productive use
of land and this was reinforced in the Progress Update of the Implementation of the Agri-
Taxation Review published in 2018. The 2014 Agri-Tax review had recommended that CGT
relief on farm restructuring be retained, broadened to allow whole-farm replacement and
extended beyond the initial qualifying period. Over the course of subsequent Budgets these
measures have been implemented.

Given that it continues to be appropriate to encourage farm consolidation, and that the CGT
relief encourages that approach, the policy aim which provided the impetus for the
introduction of the relief in 2013 continues to be valid.

16



5. Relevance, Cost, Impact and Efficiency

As set out under the Department of Finance Guidelines for Tax Expenditure Evaluation 2014,
for an ex post evaluation the relevance, cost, impact and efficiency of the Relief are set out
below.

5.1 Relevance

The total agri-food sector in Ireland is the largest segment in Ireland’s indigenous economy. It
plays a pivotal role in the fabric of Irish society, particularly in rural areas where employment
in agriculture and agriculture related activities is significant. However, a number of challenges
exist in the sector such as international competition, more diverse consumer demands,
environmental concerns which are increasing the need to maintain and improve cost and
operational efficiency. There are also implications for the agricultural sector coming from
Brexit due to the importance of the UK market for agricultural products. In this context,
measures to reduce costs and increase efficiency for farmers can play a significant role in
maintaining and increasing competitiveness.

One way of addressing these issues is to encourage farm consolidation. Farm holdings in
Ireland are made up of an average of 3.8 separate parcels of land and this fragmentation can
result in both operational inefficiencies and increased costs. Food Wise 2025 has identified
that the fragmented structure of Irish family farms is limiting the capacity of the sector to
develop sustainable and viable business enterprises.

The relevance of farm consolidation to improve efficiency is echoed by reports on the
development of the agri-food economy and agri-taxation in Ireland which recognise that in
order to meet the competitive challenges of the future, Irish farms should be operating to the
highest standards of efficiency and sustainability; and that a tax policy approach which seeks
to encourage farm consolidation to increase efficiency is appropriate. As the relief assists in
this process, it is considered to be relevant to helping achieve this objective.

5.2 Cost

The costs associated with the Relief are reflected in Table 1, below, which provides the cost in
terms of revenue foregone based on the Farm Restructuring Certificates issued by Teagasc.

Table 1
Hectares Sold Hectares

Year Certificates Issued Estimated Cost Purchased
2013 6 €163,966
2014 18 €731,785
2015 32 €1,081,485
2016 38 €1,112,768 509.60 591.98
2017 43 €1,113,204 509.80 711.30
2018 72 €1,645,132 753.40 014.82
Total 2019 €5,848, 340 1772.8 2218.10
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The initial uptake on the scheme was initially low, as evidenced by the number of certificates
issued. The implementation of the 2014 Agri-Tax Review’s proposals to allow for whole farm
replacement has helped increase the numbers availing of the relief as has the extension of the
relevant times for qualifying for the relief from 31 December 2016 to 31 December 2019.

Budget 2018 changes to stamp duty relief for farmers along with development in the dairy
sector over recent years has also contributed to an increase in the numbers availing of the
scheme.

The relief claimed in the period 2016 to 2018 relates to sales of 1772.8 hectares and purchases
of 2218 hectares of farmland. This is a minute proportion of the approximately 4.5m hectares
of agriculture land in Ireland but is nonetheless beneficial both in terms of the efficiency of
the farming enterprise and reduced carbon emissions associated with lower usage of
machinery on a more consolidated holding.

The cost of the relief remains relatively low averaging under €1 million per annum. In the
context of the overall reliefs available to support the development of the agricultural sector,
the overall amount is relatively small. Nevertheless, it is likely that if the relief had not been
in place there would have been less consolidation activity with limited CGT paid. It is not
obvious there is therefore significant deadweight arising from the scheme.

In terms of considering costs one option is to provide a direct grant to farmers involved in such
consolidation to fund the CGT costs. Thus, an alternative approach to having a tax expenditure
is to have a direct payment which could compensate the farmer for the CGT incurred in the
sale of land where a restructuring process occurs. It is not evident that there would be any
more benefit from a direct payment compared to the existing tax relief since the same
Exchequer resources would be incurred in either case. Additionally, the benefit of the tax relief
is the likely reduced administrative cost of administering a tax relief compared to a direct
payment.

5.3 Impact

As previously indicated farm holdings in Ireland are made up of an average 3.8 separate
parcels of land, and this fragmented structure leads to both operational inefficiencies and
increased costs to the industry. The average farm size was 26ha in 1991 and it had increased
to 32.3ha by 2007. The average farm size in 2013 was 32.5 ha and in 2016 was 32.4 ha with
different size farms depending on specific regions in the State. There is no evidence that the
scheme has had an impact on these averages. Given the scale of the scheme it is not likely it
would have an impact on average farm size in any event.

We can see from Table 1 that there has been a growth in the amount of land which has been
through the process of restructuring. While it may not be as important to all farmers it has
significant benefit for the sub-set of farmers who were able to avail of it.

Indeed there are other factors which may restrict the levels of farm consolidation, such as the
cost of land, the unavailability of appropriate replacement landholding for consolidation, as
well as historic, cultural or familial ties to existing landholdings and the level of leasing
(compared to purchasing) of land which can generate an income for the farmer while retaining
ownership of their land.

The impact of this Relief, particularly since it was broadened to allow for whole farm
replacement, is evidenced by the increasing number of Farm Restructuring Certificates which
have been issued by Teagasc. However, while the level of consolidation has been increasing
the total cost of the scheme suggests that the amount of land which is the subject of
consolidation activity is relatively small compared to the total amount of land owned by
farmers.
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While motivation for availing of the scheme varies the indication is that some consolidation
may be due to non-dairy farms converting over to dairying and seeking to consolidate a larger
block around the farm yard. There may also be long term dairy farmers looking to do the same
to further increase their number of cows and build greater efficiency in their enterprise.

Consolidated parcels in a livestock farm facilitate better use of rotational grazing practices
which results in more efficient use of grass in feeding those stock which suits Irelands grass
based product image and facilitates more efficient use of chemical and organic fertilizer.

Furthermore, the scheme has a positive effect on the environment through the carbon
emission reduction achieved by farmers spending less time travelling by road drawing slurry,
silage, stock etc. on a more consolidated holding.

To the extent that the relief has had an impact it needs to be seen within the context of other
reliefs and supports available to encourage a more productive farming environment and it
complements these reliefs by allowing for tax free restructuring of land holdings.

5.4 Efficiency

The estimated costs to the exchequer are based on revenue foregone in respect of CGT on the
sale of land. However, the relief is designed to encourage farm consolidation where the CGT
liability may have discouraged transactions for the purpose of consolidation. It may therefore
be the case that these land transactions may not ordinarily have occurred without the relief
being available.

It is difficult to argue the counterfactual as to how much consolidation would have occurred
in the absence of the relief and indeed how much CGT might have been paid but it is likely
that there would have been less consolidation and that little if any CGT may have been paid
as a result. In the absence of the relief there would have been less consolidation and the policy
aim of increasing the size of landholdings would have been more difficult to achieve. It is
therefore suggested that the relief is an efficient and cost-effective tax expenditure given its
impact on the sub-set of agricultural holdings where it has a direct impact.

No issues have been raised in respect of the operation of the scheme and it is considered that
the scheme as developed operates well, with no issues raised regarding its administration. It
continues to be an appropriate vehicle for achieving the policy aim of consolidating farmland
and is therefore producing the desired result.
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6. Conclusion

There has been an increase in the use of the scheme to provide for consolidation of farms
since the scheme was introduced in 2013. The scheme seems to be removing a potential
taxation barrier to consolidation of fragmented farm holdings. It is supporting the policy aim
of improved efficiency and effectiveness of farming in order to help deal with future
competitive challenges. The cost has increased but it is not evident that there is deadweight
as it is not clear that there would have been consolidation and significant capital gains tax on
the sale of land paid in the absence of the scheme.

Therefore, it is considered that the tax relief approach is appropriate and no alternative
approaches such as direct payments are any more effective than the provision of tax relief.
On that basis, it seems appropriate that the scheme would be extended for a further three
years.
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1. General

. The 2012 Finance Act introduced section 825C to the Taxes Consolidation Act 1997.
This section, as amended, provides income tax relief for certain individuals assigned® during
any of the tax years 2012 to 20207 to work in the State. The relief is commonly known as SARP
(Special Assignee Relief Programme).

° The aim of the relief is to reduce the cost to employers of assigning skilled individuals
in their companies from abroad to take up positions in the Irish-based operations of their
employer or an associated company, thereby facilitating the creation of jobs and the
development and expansion of businesses in Ireland.

° SARP provides for relief from income tax on 30% of salary, subject to an upper income
threshold, where applicable (see Annex 2).

. There is no exemption from USC and PRSI is payable where the individual is not liable
to social insurance contributions in their home country. School fees of up to €5,000 per
annum and expenses incurred on one trip home per year, where they are paid for by the
employer, are not subject to tax.

A brief summary of the conditions to be satisfied in order to qualify for SARP is included in
Annex 1. Annex 2 contains a brief note on the operation of the relief.
2. Outturn for 2017

This report covers the uptake and cost of SARP in respect of the tax year 2017, based on
relevant returns received by the Revenue Commissioners as at 31 March 2019. Details are set
out in Annex 3, including comparison with the tax years 2012 to 2016.

The relevant returns are the SARP 1A Form, which is completed in respect of each SARP
employee claiming the relief, and the Annual Employer SARP Return.

September 2019

5 Employees may either be assigned to work for their employer or employed by an associated
company of their employer.

7 Section 15 of Finance Act 2014 extended the relief to include individuals assigned to work in the
State during any of the tax years 2015, 2016 and 2017. A number of enhancements were made for
those years, including the removal of the upper income threshold of €500,000. Section 10 of Finance
Act 2016 further extended the relief to the tax year 2020. Section 15 of Finance Act 2018 inserted an
upper income threshold of €1 million.
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(a)

(b)

(c)

(d)

(e)
(f)

ANNEX 1
Conditions for relief

The relief can be claimed by an individual who:

arrives in the State in any of the tax years 2012 to 2020, at the request of his or her relevant
employer to perform duties of his or her employment for that employer or to take up employment
in the State with an associated company of that employer and to perform duties for that company.
A relevant employer is a company that is incorporated and tax resident in a country with which the
State has a double taxation agreement or a tax information exchange agreement;

immediately before being assigned to work in the State, worked outside the State for a minimum
period of 6 months® for the relevant employer who assigned him or her to work in the State;

performs duties referred to in (a) above for a minimum period of 12 consecutive months from the
date he or she takes up residence in the State;

was not tax resident in the State for the 5 tax years immediately preceding the year of his or her
arrival in the State to take up employment;

for each of the tax years in respect of which relief is claimed, was tax resident in the State?;

earns a minimum basic salary of €75,000 per annum excluding all bonuses, commissions or other
similar payments, benefits, or share based remuneration.

Comprehensive guidance notes on SARP can be found on the Revenue website in the Tax and Duty
Manual 34-00-10.

8n the case of an individual arriving in the State in tax years 2012, 2013 or 2014, a minimum period of 12
months applied.

