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Ireland is now in transition from a period of very significant growth not unlike the trente glorieuses
experiences of France, Germany and Italy from 1945 to 1974. While our truly significant growth
period may be easing, we have many grounds for optimism in the future. These include:

Our low dependency ratio;

Virtually full employment;

The high quality of immigrants that we have managed to attract to Ireland; and
The beginnings of arecovery in exports.

It is widely accepted that recent growth has been driven to a significant extent by domestic demand
and the domestic construction sectors. However, we estimate that recent interest rate increases
combined with a significant dowing in the second-hand house market will have a very significant
impact on housing construction in 2008. We forecast that this in turn will lead to a shortfall in tax
receipts of up to €2 billion in 2008 and alogical consequence is that the Government will face harder
policy and expenditure choicesin the coming year.

In this context, we urge the Government to commit to completing all elements of the new National
Development Plan (NDP) and Transport 21 programmes on time and to ensure that capital
investments are not “crowded out” by the public service pay bill as has too often been the case in the
past.

Another concern arising from the decline in construction activity will be its effect on revenues that
local authorities in Ireland derive from development contributions. These levies accounted for 13.6%
of Local Authority income in 2005 (€0.55bn). It follows that the Government will need to
significantly increase the Local Government Fund to make up for this shortfall.

We also call on the Government to redouble its efforts to support the development of both domestic
and internationally traded services in Ireland as these will be the key driver of wealth creating
activities as our economy transitions towards a high-end industrial/post-industrial traded services-
dominated era.

Finally, Chambers Ireland is concerned regarding the way the National Training Fund is dispersed.
This fund is derived from levies on business and is valued at approximately €400 million per annum.
Too much of the fund is used on expensive apprenticeships that do not help the businesses that pay
this levy whereas there is a cap on funding for training for people in employment despite the fact that
we are aware of very significant demand from firmsin Ireland for these training solutions. Given that
businessin Ireland pays for the National Training Fund, it should be alowed use it in ways that meet
the requirements of Irish-based businesses.



Our submission is divided into the following thematic areas:
1. Develop the Domestic and I nter national Services Sectorsand Support Risk

Reduce the cost of tendering for Government contracts
Tax code modifications

Support Services Development in Ireland

Suggested International Flagship project

Drive eCommerce activitiesin Ireland

2. Stabilisethe Tax Base

Address the issue of climate change and exploit the opportunities arising

Introduce a new, broadly-based local property tax and rebalance service charges equitably
across the entire community

Standardise the VAT rate at 18%

Index income tax bands and credits

Taper Capital Gains taxes to reduce compliance costs

3. Strengthen our Human Capital

Facilitate Enhanced Employer inputs into Childcare Services

Make real commitments to support lifelong learning

Release more National Training Fund monies for people in employment
Assist former care giversto returning to the work force

Develop a comprehensive strategy on pensions

Support gain-sharing via employee financial participation (EFPs) programmes
Synchronise the National Minimum Wage with pay agreements

4, Deliver Better Gover nment

Prioritise Capita Investments to ensure no ‘ crowding out’ by the public service pay bill
Adopt an accrual system of accounting throughout the public sector

Revise the public service decentralisation programme

Index the State Contribution to Local Authorities



1. Develop Domestic and I nternational Services and Support Risk

In the context of preparing our economy for its next phase of growth based on services and easing our
economy’ s dependence on construction to drive employment creation, we must move now to greatly
enhance support for start-ups and SMEs—which will be the drivers of this hew phase.

Chambers Ireland proposes three core strategies to deliver on this vision:

1.

The first embraces active purchasing policies by government—one of Ireland’s largest
purchasing entities—to promote the purchasing of services and products from start-ups,
SMEs and consortia of SMEs;

The second embraces the judicious use of tax strategies to incentivise investment in start-ups
and help them go overseas and export;

The third involves embracing strategies that will unleash creative activities in as many service
sectors as possible using models and templates aready available in other sectors—such as
telecoms.

Proactive measures in these areas can play a crucial role in underpinning the growth and expansion of
Irish-owned businesses.

Reduce the Cost of Tendering for Government Contracts
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It is our contention that the cost of sales for SMEs to the public sector istoo high. A number
of simple steps would reduce this cost and make it less inhibiting for small businesses to
apply for contracts.

All tenders should be standardised as far as possible. They should feature standard
information requirements (address/biographies/experiences required that all firms should only
haveto fill in once and never have to repeat for subsequent tenders).

All tenders should feature a standard pre-qualification phase involving the submission of pre-
qualification documents of no more than 10 pages in length, briefly answering perhaps 10
strategic questions at most. This requirement would reduce the cost of the investment in time
and effort by small companies and would then justify additional effort being expended if they
are subsequently shortlisted.

