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EXECUTIVE SUMMARY

With a tightening in tax revenues and current expenditure in double digit growth it is
imperative to address the competitiveness deficit experienced over the last number of
years and that Budget 2008 addresses the profligacy of spending policy in particular
the public sector element.

In order to restore business confidence, which has waned in recent months, primarily
due to economic uncertainty caused by a downturn in the property sector, uncertainty
over interest rates and oil prices and in particular a persistently high level of inflation,
the government needs to get a firm grip on expenditure policy and ensure that the cost
of living, at 5% among the highest in Europe, is brought squarely under control. It is
essential that this year's budget addresses the cost competitiveness issue and
ensures that policies are introduced to bring the headline rate of inflation down to
below the average European rate, currently 1.8%.

Tackling public sector pay, which remains a significant strain on exchequer finances is
a priority and needs to be ‘reined in’ with proper, verifiable and measured
remuneration procedures introduced to address future pay increases as opposed to
the free for all benchmarking process that currently exists.

While there has been significant expenditure on infrastructure over the last number of
years, the current level of capital expenditure needs to be maintained in order to
address congestion and to provide a world class infrastructure that will bring
significant benefits to the economy.

With the over-reliance on construction related activity in recent years being exposed in
relation to jobs and revenue it is essential for the future development of the economy
that enterprise is recognised in Budget 2008 and that an enterprise culture is nurtured
and promoted with the necessary incentives introduced to maintain the impressive
growth in new business over the last number of years. The risk takers in this economy
need to be recognised and rewarded for their efforts with the necessary fiscal
measures introduced to achieve this aim.

ISME’s recommendations to the Minister are as follo WS

COST COMPETITIVENESS

RECOMMENDATIONS

Every effort should be made to increase the level o  f competition in the energy
sector, particularly electricity and gas, in order to stimulate price competition.

Introduce an alternative energy policy without dela y. Strong tax incentive
measures should be introduced to encourage SMEs to invest in alternative
energy projects. Small businesses that use efficien t alternative energies
should be rewarded. This could be achieved by provi ding a double capital
allowance relief to businesses for immediate write- off on all energy reduction
capital expenditure.

Further incentives should be introduced for investm ent in wind, wave, bio fuels
and other alternative energies.



Redistribute the burden of commercial rates and wat er charges to other
sectors including the State and domestic households

In order to help retain staff and ease the pressure on labour costs ISME
recommends a gain sharing mechanism whereby 10% of profits annually are
exempt from Corporation Tax, and allowed to accumul ate in a fund within the
company for the benefit of the employees, for at le  ast three years. The barriers
should be removed that currently restrict use of ap proved profit sharing
schemes and share option schemes for private compan ies. After three years, if
drawn down by the employee they would attract the s  tandard rate of income
tax when paid to the employees. If left for a furth  er 2 years, or if used to buy
shares in the company, they would be exempt. Thisw  ould be an aid to the cash
flow of the company and prove an incentive tothe e  mployees.

INFRASTRUCTURE

RECOMMENDATIONS
The Introduction of a National Transport Management Agency to oversee the
implementation and efficient delivery of all major infrastructure projects and

management of existing infrastructure to ensure tha t what is in place at
present is utilised fully and efficiently. The age  ncy should have legal powers
equivalent to those vested on the Environmental Pro tection Agency (EPA)

Forward planning with regard to our infrastructure and road demands need to
be extended beyond 2013, the completion date for th e National Development
Plan. Current forecasts predict a 52% increase in H eavy Goods Vehicles
(HGVs) between 2005 and 2020 on our primary roads a nd a 50% increase in
Cars and light vehicles. Past experience should tea  ch us that forward planning

to meet demand can help to reduce traffic congestio n.

The National Spatial Strategy should be taken serio  usly with first class road
links being introduced to service regional hubs and not just to service the
Dublin region, as is the case to date. Future road investment programmes must
take into account the National Spatial Strategy (NS S) if coordinated efforts to
achieve balanced regional development are to be ach  ieved.

All infrastructure projects should be time specific with contracts allocated on
the basis that the project should be completed with in a timeframe that
compares to international standards.

It is essential that the NDP (2007-2013) and Transp ort 21 are delivered on time

and within budget. Those responsible for overseeing the plans should be
provided with the support of a modern management sy stem, rather than the
restriction of a traditionally bureaucratic system as has been the case to date.

Changes to public sector recruitment policies need to be introduced in order to
recruit more private sector experience in the highe r echelons of the agencies
responsible for the implementation of infrastructur e projects.

The proposed orbital route as an alternative to the M50 should be seriously
investigated.



A specific timeframe for delivery of the Atlantic R oad Corridor should be
announced with the route extended to Rosslare.