% For the tax years 2012, 2013 and 2014, the individual could not be tax resident elsewhere.
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(a)

(b)

ANNEX 2
Operation of SARP

€75,000 thresholds
For clarification, there are two separate and distinct €75,000 thresholds that must be considered for
SARP —

the €75,000 threshold for the purposes of determining eligibility for the relief;
and

the €75,000 threshold used in calculating the tax relief.

Eligibility for relief

Before an individual is eligible to claim the relief, he or she must earn “relevant income” of not less
than €75,000 per annum. This means that his or her basic salary before benefits, bonuses,
commissions, share based remuneration, etc. must not be less than €75,000.

Calculating the relief

The tax relief is granted by calculating what is known as the “specified amount” and relieving that
specified amount from the charge to income tax. The specified amount is determined by reference to
the following formula -

Formula: (A-B) x 30%

where -

A: is the amount of the relevant employee’s income, profits or gains from his or her employment in
the State with a relevant employer or associated company, excluding expenses and amounts not
assessed to tax in the State and net of any superannuation contributions. In addition, where the
relevant employee is entitled to double taxation relief in relation to part of the income, profits or gains
from the employment, that part of the income is also excluded from ‘A’, and

B: is €75,000.

The specified amount is 30% of the individual’s income that exceeds €75,000, subject to the
application of an upper income threshold, where applicable.

For the tax years 2012, 2013 and 2014, SARP provides for relief from income tax on 30% of salary
between €75,000 and €500,000 (the upper income threshold).

For the tax years 2015 to 2018, the upper income threshold of €500,000 was abolished. Thus, in this
instance the specified amount is 30% of the individual’s salary that exceeds €75,000.

Finance Act 2018 reinstated an upper income threshold, which is set at €1 million, and applicable
when calculating the specified amount in respect of new claimants ¥ for the 2019 tax year and for all
claimants for the tax year 2020.

10 A new claimant refers to an employee who first arrives in the State on or after 1 January 2019 to perform his
or her employment duties in the State.
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The specified amount is exempt from income tax but is not exempt from USC. In addition, the
specified amount is not exempt from PRSI unless the employee is relieved from paying Irish PRSI under
either an EU Regulation or under a bilateral agreement with another jurisdiction.

’

For the purposes of calculating ‘A’ in the definition of specified amount, all income from the
employment is included (e.g. bonuses, commission or other similar payments, benefits in kind and
share based remuneration). However, as noted above, any amount on which relief for pension
contributions has been obtained is excluded as are amounts paid in respect of expenses. In addition,
where an individual is entitled to double taxation relief for foreign tax, that part of the income on
which such relief is claimed should be excluded in calculating the specified amount.
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ANNEX 3

Table 1: Increase in number of employees, as reported by employers, as a result of
the operation of SARP

Increase in number of employees per year

2012

2013

2014

2015

2016

2017

49

126

591

477

383

Table 2: Number of employees retained, as reported by employers, as a result of the
operation of SARP

Number of employees retained per year
2012 2013 2014 2015 2016 2017
6 215 708 603 607 839
Table 3: Cost of SARP 11
Tax cost of SARP per year
2012 2013 2014 2015 2016 2017
€0.1 million | €1.9 million | €5.9 million | €9.5 million | €18.1 million | €28.1 million

11 The cost is calculated based on employer returns submitted to Revenue and therefore represents the maximum cost of
all reported individuals to whom the relief is available.
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Table 4: Number of employees within various salary bands whose employer made a
SARP return

Number of employees per year
2012 | 2013 | 2014 | 2015 | 2016 | 2017
€75,000 to €150,000 - 35 88 224 359 453
€150,001 to €225,000 - 36 79 155 160 215
o €225,001 to €300,000 - 28 63 81 79 155
§’ €300,001 to €375,000 - 12 29 34 56 80
;:‘ €375,001 to €675,000 - 10 33 62 95 114
‘§ €675,001 to €1,000,000 - - 8 22 26 36
€1,000,001 to €3,000,000 - - 2 8 14 23
€3,000,001 and above - - - - 4 8
Total 1112 121 302 586 793 1,084
Table 5: Sector of employer who made a SARP return
Sector Number of employees per year
2012 | 2013 2014 2015 2016 2017
IT 36 79 167 224 305
Financial Services - 31 101 168 179 182
Pharma & Medical - 17 35 50 130 157
Consumer Industrial - 13 9 69 104 148
Products & Services
Other Services - 13 26 72 130 226
Other - 11 52 60 26 66
Total 1113 121 302 586 793 1,084

121n the interests of taxpayer confidentiality, a breakdown is not supplied in respect of the 2012 statistics.

13 In the interests of taxpayer confidentiality, a breakdown is not supplied in respect of the 2012 statistics.
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Executive Summary

Indecon International Economics Consultants (Indecon) is a leading firm of research economists.
Indecon was appointed by The Minister for Finance and Public Expenditure and Reform following a
competitive tender to undertake an evaluation of the relevance, cost, impact and efficiency of the
Special Assignee Relief Programme (‘SARP’), as provided for in section 825C of the Taxes
Consolidation Act 1997.

SARP is designed to help reduce the cost to employers of assigning skilled individuals in their
companies from abroad, to take up positions in the Irish-based operations of their employer or an
associated company, thereby facilitating the creation of jobs and the development and expansion of
businesses in Ireland.

To be eligible for SARP, the assignee must have been employed abroad by the relevant employer for
a minimum period of one year, up to a maximum of five years. For the tax years 2012, 2013 and
2014, SARP provided for relief from income tax on 30% of salary between €75,000 and €500,000. In
Budget 2015, the €500,000 cap was removed with the objective of increasing up-take and
encouraging the growth of high quality Foreign Direct Investment. This led to a significant increase in
Exchequer costs and a decision was taken to amend the scheme in the Finance Bill 2018 to re-instate
a cap on eligible earnings of €1 million from 2019 for new entrants and from 2020 for existing
claimants. As part of our analysis we consider the equity issues with regard to the quantum of relief
availed of by a small number of earners prior to the re-instatement of the earnings cap.

Indecon’s independent evaluation assesses the continued relevance, cost and impact of the SARP
incentive. This is appropriate given the increased Exchequer costs and the need to ensure the best
use of scarce Exchequer resources. Our analysis also considers comparable incentives in other
countries.

Continued Relevance of SARP

The key policy objective of SARP is to reduce the costs to companies of assigning key senior
personnel to the Irish operations of their companies in order to facilitate increased employment and
investment in Ireland. The rationale of the measure is that by attracting highly-skilled individuals,
additional overseas investment in the Irish operations of the company may be facilitated. This is
against the background of the importance of foreign direct investment (FDI) to the Irish economy. As
indicated below, Ireland is one of the countries with the highest levels of FDI as a percentage of GDP
in Europe.
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FDI Stock as a % of GDP — Annual Average — 2005-2018
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Note: We exclude Cyprus and Malta from the analysis as both of these countries have FDI stocks
that are close to ten times the size of their economies.
Source: UNCTAD, FDI Statistics

The direct employment significance of foreign investment can be seen by the fact that in 2018,
around 28% of all new employment in Ireland was created by IDA supported companies.
Employment in IDA assisted firms reached nearly 230,000.

Employment in IDA Supported Companies

2017 2018
Total Employment 215,017 229,057
Full-Time 196,513 208,948
Other 18,504 20,109
Net Change in total employment 11,935 14,040
% Net change in total employment 5.9% 6.5%
Source: IDA

In reviewing the rationale for SARP it is of note that a skilled labour force is seen as an important
factor in the locational choice for foreign firms investing in Ireland. The evidence indicates that
foreign firms rated the availability of skilled employees as a strength of locating in Ireland. SARP is
likely to have assisted some of these firms in the attraction of skilled employees to Ireland.

Foreign Firms Rating on Labour Force Skills (%)

C Neither -
Significant strength strength nor Weaknes | Significant
Strength s Weakness
Weakness
Skilled Employees 34.3 55.6 10.2 0.0 0.0




Source: Gray, A. W., Swinand, G. P., Batt, W. H., ‘Economic Analysis of Ireland’s Comparative
Advantages for Foreign Investment’, (2010), ISBN 978-0-95313181-5

Indecon’s assessment is that the continued rationale for SARP must be considered in terms of
whether this is addressing any market failures and the potential benefits compared to the costs and
equity issues involved. One potential market failure arises from the distortions caused by incentives
or low tax rates in other countries.

Ireland’s Comparative Position

Ireland has higher personal tax levels compared to certain competitor countries for FDI but performs
well in terms of attracting and retaining talent and the ease of hiring of foreign employees. Other
countries with similar characteristics in terms of the attraction for talent include the United
Kingdom, The Netherlands and Luxembourg.
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Country Capacity to Attract and Retain Talent (1-7) — 2016/17
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Source: Global Competitiveness Report 2016/17 - World Economic Forum

A number of competitor countries also have schemes to assist the attraction of key personnel by
providing relief from income taxes. Some countries have provided relief via a lower overall flat rate
of tax and in many countries, this is not restricted to assignees. A summary of some international
schemes is presented in the table below. Indecon’s analysis suggests that in a number of cases the
schemes to attract skilled employees are more attractive than the Irish SARP incentive.

Overview of Comparable Schemes reviewed in other jurisdictions

Country Brief description of the scheme
“Impatriate Allowance” offers a deduction of between 30-50% of total
France . . . . .
remuneration with different conditions based on circumstances
“Highly Qualified Persons” which is designed to attract highly qualified individuals
Malta . " .
in specific targeted sectors. 15% flat rate of tax on all employment income.
Th . . . .
© “30% Ruling” with a minimum threshold of €37,000 gives employees a 30% tax free
Netherland
) allowance
Ital Scheme (“lavoratori impatriati”) introduced in 2017 involving 50% Relief. Regional
y dimension being added in 2019.
Created in 2009 with the objective of attracting “qualified non-resident
Portugal . ” .
professionals”. Involves 30% reduction in income tax rate.
Source: Indecon

Analysis of Companies claiming SARP

In 2017, there were 1,084 SARP claimants across 368 different companies. This represents a 37%
increase on the 2016 figures and an 85% increase on the 2015 figures. The figures show that SARP is
now used extensively by firms based in Ireland.
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Overall Numbers Claiming SARP (2017)

2017
No. of SARP Claimants 1,084
No. of Companies Involved 368

'Source: Revenue Commissioners
1 2017 data is provisional and subject to change

SARP is availed of by companies in sectors assisted by the IDA but it is a much broader relief which
applies to a wide range of sectors. These include some non-internationally traded sectors. Indecon
believes that a higher level of deadweight!* in encouraging increased investment as a result of SARP
is likely to apply to such businesses.

Sectoral Breakdown of Individual Claimants (2017)

Sector No. of Individuals % of Total
Adr.n!nllstratlve and support service 88 8.1%
activities

Financial and Insurance Activities 230 21.2%
Information and Communication 205 18.9%
Manufacturing 176 16.2%
Pro.fejs.smnal scientific and technical 122 11.3%
activities

Wholesale.and retail trade/Repair of 232 21.4%
motor vehicles and motorcycles

All other Sectors 31 2.9%
Total 1,084 100%

Source: Indecon analysis of Revenue Commissioners Data
Data for 2017 is provisional and subject to change

The importance of SARP to companies varies considerably with the majority of companies only
employing 1-2 SARP claimants. A small portion of companies have more than ten SARP claimants
employed. Itis also worth noting that around 12% of companies use SARP for more than 20% of
their employees. This suggests that SARP does not just apply to the top leadership teams.