Keyword tagging on the tenders displayed on the eTenders website is extremely poor and
militates against easily querying tenders for pertinence to an SME. Greater effort should be
undertaken to ensure that tagging is improved dramatically with a view to enhancing the
search facilities on the website. (In this context, it was very hard to find this document on the
eTenders website via the search function).

Categorisation is similarly very poor and must be enhanced.

The cultures of different State entities are often dramatically different which again affects the
tendering process. Best practice should be standardised and applied to all tenders.

It is our contention based on feedback from our members that at present, it is easier for an
SME to sdll to the public sector in the UK thanitisin Ireland. Thisisapoor state of affairs.
We need to give our public servants more support in their ability to make less conservative
decisions on tenders. Only then will we see new and more innovative solutions developed by
smaller start-up firms getting the chance to grow on the back of a public service tender.
Where possible all tenders should be for three years in length (with the option to break after
one year if either party is unhappy with the relationship). This again would reduce the cost of
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sale and incentivise smaller businesses to make the significant investment in time and money
involved in tracking a tender to conclusion.

The mantra for all tenders should be ‘simplify and shorten’. This will also help assessment
panelsin their efforts to make a decision.

Tendering for specialised services requires a body of knowledge that builds confidence in the
person making the decision. It is our contention that too often non-specialists are making
tender decisions, thus the arguments emanating from the OECD review of the Public Service
should also be taken into account.

Establish an Irish equivalent of the US Small Business Innovation Research (SBIR)
Programme which has been designed to stimulate technological innovation and provide
opportunities for small businesses. Under this programme, Federa agencies with extramural
R& D budgets over $100 million are required to administer SBIR programmes using an annual
set-aside of 2.5%. Since its establishment in 1982, this programme has played a crucial rolein
the development of many successful start-up companies and appropriately tailored for Ireland
could have asimilar impact.

Tax Code M odifications
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Ireland has been enormously successful in using the tax code imaginatively in order to
stimulate investment and specific economic activity. The tax incentive schemes that
encouraged construction activity in designated areas and for designated purposes have not
only delivered the physical infrastructure required, but also played a significant role in the
development of a vibrant construction industry from a particularly low base in the mid-
1980’s. However, it could be argued that these construction-based schemes have proven to be
too successful and have, in effect, offered a ‘safe’ investment vehicle that has tied up
resources that may prove more productive in other aress.

We applaud the efforts of the Government to deliver on an enhanced Business Expansion
Scheme (BES) with a view to enhancing the appetite of Irish citizens for risk investments and
also weakening demand for often tax driven investmentsin property. We urge the government
to support start-ups and foster the development of wealth creating enterprises by seeking to
raise the ceiling of BES schemes pertaining to SMEs to €10 million.

We believe that start-ups (particularly in the biotechnology area) have a much longer time to
market than the typical ICT. In this context, we call on the Government to investigate the
efficacy of applying tax exemptions on Capital Gains Taxes applied to “angel” type investors
investing amounts greater than €150,000 in designated sectors with longer times to market
such as biotechnol ogy

Chambers Ireland considers it appropriate for financia institutions to be encouraged to
engage in venture capital (VC) operations. This may include encouragement to establish BES
unit funds which enable individual investors to spread their risk. This may be achieved
through the restriction of funds available for investment in one company while supporting
investment into VC funds. Such a measure could also provide a useful anti-avoidance
measure. |n addition, the establishment of such funds could provide growth opportunities and
risk spreading at a time when certain institutions could be vulnerable to a slowdown in the
construction sector.

Establish tax relief vehicles to fund start-up technology companies which have significantly
higher requirements for capital investment than conventional companies. Based on the UK
experience, tax relief has been successful in attracting private individual investment into high-
risk early stage technology companies. Chambers Ireland estimates that an additional €15



million per year of private sector investment could be raised in the Irish market if similar
incentives were in place here. With an average investment of €150,000, this could result in an
additional 100 or more technology companies per year receiving vital investment at a crucial
stage of their development. Features governing the rollout of these vehicles would include:
Limit access to this fund to qualifying technology-based, non-asset backed firms;
Limit the investment tax relief to €300,000 per investor per annum;
Limit the amount of funds raised by a company on which investor tax relief is allowed;
Require that investment funds must be used for either product, innovative technology-
based service or market development (i.e. a qualifying activity);
Require that investors must leave funds in for a minimum of three years or incur claw
back on al reliefs;
After three years, the capital gainstax on profits from sale of shares should decrease from
the full rate to 10% over further three years; and
No restriction on further investment by original investor in the same company, but this
should attract alower level of tax relief year-on-year representing reduced risk.

6. Chambers Ireland notes with concern the lack of progress on implementation of al taxation
related recommendations of the report of the Small Business Forum—with the exception of
recent BES devel opments—and urges the Government to redouble its efforts in this regard.

