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A focus on broad tax issues
will attract more business

hile the gov-

ernment fo-

cuses on the

battle to pre-
serve our 12.5 per cent cor-
poration tax rate, Kevin
McLoughlin, head of tax ser-
vices with Ernst & Young,
said we needed to look more
broadly at our tax system il
we were Lo stay ahead of, or
even on par with, our compe-
titors when it came to attract-
ing foreign direct investment
(FDI).

“There is a lot of change
taking place in the world of
tax — countries thal in the
past didn't seem quite so en-
gaged in enticing FDI, in-
cluding our nearest
neighbour the UK, are now
joining the race, and are in-
troducing a range of entice-
ments to further their
:Ilmhitiuns," said McLough-
in.

For economies that are in-
creasingly knowledge-dri-
ven, intangible assets are an
important resource, and it is
therefore important that the
Lax system treats them in an
up-to-date way.

In Britain, as part of an
overall corporate tax reform
programme, the corporation
tax rate was slashed to 26
per cent last month, the low-
est rale among the G7 coun-
tries, with a commitment to
ultimately reduce it to 23 per
cent

While on the face of it, this
may seem like a very small
threat to Lreland’s attractive
12.5 per cent rate, what is in-
teresting is that the British
government has also set in
train the introduction of tax
credits and incentives, speci-
fically to attract greater
R&D activity.

Ome of its commitments is
to introduce by next year a
preferential regime for prof-
its arising from patents,
known as a ‘patent box”. It is
anticipated that the patent

box will encourage compa-
nies to locate high-value jobs
and activity associated with
the development, manufac-
ture and exploitation of pa-
tents in Britain, It will also
enhance the competitiveness
of the British tax system for
high-tech companies that ob-
tain profits from patents.
“While we sometimes for-

Kevin McLoughlin, head of
tax services with Ernst &
Young

a competitor of ours for
FDI."” said McLoughlin,
“We aren’t the only ones with
close ties to the US; the UK
has that advantage too. The
difficulty in the past for the
UK has been its ability to
compete with us on lax, but
under the new Conservative-
led government that is chan-
ging, and it is becoming ap-
parent that the UK now
wants to be one of the most
tax-competitive economics
in the world.

“The recent reduction in
its corporate tax rate sends
oul the signal that the UK iz
going o compete on the tax
fromt. But my real concern
cenlres on its commilment
to introduce special rates for
profits derived from intellec-
tual property,” he said.

“While Ireland has a com-
petitive regime for IF, the fact
that the UK is stepping into
the market means we need
to stay imaginative and per-
haps be even more competi-
tive o maintain our posilion

on the global stage. We may
need to evaluate our [P re-
gime to ensure it is on par
with what's offered elsewhere
and that includes Belgium,
the Netherlands and Spain.

“Other countries have in-
troduced lower tax rates for
IP. regardless of whether ap-
plied to trading or non-trad-
ing income. [t7s
straightforward. My concern
is that investors have a ten-
dency to be attracted to the
shiny new penny, so Ireland
needs to ensure it doesn’t fall
down in this area,” said
McLoughlin,

“The significance for us of
the introduction of the patent
box to the UK isthat the UK
already trumps us when it

comes (o some of the eco-
nomic reasons to locate
there. By comparison, the
LIK offiers a huge home mar-
ket and a massive workforce
with multilingual skills. Typi-
cally, multinationals already
have people on the ground in
the UK because there is such
a big markel there, and the
danger is that the balance
when making a decision on
where to locate might tip in
favour of a country where
there is a big market and
where the company already
has a presence.”

While McLoughlin identi-
fied our need 1o stay vigilent
with regard to our overall tax
regime, he said he was conli-
dent that Ireland could main-
tain its successful track
record in attracting FDI.

“The almost exclusive lo-
cus on our 125 per cent cor-
poration tax rate takes from
what Ireland offers investors
in terms of our overall tax re-
gime, We still offer a very
compelling overall tax pack-
age in Ireland,” he said,

“What we need to do s to
refine our R&D tax credit
system, because having
dipped our toes in the water
it has become obvious that it

could be improved upon and
made betier, with a small
amount of tweaking,

“For example, the regime
in its current format is incre-
mental, and is referenced to
R&D spend in 2003, which 1
don't believe is & strong en-
ough incentive,” he said.

“We also need to re-cxam-
ine R&D tax credits as they
apply to outsourced services.
Qutsourcing in some indus-
tries has to be doné — for in-
stance, within the
pharmaceutical sector clini-
cal trials are usunally out-
sourced to be conducted
elsewhere out of necessity.
While you can outsource
R&D and still benefit from
the tax credit, you can cur-
rently only do so up to a rela-
tively small limit.

“We have a critical need to
retain our 12.5 per cent cor-

ion tax rate, but that de-

ate has become 50
consuming and high profile
that it makes it more difTwealt
for us to push through fa-
vourable changes to any
other aspect of our tax sys-
tem.”