14 Deadweight refers to the extent to which the benefit would have incurred without the incentive. See: Gray,
A. W., ‘A Guide to Evaluation Methods’ (1995), Published by Gill and Macmillan, ISBN 0717122425



Share of Total Employees who avail of SARP (2016-2017)

SARP Claiman.ts As % of Total Employees No. of Companies In Category (2017)
in Companies

<1 108

1>3 61

3>5 16

5>10 31

10> 20 32

20>100 35

Total 283!

Source: Indecon Analysis of Revenue Commissioners Data

1 Data for 2017 is provisional and subject to change. Above figures for 2017 were based on the 884
individual SARP cases recorded on SARP Employer Returns for 2017, where matching with
Corporation Tax returns for 2017 was possible.

The majority of SARP claimants are on annual salaries of lower than €225,000 but around 3% of
SARP claimants are on salaries in excess of €1 million in 2017. The amount of the relief varies
considerably depending on the salary of the individual and it should be noted that tax is paid on the
part of income below €75,000 and over the upper limit. For example, an individual on a salary of
around €100,000 per annum is likely to avail of an additional tax allowance of approximately
€3,000.% The recent cap on the eligible maximum allowable salary will reduce the level of relief
available to those on very high incomes. This will enhance equity by significantly reducing the
guantum of Relief availed of by a small number of very high earners.

Number of Employees within various Salary Bands whose Employer made a SARP Return

2016 2017

Salary Range No. of Employees | % of Total No. of % of Total
Employees

€75,000 to €150,000 359 45.3% 453 41.8%
€150,001 to €225,000 160 20.2% 215 19.8%
€225,001 to €300,000 79 10.0% 155 14.3%
€300,001 to €375,000 56 7.1% 80 7.4%
€375,001 to €675,000 95 12.0% 114 10.5%
€675,001 to €1,000,000 26 3.3% 36 3.3%
2:888:88(1) to 14 1.8% 23 2.1%
€3,000,001 to
£10,000,000 4 0.5% 8 0.7%
Total 793 100.0% 1,084 100.00%
Data for 2017 is provisional and subject to change
Source: Revenue Commissioners

Impact of SARP

15 Individuals may also be entitled to tax relief on educational expenses and return trips to their country of
nationality.
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The SARP Tax Relief is likely to impact on internationally traded businesses supported by IDA
(Ireland) although as noted earlier, other firms also benefit from the Relief. The views of IDA
(Ireland) on the impact of the Relief on their clients are presented in the next table. This highlights
the potential benefits in terms of increased FDI investment and increased employment.

Assessment of IDA (Ireland) of Role of SARP

“SARP’s objectives is to attract skilled, internationally mobile executives to Ireland. This in turn
supports the attraction and retention of Foreign Direct Investment (FDI), high value job creation
and the resulting economic benefit for Ireland.”

“SARP has been an important component in Ireland’s competitive offering following its
introduction in Budget 2012. We particularly noticed an increased up-take of SARP by our clients
from approximately 2014/15 and have also observed a particular increase in the assignment of
senior executives across a range of sectors, including financial services in the lead up to Brexit. The
availability of SARP at this critical time has been highly beneficial.”

“In general, the attraction of individuals with advanced skills and leadership experience, by
reducing the tax cost of assigning these individuals to Irish-based operations, has been a valuable
tool in our engagement with potential FDI target companies.”

“In terms of the profile of the SARP cases we have observed, they can be summarised as senior
staff with significant leadership experience and/or niche technical skill sets which are highly
valuable to Irish operations.”

“It is our considered opinion that Ireland requires a competitive SARP scheme to remain
competitive with our main competitors, who operate similar or more enhanced schemes, or do not
apply income tax rates of greater than 50% on earnings in excess of €35,300.”

Source: IDA Submission to Indecon

The role of SARP in retaining or increasing employment was also reflected in the views of companies
participating in Indecon’s survey research. Companies indicated that SARP is likely to have an
important or very important role in the expansion of employment in their Irish operations. For some
companies, however, it has only been of minor or no importance in expanding employment.

Companies Evaluation of Impact on Expansion of Employment in Ireland by Your Company

Very Important Of Minor Not at All Don’t Know
Important Importance Important
22.2% 27.8% 38.9% 11.1% 0.0%

Source: Indecon survey of Companies who have availed of SARP

Our analysis suggests that SARP has assisted in the attraction of overseas personnel and nearly 80%
of companies indicated that SARP is important or very important in terms of attracting overseas staff
to Ireland. A similar percentage of companies suggested that SARP assisted them in attracting highly
skilled staff to their Irish operations. Indecon, however, believes that some of these staff would have
been attracted to Ireland in the absence of the SARP measure. In our modelling of the costs and
benefits, Indecon adjusts our estimate of benefits to take account of this inherent deadweight
factor.
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Views of SARP Companies on Percentage of SARP Claimants in Company who Would Not Have

Been Employed in Ireland in the Absence of SARP

Percentage of Respondents

0-25% 55.6%
26-50% 5.6%
51-75% 5.6%
76-100% 22.2%
Don't Know 11.1%
Total 100%
Source: Indecon survey of Companies who have availed of SARP

In examining the employment impacts, new data provided by the Revenue to Indecon shows that
the overall employment in companies utilising SARP is significant and it is estimated that over
155,000 persons were employed by these companies.

Wider Impact on Employment (2017 SARP claimant data)

20177

Total Number of Recorded Employees in Companies with SARP Employees? 155,577

Source: Special Analysis of Data Completed for Indecon by Revenue Commissioners

'Refers to a sample of 884 SARP claimants where it was possible to match SARP claimants to the
Corporation Tax company record.

’ Data for 2017 is provisional and subject to change.

Also of note is that companies using SARP pay significant corporate and PAYE taxes. The figures show
that SARP companies paid over €2.5 billion in corporation tax in 2017. In addition, these companies
paid approximately €1.9 billion in PAYE taxes.
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Impact on Tax Revenues (2017)

2017 - €m
Corporate Tax Paid by Companies with SARP Employees! 2,537
PAYE Tax Paid by Companies with SARP Employees 1,908

Source: Special Analysis of Data Completed for Indecon by Revenue Commissioners

‘Refers to the tax paid by companies representing 884 SARP claimants in 2017 where it was possible
to match to the Corporation Tax company record. Thus, the figures may reflect an underestimate of
the overall tax take. Figures for 2017 are provisional and subject to change.

Costs and Benefits of SARP Relief

The estimated annual exchequer cost of SARP was €18.1 million in 2016, which represents a 90%
increase on the 2015 figure. The preliminary estimate for 2017 is €28.1 million which highlights the
continued increase in uptake of the relief. The average exchequer cost per claimant has also
increased significantly in 2016 and 2017. However, the re-introduction of the cap in Finance Bill 2018
will reduce the exchequer costs from 2020 onwards compared to what it would be without the cap.

Overall Numbers Claiming SARP (2012-2017)

Year Claimants Exchequer Cost (Em) | Cost per claimant (€)
2012 11 0.1 9,090

2013 121 1.9 15,702

2014 302 5.9 19,536

2015 586 9.5 16,211

2016 793 18.1 22,824

2017 1,084 28.1 25,923
Source: Revenue Commissioners (data for 2017 is provisional and subject to change)

Our analysis of the costs and benefits of SARP have been estimated using a formal cost-benefit
model. This has involved discounting of benefits and costs over a 10-year period at a 4% discount
rate. A summary of this analysis is included in the table below. The economic benefits of SARP
include some enhanced corporation tax, R&D spillovers, wage benefits of additional employees and
the associated PAYE tax paid by those employed. Our estimates take account of the opportunity cost
of labour and we apply a shadow price of public funds at 130%. Our modelling also takes account of
deadweight in the incentives. While there is inevitable uncertainty on any estimates of what would
have occurred in a counterfactual situation without the SARP incentives, our analysis suggests a
positive benefit-cost return.



Cost-benefit Analysis of SARP (2017 SARP claimant data)

Economic Costs: € million (Net Present Value)
Exchequer Cost 28.1

Exchequer Costs with Shadow Prices 36.5

Economic Benefits:

Corporation Tax receipts 2.9

R&D Spillovers 1.6

Wage Benefits 21.2

PAYE Tax Benefits 41.4

Total Economic Benefits 67.2
Benefit-Cost Ratio (BCR) 1.8

Source: Indecon analysis (2017 data on exchequer costs is provisional and subject to change)
Conclusions

Indecon’s conclusions following our detailed evaluation of SARP are presented in the table below.

1. Policy objective of the SARP incentive remains valid.

2. | Competitor countries also have incentives to attract skilled individuals.

In the absence of a cap on earnings a small number of very high earners would secure

3. A -
very significant tax relief.
4 The lower limit on the incentive means that some companies have significant numbers
) of SARP assisted employees.
5 Ireland is an attractive location for skilled employees and this has been enhanced by
" | SARP.
6 A wide range of sectors benefit from the incentive including non-internationally traded

businesses.

7. | SARP is not available to indigenous firms unless they have companies overseas.

Companies using the incentive account for significant employment and tax revenue in
Ireland.

Policy objective of the SARP incentive remains valid.

The policy objective of SARP, which is designed to facilitate the expansion of employment and
investment by reducing the costs of assigning key individuals to Irish affiliates, remains valid.

Competitor countries also have incentives to attract skilled individuals.

Ireland faces strong competition for foreign investment and competitor countries offer a range of
incentives. These include measures which reduce the costs to employers of attracting skilled
personnel from other countries. In a number of countries, similar or enhanced incentives to SARP
are provided.
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In the absence of a cap on earnings a small number of very high earners would secure very
significant tax relief.

The re-instatement of a cap on earnings will reduce the attractiveness of the incentive. This also
means that the Relief will be less competitive than schemes in some other countries. While this will
increase the costs for foreign firms in attracting top leadership teams, there are clear equity reasons
for a cap on eligible earnings. Without the cap some very high earners are likely to secure very
significant tax relief. However, even in this scenario very high income earners would be required to
pay significant annual income tax as well as PRSI and USC.

The lower limit on the incentive means that some companies have significant numbers of SARP
assisted employees.

The fact that the SARP incentive is applicable for individuals earning €75,000 or over means that in
many cases the relief is available to a wide range of employees and not simply to the very high
earners.

Ireland is an attractive location for skilled employees and this has been enhanced by SARP.

Ireland is an attractive location for skilled employees and this is seen by foreign firms as a strength.
The SARP incentive by reducing the costs of assigning skilled individuals enhances Ireland’s
attraction.

A wide range of sectors benefit from the incentive including non-internationally traded
businesses.

The new sectoral analysis completed for this study highlights the fact that the incentive is used by a
very wide range of sectors. An important insight of the data is that these include significant use by
non-internationally traded sectors such as retail and wholesale sectors.

SARP is not available to indigenous firms unless they have companies overseas.

SARP is only available to employers assigning skilled individuals in their companies from abroad to
their Irish operations. This effectively means that this incentive is not available to many indigenous
firms.

Companies using the incentive account for significant employment and tax revenue in Ireland.

Companies using SARP represent major employers in the Irish economy. These firms also account for
over €2.5 billion in annual corporate tax revenues and are major employers in the Irish economy.