7. Finaly, Chambers Ireland believes that there is scope for the Government to revisit with a
view to updating and simplifying the Close Company Rules regime as it is currently
implemented.

Support Services Development in Ireland

There are awide range of sectorsin Ireland not yet fully competitive. In this context, the Government
should move rapidly towards embracing the role of regulator of competition. Competition unleashes
creativity and price competition and ultimately new service offerings meeting previously unmet needs
that will deliver new jobs, careers and ultimately enterprises that will be able to compete nationally
and internationally.

In this context sectors such as the health insurance and energy provision sectors which heretofore
have been dominated by incumbents—usually Government owned—should be reviewed with a view
to unleashing competition.

Core principles should be enunciated for all services sectorsincluding:

Level the playing field between competitors (for example, implement a reserve requirement
for VHI);

Market share targeting (already in operation in energy supply but not in the health insurance
sectors; and

Mandate institutions such as the Health Insurance Authority to have arole to actively promote
competition (as ComReg does for the telecommunications sector).

Finally in the context of developing the services sector in Ireland, Chambers Ireland calls on the
Government to publish sectora industria strategies for al service sectors (such as health insurance
and healthcare with a view to embracing the wave of services driven change that will come to these
sectors over the next 15 years. This is crucialy important given that while our share of global



international exports has declined to 0.9%, commercial services exports now account for 2.45% of
world services exports'.

Suggested International Flagship Project

In promoting Ireland as an international business location we need international flagship projects in
the legal as well as the financial and technical sectors. Ireland is well positioned to establish itself
aongside London, Paris, Geneva and Stockholm as a leading European centre for the rapidly growing
business of international aternative dispute resolution (ADR). Direct economic benefits, in addition
to invisible earnings, are employment fees for legal practitioners, stenographers and other legal
administrators. However, at present there is no suitable venue for holding such casesin Ireland.

Chambers Ireland has received strong expressions of interest in using Ireland as an arbitration venue
from the International Chamber of Commerce Court of Arbitration, the American Arbitration
Association and the World Bank. There are also a number of Irish and ‘ex-pat’ arbitrators who have
expressed a willingness to support such afacility were it to be made available. The centre would also
market itself within Ireland as a neutral venue for domestic commercial dispute resolution (mediation
as well as arbitration) and indications are that the Commercia Division of the High Court would
support this strategy.

Dublin will host the 2008 conference of the International Council for Commercia Arbitration which
marks the 50th anniversary of the New York Convention that established international arbitration
systems. Every significant player in international arbitration will be here and it represents a unique
opportunity to promote Ireland as a centre for international ADR. This would be an ideal opportunity
to launch the new centre as part of the conference programme.

Given that Chambers Ireland currently provides the secretariat to the ICC Arbitration Committee, we
are ideally placed to manage the International Arbitration Centre with an advisory committee
comprising representatives of the Bar Council, the Law Society and the International Centre for
Dispute Resolution.

Chambers Ireland has outlined the costs of running this centre for the first five years.

Annual Direct Costs

450 sgm @ €750 psm €340,000
Overheads €50,000
Operating costs €60,000
Marketing costs €250,000
Administration (staff) €100,000
Annual direct costs €800,000
Five year cost €4,000,000

This project would underpin and support the next phase of development of Dublin and Ireland as an
international financial and professional services hub by attracting high-value legal related activities
into Ireland from overseas.

LWTO Trade Statistics



Review All Tax Sheltersand Abolish Tax Relief for Low Risk | nvestments

Chambers Ireland supports further incentivisation of investments start-ups and venture capital funds.
We believe that any taxes forgone in encouraging investments in these areas could be comfortably
recouped by rebalancing fiscal incentives away from ‘safe’ (often property-based) investments. This
would encourage those with surplus funds to invest in more risky endeavours that nevertheless offer
greater potentia for productive outputsin the future.

Similarly there is scope for the introduction of a targeted programme of “roll-over relief” for
businesses that need to be moved to facilitate strategic developments of national significance such as
the Cork Docklands Development programme (and as was the case when the Custom House
Docklands Development plan was commissioned). These businesses often must be incentivised to
move to another location. While they may ostensibly have made a capital ‘gain’ in selling their
properties in the designated area, they should be alowed to reinvest the ‘gains elsewhere with aview
to ensuring smooth transfer to another location.

Drive eCommerce Activitiesin Ireland

Chambers Ireland supports the vision of Ireland as a knowledge driven economy. It isin this context
that we make the following three recommendations that will support the ongoing development of
eCommercein Ireland.