Increased investment in rail, which would be accoun table on a value for money
basis, needs to be secured in order to improve ralil services.

PUBLIC SECTOR PAY & BENCHMARKING

RECOMMENDATIONS

Future wage increases in the public sector should b e funded from productivity
gains - as happens in the private sector.

Any future benchmarking exercises should incorporat e factors such as
differences in hours worked, security of tenure and the different character of
the pension arrangements in the two sectors.

A proper performance related pay mechanism should b e introduced within the
public sector, whereby those individuals who are co nsistently efficient are
rewarded accordingly, based on measured criteria an d not like the local
authority managers performance related pay scheme, whereby each manager
that applied for a bonus got one. This type of sche = me sends out the wrong
message and should be ceased with immediate effect.

The principle of ‘jobs for life’, should be abolish ed with non-performers’
contracts terminated in line with due industrial re lations processes of the
State.

ISME recommends the immediate adoption of the Accru als System of
accounting for the public sector which allows for m ore accuracy and
transparency in accounting for resources and elimin ates potential
opportunities for manipulation of figures over time

Audit committees, with a majority of external repre sentatives should be
introduced for all departments and State Agencies.

The issue of outsourcing of services to the private sector needs to be
addressed.

TAXATION POLICY

RECOMMENDATIONS

- Abolish the PAYE tax credit and replace with a pers  onal tax credit of €3,520 for
single PAYE payers, €5,280 married one income earne r and €7,040 married
couple both working. This would help alleviate the discrimination currently
experienced by owner/managers and directors who do not receive the PAYE
allowance. The costs in a full year would equate to approximately €750 million
in a full year.

Reduce employers PRSI to 10% from the current rate of 10.75%. This would
equate to a cost to the exchequer of €362 million i n a full year. The rates on
employees PRSI should remain unchanged.



Ensure that the minimum wage remains outside the ta X net.

Sports clubs should be able to reclaim VAT on club developments. Currently
sports clubs, while run on a voluntary basis are ef fectively run as small
businesses and cannot reclaim VAT on any improvemen ts or developments of
that club because the club has no reason usually to be registered for VAT. The

amounts foregone can be substantial and would be ex  tremely beneficial if
reinvested in the club.

The standard rate of income tax bands should be adj  usted to reflect inflation.
VAT on property transactions should be simplified.

Restore CGT Indexation Relief.

Increase the retirement relief exemption threshold from €750,000 to €1,000,000.

Increase the ceiling for payment of VAT on a cash r eceipts basis, from the
current level of €1m to €3million per annum, thereb y improving the cash flow of
many SMEs.

No increases in indirect taxes in order to prevent inflationary pressures.

PROCUREMENT

RECOMMENDATIONS
The whole tendering procedure needs to be completel y reviewed and
overhauled; recognising the length of time it takes to complete a tendering
document from an SME perspective. The language used in tenders should be
jargon-free and understandable, which is not the ca  se at present.

The process should be appropriate to the size and ¢~ omplexity of the tender. It is
often the case that a similar amount of documentati on and information is
required for tenders that vary greatly in size and complexity.

An evaluation system, including better feedback to tenderers, should be
introduced to assist unsuccessful applicants for fu ture contracts. Those
making the evaluations should be qualified in the r elevant contract area and not
just an individual involved in the purchasing depar tment of the agency
requiring the product or service.

Financial information, including financial and trad e references, from
prospective tenderers should only be requested ever y 3 years. This is to avoid
unnecessary duplication of effort every time a comp any makes a submission
for a new tender.

Tenders should be divided into smaller lots without prejudice to directive
2004/18/EC. Contracting authorities should be motiv  ated to separate special
technical parts of a project and award them separat ely. A precedent for this
exists in other member states including Germany, wh ere contracting authorities
are required to divide public sector contracts into lots as far as possible, where
it is of value and cost efficient to do so.
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Contracts should be awarded to the economically mos t advantageous tender
(EMAT) instead of the lowest price. Award to the EM AT allow SMEs to better
sell their high technical expertise, which currentl y is being disregarded.

Create a structure for dialogue & collaboration bet  ween public & private

sectors in an environment where competitive tenders are not in play.
Contract extensions should be permissible up to 50% of the original value of
contracts.

Intellectual Property Rights to technical solutions /systems arising from public
contracts should revert to the party thatisinap osition to commercially exploit
them.

Encourage development of partnerships between publi c and private sector into
new areas of service delivery.

RESEARCH & DEVELOPMENT

RECOMMENDATIONS
A funding scheme should be introduced to provide f unding to help low R&D
performers to assimilate new technologies already a  vailable in the
marketplace.

The current R&D 20% tax scheme should be re-evaluat ed from incremental to a
volume-based approach.