Recommendations

Based on the analysis undertaken in this evaluation, Indecon outlines a number of recommendations
for consideration by the Government with regards to the future operation of the SARP relief. These
are designed to improve the efficiency, equity and cost-benefit impacts of the relief. These
recommendations are summarised in the table below and discussed in more detail in the
subsequent sections.
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Summary of Recommendations

1. SARP should be extended to 2025.

2. Restrict SARP to internationally traded businesses.

3. | Consider SARP for new hires for certain areas of skill shortages.

4, Examine feasibility of a differential SARP relief for regions outside of Dublin.

Refinement to Information required from claimants should be introduced to facilitate
future cost-benefit evaluation.

SARP should be extended to 2025

The rationale for SARP remains valid and the cost-benefit modelling indicates that the scheme is
appropriate. However, in order to facilitate longer term investment decisions, certainty on the
extension of SARP is needed. We therefore recommend that SARP should be extended to at least
2025. We also support the proposed cap on eligible earnings post 2019/2020. However, in order to
remove any potential abuse in extending the scheme, Indecon believes there is merit in restricting
the SARP incentive for assignees to companies where there has been no recent redundancies in the
relevant divisions of their Irish operations. However, this restriction should not apply to companies
where overall employment has increased.

Restrict SARP to internationally traded businesses

The analysis in this report suggests that SARP is used extensively by companies in non-internationally
traded businesses. In order to ensure that the incentive is focused on the policy objective of
expanding employment and investment, there is a strong case to restrict SARP to agency assisted
internationally-traded businesses. Indecon believes this would likely require state approval. An
alternative option would be to restrict SARP to skills identified in the official listing of critical skills
shortages related to employment permits.®

Consider SARP for new hires for certain areas of skill shortages

The current Relief is structured so that it restricts its usage by indigenous companies who do not
have overseas associate companies. Extension of the incentive to all new hires would, however, not
be appropriate on equity or economic criteria and would expose the Exchequer to significant costs.
Indecon, however, recommends that extending eligibility should be restricted to agency assisted
companies and this will require state aid approval. This also should be restricted to companies
where redundancies have not occurred over the previous two years. We also recommend that any
extension to new hires should be restricted to skills listed on the Government’s critical skills
occupation list.

16 See Department of Business, Enterprise and Innovation, Critical Skills Occupation List. This identifies
employments which there is a shortage in respect of qualifications, experience or skills which are required for
the proper funding of the economy.
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4. Examine feasibility of a differential SARP relief for regions outside of Dublin

One aspect that may merit consideration is how SARP could be used to further support regional
development. This is a key focus of the IDA strategy. One option would be to provide enhanced SARP
incentives for companies based in regional locations. For example, by extending the Relief for 10
years for regional locations or providing a higher level of Relief. Such a regional approach has been
introduced in Italy to encourage investment in less economically developed regions. This would
assist regions likely to be most impacted by Brexit should be examined. Again, this change would
require state aid approval.

5. Refinement to Information required from claimants should be introduced to facilitate future cost-
benefit evaluation.

It is difficult to undertake formal cost-benefit reviews with the current data that is available.
Enhancements to the data that is provided by companies to the Revenue Commissioners in their
annual SARP return would be helpful. This should include details of the skill profile of claimants and
data from all claimant companies on the impact on overall employment in their Irish operations.
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Introduction and Background

Introduction

Indecon International Economics Consultants (Indecon) is a leading firm of research economists.
Indecon was appointed by The Minister for Finance and Public Expenditure and Reform following a
competitive tender process to undertake an evaluation of the relevance, cost, impact and efficiency
of the Special Assignee Relief Programme (‘SARP’), as provided for in section 825C of the Taxes
Consolidation Act 1997.

Indecon’s independent evaluation assesses the continued relevance, cost and impact of the SARP
incentive. This is appropriate given the increased Exchequer costs and the need to ensure the best
use of scarce Exchequer resources. Indecon’s examination has taken account of the following
considerations:

An assessment of the continuing relevance of the Programme;

An assessment of the performance of the programme in terms of meetings its key objectives in
terms of attracting skilled individuals and reducing costs to employers of such assignments;

A review of features of the Programme including the minimum and maximum caps on income and
an analysis of companies claiming SARP;

An assessment of the annual costs and efficiency of the programme; and

An assessment of the overall impact of the programme.

Our review also examined similar incentives in other jurisdictions and equity issues with regard to
the quantum of relief availed of by a small number of earners prior to the re-instatement of the
earnings cap.

Particular features of the Programme and Income Caps

SARP is designed to help reduce the cost to employers of assigning skilled individuals in their
companies from abroad, to take up positions in the Irish-based operations of their company or an
associated company, thereby facilitating the creation of jobs and the development and expansion of
businesses in Ireland.

The particular features of the Programme require that the assignee must have been employed
abroad by the relevant employer for a minimum period of six months, up to a maximum of five
years. For the tax years 2012, 2013 and 2014, SARP provided for relief from income tax on 30% of
salary between €75,000 and €500,000. In Budget 2015, the €500,000 cap was removed with the
objective of increasing up-take and encouraging the growth of high quality Foreign Direct
Investment.

Following analysis of data on the cost/uptake of SARP in the years subsequent to the removal of the
income cap, a decision was taken to amend the scheme in Finance Bill 2018 due to concern
regarding:

The doubling in the Exchequer cost of the incentive year-on-year (€18.1m in 2016, up from €9.5m in
2015); and

Equity issues with regard to the quantum of relief availed of by a small number of very high earners
(18 individuals claimed SARP in 2016 in respect of salaries ranging between €1m and €10m).

44



o0 O0oO0o O

13

U

I I I WDy Ry

1.4

cooooo

1.5

SARP was amended at report stage of the Finance Bill 2018 to re-instate a cap on eligible earnings at
a level of €1m, with the change applying from 1 January 2019 for new entrants and 1 January 2020
for existing applicants. The incentive has a sunset clause of 31 December 2020.

There are a number of eligibility requirements associated with claiming SARP. These are briefly
summarised as follows:

Eligibility is restricted to individuals who arrive in Ireland during 2012-2020, at the request of their
employer to work in Ireland for that employer;

Individuals must have worked for a minimum of six months for that employer outside of Ireland;
Individuals must work for a minimum of 12 consecutive months to avail of the programme;
Individuals must not be tax resident in Ireland for at least the last five tax years prior to taking up
SARP;

Individuals must be tax resident in Ireland to avail of SARP; and

The minimum basic salary to avail of SARP is €75,000 per annum.

Methodological Approach

Indecon has utilised an evidence-based approach to the completion of this evaluation including:

A detailed analysis of extensive new evidence based on Revenue data for which Indecon are very
appreciative;

Survey of eighteen companies who availed of SARP;

Survey of four leading tax advisors;

A review of similar incentives in other selected jurisdictions;

Detailed review of submissions made as part of a public consultation process;

Analysis of case studies submitted by KPMG; and

Formal economic cost-benefit modelling of the Programme.

Report Structure

The report is structured as follows:

Chapter 2 assesses the continued relevance of the relief;
Chapter 3 assesses Ireland’s comparative position;

Chapter 4 presents an analysis of companies claiming SARP;
Chapter 5 considers the impacts of the Relief;

Chapter 6 outlines the costs and benefits of the Relief; and
Chapter 7 presents the conclusions and recommendations.
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2.2

Introduction

This chapter considers the continued relevance of SARP. As noted in the Tax Strategy Group Paper,*’
the key aim of SARP is “... to reduce the cost to employers of assigning skilled individuals in their
companies from abroad to take up positions in the Irish-based operations of their employer or an
associated company, thereby facilitating the creation of jobs and the development and expansion of
businesses in Ireland.” It is, however, important to consider whether the rationale for SARP is still
valid.

Objective of Increasing Investment and Employment

By reducing the burden of the Irish income tax system through providing a relief to highly skilled
employees, the objective is that Ireland would secure increased foreign investment and help address
skill shortages. Without the relief, companies are likely to face higher costs as many operate a tax
equalisation policy where their employees are guaranteed a net income irrespective of the location
of their employment. This was highlighted by a leading accounting practice in their submission to
this review which noted that: “Multinationals with global assignment policies generally provide a
package of relocation costs for assignees as well as equalising their net take home pay to their home
jurisdiction. SARP has made a difference in offsetting the higher employment costs for those
individuals caused by equalisation payments and Ireland’s higher employment tax costs in
comparison to many jurisdictions.” A similar point regarding tax equalisation and the subsequent
cost for companies was also made by another leading firm of advisers in their submission to the
review. The fact that companies generally equalise the net take home pay of senior team members
has implications for the consideration of the equity and impact of the Relief. In practice, the
individuals benefiting may not receive any benefit from the Relief if they have agreed a net salary.
From a personal income distribution perspective, the Relief may therefore not have a negative
impact on net incomes. The main benefit of the Relief is likely to have been received by the company
and not the individual employee. This potentially enhances the competitiveness of Ireland as a
location for investment.

The potential link between SARP and increased FDI was highlighted by IBEC in their submission to
the review where they noted that: “It is clear to our members that SARP has the impact of directly
attracting those roles, and also has resulted in additional substantial new investment in capital
equipment, business functions, and other staff which report into those roles.” The rationale of the
measure to facilitate additional overseas investment in the Irish operations of the company is
against the background of the importance of foreign direct investment (FDI) to the Irish economy.
This is relevant as Ireland has one of the highest levels of FDI as a percentage of GDP in Europe.

17 Tax Strategy Group| TSG — 03/19 Income Tax
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Figure 2.1: FDI Stock as a % of GDP — Annual Average — 2005-2018
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Note: We exclude Cyprus and Malta from the analysis as both of these countries have FDI stocks
that are close to ten times the size of their economies.
Source: UNCTAD, FDI Statistics

The direct employment significance of foreign investment can be seen by the fact that in 2018,
around 28% of all new employment in Ireland was created by IDA supported companies.
Employment in IDA assisted firms reached nearly 230,000.

Table 2.1: Employment in IDA Supported Companies

2017 2018
Total Employment 215,017 229,057
Full-Time 196,513 208,948
Other 18,504 20,109
Net Change in total employment 11,935 14,040
% Net change in total employment 5.90% 6.5%
Source: IDA

Role in enhancing access to skilled employees

The role of SARP in attracting highly skilled and senor individuals whose skills are not available in the
local economy was made by the Irish Tax Institute in their submission to this review where it was
noted that: “SARP has been used effectively by many multinationals to attract the necessary senior
management from parent locations, like the US, to Ireland.” In reviewing the rationale for SARP it is
of note that a skilled labour force is seen as an important factor in the locational choice for foreign
firms investing in Ireland. The evidence indicates that foreign firms rated skilled employees as a
strength of locating in Ireland. SARP is likely to have assisted some of these firms in the attraction of
skilled employees to Ireland.
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Table 2.2: Foreign Firms Rating on Labour Force Skills

Significant | Strength Neither Weaknes | Significant
Strength Strength nor s Weakness
Weakness
Skilled Employees 34.3 55.6 10.2 0.0 0.0

Source: Gray, A. W., Swinand, G. P., Batt, W. H., ‘Economic Analysis of Ireland’s Comparative
Advantages for Foreign Investment’, (2010), ISBN 978-0-95313181-5

Issue of Market Failures

While SARP has reduced the cost to employers of attracting skilled labour and while this may have
increased investment, this does not in itself justify the incentive. Indecon’s assessment is that the
continued rationale for SARP must be considered in terms of whether this is addressing any market
failures and the potential benefits compared to the costs and equity issues involved. One potential
market failure arises from the distortions caused by incentives or low taxes in other countries. A
number of submissions to the review highlighted the importance of SARP in relation to increasing
competitiveness. For example, in a submission by one leading economic practice it was indicated
that SARP is “... an essential part of the tax system to seek to enhance Ireland’s competitiveness for
investment and inward migration of highly skilled people.” An analysis of Ireland’s comparative
position in attracting skills and foreign investment is considered in Chapter 3 of this report. Also
relevant is that SARP, by facilitating increased foreign investment, may help to secure innovation and
other spillover benefits to the economy. Indecon, however, notes the existence of such factors are
less applicable as a rationale for use of the incentive by non-internationally traded businesses. The
spillover benefits of investment in non-internationally traded sectors is likely to be much lower than
would apply to inward investment in exporting high tech firms. The impact of the incentive in
increasing investment is also likely to be much lower for firms in non-internationally traded sectors.