1. Support a Public Private Partnership (PPP) on Next Generation Network (NGN) telecoms
Rollout: Ireland’s current telecommunications network is reliant on an outdated copper wire
system. At present this system is sufficient to supply domestic broadband products; however,
the needs of SMEs have outgrown the dated copper wire network. A piecemeal approach to
upgrading the country’s broadband network is not an option. We need to migrate to a new
telecoms infrastructure and abandon the current copper wire base if we are serious about
positioning Ireland as a knowledge-driven economy with infrastructure befitting an advanced
economy of the 21st century.

Chambers Ireland proposes that the Government should commit to the delivery of a next
generation telecommunications network necessary for Ireland to compete at an international
level for both high end FDI and also to facilitate the next phase of domestic growth that will
come from services. This NGN must be a carrier neutral network with access available to all
private operating entities. It must be able to deliver a quantum leap in bandwidth capacity and
availability to enable technologies such as cheap and effective broadband television, tele-
conferencing, Voice over Internet Protocol (VolP) and file sharing which is a vita tool for
teleworking. Such a leap offers the possibility of revolutionising al forms of
telecommunications and placing Ireland well ahead of our international competition.

The Government has overseen a massive extension of service costs for all services in the
country viaits facilitation of one-off housing. There is a very real cost implication to the fact
that Ireland now contains the most dispersed population in Europe®. One result is that we will
need the state to underpin what would otherwise be unprofitable investments by the private
sector in service offerings throughout the island. Accordingly, to deliver high quality
broadband above 50MB range we will require creative solutions embracing public and private

2 Both Finland and Sweden’s population is highly urbanised and much less dispersed than that of the Republic
of Ireland



partnerships. Chambers Ireland will not be prescriptive once this solution can be delivered.
Our view is that it is needed urgently and the State must do al in its power to facilitate this
guantum leap.

The new network would serve approximately 80% of the population and be delivered over the
course of the next NDP. Those living in more remote geographic areas would access
broadband technology by either a wireless addition or possibly using satellite technology.

To guard against unnecessary price inflation, ensure that sections 48 and 49 of the Consumer
Protection Act are deleted: In the context of the recently passed Consumer Protection Act,
while we recognise and support its aim to protect Irish consumers particularly those directed
at ensuring price transparency through the Consumer Protection Act  we believe Sections 48
and 49 will not assist in achieving this goa and that they will in fact be detrimental to
consumer welfare.

If sections 48 and 49 are left to stand in their present state, they are effectively rubber
stamping price increases for all consumers. By banning retailers from charging extra for
credit card use, consumers will be forced to pay more, not less. This proposal aso contradicts
the “user-pays’ principle supported by Chambers Ireland. Consumers are willing to pay for
the convenience of e-payment and this cost should not be passed back to business.

Chambers Ireland is aso concerned that by preventing traders from applying the extra cost of
specific transactions to the consumer using that method, there is alack of transparency.

Consumers are largely unaware that the cost of their purchases are inflated because traders are
obliged to pass on a 1.5% to 2% premium to the credit card provider. Banning merchants
from passing this cost directly onto the credit card providers forces them to spread the cost
across al customers, leaving consumers “in the dark” as to the real cost of using their credit
card. Chambers Ireland believes that sections 48 and 49 will serve to increase the profits of
credit card companies at the expense of their customers.

Abolish stamp duty on credit cards. Chambers Ireland is of the belief that the revenue
generated from credit card stamp duty is offset by the hampering impact that such duties have
on theroll out of credit cards—which are a vital requirement in facilitating e-payments and e-
commerce in wider Irish society. Accordingly, Chambers Ireland believes that calls for the
abolition of this duty are valid and it should be abolished.



2. Stabilisethe Tax Base

In the context of the forthcoming debate on taxation that will arise from the establishment of the
Commission of Taxation (as promised in the Programme for Government), Chambers Ireland supports
the efforts of the Department of Finance to maintain the corporation tax rate at 12.5% and combat the
roll-out of a common consolidated corporate tax base (CCCTB) in Europe. Furthermore we call for
the terms of reference for the Commission on Taxation to specificaly state that it will complete its
work by the end of 2008.

We also propose the following principled views.
Carbon Taxes

In the context of a debate on carbon taxes, introduce a ‘ shadow’ carbon tax to enable all stakeholders
to understand the implications of such a charge. A crucia means of enabling a real analysis of its
implications would be to put a virtua tax in place for all energy consumers so that its implications
could be fully understood. Such atax, if it isrolled out, must also be implemented on afiscally neutral
basis.

Either provide independent funding or introduce a new, broadly based local property tax and
rebalance service charges equitably across the entire community.

Overal tax yields in Ireland are in line with OECD norms when measured as a proportion of Gross
National Product (GNP). The core issue is how we will achieve a sustainable medium-term strategy
and how the Minister will achieve a more balanced revenue base given consensus forecasts of
declines in stamp duty and VAT revenues derived from the housing sector in 2008. We believe that an
integral part of this exercise should be to establish an independent tax revenue source for local
authorities.

