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Tax Strategy Group 

TAX AND ENTRPRENEURSHIP REVIEW 

 

I. INTRODUCTION 

1. International and Irish research has indicated that younger firms (rather than smaller 

firms) account for a greater share of new job creation.1 Accordingly, there has been an 

increasing focus on the role of entrepreneurship and the establishment of new 

businesses in creating employment and expanding output. The publication of the 

National Policy Statement on Entrepreneurship in October 2014, which established a 

high-level policy objective of increasing the number of new firms, increasing the 

survival rate of new firms, and improving the growth rate of new firms. The National 

Policy Statement on Entrepreneurship identified six key elements of an ecosystem for 

entrepreneurship, one of which was business environment and supports, which 

encompasses the tax environment, administrative burdens, and direct grants. 

 

2. Notwithstanding steps taken in the Jobs Initiative 2011, Budget 2013 (the ‘10 point 

plan’) and Budget 2014 (’25 measures for jobs and growth’), and the establishment of 

the Credit Review Office (CRO) and Strategic Banking Corporation of Ireland (SBCI), 

there is a perception that SMEs and entrepreneurs (in particular owner-managers) are 

given less support through the tax, social insurance and banking system than large, 

particularly multinational, firms. With both this perception and the broader policy focus 

on entrepreneurship firms in mind, the Department of Finance is carrying out a review 

of the role of the tax system in supporting entrepreneurship, and the effectiveness of 

existing and prospective tax expenditures aimed at addressing challenges faced by 

smaller firms and entrepreneurs.  

 

3. As part of this review, the Minister for Finance initiated a public consultation and 

invited interested parties to made submissions to the Department of Finance (see Annex 

2 for a list of respondents). This paper will take account of the responses to the public 

consultation and will: (i) identify some of the methods of defining and measuring 

entrepreneurs and SMEs; (ii) examine the role of the tax system in encouraging 

entrepreneurship; and (iii) explore some of the specific tax policy proposals that have 

arisen from the tax and entrepreneurship review so far. 

II. DEFINING AND MEASURING THE ENTREPRENEUR AND SMEs 

4. It is often difficult to measure or categorise the entrepreneur as an analytical unit. 

However, a number of different definitions and metrics are used including: 

a. Alfred Marshall’s definition of the entrepreneur as an individual or organisation 

that organise land, labour and capital to produce or supply goods or services; 

                                                           
1Lawless, Martina (2013), ‘Age or Size? Determinants of Job Creation’, Central Bank of Ireland Research 

Technical Paper, 2/RT/13; Chiara Criscuolo, Peter N. Gal & Carlo Menon (2014), “The Dynamics of Employment 

Growth: New Evidence from 18 Countries”, OECD Science, Technology and Industry Policy Papers, No. 14, 

OECD Publishing. 
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b. William Baumol’s definition of the entrepreneur as an individual who 

organises, operates and assumes the risk of creating a new business; 

c. the definition of the an entrepreneur as a person establishing a new firm; 

d. the identification of entrepreneurship with self-employment; 

e. and the identification of small and medium-sized enterprises (SMEs) with 

entrepreneurship. 

 

REPLICATING AND INNOVATING ENTREPRENEURS 

5. Conventionally, an entrepreneur has been defined as an individual or organisation that 

organises land, labour and capital to produce or supply goods or services. As such, an 

individual, group of individuals, or organisation such as the State can undertake this 

role as owner or the owners of a firm. The economist William Baumol has described 

the entrepreneur as an individual who organises, operates and assumes the risk of 

creating a new business. In turn, Baumol delineates entrepreneurs as: ‘replicating 

entrepreneurs’, who establish and organise a business firm to mimic the function and 

processes of firms already in existence; or as ‘innovating entrepreneurs’, who introduce 

a change or innovation, whether through the invention of a new good or service, 

introduction of a new method of production, creation of a new market, discovery of a 

new source of supply, or re-organization of an industry in such a manner as to improve 

efficiency. 

 

ENTREPRENEURSHIP AS ESTABLISHING A NEW FIRM 

6. The National Policy Statement on Entrepreneurship identified entrepreneurship with 

establishing a new firm or venture. The Global Entrepreneurship Monitor (GEM) 

provides an empirical measure of this kind of activity through the total early-stage 

entrepreneurial activity (TEA) metric, which measures the number of individuals aged 

18-64 in the process of starting a business and those running a new business less than 

3 and half years old. As Graph 1 indicates, TEA fell in Ireland 2007 to 2012 before 

rising sharply in 2013 and subsiding again in 2014.  

Graph 1. Total Entrepreneurial Activity in selected countries, 
2002-2014 

Graph 2. Nascent Entrepreneurs as a % of adult population in 
selected countries, 2002-2014 

  
Source: GEM (2014) Source: GEM (2014) 
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7. However, this metric does not distinguish between innovative and replicative 

entrepreneurs, does not net out the effect of business exits, and the exclusion of firms 

older than 42 months leads to significant year-on-year volatility. An alternative metric 

measures nascent entrepreneurs (NE), which captures the number of entrepreneurs as a 

percentage of the total population still in the start-up phase of establishing a new firm. 