Summary of findings

The key policy objective of SARP is to reduce the costs to companies of assigning key senior personnel
to the Irish operations of their companies in order to facilitate increased employment and investment
in Ireland.

The rationale of the measure is that by reducing the costs to companies of attracting highly-skilled
individuals, additional overseas investment in the Irish operations of the company may be facilitated.
This is against the background of the importance of foreign direct investment (FDI) to the Irish
economy.

The direct employment significance of foreign investment can be seen by the fact that in 2018, around
28% of all new employment in Ireland was created by IDA supported companies. Employment in IDA
assisted firms reached nearly 230,000.

In reviewing the rationale for SARP, it is of note that a skilled labour force is seen as an important
factor in the locational choice for foreign firms investing in Ireland. The evidence indicates that foreign
firms rated skilled employees as a strength of locating in Ireland. SARP is likely to have assisted some
of these firms in the attraction of skilled employees to Ireland.

Indecon’s assessment is that the continued rationale for SARP must be considered in terms of whether
this is addressing any market failures. One potential market failure arises from the distortions caused
by incentives or low taxes in other countries.
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3.2

Ireland’s Comparative Position
Introduction

This chapter examines Ireland’s comparative position in terms of income tax rates and also reviews
similar schemes in other jurisdictions. In evaluating Ireland’s comparative position, it is important to
note that other factors in addition to Ireland’s low corporate tax rate impact on the attractiveness of
Ireland for foreign direct investment.

Comparative Income Tax Rates

The effective personal income tax rates for a number of countries are shown in Table 3.1. This
highlights personal income taxes for those on average wages in Ireland are similar to many other
European countries but is much higher than in the United States. However, this can be misleading as
it does not reflect the levels of salaries in multinationals or the marginal tax rates which apply.

Table 3.1: Effective Personal Income Tax Rate (%) - 2018

Mongolia 30.00% Slovakia 18.11%
Denmark 29.80% Portugal 18.02%
Austria 28.82% Israel 16.89%
Hungary 27.53% Chile 16.57%
Finland 27.27% Canada 16.53%
Netherlands 27.10% Kazakhstan 15.96%
Germany 26.72% Estonia 14.68%
Romania 26.31% Mexico 14.09%
Luxembourg 25.96% Spain 13.92%
Norway 25.82% USA 13.46%
Slovenia 25.55% Argentina 13.10%
Poland 25.52% Peru 12.33%
Belgium 24.73% Saudi Arabia 12.12%
Sweden 24.35% Russia 11.95%
Latvia 23.97% India 11.14%
Italy 23.85% Switzerland 10.39%
France 22.82% Malaysia 10.09%
Greece 22.38% Philippines 9.68%
Australia 21.54% Korea Republic 9.24%
Iceland 21.32% Colombia 8.60%
Ireland 21.20% Brazil 8.47%
Czechia 20.99% Jordan 7.43%
Turkey 20.77% Cyprus 7.35%
Lithuania 20.72% Thailand 6.75%
New Zealand 20.63% Hong Kong SAR 4.71%
United Kingdom 20.47% UAE 4.64%
Bulgaria 20.32% Taiwan, China 4.09%
China 20.14% Indonesia 1.85%
Singapore 19.79% South Africa 1.51%
Japan 19.61% Venezuela 0.98%
Croatia 19.45% Qatar 0.00%
Ukraine 18.92%

Source: IMD World Competitiveness Centre Country Profiles 2018
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In considering whether there may be market distortions arising from the comparative level of
income tax rates in other countries, it is important to consider levels of income tax paid across a
selection of countries for those earning €100,000 and €150,000. For those earning either €100,000
or €150,000, very high rates apply in Sweden and Germany but Ireland has a much higher income tax
burden compared to the UK, Switzerland and Singapore, all of whom are competitors for foreign
investment. Ireland also has much higher income tax rates compared to the US which is a key origin
market for Ireland’s FDI.

Figure 3.1: Comparison of Ireland’s Income Tax System at different high salary levels (2018 Tax

rates)
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Source: Irish Tax Institute/KPMG Submission to Indecon

Incentive Regimes in Other Countries

As part of this review, Indecon has undertaken a review of similar schemes in other jurisdictions. A
summary of incentives available to attract skilled employers in a number of countries is shown in
Table 3.2. This shows that more attractive incentives are available in other EU Member States.
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Table 3.2: Overview of Schemes reviewed in other jurisdictions

Country Details of Incentives

“Impatriate Allowance” offers a deduction of between 30-50% of total

France .
remuneration.

“Highly Qualified Persons” which is designed to attract highly qualified
Malta individuals in specific targeted sectors. 15% flat rate of tax on all
employment income.

Minimum threshold of €37,000 provides employees a 30% tax-free

The Netherlands
allowance.

Scheme (“Lavoratori Impatriati”) introduced in 2017 and provides 50%

Italy Relief. New regional incentives introduced in 2019.

Created in 2009 with the objective of attracting “qualified non-resident

Portugal . ” Lo
& professionals” 30% reduction in income tax rate.

Source: Indecon

Analysis by Indecon shows how different reliefs impact on the tax paid by executives. Ireland has
higher income tax costs for those earning €100,000 compared to France, Malta, The Netherlands
and Italy after the Reliefs are applied.

Figure 3.2: Cross- Country Analysis of different relief measures based on a salary of €100,000
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Source: Indecon analysis based on Tax Rates published by the OECD
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3.4 Comparative Capacity to Attract and Retain Talent

The ability of the country to attract talent is an important factor in sustainable economic growth.
Ireland performs well in this regard and is the joint-second highest ranked country in the EU-28 in
terms of attracting talent form abroad.

Table 3.3: Country Capacity to Attract Talent (1-7) — 2016/17

United Kingdom 6.0
Ireland 5.5
Luxembourg 5.5
Netherlands 5.0
Germany 4.7
Malta 4.4
Belgium 4.2
Denmark 4.1
Sweden 4.1
Austria 4.0
France 3.6
Finland 35
Czechia 33
Estonia 3.3
Portugal 3.2
Spain 3.1
Cyprus 3.0
Italy 2.6
Bulgaria 2.5
Lithuania 2.5
Poland 2.5
Slovenia 2.5
Hungary 2.4
Latvia 2.4
Romania 2.2
Greece 2.1
Slovakia 2.0
Croatia 1.9
Source: Global Competitiveness Report 2016/17 - World Economic Forum

The capacity of a country to retain talent is an important aspect of maintaining a labour force that is
attractive for FDI. Evidence produced by the World Economic Forum indicates that Ireland ranks in
the top 30% of EU28 countries in this regard (see Table 3.4).

52



Table 3.4: Country Capacity to Retain Talent (1-7) — 2016/17

United Kingdom 5.4
Finland 5.2
Netherlands 5.2
Luxembourg 5.1
Sweden 5.0
Germany 4.8
Denmark 4.7
Ireland 4.7
Austria 4.6
Belgium 4.6
Malta 4.4
Czechia 3.6
Cyprus 3.5
Portugal 3.5
Estonia 33
France 33
Spain 3.3
Slovenia 3.1
Poland 3.0
Italy 2.9
Lithuania 2.9
Bulgaria 2.6
Greece 2.6
Latvia 2.6
Slovakia 2.6
Hungary 2.4
Croatia 2.2
Romania 2.1
Source: Global Competitiveness Report 2016/17 - World Economic Forum

Ireland has higher personal tax levels compared to certain competitor countries for FDI but performs
well in terms of attracting and retaining talent and the ease of hiring of foreign employees. Other
countries with similarly characteristics in terms of the attraction for talent include the United
Kingdom, The Netherlands and Luxembourg.
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Figure 3.3: Country Capacity to Attract and Retain Talent (1-7) — 2016/17
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Summary of findings

Ireland has higher personal tax levels compared to certain competitor countries for FDI but performs
well in terms of attracting and retaining talent and the ease of hiring of foreign employees. Other
countries with similarly characteristics in terms of the attraction for talent include the United
Kingdom, The Netherlands and Luxembourg.

A number of competitor countries also have schemes to assist the attraction of key personnel by
providing relief from income taxes. Some countries have provided relief via a lower overall flat rate of
tax and in many countries this is not restricted to assignees.

Indecon’s analysis suggests that in a number of cases the schemes to attract skilled employees are
more attractive than the Irish SARP incentive.
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4.2

Analysis of Companies Claiming SARP
Introduction

One feature of SARP which is important to examine in order to understand the efficiency of the
Programme, is what type of companies and individuals are claiming SARP and how the level of
uptake has changed. The number of claimants of SARP between 2012 and 2017 is shown in Table
4.1. This indicates the significant year-on-year increase in the uptake of the measure.

Table 4.1: Overall Numbers Claiming SARP (2016)

Year Claimants Year-on-year growth (%)
2012 11 -

2013 121 1000%

2014 302 150%

2015 586 94%

2016 793 37%

2017 1,0841 35%

Source: Revenue

1 2017 is provisional and subject to change

In 2017 there were 1,084 individual SARP claims. This represents a 37% increase on the 2016 figures.
These individuals were employed by 368 companies as shown in Table 4.2.

Table 4.2: Overall Numbers Claiming SARP (2017)

2017
No. of SARP Claimants 1,084
No. of Companies Involved 368

ISource: Revenue Commissioners
1 2017 is provisional and subject to change

Sectoral Profile of SARP Claimants

SARP is availed of by companies in sectors assisted by the IDA but it is a much broader relief which
applies to a wide range of sectors. These include some non-internationally traded sectors. Indecon
believes that a higher level of deadweight® in encouraging increased investment as a result of SARP
is likely to apply to such businesses.