In order to make it more attractive and to promote greater innovation and
investment in R & D the Association proposes the in troduction of double tax
relief on all expenditure on R & D. The creditto b e offset against any tax liability
including payroll, VAT or corporation tax for the y ear in which the expenditure
was incurred, or carried forward for offset against future liabilities.

A specific innovation voucher scheme should be intr oduced for the majority of

small businesses outside the R&D scheme, who still need to be innovative in
order to compete in the global economy.

PENSIONS

RECOMMENDATIONS
PRSAs should be scrapped and replaced by an SSIA ty pe structure in the
promotion of pensions, as an alternative. Tax relie  f for all people at work,
regardless of income, should be at the higher rate of tax. It is proposed that the
National Treasury Management Agency (NTMA) will hav e responsibility for
managing the fund for this initiative.

The current retirement age should be reviewed as is the case in other EU
countries.



CHILDCARE

RECOMMENDATIONS

Employers should be allowed to provide tax deductib le subsidies to employees
for the specific provision of receipted childcare f acilities. These subsidies
should no longer be considered a benefit in kind in the hands of the employee.

An increased level of funding and tax breaks toward s the building and
provision of childcare facilities.



INTRODUCTION

This year’s budget will be formed against the background of a significant element of
economic uncertainty with a dramatic reduction in housing activity, stubbornly high
inflation, uncertainty over interest rates and oil prices and invariably the direction in
which the economy is headed. On top of this, escalating Government expenditure and
reduced taxation revenues, will apply significant pressure with regard to maintaining a
balanced budget without recourse to increasing taxation or increasing the National
Debt.

The Minister for Finance therefore, faces the task of introducing a budget that must
take cognisance of these issues and, at the same time, ensure that economic gains
achieved over the last number of years will not be squandered. In other words the
Minister will need to get back to basics to ensure that the management of the
economy is kept on a tight rein, with Government expenditure curtailed and applied to
areas of the economy that need it most, including infrastructure and away from the
public sector and in particular public sector pay. Policies are required that will reverse
the erosion of our competitiveness of the last number of years together with
incentivising the enterprise sector of the economy, the true risk-takers.

ISME believes therefore, that this year's budget needs to be framed against this
background ensuring that business confidence in particular is secured by introducing
innovative policies that will address these issues without resulting in a significant
exchequer deficit. It is not in the interest of the Irish economy to start running up the
national debt on current spending excesses. There are difficult choices to be made in
the year ahead, decisions, which must be made without jeopardising our future
economic wellbeing.

These stark choices come into focus when it is outlined that for the first eight months
of 2007 an exchequer deficit of € 2,879m was recorded This compares to an
Exchequer surplus of €203 million for the first eight months of 2006 and a budgeted
deficit of €546 million for 2007 as a whole. The Current Account Balance at end-June
showed a surplus of €922 million compared to a surplus of €1,646 million for the same
period last year and a budgeted surplus of €8,050 million for 2007 as a whole. The
Capital Account Balance at end-June showed a deficit of €2,349 million compared to a
deficit of €766 million for the same period last year and a budgeted deficit of €8,597
million for 2007 as a whole. Current expenditure increased by 16% and 20% on
capital expenditure in the first half of the year in comparison to the same period in
2006. While traditionally expenditure increases in the months before an election the
level of current expenditure is well in excess of GNP. With regard to capital
expenditure this is more acceptable as our infrastructure in particular requires
significant investment to bring it up to ‘first world’ standards.

An exchequer deficit of €546 million is budgeted for the year as a whole. With
spending growth likely to remain strong on both the capital and current sides in the
second half of the year, and with tax revenues likely to come under further pressure
the deficit could well come out in excess of this figure highlighting the importance of
introducing a prudent budget and ensuring that expenditure in particular current
expenditure is brought under control.

From the government’s perspective, the next number of years will be more

challenging than anything experienced over the last decade, particularly with a
slowdown in housing activity, which will subsequently put further pressure on taxes
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and employment. Controlling public spending in general and the public sector pay bill
in particular will be essential in an environment of slower tax revenues.

The area which is causing most concern and which needs to be curtailed is the wage
cost element in running the public service. With public sector pay accounting for 50%
of net non-capital Exchequer spending and 39% of total exchequer spending it is
absolutely crucial that initiatives are introduced in this year's budget to reduce the
significant cost to the Irish taxpayer. This is all the more essential as the
Benchmarking Programme, the first part of which has already substantially contributed
to increasing the costs of the public sector, will contribute further to the cost when the
second benchmarking report is issued later in 2007. It is the view of the Association
that the level of current expenditure is unsustainable, particularly the public sector
element, which is an ever increasing burden that is putting huge pressure on the
public finances without the reciprocal increases in efficiency that are required. A long
term strategic review is required, not short term policies that could do irreversible
harm.