Graph 2 indicates the number of NEs has remained broadly stable between 4% and 6% 

between 2002 and 2014. 

 

SELF-EMPLOYMENT  

8. Self-employment is often used as a proxy for entrepreneurship. The Quarterly National 

Household Survey (QHNS) indicated that as of Q1 2015 there were 318,800 self-

employed persons, nearly 16.5% of total persons in employment. However, the self-

employed are often a heterogeneous group, and often reflect the broader structural 

characteristics of certain sectors. For example, the agricultural sector (NACE A)  in 

Ireland is broadly composed of owner-proprietors, with over 74% classified as self-

employed according to the QHNS, while in the industrial sector (NACE B-E), 

construction sector (NACE F), and services sector (NACE G-U) 8.1%, 36.8%, and 

11.9% of total persons engaged respectively are classified as self-employed.  

Graph 3. Total number of self-employed by NACE Sector, QHNS 

Q1 1998 – Q1 2015 

Graph 4. Self-employed as a percentage of total persons in 

employment, Q1 1998 – Q1 2015 

  
Source: CSO (2015). Source: CSO (2015). 
  

9. Sole traders or individual proprietors are classified as self-employed, and treated as 

self-assessed taxpayers. The CSO Business Demography statistics indicates that there 

were 74,505 individual proprietorships in 2012 in the business economy (NACE B-U). 

In addition, farmer proprietors are considered as part self-employed workforce. Graph 

3 indicates the total number of self-employed persons by NACE sector, while Graph 4 

indicates the total number of self-employed persons as a percentage of total persons in 

employment, which has fallen nearly 3 percentage points since 1998 with the rise in 

employment.  

 

10. The Advisory Group on Tax and Social Welfare has indicated that the move towards 

greater flexibility and casualisation in the labour force has led to some workers being 
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incorrectly classified as self-employed, particularly in the construction sector, which 

has significant impacts on workers when it comes to social insurance. Self-employment 

may also be a proxy for the size of the informal sector of the economy: while Ireland is 

close to the EU-28 average of self-employed persons accounting for 16.4% of total 

employment, Greece and Italy are outliers with self-employed persons accounting for 

31.3% and 23.3% of total employment respectively. 

 

SMALL AND MEDIUM-SIZED ENTEPRISES 

11. SMEs are another proxy often used to measure entrepreneurship. The European 

Commission defines the category of SMEs as made up of enterprises which employ 

fewer than 250 persons and which have an annual turnover not exceeding EUR 50 

million, and/or an annual balance sheet total not exceeding EUR 43 million’. The table 

below indicates the categories used by the Commission to distinguish categories of 

SMEs: 

Table 1. European Commission definition of SMEs 

 Employees Turnover 

Micro enterprise Less than 10 Less than €2m 

Small enterprise 10 to 49 Less than €10m 

Medium enterprise 50 to 249 Less than €50m 
Source: European Commission. 

12. The table below indicates the number of active enterprises in the business economy in 

2012 by employee numbers (NACE sections A to U). While 90.7% of active enterprises 

are categorised as micro-enterprises they account for just 20.31% of employment. 

Nearly 96% of all proprietors and family members engaged in the business economy 

are engaged in micro-enterprises.  In contrast, just 0.26% of active enterprises can be 

categorised as large by employee size, with nearly 35% of employees engaged in the 

business economy engaged in firms of this size. In aggregate, SMEs account for 99.7% 

of active enterprises, 68% of persons engaged, 50.3% of turnover and 46.2% of gross 

value added (GVA) in the business economy. SMEs are more important in domestic 

facing sectors, with 96% of persons engaged in the construction sector working in 

SMEs, and 73.1%, 55% and 30.3% of persons engaged in the services, industry and 

financial & insurance sectors respectively working in SMEs. 

Table 2. Number of active enterprises, persons engaged net of employees, and employees by size of firm in absolute 

numbers and by percentage of total in each category in the business economy (NACE sections A to U), 2012 

Firm Size 
Numbers 

Employed 

Active 

Enterprises 

Proprietors/Family 

Members 
Employees 

Micro Under 10 168,281 96,094 227,408 

Small 
10 to 19 9,294 2,639 121,491 

20 - 49 5,067 761 150,011 

Medium 50 - 249 2,407 492 230,149 

Large 250 and over 481 269 390,540 

Total  185,530 100,255 1,119,599 
Source: CSO (2014). 
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13. Gross Value Added (GVA) per worker is often used as a measure of labour 

productivity. Graph 5 indicates that large firms contribute more aggregate GVA, 

reflecting higher GVA per worker. In general, as reflected in graph 6 larger, exporting, 

foreign-owned SMES have the highest GVA per worker, while smaller, domestic, non-

traded Irish-owned SMES have the lowest GVA per worker. 

Graph 5. Total GVA by size class for all sectors, 2012 Graph 6. GVA per person engaged in SMEs by type of enterprise, 

2012 

  
Source: CSO (2014). Source: CSO (2014). 