18 Deadweight refers to the extent to which the benefit would have incurred without the incentive. See: Gray,
A. W., ‘A Guide to Evaluation Methods’ (1995), Published by Gill and Macmillan, ISBN 0717122425
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Table 4.3: Sectoral Breakdown of Individual Claimants (2017)

Sector No. of Individuals % share of total
Administrative and support service activities 88 8.1%
Financial and Insurance Activities 230 21.2%
Information and Communication 205 18.9%
Manufacturing 176 16.2%
Professional scientific and technical activities 122 11.3%
Wholesale and retail trade/Repair of motor 232

vehicles and motorcycles 21.4%

All other Sectors 31 2.9%
Total 1,084 100%
Source: Indecon analysis of Revenue Commissioners, Data for 2017, data provisional and subject
to change

Using a slightly different sectoral composition based on the annual Revenue report on SARP allows
analysis of how the sector of SARP companies has varied overtime. The largest percentage increases
since 2015 have been in the “Pharma & Medical” sector and the “Other Services” sector. There has
only been a small increase in the number of SARP claimants in the Financial Services sector since
2015. These figures are presented in Table 4.4. This may change in 2018 and 2019 arising from the
impact of Brexit.

Table 4.4: Sector of employer who made a SARP return

Number of employees per year
Sector 2012 2013 2014 2015 2016 2017
IT - 36 79 167 224 305
Financial Services - 31 101 168 179 182
Pharma & Medical - 17 35 50 130 157
Consumer Industrial
Products & Services i 13 9 69 104 148
Other Services - 13 26 72 130 226
Other - 11 52 60 26 66
Total 112 121 302 586 793 1,084!
Source: Revenue Commissioners
12017 is provisional and subject to change
2 |n the interests of taxpayer confidentiality, the sector of 2012 SARP claimants is not supplied

Significance of SARP for individual companies

The importance of SARP varies considerable with the majority of companies only employing 1-2
SARP claimants. A small number of firms have over 11 SARP claimants.
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Table 4.5: Number of SARP Claimants per company (2017)

No. of Employees Claiming

SARP No. of Companies In Category

1-2 SARP claimants 259

3-5 SARP claimants 67

6-10 SARP claimants 22

11+ SARP claimants 20

Total 368

Source: Revenue Commissioners, Data for 2017 is provisional and subject to change

The importance of SARP to companies varies considerably with the majority of companies only
employing 1-2 SARP claimants. A small portion of companies have more than ten SARP claimants
employed. Itis also worth noting that around 12% of companies use SARP for more than 20% of
their employees. This suggests that SARP does not only apply to the top leadership teams.

Table 4.6: Share of Total Employees who avail of SARP (2017)

. o .
SARP Cla.lmants As % of Total Employees in No. of Companies In Category
Companies

<1 108

1>3 61

3>5 16

5>10 31

10> 20 32

20> 100 35

Total 283

Note: Above figures were based on 884 individual SARP cases recorded on SARP Employer
Returns for 2017, where matching with Corporation Tax returns for 2017 was possible
Source: Revenue Commissioners, Data for 2017

Equity Issues and Income Profile of SARP claimants

In considering equity issues and the appropriateness of the present upper and lower limits on the
guantum of income that should benefit from the tax relief, it is useful to consider the numbers of
claimants and the exchequer cost of different options. The estimated number of claimants and
annual Exchequer costs if SARP applied to different specified levels of caps are shown in Table 4.7. In
the estimates it has been assumed that the minimum incomes fully replace €75,000 as both the
minimum income to claim SARP and the discarded income when calculating the relief. The analysis is
based on the observed data in 2017. Increasing the minimum level of income to €500,000 would
significantly reduce the level of exchequer costs of the measure but would also greatly reduce the
uptake and would mean the Relief was focused on the higher earners.
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Increasing the lower limit would also reduce the relevance of the scheme for many companies.
While this would have merit in reducing exchequer costs, it would mean a competitive disadvantage
compared to schemes in other countries. The analysis also shows the impact of the €1 million cap on
exchequer costs and on enhancing equity is significant. Removing the upper cap would enhance the
attractiveness of Ireland for certain types of operations, but would not be consistent with the
principles of tax equity. The figures in the table show that there were 111 individuals who earned
€500,000 or more who availed of the Relief. Without the cap on eligible income, these individuals
would, on average, have received a tax reduction of over €79,000 per annum. With the €1 cap this
would fall to approximately €33,000. However, as is evident from the analysis below, for those on
the very high incomes, the cap means a much greater reduction in the tax relief available.

Table 4.7: Analysis of Impact of changing Thresholds and exchequer costs and uptake

Assuming Minimum Assuming
Income of €200,000 | Minimum Income
of €500,000
No cap and existing With With No With With
Minimum Income of €1m Cap Cap €1lm No Cap
€75,000 Cap
Annual Exchequer Costs €28.1m? €12.1m | €17.2m €3.7m €8.8m
No. of Claimants 1,084 481 481 111 111
Source: Revenue
! Based on 2017 data which is provisional and subject to change

The majority of SARP claimants are on annual salaries of lower than €225,000, but around 3% of
SARP claimants are on salaries in excess of €1 million in 2017. The amount of the relief varies
considerably depending on the salary of the individual and it should be noted that tax is paid on the
part of income below €75,000, and over the upper limit. For example, an individual on a salary of
around €100,000 per annum is likely to avail of an additional tax allowance of approximately €3,000.
The recent cap on the eligible maximum allowable salary will reduce the level of relief available to
those on very high incomes. This will enhance equity by significantly reducing the quantum of Relief
availed of by a small number of very high earners.
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Table 4.8: Number of Employees within various Salary Bands whose Employer made a SARP

Return

Number of employees per year
Salary Range 2012 2013 2014 2015 2016 2017
€75,000 to €150,000 - 35 88 224 359 453
€150,001 to €225,000 - 36 79 155 160 215
€225,001 to €300,000 - 28 63 81 79 155
€300,001 to €375,000 - 12 29 34 56 80
€375,001 to €675,000 - 10 33 62 95 114
€675,001 to
€1,000,000 ] ] 8 22 26 36
€1,000,001-
€3,000,000 i i 2 8 14 23
€3,000,001- i i i i 4 3
€10,000,000
Total 11 121 302 586 793 1,084
Source: Revenue Commissioners
12017 is provisional and subject to change

In evaluating equity issues it is also useful to consider the tax contribution for different salary ranges
after taking account of SARP. Analysis based on the impact of SARP on different salary bands is
presented in Table 4.8 and highlights the significant differences between the different groups. This
analysis assumes that the cap of €1m does not apply. This shows that without the cap individuals on
exceptionally high earnings of €6.5 m would be required to pay over €2.5m per annum in income
tax, PRSI and USC.

Table 4.9: Analysis of Likely Tax Relief and Annual Tax contributions by different salary ranges

—No Cap
Gross Salary*** Income Tax PRSI* usc Total
Payable
112,500 28,748 4,500 6,537 39,785
187,500 49,748 7,500 12,537 69,785
262,500 70,748 10,500 18,537 99,785
337,500 91,748 13,500 24,537 129,785
525,000 144,248 21,000 39,537 204,785
837,500 231,748 33,500 64,537 329,785
1,000,000 277,248 40,000 77,537 394,785
2,500,000 697,248 100,000 197,537 994,785
4,500,000 1,257,248 180,000 357,537 1,794,785
6,500,000 1,817,248 260,000 517,537 2,594,785
*2016 Tax rates and based on the 2016 scheme which did not include an income cap. Note that
these are based on average salaries within each band and no not reflect actual data on exact
salaries. We assume a pension contribution of 11%.
**SARP claimants will not be liable for PRSI if they don’t pay for it in their origin country.
***These salaries are net of any pension contributions
Source: Indecon analysis
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An analysis of the tax payable including PRSI and USC with the cap of €1m is presented below. This
shows that with the cap, tax payment bey earners of €6.5m would increase to over €3.25m per

annum.

Table 4.10: Analysis of Likely Tax Relief and Annual Tax contributions by different salary ranges

- Cap
Gross Salary*** |  Income Tax PRSI* USC Total
Payable
112,500 28,748 4,500 6,537 39,785
187,500 49,748 7,500 12,537 69,785
262,500 70,748 10,500 18,537 99,785
337,500 91,748 13,500 24,537 129,785
525,000 144,248 21,000 39,537 204,785
837,500 231,748 33,500 64,537 329,785
1,000,000 277,248 40,000 77,537 394,785
2,500,000 877,248 100,000 197,537 1,174,785
4,500,000 1,677,248 180,000 357,537 2,214,785
6,500,000 2,477,248 260,000 517,537 3,254,785
*2016 Tax rates and based on the 2016 scheme which did not include an income cap. Note that
these are based on average salaries within each band and no not reflect actual data on exact
salaries. We assume a pension contribution of 11%.
**SARP claimants will not be liable for PRSI if they don’t pay for it in their origin country.
***These salaries are net of any pension contributions
Source: Indecon analysis

Summary

In 2017, there were 1,084 SARP claimants across the 368 different companies. The number of
claimants rose by 37% compared to 2016.

SARP is availed of by companies in sectors assisted by the IDA but it is a much broader relief which
applies to a wide range of sectors. These include some non-internationally traded sectors. Indecon
believes that a higher level of deadweight in encouraging increased investment as a result of SARP is
likely to apply to such businesses.

The importance of SARP to companies varies considerably with the majority of companies only
employing 1-2 SARP claimants. A small portion of companies have more than ten SARP claimants
employed. Itis also worth noting that around 12% of companies use SARP for more than 20% of their
employees. This suggests that SARP does not only apply to the top leadership teams.

The majority of SARP claimants are on annual salaries of lower than €225,000, but around 3% of SARP
claimants are on salaries in excess of €1 million in 2017. The amount of the relief varies considerably
depending on the salary of the individual and it should be noted that tax is paid on the part of income
below €75,000 and over the upper limit. For example, an individual on a salary of around €100,000
per annum is likely to avail of an additional tax allowance of around €3,000. The recent cap on the
eligible maximum allowable salary will significantly reduce the level of relief available to those on very
high incomes. This will enhance equity by significantly reducing the quantum of Relief availed of by a
small number of very high earners. This will apply to new entrants from 2019 and existing claimants
from 2020.
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5.1

5.2

Impacts of SARP Tax Relief

Introduction

This chapter examines the overall impacts of the SARP Programme.

Impact of SARP on companies’ decision to establish in Ireland

The SARP Tax Relief is likely to impact on internationally-traded businesses supported by IDA
(Ireland) although as noted earlier, other firms also benefit from the Relief. The views of IDA
(Ireland) on the impact of the Relief on their clients are presented in the table below. This highlights
the potential benefits in terms of encouraging companies to establish in Ireland. Indecon would,
however, note that this measure is only one part of the wider criteria which are considered by
companies in deciding on locations for FDI.

Table 5.1: Assessment of IDA (Ireland) of Role of SARP

“SARP’s objectives is to attract skilled, internationally mobile executives to Ireland. This in turn
supports the attraction and retention of Foreign Direct Investment (FDI), high value job creation
and the resulting economic benefit for Ireland.”

“SARP has been an important component in Ireland’s competitive offering following its
introduction in Budget 2012. We particularly noticed an increased up-take of SARP by our clients
from approximately 2014/15 and have also observed a particular increase in the assignment of
senior executives across a range of sectors, including financial services in the lead up to Brexit. The
availability of SARP at this critical time has been highly beneficial.”

“In general, the attraction of individuals with advanced skills and leadership experience, by
reducing the tax cost of assigning these individuals to Irish-based operations, has been a valuable
tool in our engagement with potential FDI target companies.”

“In terms of the profile of the SARP cases we have observed, they can be summarised as senior
staff with significant leadership experience and/or niche technical skill sets which are highly
valuable to Irish operations.”