In practical terms, the Minister must ensure that Government spending continues at a
pace that can be sustained over several years. It is hugely important that tax
increases are not introduced in order to pay for the profligacy that is current
expenditure.

From an SME perspective the main area of concern is the loss of competitiveness,
fuelled, in the main, by inflationary pressures experienced by indigenous companies.
While the rate of inflation has been averaging 5% since the start of the year
production costs for many indigenous businesses have been increasing at a rate of
10%. This is not counterbalanced, particularly in the Manufacturing sector, by a
corresponding increase in factory gate prices. It can only be assumed that, since
inflationary pressures are not reflected in prices, they are managed through increasing
productivity or absorbed in the bottom line, most likely the latter. In either case, if
costs continue to increase, these companies will be extremely vulnerable to any
protracted downturn in the economy and jobs will be lost.

The unpredictability about the level of inflation over the next number of months is
creating a huge level of uncertainty within the business community, making it
extremely difficult to plan ahead. This in turn is undermining confidence. The
Government must heed the continuing disastrous inflation figures and the
consequences of standing idly by, while our competitiveness is at a most critical stage
as costs rise, the Euro appreciates and indigenous industry battles to stay afloat. The
reality is that SMEs have been suffering under the constant barrage of cost increases,
whether it is wage increases at twice the EU level, local charges and other production
costs escalating at double digit rates. This scenario could have been avoided, to an
extent, if the Government had taken the opportunity in previous budgets to properly
address inflationary pressures in the economy, by focusing on areas that significantly
impact on the business community, particularly local authority charges and public
sector costs. On the contrary, increasing the level of current expenditure by 16% in the
first half of the year, without any corresponding demands for increased efficiencies in
the public sector is only exacerbating the situation.

It is absolutely imperative that the Government add ress the costs under their
control, in particular the public sector. Value for money audits need to be
introduced into the sector as a matter of urgency t o show the Government's

10



commitment to tackling out of control inflation . If the Government is serious
about our competitiveness, it is essential that the headline rate of Inflation be
brought below the EU average, which currently stand s at 1.8%.

In the most recent ISME Quarterly Business Trends survey (July 2007), Economic
uncertainty was identified as the immediate biggest concern for the business sector
primarily due to a lack of clarity in the Government’s economic policies. This concern
is leading to a negative sentiment, resulting in a reduction in investment and job
creation forecasts in the SME sector. While the Government does not create jobs or
wealth, it does have an effect on the business environment and to that end must act
decisively to combat inflation.

The over-reliance on the construction sector, particularly the housing element, needs
to be urgently addressed, particularly as most analysts would agree, the sector has
peaked. The Irish economy has become ‘increasingly imbalanced’ because of the
heavy reliance on the property sector and the Government needs to prepare for a fall
in tax revenue.

It is imperative therefore, that we continue to promote an enterprise culture by
rewarding those owner/managers already in business for the considerable risks they
have taken and for their job creation. It is also essential that the platform be set to
entice individuals to set up their own businesses by providing the necessary
incentives to do so.

Ireland has a significant infrastructure deficit that needs to be urgently addressed in a
coherent and planned basis. This deficit can only be addressed by maintaining a
sustained level of public investment over a 10-15 year horizon, as opposed to a short-
term burst of spending that delivers poor value for money through a combination of
inadequate planning and project design.

Childcare is another key area that the Association feel needs to be addressed in this
year's budget. In a full market economy still experiencing levels of labour shortages
there is a huge untapped potential labour supply with many females unable to enter or
re-enter the labour market due to the exorbitant cost and availability of childcare.
Immediate and remedial action is required in this area.

A prudent Budget is essential particularly as anticipated by the ESRI among others,
between now and 2010 growth could halve, due to a number of factors including the
reduction in housing output, the influence of interest rates, the impact of increasing oil
prices, an appreciating Euro and the maintenance of a relatively high rate of inflation.
The Minister in formulating this year's Budget will need to factor these issues into
account when making decisions on spending. It is the view of the Association that the
level of current expenditure is unsustainable, particularly the public sector element,
which is an ever increasing burden that is putting huge pressure on the public
finances without the reciprocal increases in efficiency that is required. A long term
strategic review is required, not short term policies that could do irreversible harm.

The primary task of the Minister therefore must be to contain excessive growth

in public spending and to do whatever is necessary to bring expenditure into
line with the growth trend in Government revenue, w hile at the same time
incentivising the entrepreneur to create wealth for the country. Tackling the
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factors that contribute to escalating business cost s while incentivising those
businesses will help to alleviate much of the uncer tainty in the SME sector.
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COST COMPETITIVENESS

Increases in business inputs, particularly energy costs, commercial rates, transport and
labour have significantly impacted on SME businesses over the last number of years.
Consequently, production costs are increasing by an average 10% annually, and
margins continue to erode, competitive pressures are constant, confidence is lost and
there is a lack of ongoing investment, impacting on jobs and company closures.