  

 

III. ROLE OF THE TAX SYSTEM IN ENCOURAGING ENTREPRENEURSHIP 

HISTORICAL ROLE OF THE TAX SYSTEM 

14. Broadly, Irish industrial policy from 1932 to 1956 consisted of an attempt to create a 

domestic manufacturing sector behind tariff walls, while from 1956 industrial policy 

prioritised attracting foreign direct investment to establish export-oriented firms with 

corporation tax concessions for large foreign exporters playing a key role in this 

strategy.2 Following Budget 1998 the rate of corporation tax on trading income for all 

companies was reduced annually from 32% in 1998 to 12.5% in 2003. However, given 

that most firms tend to be loss-making in their early years, and given most small and 

medium-sized enterprises (SMEs) post limited taxable trading income, the low rate of 

corporation tax has a limited impact on the SME sector and on start-ups.  

 

ROLE OF THE BROADER TAX SYSTEM 

15. One of the key questions regarding a country’s tax system is the incentive structure it 

provides towards the establishment, form and growth of new firms. For example, the 

tax treatment of profits and loss may favour smaller or larger firms, the tax treatment 

of debt and equity may incentivise certain capital structures, the tax system may 

encourage or discourage self-employment, and the tax treatment of income and capital 

gains may incentivise owner-proprietors and firm owners towards certain types of 

                                                           
2Barry, Frank & Daly, Mary E. (2011), ‘Mr. Whitaker and Industry: Setting the Record Straight’, Economic and 

Social Review, Vol. 42, No. 2, 159-168. 
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economic behaviour. The OECD has noted that tax systems in OECD member states 

often create an incentive to incorporate, and to distribute income in the form of capital.3 

In addition, the OECD and EU have noted that the lack of access to unemployment 

insurance can act as a disincentive to start a business, particularly where an individual 

is in employment. 4 The provision of such benefits may reduce the risk facing early 

stage entrepreneurs and the opportunity cost of leaving employment to establish a new 

undertaking. 

 

16. SMEs and entrepreneurs may face higher compliance costs due to their smaller size. In 

Ireland, the Revenue Commissioners have taken steps to ensure that compliance with 

tax and duty obligations is as easy as possible. The Commissioners have been 

participating in the High Level Group on Business Regulation, which seeks to identify 

and reduce administrative burdens across a range of regulatory areas including taxation, 

for since its foundation in 2007. At present the tax code provides some specific supports 

to SMEs to reduce the compliance burden and assist cash-flow including less frequent 

filing and payment arrangements for certain taxes, exemption from the requirement to 

register for VAT where turnover does not exceed certain thresholds, use of the cash 

basis of accounting for VAT, and deferral of the preliminary tax due date. 

 

17. The Department of Finance carried out an internal review of the tax treatment of 

entrepreneurs and SMEs in the UK, US, and Germany. Given all three countries have 

different legal and tax systems it is relatively complex to make direct comparisons 

across jurisdictions. It is interesting to note that Germany operates few specific tax 

expenditures for SMEs and imposes high rates of employer social insurance. However, 

Germany has a highly successfully SME sector: the ‘Mittelstand’ has become a 

commonly used term to refer to family-owned, family-run, export-oriented German 

SMEs producing high-quality, high value-added products which often dominate niche 

markets. The structure of Germany’s financial markets and firms, Germany’s highly 

co-ordinated industrial relations, education and training systems and inter-firm relations 

all have played a key role in creating the ‘Mittelstand’. This suggests that a range of 

complementary factors are required for the development of innovative, highly 

productive SMEs. 

 

18. The population of SMEs is heterogeneous, containing both high-growth, high-

productivity firms, and older, more established low-productivity firms. There may be 

compelling policy reasons for supporting and encouraging the establishment of high-

productivity, high-innovation firms, rather than essentially replicative firms. However, 

tax measures may not be the most efficient tools to support such firms directly, as a 

change in the broader tax environment would assist all firms due to State Aid issues. It 

can also be difficult to target tax expenditures at specific sectors. Accordingly, direct 

grants or equity investments such as those provided by Enterprise Ireland (EI) may be 

                                                           
3 OECD (2015), Taxation of SMEs, OECD: Paris. 
4 OECD and EU (2014), The Missing Entrepreneurs 2014: Policies for Inclusive Entrepreneurship in Europe. 
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more effective in identifying high-potential start-up firms engaged in introducing an 

innovative new product or service to international markets. 

 

19. Many of the contributions to the public consultation, including the contribution from 

the Department of Jobs, Enterprise and Innovation, emphasised that highly-skilled 

entrepreneurs were highly mobile, that their choice of firm location depended partly on 

the tax liability on income and capital gains that would arise. Accordingly, though many 

of the submissions did not outline explicit causal links between their proposals and 

enhanced output and employment, the underlying logic broadly followed that which 

applies to Foreign Direct Investment (FDI): that there is a limited stock of highly skilled 

entrepreneurs and that the broader tax regime for income and capital taxes is a key 

mechanism for attracting entrepreneurs and enhancing output, employment, and tax 

revenue.  

 

20. A number of submissions made a related point about the difficulty in attracting highly-

skilled staff to Irish SMEs and start-ups giving the relatively high marginal rate of 

income tax and current tax treatment of share awards.  