“It is our considered opinion that Ireland requires a competitive SARP scheme to remain
competitive with our main competitors, who operate similar or more enhanced schemes, or do not
apply income tax rates of greater than 50% on earnings in excess of €35,300.”

Source: IDA Submission to Indecon

The role of SARP in the establishment of businesses in Ireland was considered in Indecon’s survey
research. For a minority of companies, SARP was seen as having a very important impact on the
establishment of their business in Ireland.

Table 5.2: Companies Evaluation of Impact on Establishment of Your Business in Ireland

Very Important Important Of Minor Not at All Don’t Know
Importance Important
27.8% 5.6% 33.3% 27.8% 5.6%

Source: Indecon survey of Companies who have availed of SARP
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In addition to incentivising a minority of companies to establish in Ireland, SARP may have facilitated
businesses to expand their operations by adding new mandates or growing existing business lines. A
higher percentage of companies suggested that SARP was very important or important in the
expansion of their operation in Ireland.

Table 5.3: Evaluation of Impact on Expansion of SARP on Companies Business Operations in

5.1

Ireland
Very Important Of Minor Not at All Don’t Know
Important Importance Important
Companies 33.3% 22.2% 27.8% 11.1% 5.6%

Source: Indecon survey of Companies/Tax Advisors who have availed of SARP

Impact on Employment

In examining the employment impacts, new data provided by the Revenue to Indecon shows that
the overall employment in companies utilising SARP is significant and it is estimated that over
155,000 persons were employed by these companies.

Table 5.4: Wider Impact on Employment (2017)

Total Number of Recorded Employees in Companies with

SARP Employees® 155,577

Source: Special Analysis of Data Completed for Indecon by Revenue Commissioners
'Refers to 884 SARP claimants where it was possible to match SARP claimants to the Corporation Tax
company records. Data is provisional and subject to change

As part of their Revenue filing, companies were asked to estimate the number of additional
employees attributable to this SARP relief. Of the companies who completed this return in 2017, the
evidence indicates that there were around 383 additional jobs created. Indecon notes that only a
percentage of companies provided information on this issue and the findings may underestimate the
net employment impact. In our cost-benefit modelling in Chapter 6, in order to ensure we do not
overestimate the impacts, we use an even lower estimate of 300.

Table 5.5: Increase in number of employees per year

Year Increase in Number of Employees

2012 6

2013 49

2014 126

2015 591

2016 477

2017 383

Source: Revenue Commissioners (Draft Report on SARP September 2019 — 2017 data subject to
change)
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The role of SARP in increasing employment was also reflected in the views of companies
participating in Indecon’s survey research. For some companies SARP was seen as having an
important or very important role in the expansion of employment in their Irish operations.

Table 5.6: Companies Evaluation of Impact of SARP on Expansion of Employment in Ireland by

Your Company

Very Important Important Of Minor Not at All Don’t Know
Importance Important
22.2% 27.8% 38.9% 11.1% 0.0%

Source: Indecon survey of Companies who have availed of SARP

Our analysis suggests that SARP has assisted in the attraction of overseas personnel and nearly 80%
of companies indicated that SARP is important or very important in terms of attracting overseas staff
to Ireland. A similar percentage of companies suggested that SARP assisted them in attracting highly
skilled staff to their Irish operations. Indecon, however, believes that some of these staff would have
been attracted to Ireland in the absence of the SARP measure.

Table 5.7: Views of SARP Companies on Percentage of SARP Claimants in Company who Would

Not Have Been Employed in Ireland in the Absence of SARP

Percentage of Respondents

0-25% 55.6%
26-50% 5.6%
51-75% 5.6%
76-100% 22.2%
Don't Know 11.1%
Total 100%
Source: Indecon survey of Companies who have availed of SARP

SARP is also likely to have assisted some companies to retain existing employees. For the firms who
reported on this issue in 2017, it was estimated that 839 jobs were retained in Ireland due to SARP.
Because of the difficulty of estimating the potential deadweight and the high opportunity cost of
skilled labour, we do not include these retained jobs in our formal cost-benefit modelling.

Table 5.8: Number of employees retained per year

Year Number of employees retained per year

2012 6

2013 215

2014 708

2015 603

2016 607

2017 839

Source: Revenue Commissioners (Draft Report on SARP September 2019 —2017 figures subject to
change)
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Impact on attraction of Skills

An objective of SARP is to attract highly-skilled senior overseas individuals to Ireland. Survey
evidence of companies who availed of SARP indicates that nearly 80% of these companies believe
that SARP was important or very important at attracting overseas staff to Ireland. Tax advisors
responding to Indecon’s survey also believed that SARP was an important factor in attracting

overseas staff.

Table 5.9: Companies Evaluation of Impact on Attraction of Overseas Staff to Your Company

Very Important Of Minor Not at All Don’t Know
Important Importance Important
Companies 44.4% 33.3% 16.7% 5.6% 0.0%
Tax Advisors 75% 25% 0% 0% 0%
Source: Indecon survey of Companies who have availed of SARP

A potential rationale for SARP is its role in attracting skilled individuals to the Irish labour market. As
shown in Table 5.10, companies viewed SARP as being very important or important in terms of
attracting highly skilled staff to their companies. Tax Advisors were of similar views. Indecon notes
that information currently available does not permit an analysis of the type of skills of SARP
claimants or the consistency with identified areas of skill shortages.

Table 5.10: Companies Evaluation of Impact on Attraction of Highly Skilled Staff to Your

Company
Very Important Of Minor Not at All Don’t Know
Important Importance Important
Companies 38.9% 38.9% 16.7% 5.6% 0.0%
Tax Advisors 75% 25% 0% 0% 0%
Source: Indecon survey of Companies who have availed of SARP

Tax Contribution of SARP Companies

In reviewing SARP it is useful to also consider the levels of corporate and PAYE taxes paid by
companies employing SARP claimants. New data provided by the Revenue to Indecon involving a
matching of SARP returns with other tax returns provides important new insights on the tax
revenues generated by SARP companies. Companies availing of SARP paid over €2.5 billion in
corporation tax in 2017. In addition, these companies paid nearly €1.9 billion in PAYE tax. This
excludes cases where there is no readily available data to match the current extract of Corporation
Tax return.®

1% Company structures may be organised in such a way that SARP employees are paid by one company in a
group and other employees are paid by a different company in the group.
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Table 5.11: Annual Tax Papid by SARP Companies (2017)

€m
Corporate Tax Paid by Companies with SARP Employees! 2,537
PAYE Tax Paid by Companies with SARP Employees 1,908

Source: Special Analysis of Data Completed for Indecon by Revenue Commissioners
'Refers to the tax paid by companies representing 884 SARP claimants in 2017 where it was possible
to match to the Corporation Tax company record

A sectoral analysis of tax paid by companies claiming SARP is presented in the table below. This
shows that significant tax revenues were paid by companies in internationally traded sectors.

Table 5.12: Analysis of Sectoral Employment in Companies Claiming SARP (2017)

SECTOR CT Tax Liability €m PAYE Tax €m
Administrative and support service activities 214 121
Financial and Insurance Activities 277 362
Information and Communication 1,082 473
Manufacturing 438 363
Professional scientific and technical activities 231 234
Wholesale and retail trade/Repair of motor

vehicles and motorcycles 283 298

All other Sectors 12 58
Total 2,537 1,908

Source: Revenue Commissioners
Refers to the tax paid by companies representing 884 SARP claimants in 2017 where it was possible
to match to the Corporation Tax company record

Summary of findings

The SARP Tax Relief is likely to impact on internationally-traded businesses supported by IDA (Ireland)
although other firms also benefit from the Relief. The views of IDA (Ireland) on the impact of the Relief
on their clients highlight the potential benefits in terms of increased FDI investment and increased
employment.

The role of SARP in retaining or increasing employment was also reflected in the views of companies
participating in Indecon’s survey research. Companies indicated that SARP is likely to have an
important or very important role in the expansion of employment in their Irish operations. For some
companies, however, it has only been of minor or no importance in expanding employment.
Indecon’s analysis suggests that SARP has assisted in the attraction of overseas personnel and nearly
80% of companies indicated that SARP is important or very important in terms of attracting overseas
staff to Ireland. A similar percentage of companies suggested that SARP assisted them in attracting
highly skilled staff to their Irish operations. Indecon, however, believes that some of these staff would
have been attracted to Ireland in the absence of the SARP measure. Indecon adjusts our estimate of
benefits to take account of this inherent deadweight factor.
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In examining the employment impacts, new data provided by the Revenue to Indecon shows that the
overall employment in companies utilising SARP is significant and it is likely that over 155,000 persons
were employed by these companies.

Also of note is that companies using SARP pay significant corporate and PAYE taxes. The figures show
that SARP companies paid over €2.5 billion in corporation tax in 2017. In addition, these companies
paid approximately €1.9 billion in PAYE tax.

Costs and Benefits of SARP Relief

Introduction

This chapter examines the likely costs and benefits of SARP.

Exchequer costs

The preliminary estimate of annual exchequer cost of SARP for 2017 is €28.1 million which highlights
the continued increase in uptake of the Relief. However, the cap introduced in the Financial Bill 2018
will reduce the exchequer costs from 2020 onwards compared to what it would be without the cap.

Table 6.1: Overall Numbers Claiming SARP (2016)

Year Claimants Exchequer Cost (Em) | Cost per claimant (€)
2012 11 0.1 9,090

2013 121 1.9 15,702

2014 302 5.9 19,536

2015 586 9.5 16,211

2016 793 18.1 22,824

2017 1,084 28.1 25,923
Source: Revenue Commissioners, 2017 data provisional and subject to change

A sectoral analysis of the exchequer cost is shown in Table 6.2. This shows that there have been
significant exchequer costs in providing the incentive to a wide range of sectors including the
wholesale and retail sectors and other non-internationally traded businesses.
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Table 6.2: Exchequer Costs by Sector

Sector Cost €m No. of
Claimants
Administrative and support service activities 4.2 88
Financial and Insurance Activities 6.0 230
Information and Communication 34 205
Manufacturing 4.4 176
Professional scientific and technical activities 4.6 122
Wholesale and retail trade/Repair of motor vehicles and 5.1 232
motorcycles
All other Sectors 0.5 31
Total 28.1 1,084
Source: Revenue, 2017 data provisional and subject to change

Benefits

Our economic modelling takes account of the estimated additional employment in SARP companies.
While companies employing SARP claimants in 2017 account for over 155,000 employees, Indecon
believes that most of these individuals would have been employed in Ireland without SARP.
Provisional data reported to the Revenue suggested increased employment of 383 in 2017 for those
companies with SARP claimants who provided estimates on this factor. SARP is also likely to have led
to the retention of 839 employees. However, in order to ensure we do not overestimate the benefits
and to take account of potential deadweight/displacement impacts, in our base case modelling, we
assume only a net increase in employment of 300. Associated with this increased employment there
is likely to be increased investment in the economy. Our estimates suggest an increase in annual
investment of approximately €25m.?°

Based on this estimate of additional investment, we model a range of potential benefits of SARP.
This modelling is informed by the latest Indecon guidance for the State enterprise agencies for
undertaking cost-benefit analyses of investment decisions. %! The benefits included in our modelling
are comprised of:

Additional corporation tax receipts;

Additional PAYE receipts but only where these represent net additions to the labour force;
R&D spillovers; and

Wage benefit after taking account of the opportunity costs of labour at 90%.