For instance between 2002 and 2007,
- Electricity charges are up 70%
- Gas prices are up 146%
- Water charges up 94%,
- Waste charges up 150%
- Commercial rates up 37%
- Labour Costs are up by 39%
In the same period the consumer price index increased by 18%

It should also be noted that,
- Irish labour costs are increasing at twice the average in the EU.
- The minimum wage is now the second highest in the EU.
- Energy costs are among the highest in the EU

Of all the cost increases, ISME members consistently identify labour costs as 'their
biggest single concern' in the efforts to remain competitive. This has a particular
resonance for the small business sector because they in the main tend to be more labour
intensive than their counterparts in big business, with average labour costs accounting for
48% of added value in comparison to 8% in bigger companies.

The cost environment and the subsequent erosion of competitiveness are among the
biggest immediate threats to business. It is vitally important that the root causes behind
the dramatic increases in production costs witnessed over the last number of years,
including Government controlled costs are brought under control or else we run the risk
of continuing to price ourselves out of the market.

With projections of inflation remaining close to 5% over the next number of
months it is imperative that immediate action is ta ken to ensure that we do not
end up in a wage and inflation spiral particularly with inflation way and above the
European average.

Recommendations

Every effort should be made to increase the level o  f competition in the energy
sector, particularly electricity and gas, in order to stimulate price competition.

Introduce an alternative energy policy without dela  y. Strong tax incentive
measures should be introduced to encourage SMEs to invest in alternative
energy projects. Small businesses that use efficien t alternative energies
should be rewarded. This could be achieved by provi ding a double capital
allowance relief to businesses for immediate write- off on all energy reduction
capital expenditure.

Further incentives should be introduced for investm ent in wind, wave, bio fuels
and other alternative energies.
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Redistribute the burden of commercial rates and wat er charges to other
sectors including the State and domestic households

In order to help retain staff and ease the pressure on labour costs ISME
recommends a gain sharing mechanism whereby 10% of profits annually are
exempt from Corporation Tax, and allowed to accumul ate in a fund within the
company for the benefit of the employees, for at le  ast three years. The barriers
should be removed that currently restrict use of ap proved profit sharing
schemes and share option schemes for private compan ies. After three years, if
drawn down by the employee they would attract the s  tandard rate of income
tax when paid to the employees. If left for a furth  er 2 years, or if used to buy
shares in the company, they would be exempt. Thisw  ould be an aid to the cash
flow of the company and prove an incentive tothe e  mployees.
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INFRASTRUCTURE

Decades of under-investment in the Country's national infrastructure is affecting all types of
businesses. Sustained strategic investment is needed to correct our infrastructure deficit
and maintain our competitiveness as a world-class economy. Action has to be taken to
speed up major projects which are essential to our competitiveness.

The National Competitiveness Council (NCC) stressed that the level of infrastructural
provision affects the competitiveness and performance of the enterprise sector in a wide
number of ways. An inadequate level of infrastructure increases congestion lowers
efficiency and productivity and increases costs. In addition, the Council highlighted the fact
that inadequate infrastructure decreases the attractiveness of Ireland as an investment
location for multinational companies.

While physical infrastructure is a facilitator and not a driver of industrial development, higher
level transport skills, such as logistics and JIT deliveries simply cannot be put in place,
without first having road and other transport infrastructure capacity. Infrastructure deficits
also create significant bottlenecks, costing smaller businesses millions of Euro in delays and
lost productivity.

Although the economy is continuing to grow, the infrastructure “bottle-neck” is starting to
cause real problems for Irish businesses and unless the problem is addressed, could
threaten future economic growth prospects. Decades of under-investment in the Country's
national infrastructure is affecting all types of businesses. Sustained strategic investment is
needed to correct our infrastructure deficit and maintain our competitiveness as a world-
class economy. Action has to be taken to speed up major projects which are essential to our
competitiveness, in particular Broadband and the delivery of a world class road
infrastructure.

What is required from an incoming Government is a commitment towards developing a
strategic infrastructure programme for the period beyond 2013, when the National
Development Plan is due to be completed. The programme should prioritise investment in
broadband, national roads, waste management, ports, rail services, air services and energy
up to 2025, when it is anticipated that there will be, in the interim period, a significant
increase in population and demand for infrastructural services. To date bad planning has led
to significant infrastructural deficits, which has seriously hindered future economic
development.