 

21. The treatment of the self-employed by the tax and social insurance systems was also 

commonly raised, with most responses advocating an Earned Income Tax Credit 

(EITC) applying to both PAYE, proprietary directors and self-assessed taxpayers, the 

removal of the 3% USC surcharge, and the extension of social insurance rights currently 

available to Class A contributors to Class S contributors. 

 

ROLE OF SPECIFIC TAX EXPENDITURES 

22. There are currently a number of tax expenditures aimed at encouraging entrepreneurs 

and addressing a set of clearly identified, measurable objectives or to correct a market 

failure within the context of competing priorities for constrained resources. In that 

context it is important that new tax expenditures are evaluated using the Guidelines for 

Tax Expenditures published by the Department of Finance as part of Budget 2015. A 

list of existing tax expenditures, and the aim of each measure, is outlined in Annex I. 

 

23. Responses to the public consultation proposed a number of specific proposals for tax 

expenditures, some of which are set out below. 

IV. TAX POLICY OPTIONS ARISING 

INCOME TAX 

Introduce an Earned Income Tax Credit  

24. There are a number of differences in the way PAYE workers and the self-employed are 

taxed, reflecting their differing circumstances.  The PAYE credit is one such difference.  

It is a tax credit, to a maximum value of €1,650 per annum, which is available for offset 

against PAYE income only.  This has the effect of sheltering €8,250 of PAYE income 

(generally employment or pension income) from income tax at the standard rate. 
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25. The PAYE allowance, as it was then, was introduced in 1980 to improve the tax 

progression of PAYE taxpayers and to take account of the fact that the self-employed 

generally then had the advantage of paying tax on a preceding year basis. The argument 

was also made at the time that the expenses regime for self-assessed taxpayers is 

somewhat more liberal than that afforded to employees and therefore allows a self-

employed person greater scope for deductions when compared to a PAYE worker on 

the same income. 

 

26. There have been some changes since 1980. For example, the self-employed now pay 

tax on a current year basis, although still on a different basis to PAYE taxpayers.  The 

self-employed pay tax annually in October/November based on profits for an 

accounting year ending any time within that year, whereas tax is collected under the 

PAYE system at the time of income payment.  

 

27. Notwithstanding the above, and bearing in mind the need to encourage enterprise, 

Minister Noonan has stated that he is in favour of narrowing the gap between the tax 

treatment of self-employed and PAYE taxpayers, when resources allow. It is estimated 

that the first year and full year costs of introducing a €1,650 Earned Income Credit for 

the self-employed would be €295m and €544m respectively. 

 

Remove the 3% USC surcharge 

28. A 3% USC surcharge applies on relevant income in excess of €100,000.  Relevant 

income includes self-employment income, and most other forms of income not subject 

to PAYE.  This 3% surcharge was introduced in Budget 2011, in conjunction with the 

removal of the PRSI ceiling for employees. 

 

29. Prior to 2011, self-employed high earners paid a higher rate of PRSI than their PAYE 

counterparts, due to a ceiling of €75,000 above which employees were not liable to pay 

PRSI.  When USC was introduced in 2011 by the previous government, the PRSI 

ceiling was removed for all PAYE employees, with the result that those on PAYE 

incomes of over €75,000 became liable to an additional 4% charge on that portion of 

their income.  It was decided to introduce a 10% USC rate on self-employed income 

over €100,000 so that all were seen to contribute towards the additional demands on 

the public finances imposed by the economic downturn. Not to have done so would 

have seen self-assessed income earners on high incomes benefit compared to their 

PAYE counterparts. On the basis of fairness, this could not have been countenanced at 

the time. 

 

30. The full year cost of removing the 3% surcharge, such that all self-employed income 

over €70,044 is charged to USC at 8%, is estimated to be in the order of €140 million 

 

Reduce the marginal rate of income tax/PRSI/USC 

31. The marginal tax rate is described as the tax rate that applies to the last euro of the tax 

base.  Marginal tax rates are important because they influence individual decisions to 
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work more, or indeed to work at all.  Having a low and competitive top marginal tax 

rate is viewed as one of the major drivers in promoting labour force participation. 

 

32. The measures introduced during the fiscal consolidation in Budgets from 2009 to 2011 

resulted in significant increases in the effective marginal tax rates, and Budget 2011 

also significantly reduced the point of entry to the top rate of income tax.  

 

33. The top marginal tax rate for employees, including USC and PRSI, is now 52%, and 

applies to incomes in excess of €70,044.  The top marginal tax rate for self-assessed is 

now 55%, which applies to self-assessed income in excess of €100,000.  Not only have 

the top marginal rates increased significantly but they now apply at lower income 

levels.  For example, the top marginal tax rate for high-earning employees in 2008 was 

43.5% and took effect at an income level of €100,101 and above, and the top marginal 

rate for the self-assessed in that year was 46.5%. 

 

34. Budget 2015 reduced the top rate of income tax from 41% to 40%, but this did not result 

in a reduction of the top marginal rate of income tax, PRSI and USC as the benefit of 

the rate cut was capped at income of up to €70,044 by the introduction of a new 8% 

rate of USC at that threshold.  The purpose of this measure was to target the benefit of 

the Budget 2015 tax reductions at low and middle income earners, in line with 

Government commitments, by ensuring that the maximum benefit from the Budget 

income tax package was capped, regardless of income level.  