We assume that the benefits accrue over a ten-year period and are discounted in line with the
requirements of the Public Spending Code with a discount rate of 4%. We also assume that the

20 This is based on average employment investment ratios in the economy of 12 employees for every €1m of
investment. In high tech sectors the level is likely to be much higher and our estimates may therefore
underestimate the level of investment.

21 “Indecon Review of the Enterprise Agencies Economic Appraisal Model in Ireland”, completed for
Department of Business, Enterprise and Innovation, 2018. A link to the published version of the report can be
found here: https://dbei.gov.ie/en/Publications/Publication-files/Review-of-the-Enterprise-Agencies-
Economic-Appraisal-Model.pdf
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additional investment will result in annual profits equal to 10% of the total additional investment.
Our estimates assume that these profits are subject to an effective corporation tax rate of 9.8%.

We assume that each of these jobs will earn twice the average wage in Ireland, namely €77,800 per
person. We subject this additional employment to a 90% shadow price of labour.

Based on the above calculation for additional employment attributable to the Relief, we also
estimate the additional PAYE receipts to the Exchequer. We assume that 50% of any new
employment represents an expansion of the labour force and, as such, provides additional PAYE
taxation to the Exchequer. Based on the average wage of €77,800, we apply a 30% tax rate to these
individuals to give an estimate of their additional contribution to the Exchequer. For our modelling,
we assume that 20% of total new investments will be in R&D or innovative activities. We then apply
a spillover benefit parameter of 3.5% per annum to this value over a 10-year time horizon.

Estimated Net Costs and Benefits

Our analysis of the costs and benefits has been modelled over a 10-year period at a discount rate of
4% per annum. We assume a 130% shadow price of public funds. Our results are presented in the
table below and indicate a benefit-cost ratio of 1.8.

Table 6.3: Cost-benefit Analysis of SARP

Economic Costs: € million (Net Present Value)
Exchequer Cost 28.1
Exchequer Costs with Shadow Prices 36.5

Economic Benefits:

Corporation Tax receipts 2.9
R&D Spillovers 1.6
Wage Benefits 21.3
PAYE Tax Benefits 41.4
Total Economic Benefits 67.2
Benefit-Cost Ratio (BCR) 1.8

Source: Indecon analysis based on 2017 data

Summary of findings

The provisional estimated annual exchequer cost of SARP was €28.1 million in 2017. The re-
introduction of the cap in Finance Bill 2018 will reduce the exchequer costs compared to a position
where the cap did not exist.

Our analysis of the costs and benefits of SARP have been estimated using a formal cost-benefit model
involving discounting of benefits over a ten-year appraisal period at a 4% discount rate. The economic
benefits of SARP include increased corporation tax, R&D spillovers, wage benefits of additional
employees and the associated PAYE tax paid by those employed. Our estimates take account of the
opportunity cost of labour and we apply a shadow price of public funds at 130%. Our modelling also
takes account of deadweight in the incentives. While there is inevitable uncertainty on any estimates
of what would have occurred in a counterfactual situation without the SARP incentives, our analysis
suggests a positive benefit-cost return.
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Summary of Conclusions and Recommendations

Conclusions

The policy objective of SARP remains valid in the context of the importance of the ability to attract
highly skilled individuals. The wider employment benefits are difficult to quantify in the context of a
labour market in full employment. It is likely that SARP did not have a significant impact on initial
business investment for most companies. The relief appears to have relatively high levels of
deadweight but low levels of displacement. As discussed previously, it is difficult to estimate the
wider employment impacts of SARP but it is likely that it has a positive economic benefit.

Indecon’s conclusions following our detailed evaluation of SARP are presented in the table below.

Table 7.1: Summary of Conclusions

1. Policy objective of the SARP incentive remains valid.

2. | Competitor countries also have incentives to attract skilled individuals.

In the absence of a cap on earnings a small number of very high earners would secure

3. very significant tax relief

4 The lower limit on the incentive means that some companies have significant numbers of
) SARP assisted employees.

5 Ireland is an attractive location for skilled employees and this has been enhanced by
" | SARP.

6 A wide range of sectors benefit from the incentive including non-internationally traded

businesses.

7. SARP is not available to indigenous firms unless they have companies overseas.

Companies using the incentive account for significant employment and tax revenue in
Ireland.

Policy objective of the SARP incentive remain valid.

The policy objective of SARP, which is designed to facilitate the expansion of employment and
investment by reducing the costs of assigning key individuals to Irish affiliates, remains valid.

Competitor countries also have incentives to attract skilled individuals.

Ireland faces strong competition for foreign investment and competitor countries offer a range of
incentives. These include measures which reduce the costs to employers of attracting skilled
personnel from other countries. In a number of countries, similar or enhanced incentives to SARP
are provided.

In the absence of a cap on earnings a small number of very high earners would secure very high
tax relief.

The re-instatement of a cap on earnings will reduce the attractiveness of the incentive. This also
means that the Relief is less competitive than schemes in some other countries. While this will
increase the costs for foreign firms in attracting top leadership teams, there are clear equity reasons
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for a cap on eligible earnings. Without the cap some very high earners are likely to secure very
significant tax relief. However, even in this scenario very high income earners would be required to
pay significant annual income tax as well as PRSI and USC.

The lower limit on the incentive means that some companies have significant numbers of SARP
assisted employees.

The fact that SARP incentive is applicable for individuals earning €75,000 or over means that in many
cases the relief is available to a wide range of employees and not simply to the very high earners.

Ireland is an attractive location for skilled employees and this has been enhanced by SARP.

Ireland is an attractive location for skilled employees and this is seen by foreign firms as a strength.
The SARP incentive by reducing the costs of assigning skilled individuals enhances Ireland’s
attraction.

A wide range of sectors benefit from the incentive including non-internationally traded
businesses.

The new sectoral analysis completed for this study highlights the fact that the incentive is used by a
very wide range of sectors. An important insight of the data is that these include significant use by
non-internationally traded sectors such as retail and wholesale sectors.

SARP is not available to indigenous firms unless they have companies overseas.

SARP is only available to employers assigning skilled individuals in their companies from abroad to
their Irish operations. This effectively means that this incentive is not available to many indigenous
firms.

Companies using the incentive account for significant employment and tax revenue in Ireland.

Companies using SARP represent major employers in the Irish economy. These firms also account for
over €2.5 billion in annual corporate tax revenues and are major employers in the Irish economy.
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7.2

Recommendations

Based on the analysis undertaken in this evaluation, Indecon outlines a number of recommendations
for consideration by the Government with regards to the future operation of the SARP relief. These
are designed to improve the efficiency, equity and cost-benefit impacts of the relief. These
recommendations are summarised in the table below and discussed in more detail in the
subsequent sections. Indecon believes that the key recommendation on extending the scheme
should be implemented as soon as feasible to give certainty for investment. However, we believe
that recommendations 2, 3 and 4 will require state aid approval and therefore cannot be
implemented immediately.

Table 7.2: Summary of Recommendations

1. SARP should be extended to 2025.

2. Restrict SARP to internationally traded businesses.

3. Consider SARP for new hires for certain areas of skill shortages.

4, Examine feasibility of a differential SARP relief for regions outside of Dublin.

Refinement to Information required from claimants should be introduced to facilitate
future cost-benefit evaluation.

SARP should be extended to 2025

The rationale for SARP remains valid and the cost-benefit modelling indicates that the scheme is
appropriate. However, in order to facilitate longer term investment decisions, certainty on the
extension of SARP is needed. We therefore recommend that SARP should be extended to at least
2025. We also support the proposed cap on eligible earnings post 2019/2020. However in order to
remove any potential abuse in extending the scheme, Indecon believes there is merit in restricting
the SARP incentive for assignees to companies where there has been no recent redundancies in the
relevant divisions of their Irish operations. However, this restriction should not apply to companies
where overall employment has increased.

Restrict SARP to internationally traded businesses

The analysis in this report suggests that SARP is used extensively by companies in non-internationally
traded businesses. In order to ensure that the incentive is focused on the policy objective of
expanding employment and investment, there is a strong case to restrict SARP to agency assisted
internationally-traded businesses. Indecon believes this would likely require state approval. An
alternative option would be to restrict SARP to skills identified in the official listing of critical skills
shortages related to employment permits.?

Consider SARP for new hires for certain areas of skill shortages

The current Relief is structured so that it restricts its usage by indigenous companies who do not
have overseas associate companies. Extension of the incentive to all new hires would, however, not

22 See Department of Business, Enterprise and Innovation, Critical Skills Occupation List. This identifies
employments which there is a shortage in respect of qualifications, experience or skills which are required for
the proper funding of the economy.
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be appropriate on equity or economic criteria and would expose the Exchequer to significant costs.
Indecon, however, recommends that extending eligibility should be restricted to agency assisted
companies and this will require state aid approval. This also should be restricted to companies
where redundancies have not occurred over the previous two years. We also recommend that any
extension to new hires should be restricted to skills listed on the Government’s critical skills
occupation list.

Examine feasibility of a differential SARP relief for regions outside of Dublin

One aspect that may merit consideration is how SARP could be used to further support regional
development. This is a key focus of the IDA strategy. One option would be to provide enhanced SARP
incentives for companies based in regional locations. For example, by extending the Relief for 10
years for regional locations or providing a higher level of Relief. Such a regional approach has been
introduced in Italy to encourage investment in less economically developed regions. This would
assist regions likely to be most impacted by Brexit should be examined. Again, this change would
require state aid approval.

Refinement to Information required from claimants should be introduced to facilitate future cost-
benefit evaluation.

It is difficult to undertake formal cost-benefit reviews with the current data that is available.
Enhancements to the data that is provided by companies to the Revenue Commissioners in their
annual SARP return would be helpful. This should include details of the skill profile of claimants and
data from all claimant companies on the impact on overall employment in their Irish operations.
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Executive Summary

The Programme for Partnership Government contains a commitment to “...support parents who
choose to stay at home and care for their children (through an increase in the Home Carers
Credit)”. It has therefore been increased in the last three budgets and will be increased further
in Budget 2020 to €1,600.

This technical review is intended to inform future policy making in relation to the credit and
forms part of the Department’s on-going commitment to reviewing tax expenditures on a
regular basis.

The credit benefits over 80,000 households and the annual cost of the credit is in excess of €83
million. It is ranked 28" highest of 101 tax expenditures for Exchequer cost and 19*" out of 102
for numbers benefiting (Revenue list of tax expenditures).

The analysis of the data offers a snapshot of the current beneficiaries of the credit illustrating:

e A relatively small cohort of the overall population benefit from the measure in a given
year, though not necessarily the same cohort in each year.

e Most beneficiaries have total household income of between €20,000 and €40,000 per
annum although a sizeable number of high earners also benefit.

e Most home carers are females who do not undertake other paid work outside the home.

e This measure mostly benefits families with two children or less.

This review also highlights areas that warrant further attention:

e There may be merit in an updated re-examination of the legal status of non-married
couples, as without such broader reform it is unlikely that the credit could be extended to
such households.

e A further examination may also be merited into the interaction of the wider sphere of
State supports for families with caring responsibilities and a question arises as to whether
tax is the best way to target support, given the relatively narrow scope of the tax code.

e There is a broader policy question relating to the balance to be struck between policies
that support parents who stay at home to mi