Chambers Ireland has already publicly stated that the Government should consider basing a local
government tax on a site value tax on all property, with the exception of principal private dwellings.
Such atax would have significant benefits in terms of social equity, housing market efficiency, spatial
development and economic growth. It would be relatively easy to administer and collect and would
have a negligible impact on inflation. We believe that such a tax would need to be seen to be
established on a strictly revenue neutral basisi.e. the yield from the new tax would have to be given
back to taxpayers by reductions in the level of other taxes.

Our recommendation in thisregard is that cutting the standard VAT rate from 21% to 18%, exempting
average price houses from stamp duty and abolishing commercial rates would create the potential for
a local government revenue stream of approximately €3 billion—at no additional cost to the tax-

payer.

Further liberalisation in network industries, in retail distribution and in professional services would
improve resource alocation and help curb the impact of ongoing energy price and wage inflation in
2008.

Standardisethe VAT Rate at 18%

The 13.5% VAT rate has adistorting effect on pricing in arange of different categories. This has been
noted by both the European Union and the International Monetary Fund. A revenue neutral levelling
out of VAT rates would give rise to one VAT rate of 16.37%. Each 1% reduction in this rate would
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cost €335m and would reduce the consumer price index (CPI) by 0.4%. Each 1% increase in the lower
rate would yield €246m and would add 0.184% to CPI. Thus to bring them both to 18% would give
raise to a net €102m for the Exchequer. Furthermore, any reduction in VAT on cigarettes, for
example, could be clawed back by way of excise duty.

Chambers Ireland recognises that abandoning the lower rate would be a politically sensitive move
with its impact on fuel charges and so forth. Low income families and pensioners would be most
adversely affected. Accordingly our suggestion would be that the amount raised in the standardisation
should be diverted to be spent on enhanced old age pensions and socia welfare payments to
compensate for the higher VAT rate.

Index Income Tax Bands and Credits

Chambers Ireland’ s expectation is that tax bands and tax credits will be indexed, thereby reinforcing
the pull factors of working. While a failure to adequately index these rates will yield substantial
additional revenues to the Exchequer at the expense of the working population, this would have a
disproportionately higher and unfair impact on the low paid.

Taper Capital Gains Taxes (CGT) to Reduce Compliance Costs

Many Irish investors hold small amounts of shares in public companies. A variety of reorganisations
and restructurings, repurchases or redemptions of shares and occasional sales can generate substantial
complexity in calculating correct amounts of capital gains.

The burden of the high compliance costs these changes create is out of proportion to the modest
amount of tax generated.

We recommend that measures be taken to address this in the context of shareholdings below a certain
percentage in public companies.

Such measures could include a taper relief whereby no CGT would be due where the shares in
guestion have been held for four years or more. In addition, we recommend consideration be given to
avalue rebasing for CGT purposes for such sharesto a date in 2007.

Thus gains made on all holdings of these small shareholdingsin public companies would be exempted
up to acurrent value.
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3. Labour Market Measures
Facilitate Enhanced Employer Inputsinto Childcare Services

The lack of an efficient childcare and dependent care system acts as a hidden brain-drain on Ireland’s
human resources and poses a rea threat to the country’s continued competitiveness. It is the
responsibility of policy makers to focus attention on the development of afair and effective childcare
system.

In 2002, more than 20% of the population comprised children aged 14 and under, while the age group
0-6 represented amost 10% of the population. These age groups have increased since then, in keeping
with the rising birth rate, which grew from 47,929 births in 1994 (13.4 per thousand population) to
61,684 in 2004 (15.3 per thousand population)®.

Confirming the goal of full employment, the Barcelona European Council agreed that: “Member
states should remove disincentives to female labour force participation and strive, taking into account
the demand for childcare facilities and in line with national patterns of provision, to provide childcare
by 2010 to at least 90% of children between three years old and mandatory school age and at least
33% of children under three years of age”.*

It has been a general assumption of public policy to date that employers, particularly employers of
smaller companies, are not concerned with childcare issues. However, Chambers Ireland’s Labour
Force Survey 2007 found that 65% of employers believe they have arole to play in the development
of an effective childcare system in Ireland. It is our contention that, by putting in place the appropriate
measures, employers can significantly enhance the quality and quantity of childcare available and
contribute to meeting the Barcelona childcare targets.

Barriersto Employer Participation in Existing Schemes

The lack of an efficient mechanism for employer involvement in childcare provision acts as a maor
barrier for increasing employer contributions to the solution of childcare issues.