In order to achieve the goal of balanced regional development in line with the National
Spatial Strategy (NSS), significant investment is required to develop facilities such as
broadband infrastructure, road and urban rail infrastructure and water and waste services in
the designated gateway areas, hub areas, and along the main transport corridors.
Investment should be prioritised in NSS gateways and hubs to enable them to achieve their
regional potential.

Against a background where the economy could almost double in size and the
population is forecast to increase by 1.3 million i n the next 15 years it is essential that
not only is the required infrastructure necessary t 0 be put in place but an efficient
management of that infrastructure is pivotal to ens ure that the country does not
completely grind to a halt.

RECOMMENDATIONS
The Introduction of a National Transport Management Agency to oversee the
implementation and efficient delivery of all major infrastructure projects and
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management of existing infrastructure to ensure tha t what is in place at
present is utilised fully and efficiently. The age  ncy should have legal powers
equivalent to those vested on the Environmental Pro  tection Agency (EPA.

Forward planning with regard to our infrastructure and road demands needs to
be extended beyond 2013, the completion date for th e National Development
Plan. Current forecasts predict a 52% increase in H eavy Goods Vehicles
(HGVs) between 2005 and 2020 on our primary roads a nd a 50% increase in
Cars and light vehicles. Past experience should tea  ch us that forward planning

to meet demand can help to reduce traffic congestio n.

The National Spatial Strategy should be taken serio  usly with first class road
links being introduced to service regional hubs and not just to service the
Dublin region, as is the case to date. Future road investment programmes must
take into account the National Spatial Strategy (NS S) if coordinated efforts to
achieve balanced regional development are to be ach  ieved.

All infrastructure projects should be time specific with contracts allocated on
the basis that the project should be completed with in a timeframe that
compares to international standards.

It is essential that the NDP (2007-2013) and Transp ort 21 are delivered on time

and within budget. Those responsible for overseeing the plan should be
provided with the support of a modern management sy stem, rather than the
restriction of a traditionally bureaucratic system as has been the case to date.

Changes to public sector recruitment policies need to be introduced in order to
recruit more private sector experience in the highe r echelons of the agencies
responsible for the implementation of infrastructur e projects.

The proposed orbital route as an alternative to the M50 should be seriously
investigated.

A specific timeframe for delivery of the Atlantic R oad Corridor should be
announced with the route extended to Rosslare.

Increased investment in rail, which would be accoun table on a value for money
basis, needs to be secured in order to improve rail services.
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PUBLIC SECTOR PAY & BENCHMARKING

Another key area of concern to the SME sector and one we feel the Minister should address in
formulating this year's Budget is the cost of running the public sector, in particular the public
sector pay element The public sector has a key role to play in the social and economic
development of the country and is absolutely essential in delivering to the requirements of society
and the business community. From ISME’s perspective however the sector is not performing as
effectively or efficiently as it should and is not providing value for money.”

The size, together with the high level of public sector pay is an area of concern. For
instance,
In the six years between 2000 & 2006 the public sector net pay bill increased by
87.5%, from €8.63bn to €16.2bn in 2006, at a time when SME owner/managers
perceived the service as ‘disimproved’ or ‘unchanged’.

Of this increase, 41% is due to general pay increases, 22% is due to special pay
increases (including benchmarking), and 37% is due to other factors such as
increased numbers.

The pay bill accounts for about 50% of net non-capital Exchequer spending and
about 39% of total exchequer spending.

Pensions now account for 9.8% of the total pay bill, up from 8.7% in 2000. Over the
period 2000-2006 the pension bill has increased from €750 million to €1,588 million,
representing a massive increase of 114% over the period.

The average public sector wage has increased 46.9% between 2000 and 2006.
There was a corresponding 30.6% increase in inflation.

The increase in numbers of public servants in 10 years from 1996 to 2006 is 115,543
or a massive 53.5%.

Public sector wages are now increasing at rates well in excess of those in the private
sector and are now 25% higher than the average wage across the private sector and
a whopping 47% higher that the average industrial wage.

It should also be noted that Public sector workers have greater job security than their private
sector counterparts and receive a greater amount of annual leave and flexible working
arrangements. They also have pensions that are far more valuable than those of their
private sector counterparts and are completely shielded from more general economic
conditions.

A major concern to the Association is that even with concrete evidence that the public sector
is paid well in excess of those in the private sector, a new benchmarking process is
currently in the pipeline, which will continue to reward inefficiencies at the behest of the
public sector unions.