 

35. It is estimated that the first year and full year costs of reducing the higher rate of income 

tax from 40% to 39% would be €170m and €246m respectively.  Alternatively, a 

reduction in the marginal rate could be achieved by reductions in the rates of USC 

and/or PRSI 

 

Introduce preferential tax treatment for share options to remunerate employees 

(options vary) 

36. The Government supports Employee Financial Involvement (EFI) and provides several 

schemes to encourage employees to take a share in their employing companies.  

Available share-based EFI schemes include provisions relating to Approved Profit 

Sharing Schemes, Approved Savings-Related Share Option Schemes, Restricted 

Shares, and Employee Share Ownership Trusts (ESOTs).   

 

37. In 2014 officials from the Department of Finance took part in a European-wide project 

on “Promotion of Employee Ownership and Participation”.  During the course of the 

project it was identified that Ireland compares very favourably with other European 

countries in terms of the schemes it offers to encourage EFI.   

 

38. The Department is currently reviewing the various proposals for incentivising EFI 

received on foot of the Tax and Entrepreneurship public consultation, with a view to 
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analysing potential options that might support entrepreneurship and employee 

retention. 

 

Re-introduce relief on interest on loans for purchase of shares 

39. Prior to December 2010, a taxpayer could claim relief for interest paid on loan taken 

out to acquire shares in, or lend money to, certain types of companies.  Finance Act 

2011 abolished the relief for interest paid on new loans made on or after 7 December 

2010, and provided for the phasing out over the tax years 2011 to 2013 of the relief 

available for interest payable on existing qualifying loans. 

 

40. The scheme had been reviewed on a number of occasions, and it was found that there 

was little evidence to show that the relief had led to increased employment, or had any 

noticeable effect on economic growth.  The companies benefiting from the relief were 

not, in general, operating in sectors that were being actively supported by the State 

through Enterprise Ireland, and the majority of individuals using the relief earned in 

excess of €200,000. 

 

41. It was estimated in Budget 2011 that abolishing this relief would result in a tax yield of 

€12m in 2011, and €49m in a full year.  

 

42. Finance Act 2011 also provided for the abolition of a relief that allowed a single lifetime 

income tax deduction of up to €6,350 for an employee who purchased shares in his or 

her employer company. The report of the Commission on Taxation recommended that 

this relief be abolished, in view of the very low levels of participation.  It was estimated 

at the time that the yield to the Exchequer as a result of abolishing the relief would be 

approximately €0.3m per annum. 

 

43. The Department is currently reviewing the relevant proposals received on foot of the 

Tax and Entrepreneurship public consultation, with a view to analysing potential 

options that might support entrepreneurship. 

 

Reduced income tax on dividends 

44. Dividend income received by Irish resident individuals is liable to income tax at the 

taxpayer’s marginal rate of income tax.  Where the dividend is paid by an Irish 

company, Dividend Withholding Tax (DWT) at 20% is deducted at source, and the 

taxpayer can claim a credit for this DWT against their final tax liability for the year in 

which the income is assessed.  Income received in the form of share dividends is also 

liable to USC and PRSI.  The rate of tax on dividends is therefore determined by the 

total taxable income of the dividend recipient. 

 

45. It is not clear how such a proposal could be targeted at entrepreneurs, but the 

Department is currently reviewing the relevant proposals received on foot of the 

consultation. 
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Employment and Investment Incentive 

46. A comprehensive review of the Employment and Investment Incentive (EII) was 

carried out in 2014. This review included a public consultation and meetings with 

stakeholders. A report on the review was published on Budget day and a number of 

changes were made to the scheme. The majority of the issues raised in submissions to 

this consultation mirror those received and considered as part of the EII review. A 

commitment was made to further review the EII in 2016, at which time more data will 

be available on the levels of take up and the numbers of investors who received the 

additional relief available. 

 

47. The proposals relating to the EII that arose from the public consultation included: 

a. A provision of full income tax relief upfront. Currently, relief is initially 

available to an individual up to a rate of 30%. A further 10% relief is available 

where it has been proven that employment levels have increased at the company 

at the end of three years or where evidence is provided that the company used 

the capital raised for expenditure on research & development. This may improve 

the attractiveness of the EII to investors and may therefore increase equity 

financing to SMEs. However, this may undermine the policy objective of 

increasing employment and incentivising spending on R&D. 

 

b. A rebranding of the EII back to the Business Expansion Scheme (BES), which 

the EII replaced. Investors may be unaware of the presence of EII or simply 

refer to it as ‘the old BES’. However, considerable effort has been made by the 

Revenue Commissioners and Government Departments to advertise the EII and 

it is being promoted by Local Enterprise Offices. Accordingly, a rebrand may 

cause confusion. 

 

c. The extension of the minimum holding period to 5 or 7 years. The representative 

bodies for SMEs argued that a minimum holding period of 3 or 4 years is too 

short as businesses need more time to expand to a sufficient level to repay 

investors. It was proposed that the minimum holding period should be extended 

to 5 years, with an additional incentive of a CGT exemption from gains arising 

from the holding if it was held for 7 years. However, when the EII was reviewed 

in 2011 a number of investors stated that a 5 year holding period was too long, 

and many submissions to the consultation sought a lower holding period than 3 

years. If the holding period is extended there is a risk investors may not partake 

in the EII at all, thereby reducing equity financing for SMEs.  