Currently, if an employer provides free or subsidised childcare facilities for employees a taxable
benefit does not arise where the childcare facility is provided on premises which are made available
either solely by the employer or by the employer with other participants in a joint scheme and the
employer is wholly or partly responsible for either financing and managing the facility or providing
capital for the construction or refurbishment of the premises’.

The scheme which is in place requires employees to place their children in childcare services in, or
close to, their employer’s premises. This presents a number of complications for employees that do
not live in the vicinity. For example, parents cannot share the task for “dropping off” or collecting the
child from the creche. Also, when an employee changes their location of employment, it is likely that
they will have to find a new childcare service which will cause an undue disruption to their child.
Many parents prefer to place their child in a creche close to their home as this helps the child develop
friendships with other children that will attend the local primary school, thus easing the transition to
formal education.

3 Department of Finance, “ Discussion Paper on Childcare” 2006

* Plantenga J, “Investing in childcare. The Barcelona Childcare targets and the European Social Model”,
Childcare in a Changing World Conference, Groningen, 2004

® www.revenue.iefindex.htm?/revguide/benefitinkind.htm
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In order to meet the criteriafor accessing the scheme, employers must engage in alarge and long-term
investment of capital. They must also be certain that the company’s employees will require childcare
services into the long-term. The current scheme lacks the requisite flexibility and affordability to
encourage wide-spread take-up by employers, particularly among SMEs.

However, if the employer pays for, or subsidises, an employee’'s costs at an independent creche or
childcare facility, the cost borne by the employer is a taxable benefit and PAYE and PRSI must be
applied accordingly. We understand that the restriction is intended to avoid displacement and cost
inflation effects in the childcare market as well as to leverage some business contribution towards the
cost of childcare provision in the workplace. We support these objectives. However, Chambers
Ireland believes that the current rules discriminate against small employers and particular sectors of
the economy and that it would be possible to modify the scheme to retain the benefits whilst avoiding
the pitfalls.

Createa National Employers Childcare Fund

Chambers Ireland has developed a proposal for a National Employer’ s Childcare Fund (NECF) which
we believe provides an attractive vehicle by which employers can contribute to the provision of
childcare services and will contribute to the development of a better planned national network of
childcare facilities.

Under this scheme, a business wishing to provide free or subsidised childcare facilities to its staff
would purchase ‘licences in respect of a given number of staff members by making a capital
contribution to a national childcare fund.

The fund would be used to create additional childcare places and the employer subsidy for its
employee's childcare costs would be exempt from benefit in kind (BIK). This would avoid
displacement and deadweight effects by ensuring that places taken in existing independent creches
and nurseries under the scheme would be directly offset by new and additional creche facilities that
would be commissioned in areas of greatest revealed demand.

We envisage a co-ordinating organisation which would manage the fund. The controlling organisation
would operate a national database linking need with existing supply and creating supply in the
locations where demand remains unsatisfied. This organisation would be funded through a levy on
facilities which ultimately would be met from the fees paid to the facility.

Chambers Ireland estimates that the average cost of creating a place in a childcare facility is €18,200.
75% of the cost for each place could be provided for through the National Childcare Investment
Programme (NCIP). The remaining €4,550 would be funded by capital contributions from employers
and investors; this would be taken up through transferable membership fees of some description, for
example through a shareholding structure. Through this scheme, we believe that the NCIP could
deliver an extra 6,000 places without any additional allocation of public funding.

Make Real Commitmentsto Lifelong L earning and Modify the Free Third Level Fee Regime

1. Broaden scope for personal tax relief under sections 473a and 476 of TCA 1997 in respect of
training and education and amend PAY E regulations to ensure the avoidance of any charge
under BIK rules for sponsorship of training courses and exam fees,

2. Make specific provision for a long-term commitment to enterprise-led training initiatives
under the auspices of Skillnets from the National Training Fund.
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3. Capitation fees alocated by the Department of Education and Science to third-level
institutions from evening students should match those of day students. The increase in the
capitation fee should be used to ensure those studying outside of business hours are provided
with the same array of services and supports as full-time day students. This would also create
an incentive for third-level institutes to offer more courses that facilitate lifelong learning.

4. Given that only one Irish higher education institute ranks in the world’s top 100 universities,
college fees should be re-introduced for universities at a minimum to support their efforts to
build and develop the capital infrastructure required to ably compete with the world’s leading
ingtitutions. In tandem with this reform, students should be incentivised via payment, to study
subjects deemed particularly important to the future development of the economy by the
Expert Group on Future Skills Needs with aview to increasing the uptake of course placesin
these subjects.