This deeply flawed Benchmarking process, due to report shortly, will once again cave-in to
public sector union demands and grant excessive pay increases that will further widen the
gap between the public and private sector. The Minister needs to urgently review the failed
Benchmarking process, which has failed to adequately achieve its aims including the
delivery of a modern efficient public sector delivering the quality of services that the public
expects.
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With the construction sector peaking, the last thing the country and the small business
sector needs is to have to pay for the grossly exaggerated public sector wages through tax
increases in future years. If this scenario occurs, the negative effect on small business and
economic performance will be devastating. Public sector pay increases should be subject to
reform and downsizing in inefficient and overstaffed areas, savings from which should go
back to taxpayers in the form of targeted reductions in indirect taxation, stamp duty and
other stealth taxes. Pay increases in similar vein to the Benchmarking | exercise will
undermine competitiveness.

The public sector pay bill cannot be allowed grow indefinitely as this would ultimately
necessitate a significant increase in the tax burden, which would undermine Ireland’s growth
dynamic and growth potential. The public sector cannot be allowed crowd out the productive
private sector as this would ultimately undermine economic activity and destroy
employment.

RECOMMENDATIONS

Future wage increases in the public sector should b e funded from productivity
gains - as happens in the private sector.

Any future benchmarking exercises should incorporat e factors such as
differences in hours worked, security of tenure and the different character of
the pension arrangements in the two sectors.

A proper performance related pay mechanism should b e introduced within the
public sector, whereby those individuals who are co nsistently efficient are
rewarded accordingly, based on measured criteria an d not like the local
authority managers performance related pay scheme, whereby each manager
that applied for a bonus got one. This typre of sch eme sends out the wrong
message and should be ceased with immediate effect.

The principle of ‘jobs for life’, should be abolish ed with non-performers’
contracts terminated in line with due industrial re lations processes of the
State.

ISME recommends the immediate adoption of the Accru als System of
accounting for the public sector which allows for m ore accuracy and
transparency in accounting for resources and elimin ates potential
opportunities for manipulation of figures over time

Audit committees, with a majority of external repre sentatives should be
introduced for all departments and State Agencies.

The issue of outsourcing of services to the private sector needs to be
addressed.
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TAXATION POLICY

Taxation and taxation policy has a significant influence on business affecting as it does all
SMEs. What small businesses need above all is simplicity and stability.

The tax system needs to be:

eclear and specific;

sproperly evaluated prior to implementation to avoid unintended consequences;
eeasy for employers to comply with and to administer; and

eused to incentivise employment and business as opposed to acting as a constraint.

While there has been significant progress made in the last decade in particular with regard
to lowering taxation and addressing the impact of taxation on employees and employers
there are still a number of concerns in the area that need to be addressed. For instance
while there has been considerable improvement in the last decade in take home pay for
employees, due to significant reductions in personal taxation, the reality is that many middle
income earners who have suddenly found themselves paying at the higher rate of tax due to
the failure to properly index tax bands. In order to attain the Government's stated aim of
getting 80% of taxpayers paying tax at the 20% rate, the taxation credits and standard
rate bands should be adjusted to reflect inflation.

The PAYE system continues to place an unfair burden on employers, particularly the SME
sector. The compliance costs in relation to administrative requirements for operating the
PAYE system fall most heavily on small businesses. It is estimated that firms with fewer
than 25 employees incur gross compliance costs of 4% of their total PAYE liability with the
liability for firms with over 400 employees being less than 1%.

The discrimination against Directors and the self-employed with regard to not being able to
avail of the P.A.Y.E. tax allowance is unacceptable and needs to be rescinded as a matter
of priority as it unfairly penalises business owners and directors without justification.

SMEs have borne a disproportionate burden in terms of administration of the PRSI system
for a number of years. This is due to the greater likelihood that SMEs will have a higher
proportionate share of those on marginal incomes and in different contribution categories. In
line with government commitments on tax reduction and taking cognisance of a potential
significant downturn in the economy the level of PRSI paid by employers in particular is
excessive and a direct tax on labour and should be reviewed. The utilisation of the savings
could be linked with employee recruitment and retraining costs for employers.

It should be a basic principle of taxation that no tax is payable to the State until the actual
tax due has been collected from customers - after all the Revenue Commissioners
continually state that businesses are only collecting the tax on its behalf . The Association is
concerned that accelerated VAT payment is imposing serious limitations on business
working capital, because of the time period afforded for its payment. While acknowledging
that there was an increase in the collection of VAT on a cash receipts basis, the Association
is of the view that the increase has not gone far enough in helping SMEs to manage their
cash-flow.

Recommendations
Abolish the PAYE tax credit and replace with a pers  onal tax credit of €3,520 for
single PAYE payers, €5,280 married one income earne r and €7,040 married
couple both working.. This would help alleviate the discrimination currently
experienced by owner/managers and directors who do not receive the PAYE
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allowance. The costs in a full year would equate to approximately €750 million
in a full year.