 

Expand SURE to the self-employed 

48. Following the review of the Seed Capital Scheme in 2014 it was re-launched and 

branded as StartUp Relief for Entrepreneurs (SURE) in May 2015. SURE is designed 

to assist individuals who are in PAYE employment or who were recently made 
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redundant and who wish to start their own incorporated business. In the tax year 

immediately before the year in which the investment is made, an individual may have 

income from any source, including self-employment. In the previous 3 years, the 

amount of non-PAYE income may not exceed the lower of €50,000 or the total amount 

of PAYE income.  

 

49. A number of submissions to the public consultation suggested extending SURE to the 

self-employed, which could encourage greater take-up of SURE and so increase the 

numbers of individuals establishing incorporated businesses. However, the condition 

regarding PAYE income was introduced to prevent self-employed individuals 

establishing a business in order to claim the income tax refund and fold it shortly 

afterwards.   

 

Introduce an equivalent to the UK SEIS for investors in micro enterprises 

50. The UK Seed Enterprise Investment Scheme (SEIS) provides income tax relief on 50% 

of investments up to £100,000 per year. CGT relief on 50% of the investment is also 

provided where previous investments are rolled over into new investments, if shares 

are held for at least 3 years. If the disposal would be liable to CGT, any amount 

reinvested is exempt from CGT. Loss relief less any income tax relief already received 

is provided for shares that are disposed of at a loss. The company must have less than 

25 employees and assets of less than £200,000 and the maximum a company can receive 

under the SEIS is £150,000. 

 

51. Many submissions to the public consultation noted that the SEIS provides greater tax 

incentives in relation to both income tax and CGT for equity investment in smaller 

companies than is currently available through the EII in Ireland, and it was argued that 

new companies are incorporating and locating in the UK to take advantage of the SEIS 

rather than incorporating and locating in Ireland. Given the SEIS is aimed at smaller 

firms, the introduction of a similar scheme in Ireland may encourage the establishment 

of new firms. The SEIS is classified as de minimis aid and is therefore not subject to 

State Aid approval.  

 

52. Introducing an similar scheme in Ireland would impose a cost to the Exchequer, may 

contain deadweight costs, and may actually transfer investments that would otherwise 

have been made under EII.  

 

Foreign Earnings Deduction 

53. The Foreign Earnings Deduction (FED) was introduced in 2012 to assist companies to 

increase their exports and to enter new markets. The scheme provides a deduction from 

income tax of up to €35,000 per annum for travel to certain countries. A comprehensive 

review of the FED was carried out in 2014. This review included a public consultation 

and meetings with stakeholders. A report on the review was published on Budget day 

and a number of changes were made to the scheme. The majority of the issues raised in 
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submissions to this consultation mirror those received and considered as part of the 

FED review. The scheme is due to be reviewed again in 2017. 

 

54. Submissions made two proposals: 

a. To expand the qualifying countries under FED to EU Member States and 

countries identified in Government’s Trade, Tourism and Investment Strategy 

(TTIS) and markets prioritised by Enterprise Ireland. EU Member States cannot 

be included in the scheme due to State Aid rules. The scheme was amended in 

2014 to extend the FED to certain countries identified in the TTIS. It should be 

noted that further extension of FED could carry significant deadweight risks due 

to Ireland’s existing strong export trade with certain countries. 

b. To reduce the requirement for 60 days spent abroad to 40 days and to remove 

the minimum number of consecutive days requirement. The changes made in 

Finance Act 2014 already reduced the minimum stay abroad criteria to 3 days 

and the overall minimum to 40 days. 

 

Provide tax expenditures to incentivise the debt financing of SMES by non-financial 

sector institutions  

55. A number of submissions proposed tax expenditures targeted at incentivising the 

provision of debt finance to SMEs by non-financial sector institutions. There were 

several suggestions in this category, ranging from interest deductions for business 

owners who lend to their own business, tax credits for individuals who loan to SMEs, 

tax relief at varying levels depending on the amount of loan capital a company secures, 

exemptions from USC and CGT and incentives for peer to peer lending.   

 

56. A number of submissions proposed the re-introduction of tax relief on interest charged 

on loans to invest in companies. This scheme was abolished in Budget 2011 as the 

majority of companies benefiting from the relief were not operating in sectors that were 

being actively supported by the State through Enterprise Ireland, and the majority of 

individuals availing the relief were earning in excess of €200,000. Budget 2011 

estimated the full year saving from the abolition at €49 million. 

 

57. From a broader policy perspective, it may not be appropriate to use tax expenditures to 

incentive the provision of non-bank debt finance to SMEs. The State has already taken 

significant steps to improve credit provision to the SME sector through the SBCI, CRO, 

Microenterprise Loan Fund, and Credit Guarantee Scheme and the financial sector may 

be the most appropriate mechanism to provide debt finance. In that context, tax 

expenditures aimed at encouraging equity finance, such as the EII, SURE, and the CGT 

Entrepreneur Relief may be more appropriate fiscal instruments. 