5. In addition, we should establish along-term loan system (similar to that applied in Australia)
to aid students wishing to attain a third-level degree and the consequential 63% increase in
pay that they will receive when compared to their counterparts who do not attain such a
degree®. The Australian system does not require fees to be paid up front, but graduates
gradualy repay some of the cost of their tuition when they start working and their income
reaches a certain level. Such a move could go some way toward addressing the currently clear
class imbalances between in third-level attainment rates by offering working class students in
particular an upfront financia reward for studying in college.

Release More National Training Fund Money for Individualsin Employment

Finally, Chambers Ireland is concerned regarding the way the National Training Fund is dispersed.
This fund is derived from levies on business and is valued at €400 million per annum. Too much of
the fund is used on expensive apprenticeships that do not help the businesses that pay this levy. At
present there is a cap on funding training for people in employment despite the fact that we are aware
of very significant demand from firmsin Ireland for these training solutions.

Given that business in Ireland pays for the National Training Fund, businesses should be alowed use
it in ways that meet their respective objectives and requirements.

Assist Former Care Giversto Return tothe Work Force

Chambers Ireland is aware of significant numbers of former dependent care givers who encounter
difficultiesin returning to the formal workforce after years of work in their home environments.

We recommend that the Government applies the two year return to work alowance that is currently
available to employers hiring individuals who were previously long term unemployed to individuals
returning to the workforce after a long term period out of the work force. This measure could both
support these citizens in their transition back to work and incentivise employers to invest time and
resources in up-skilling these individuals for the new work environment in which they find
themselves.

5 OECD
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Develop a Comprehensive Strategy on Pensions

As noted in last year in our pre-Budget submission, it is clear that the PRSAs have not caught the
public imagination and not met the principal reason for their introduction. It would appear to make
sense at this time to consider the long term future of PRSAs in favour of a unitary system of pension
supports.

While there may have been justifiable reasons for separate legislation governing occupational plans
and retirement annuity contracts, Chambers Ireland believes that these distinctions are becoming
outmoded and do not reflect the reality of modern employment.

Chambers Ireland would like to see the complete transferability between these types of pension so that
a person who was not in pensionable employment could transfer their Retirement Annuity Contract
(RAC) to kick start their occupational pension plan where they take up pensionable employment.

We also cal for the reduction in transfer costs and would ask that these costs be subject to inspection
by IFSRA.

Finally, having regard to the short-term nature of many modern jobs, we would like to see pension
relief available to occupational pension plans and RACs simultaneously. This would encourage
people in non-pensionable employment to embark upon pension provision safe in the knowledge that
they will not lose out if their employment status were to change.

Specific measures that we would encourage include:

The replacement of traditional tax relief with a credit operated in a similar fashion to the
SSIA scheme. Credits would be heavily weighted for lower income earners to encourage
basic pension provision. This system would be open and transparent. It would allow
contributors to easily assess the state’ s contribution to their retirement provision;

Immediate tax relief to employers on special contributions made in order to ensure that
company pension schemes meet the minimum funding standard;

Start the process of capping the taxpayer’s fiscal liabilities regarding public service pensions,
and to bring pensions in line with the private sector, all new recruits to Irish state and semi-
state bodies should have their pensions structured on a defined contribution rather than a
defined benefit basis. This issue has added urgency given that public sector occupation
pensions expenditure in 2004 (for 90,000 former public servants) cost €1.7 billion whereas
the corresponding figure for all (some 400,000) state social welfare pension recipients was
€3.5 hillion);

Capping of charges payable on the transfer of pension funds,

Eliminating up-front pension costs,

Enable individuals to pay into a number of schemes subject to the overall capping of relief
based on current percentages; and

Soften the rules regarding the timing of when pension annuities can be drawn down, thereby
facilitating individuals caught in a stock market downturn to wait until the market has
recovered before buying their annuity as required. Ensure that there are no BIK issues arising
from pension provision.
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Support Gain-Sharing via Employee Financial Participation (EFPS) Programmes

Employee Financial Participation (EFPs) programmes are a welcome means of ensuring employee
gain-sharing and raising retention rates. However, the current Company Secretarial obligations and
minority shareholder implications of EFPs are a significant deterrent to involvement in these schemes.

Chambers Ireland notes that of the 250,000 SMEs in Ireland’ at present, no more than 200 would
have the liquidity to facilitate meaningful share transactions. Take up is aso negatively impacted by
the lack of a secondary market for sharesin a private company.

Accordingly, these firms require different approaches to facilitate gain sharing and staff recruitment
and retention.

Cash based and performance related pay schemes are simpler for smaller businesses to operate. A
model that would aid the roll out of this scheme would be the UK PRP scheme which could be
enhanced to reduce the potential for abuses by ensuring that the P60 salary could not be lower than
the previous year.

Synchronise Minimum Wage Reviews with National Pay Agreements

If Ireland is serious about maintaining competitiveness and enabling indigenous industry to survive
and remain globally competitive, then the minimum wage must be negotiated and agreed at the
beginning of and as an integral part of each and every national wage agreement.

