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President’s speech to Irish Taxation Institute Annual Dinner

24 February 2006

Minister, distinguished guests and members of the Irish Taxation Institute :

on behalf of my fellow Council members I am delighted to welcome you to our annual dinner. I hope you enjoy the evening and I look forward to meeting as many of you as possible once the formalities have concluded.

I would like to particularly thank Minister Cowen for his attendance and for his very thought-provoking speech. At an Institute function late last year the Minister put on record the key role he believes we occupy in the tax environment and how he welcomes our constructive engagement in the formulation of tax policy. I want to assure the Minister tonight that the Institute will continue to engage in a constructive and measured manner in the tax policy formulation agenda.

We have many very welcome guests this evening – I would like to particularly welcome Peter Kempster, President of the Chartered Institute of Taxation in the UK and congratulate him and his colleagues on the 75th anniversary of their Institute.  I would also like to welcome Jean Jesty, President of the Association of Tax Technicians in the UK.

In his speech to the Dail introducing the second stage of Finance Bill 2006, Minister Cowen identified three key requirements for a successful tax system:

1. Relevant policies should be adapted to take account of changing circumstances

2. The tax system should be maintained and protected

3. The system should be evaluated and reformed where necessary

There are over 750 of us in the room this evening, drawn from a wide range of public and private sector organisations – but I think we would all completely agree with the Minister’s analysis and I am convinced that we all have a common interest in ensuring that these three requirements continue to be met. I also believe that it makes sense for us to explore how we can work collectively towards this objective, while respecting our distinct agendas.

I have been struck by the amount of public commentary and speculation about the shape of our tax policy and the vagaries of our tax administration in recent months. The reality is that while it has many good features, our tax system is not perfect and recent events have focussed our minds on the need, as stated by the Minister, to both maintain and protect it and constantly evaluate and reform it, as necessary. 

The Institute recognises the central role tax policy plays in improving Ireland’s economic strength and the well-being of our people. We all recognise the importance of using the tax system effectively as an economic instrument. But the different stakeholders in this room cannot use the system in a vacuum, ignoring the perspectives and priorities of others. We need to remind ourselves of our healthy mutual dependence :

· our dependence on Government to provide a coherent, equitable and sensible tax policy; 

· our dependence on the public service to administer that policy in an efficient, service orientated and cost-effective manner; 

· our dependence on the private sector - who bear the cost of operating the lion’s share of the tax compliance system, collecting and remitting to the exchequer roughly 85% of our total annual tax yield; 

· and, importantly, our dependence on qualified tax advisers to ensure their clients meet their compliance requirements and to help them manage the tax cost of conducting business.

In a very real sense our tax system is a public-private partnership. This partnership should be founded on mutual respect for our sometimes differing agendas but also recognise that our long-term strategic partnership should not be undermined by short-term opportunism. 

The review of tax incentives and reliefs sponsored by the Minister and Government has demonstrated the importance of this point. The changes to tax incentives and exemptions included in Finance Bill 2006 were preceded by a full year of consultations and analysis. 

The debate on this issue was, at times, marked by ill-informed and unhelpful public comment – fortunately this did not derail the process. The process included a public request for submissions, (and almost 100 responded), the commissioning of expert analysis from independent consultants and public hearings by the Joint Committee on Finance and the Public Service. 

The Institute fully engaged in every stage of the process - we welcome this unprecedented level of engagement by Government prior to changing tax law and we regard it as setting a benchmark for future material changes. The Institute believes the Minister deserves due recognition for initiating this review. While we would not necessarily agree with all the Finance Bill changes it is worth noting that an informal survey of our members conducted after the Budget 2006 speech showed that 75% of them felt the tax incentive changes were measured and balanced. Whatever about agreeing with all the detail of the changes we would all agree that the process is an illustration of how the public-private tax partnership should work in practice.

However, some of the detail to emerge in the course of our discussions with the Department of Finance regarding Budget 2006 and from the in-depth economic analysis of the use of tax incentives and reliefs is sobering. For example, details of how pension reliefs were being used in a small number of cases demonstrates the damage that short-term opportunism can do to our public-private partnership and to our shared objective of using our tax policy effectively as an economic instrument for the public at large.

In light of the increasingly competitive international market-place it is time for all of us to focus our minds on this shared objective. A vital element of our competitiveness is the cost of doing business in Ireland – and tax is a very important element of this cost. This is why the Institute has taken an active role in supporting Government’s position regarding harmonisation of the tax base across Europe and devoted considerable effort to suggesting reforms to our VAT system as it affects property transactions.  This is also why the Institute, together with colleagues from other representative bodies, engaged constructively with the Department of Finance about the removal of the remittance basis of taxation. 

The consequence of its removal is a significant cost increase for certain corporates in the FDI sector who need to second key skills into our economy. But, as I said earlier, in seeking our objectives we cannot operate in a vacuum and we fully recognise the stark political realities Government faced on this issue. We also recognise the short-term opportunism that crept into the operation of the remittance basis and the message from Government on this issue. The priority now is to closely measure the impact this change has on our vital FDI sector and to take corrective action if the impact is materially negative.

It must also be said that there can be no place for short-term opportunism in tax policy or administration. A number of tax compliance measures have been introduced in recent years to provide a once-off cash-flow advantage to the exchequer but with permanent, detrimental consequences for the taxpayer. For example, the requirement that corporates must now pay 90% of their “current year” corporation tax liability over a month before their financial year has actually ended and, by implication, well before they could be expected to have calculated their taxable profits, is giving rise to real difficulty. 

This measure gives rise to uncertainty and lack of clarity in relation to compliance requirements – contrary to the basic canons of a sound tax system. If corporates get it wrong – it costs them interest at a penal rate.  If they are conservative and overpay – it costs them again, as no credit interest is paid on refunds in such circumstances.  Revisiting our three key requirements of a successful tax system, I suggest it is time to re-evaluate this obligation and make it more certain.

The Institute strongly welcomes the Government’s decision to carry out a fundamental review of the regulatory burden placed on business and others. We will engage actively with the review group established by Government. The private sector cannot continue to absorb every change or addition to their tax compliance obligations regardless of cost or how short the lead in time is (and it is worth noting that most of these obligations are not in respect of their own tax liabilities but to do with collecting tax from others on behalf of Government). 

There is a limit to what the private sector can absorb and the extent to which administration of the tax system can be sub-contracted to business.  We need to get much better at determining costs of compliance before imposing new requirements on business.

Lyndon B. Johnson once said:

“The most damaging thing you can do to any businessman in America is to keep him in doubt, and to keep him guessing, on what our tax policy is”

The review of tax incentives and exemptions initiated by the Minister has removed a lot of the guesswork in this area of our tax policy. It makes sense for all of us to explore other areas of our tax policy and administration where we can collectively bring more certainty to the businessman and to the ordinary taxpayer. The Institute and our qualified tax adviser members will continue to play our part in this collective effort.

Thank you for your attention – I am happy to tell you that the formalities are now concluded but the night is only beginning and I hope you get a chance over the course of the evening to renew old acquaintances and forge new ones.