 

Introduce reduced rates of income tax for highly skilled mobile workers 

58. A number of proposals raised the possibility of extending the Special Assignee Relief 

Programme (SARP), or of providing a similar scheme to new hires that would result in 

a reduced rate of income tax being available to highly skilled mobile workers, such as 
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those on the Highly Skilled Eligible Occupations list, who come to Ireland to work for 

SMEs and who would be paid above a certain income threshold. One such suggestion 

was for a flat tax of 30% of taxable remuneration of workers with designated skills who 

come into to Ireland to work. This would reduce the net cost of hiring such employees 

to employers. It was also suggested such a scheme should apply to self-employed 

individuals, and to specific Research Professors identified by Science Foundation 

Ireland. 

59. To introduce such a scheme would not be in keeping with the purpose of SARP, which 

is to reduce the cost to employers of assigning individuals already employed by them 

to Ireland. The inclusion of the recruitment of new hires would risk job displacement 

as self-employed individuals who came to Ireland to work would be in a position to 

offer their services at a lower price than Irish individuals due to the reduced labour cost. 

 

CAPITAL TAXES 

CGT Entrepreneur’s Relief 

60. A targeted CGT relief to encourage entrepreneurs who reinvest the proceeds of previous 

asset disposals made by them into new business ventures was introduced in Budget 

2014 and Finance (No 2) Act 2013 and was brought into effect by Finance Act 2014 

following discussion with the EU Commission on State Aid issues.  

 

61. Where the proceeds of disposals of assets on or after 1 January 2010 on which capital 

gains tax has been paid, are applied in acquiring new chargeable business assets, a tax 

credit equal to the lower of the capital gains tax paid on the original asset disposals or 

50% of the capital gain tax due on the subsequent disposal of the new chargeable assets.  

The reinvestment must take place within the period 1 January 2014 to 31 December 

2018, the chargeable business assets must be held for at least three years and a minimum 

reinvestment of €10,000 is required.  

 

62. The current Entrepreneur Relief is a targeted, time-bound relief aimed at encouraging 

reinvestment in further productive activity by successful entrepreneurs. It is, however, 

a restricted measure.  Submissions to the Consultation on Tax and Entrepreneurship 

Review made the point that as the current relief applies only after an entrepreneur has 

made a second successful gain on asset disposals, it may not appear attractive and may 

not free up capital for reinvestment. Many of these submissions advocate the 

introduction of a CGT relief for entrepreneurs similar to the scheme that applies in the 

UK. In addition, submissions proposed the re-introduction of roll-over relief for 

particular forms of investment.  

 

63. In the UK, gains from the disposal of qualifying business assets by qualifying persons, 

up to a lifetime limit of £10 million, are charged to CGT at a reduced rate of 10%. Gains 

above the lifetime limit attract CGT at standard rates. The UK relief for entrepreneurs 

is a general rather than targeted relief and was introduced to replace CGT retirement 

relief. It is therefore a tax benefit for individuals exiting their business or part of their 

business. CGT retirement relief continues to apply here albeit on a different basis and 
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to individuals aged 55 or over. Many of the submissions recommending the introduction 

of the UK entrepreneur relief here advocate a lifetime limit of €15 million and a reduced 

rate of 10%.  

 

64. It is worth noting that when the UK relief was first introduced in 2008, the reduced 

CGT rate applied to a limit of £1 million of chargeable gains and the limit was only 

gradually increased to its current level. Moreover, the current cost of the relief in the 

UK (c. £3 billion in 2013/14 and significantly above the estimated cost) has been 

highlighted as a point of concern.  As regards CGT roll-over relief, this was abolished 

in 2003. Its re-introduction, even on a limited basis, would inevitably increase demands 

for it to be extended generally which would be costly to the Exchequer. 

 

INDIRECT TAXES 

VAT 

65. A number of submissions raised issues relating to VAT, some policy based and some 

administrative. Concerns were raised about the lack of thresholds for VAT MOSS sales 

to non-VAT registered customers. The European Commission has commissioned a 

report on the implementation of the 2015 Place of Supply Rules. Consultations have 

taken place with Member States and with the business community. Ireland understands 

that the thresholds issue will be broached as part of this report. Furthermore the 

Revenue Commissioners are hosting an international seminar, "Modernising VAT for 

cross-border E-Commerce”, in Dublin in conjunction with the EU Commission in early 

September that will also address registration thresholds related to VAT MOSS sales. 

Another submission proposed that VAT refunds would be provided monthly rather than 

bi-monthly to assist cash flow.  

 

66. A number of submissions proposed increasing the cash accounting threshold to €2.5 

million. This proposal features regularly and has been addressed in the VAT TSG paper. 

One submission sought a reduced rate of VAT for start-up companies. Varying the rate 

of VAT by the age of a firm is not permitted under the VAT Directive. 