" Report of the Small Business Forum, Forfas, 2006, Page 8
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4. Deliver Better Government
Prioritise Capital Investmentsto Ensure No ‘Crowding Out’ by the Public Service Pay Bill

Against the background of a significant decline in tax revenues driven by the slowdown in house
construction and sales, Chambers Ireland is concerned that vitally important capital investments
earmarked under Transport 21 and the NDP will be de-emphasised in favour of current expenditure.

Our recent experiences of infrastructural bottlenecks brought on by similar cuts in capital investment
in the 1980s prove that this cannot be allowed to happen again.

Given that the public sector pay bill now constitutes 40% of current voted expenditure, no more than
50% of the overall increase in voted current expenditure in any given year should be in respect of pay
without the express authorisation of the Oireachtas.

Furthermore, to ensure that all planned capital projects are delivered without delay, Chambers Ireland
recommends that that they be specifically prioritised over the public service pay bill.

To do this, we should

1. Introduce a universal redundancy policy within the public sector based on the principle of
flexicurity. Public servants who are surplus to requirements should in the first instance be
offered redeployment but if unwilling to accept it they should be made redundant with
appropriate compensation.

2. Control the public service pay hill by a resource envelope approach to public sector pay and
pension costs. Set at a percentage of GNP, this would ensure that public sector employment
costs do not increase faster than the rate of economic growth and would place benchmarking
in a zero-sum context that includes general pay and pension increases, specia pay awards and
changesin staffing levels

3. Amend the terms of reference of public sector pay reviews to include the objective of
securing 10% migration to the private sector in grades from HEO to PO.

4. Add the requirement that whenever the underlying cost-base shifts significantly asthe result
of specia pay claims, then numbers employed should be reduced to compensate. Failure to
adopt this policy explicitly makes vexatious pay claims ano-risk bet in every part of the
public service.

Furthermore, hiring moratoriums are blunt instruments that illustrate the difficulty of having
poor redundancy policies. In local authorities, Chambers Ireland is aware of how these
policies result in some staff being paid for a position which no longer exists while other staff
are working significant amounts of overtime to clear workloads which have outpaced
available staff.

5. If required, the Government should borrow to ensure that capital programmes are delivered.

Adopt an Accrual System of Accounting Throughout the Public Sector

To provide more controlled and balanced budgeting and to guard against a cycle of expenditure
splurges followed by sharp cuts, it is vital that the Government moves rapidly to adopt an accrua
system of accounting throughout the public sector based on comprehensive statutory underpinning
modelled closely on New Zealand's Fiscal Responsibility Act 1994/Public Finance (State Sector
Management) Act 2004. This would provide much greater visibility and insight into the accounts of
state.
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Revise the Public Service Decentralisation Programme

Chambers Ireland supports the public service decentralisation programme, but notes that it is not
working. Against this backdrop, Chambers Ireland supports proposals for a revised decentralisation
strategy including:

A reduction in the number of locations to achieve critical mass;

All future projects to be synchronised with the National Spatial Strategy and the investment
plans under Transport 21;

A decision that each decentralising entity prepare and implement a comprehensive business
plan for reform;

A full assessment of the integration needs of a decentralised service to ensure that efficient
linkages and information flows are achieved,

A rea decentralisation of decision-making, linked to accountability and performance-related
reward systems;

Negotiation of a new approach to removing the huge range of existing demarcation barriers to
achieve greater flexibility; and

An ongoing monitoring of performance issues arising from decentralisation.

The latter two points are particularly important because Chambers Ireland believes that operational
efficiencies will become harder to achieve in direct proportion to the extent to which the public
serviceis dispersed under this programme.

Significantly Enhance State funding for Local Authorities via the Local Government Fund
(LGF)

The Exchequer has consistently failed to match the rate of cost increase by indexing its contribution in
respect of the waiver of domestic rates and water charges. Furthermore Chambers Ireland believes
that it is a fundamentally wrong application of the ‘polluter pays principle to have entire sectors
exempted, as distinct from an individual hardship waiver scheme operated at local authority level.
Chambers Ireland calls for service charges to be levied fairly on all users — not just the business
community.

In addition, the State must recognise that declines in development levy revenues arising from the
slowdown in construction activity throughout the state must be recouped and that the Government
will have to make up this shortfall via additional transfersto the LGF.

Another equity aspect in regard to local charges relates to the introduction of affordability criteria for
local charges. There is no regard to ability to pay in the charges levied on business users. This
represents a significant anomaly in that businesses can be exempted from their obligations under
national pay agreements if they establish their inability to pay but this inability to pay may be a direct
result of their obligation to fund pay cost increasesin local authorities.
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