 

CORPORATION TAX 

3 Year Start-up Relief 

67. The 3 year Start-up relief was extended in Finance Act 2014 until the end of 2015 to 

allow for a comprehensive review of the measure in 2015 in line with the New 

Guidelines for the Evaluation of Tax Expenditures. As part of the public consultation 

on Tax and Entrepreneurship, the Department invited views from the public and 

interested parties on the use and effectiveness of s486C. Some issues and requests 

raised by respondents to the consultation include: 

a. start-up companies are generally loss making in the initial years and the relief 

is of no benefit to loss making companies; 

b. the limitations on the qualification for relief following the changes in 2011 

which introduced a link  to the amount of Employers’ PRSI paid by the 

company; and 
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c. requests for a form of refundable tax credit. 

 

68. The review of the relief is discussed in further detail in the related paper - TSG 15/04 

Taxation Reviews. 

 

TAX ADMINISTRATION ISSUES 

Administrative complexity 

69. A number of submissions proposed a reduction in what is perceived as the complexity 

of tax administration, and the associated requirement for professional advice to navigate 

the tax system. One submission suggested simplified Revenue guidance notes. The 

Revenue Commissioners ‘Statement of Strategy 2015-2017’ prioritises the provision of 

easily understood information and relevant supports, and the Commissioners support 

the view that information guides provided by State agencies should be subject to a 

‘plain language’ test. 

 

70. Concerns were raised in a number of submissions about the compliance costs associated 

with administration of the R&D corporation tax credit. In that regard, the 

Commissioners noted that Revenue Guidelines on the R&D were updated in 2015 to 

make them accessible to non-tax specialists, and that administrative requirements for 

the R&D tax credit as a self-assessed relief are minor.  

 

71. The TSG may wish to consider issues raised by this paper. 
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ANNEX I – EXISTING TAX EXPENDITURES FOR ENTREPRENEURS AND 

SMEs  

 

Measure Tax Head Aim of Measure 

CGT Entrepreneurial Relief Capital Gains Tax 
Encourage serial entrepreneurs to 

establish new firms. 

3 Year Corporation Tax Relief for 

Start-up Companies 
Corporation Tax 

Improve cash flow for start-up business 

and encourage job creation and 

economic activity in the State. 

Micro-brewery excise duty relief Excise Duty 
Encourage development of small 

independent breweries. 

Foreign Earnings Deduction (FED) Income Tax 
Encourage businesses to expand to 

emerging markets. 

Employment and Investment 

Incentive (EII) 
Income Tax 

Improve access to funding for 

businesses. 

Start Your Own Business (SYOB) Income Tax 

Incentivise long-term unemployed 

individuals to take up self-employment 

and establish their own businesses. 

StartUp Refunds for Entrepreneurs 

(SURE) - formally Seed Capital 

Scheme 

Income Tax 
Encourage individuals to establish new 

businesses. 

Home Renovation Incentive (HRI) Income Tax 

Encourage small construction 

companies and tackle the shadow 

economy in the sector. 

Restricted Shares Income Tax 

The scheme is designed to assist 

entrepreneurs in recruiting and 

retaining skilled employees. 

Employer PRSI exemption from 

share-based remuneration 
PRSI 

Reduce cost to employer of share based 

remuneration. 

Low rate of employer social 

contributions based on 

international comparisons 

PRSI 
Reduces cost of employing staff to 

employers. 

Exemption for transfers of shares 

listed on Enterprise Securities 

Market of the Irish Stock Exchange 

Stamp Duty 
Improve access to non-bank funding for 

SMEs. 

VAT thresholds for cash basis and 

registration extended 
VAT Improve cash flow for SMEs. 

9% rate of VAT for tourism related 

goods and services 
VAT 

Reduce the cost of tourism related 

goods and services to increase tourist 

numbers. 
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ANNEX II – LIST OF SUBMISSIONS TO THE PUBLIC CONSULTATION ON 

TAX AND ENTREPRENEURSHIP 

No. Name/ Organisation Title 

1 Brian Caulfield 

2 Irish Stock Exchange 

3 Irish Brokers Association 

4 Bank of Ireland Business Banking 

5 PWC 

6 XXXX XXX XXXXXXXX 

7 Irish Apple Growers Association 

8 Deloitte 

9 IFS 2020 Industry Advisory Committee 

10 Davy Stockbrokers 

11 Avolon 

12 publicpolicy.ie 

13 XXXXX XXXX 

14 Atlantic Bridge Capital 

15 XXXXXXXX XXXXX 

16 IBEC 

17 Irish Proshare Association 

18 ISME 

19 Irish Internet Association  

20 XXXXX XXXXXXX 

21 XXXXXX XXXXXXXXXX 

22 XXXXXXXXXX XX 

23 Fianna Fáil 

24 Department of Jobs, Enterprise and Innovation 

25 XXX XXXX XXXXXXXX 

26 XXXXXX 

27 Small Firms Association 

28 Irish Tax Institute 

29 Dublin Start-up leaders group 

30 KPMG 

31 CCAB-I 

32 Dublin Chamber of Commerce 

33 XXXXXXX XXX XXXXX 

34 XXXXXX 

35 XXXXXXXXX X XX XXXXXXX XXXXXXXXXXX 

36 Irish Software Association (IBEC) 

37 Irish Venture Capital Association 

38 Irish Farmers Association 

39 Chambers Ireland 

40 FinTech and Payments Association of Ireland 

41 Banking & Payments Federation Ireland 

42 Dublin Business Innovation Centre 

 