Reduce employers PRSI to 10% from the current rate of 10.75%. This would
equate to a cost to the exchequer of €362 million i n a full year. The rates on
employees PRSI should remain unchanged.

Ensure that the minimum wage remains outside the ta X net.

Sports clubs should be able to reclaim VAT on club developments. Currently
sports clubs, while run on a voluntary basis are ef fectively run as small
businesses and cannot reclaim VAT on any improvemen ts or developments of
that club because the club has no reason usually to be registered for VAT. The
amounts foregone can be substantial and would be ex  tremely beneficial if
reinvested in the club.

The standard rate of income tax bands should be adj  usted to reflect inflation.
VAT on property transactions should be simplified.

Restore CGT Indexation Relief.

Increase the retirement relief exemption threshold from €750,000 to €1,000,000.

Increase the ceiling for payment of VAT on a cash r eceipts basis, from the
current level of €1m to €3million per annum, thereb y improving the cash flow of
many SMEs.

No increases in indirect taxes in order to prevent inflationary pressures.
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PROCUREMENT

Public procurement is an extremely important market for businesses, with an estimated
value of between €15-18billion available in contracts. The tendering process however, from
an SME perspective is putting many companies off from even attempting to participate and
gain valuable business. SMEs perceive the tendering process as long and complex and in
many instances are discouraged from bidding. Those who are new to the public sector
market may not know what is involved in the tendering process and may have difficulty in
understanding requirement documents and in putting together good quality proposals and
tenders.

There is a perception that tendering documents are put together badly and take no
cognisance of the practical realities of the company completing the tender. Unnecessary
information is requested with the tender documents designed by individuals with little
experience in that particular field and in many instances the technical specifications are too
broadly drafted.

While notification of contracts is included on the e-tenders web-site the reality is that many
SMEs are not aware of contracts that are available in which they may be able to supply a
product or service. The view is that unless you are ‘in the know’ many SMEs will not even
get to the application stage. When a company is aware of public sector contracts there is a
view that the time-frame remains too short for putting tenders together, especially for a
company that has not tendered before.

Probably the area of main concern to SMEs in the public tendering process is the fact that a
number of the agencies are showing a preference for the bundling of contracts and using
only a limited number of suppliers, which are generally multi-nationals and bigger
companies. This is squeezing out SME suppliers and is having a detrimental impact on their
ability to be successful in a tender process. Consequently, there is an almost domino effect
as many SMEs are aware of this and do not even attempt to get involved in the process. Itis
difficult for SMEs to compete on price alone but the indications are that many contracts are
awarded on this basis.

In summary therefore SME suppliers are discouraged from tendering for public sector
contracts because,
They are not able to find out or are not aware of the opportunities that are available.
There is a belief among SMEs that the process is bureaucratic, unnecessarily
complex and costly.
There is a strong perception that SMEs are being squeezed out of the process in
order to facilitate bigger companies, sole suppliers and larger contractors.
There seems to be a lack of awareness of how the business world operates from
those provided with the task of putting the tendering process together.

However, purchasers will only receive good, well-structured and innovative bids if suppliers
understand their requirements and they are not over-prescriptive about how they should be
met. This is on the basis that potential suppliers are aware of suitable tenders that they can
apply for, which is not always the case.

There is no doubt that a serious educational and promotional programme is required in
order to address many of the issues outlined above and to help develop relations between
SME suppliers and purchasers. This will invariably work to the benefit of all parties and
should help ensure greater ‘value for money’ in a process that includes spending a
considerable amount of taxpayer’'s money.
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RECOMMENDATIONS
The whole tendering procedure needs to be completel y reviewed and
overhauled; recognising the length of time it takes to complete a tendering
document from an SME perspective. The language used in tenders should be
jargon-free and understandable, which is not the ca  se at present.

The process should be appropriate to the size and ¢~ omplexity of the tender. It is
often the case that a similar amount of documentati on and information is
required for tenders that vary greatly in size and complexity.

An evaluation system, including better feedback to tenderers, should be
introduced to assist unsuccessful applicants for fu ture contracts. Those
making the evaluations should be qualified in the r elevant contract area and not
just an individual involved in the purchasing depar tment of the agency
requiring the product or service.

Financial information, including financial and trad e references, from
prospective tenderers should only be requested ever y 3 years. This is to avoid
unnecessary duplication of effort every time a comp any makes a submission
for a new tender.

Tenders should be divided into smaller lots without prejudice to directive
2004/18/EC. Contracting authorities should be motiv  ated to separate special
technical parts of a project and award them separat ely. A precedent for this
exists in other member states including Germany, wh ere contracting authorities
are required to divide public sector contracts into lots as far as possible, where
it is of value and cost efficient to do so.

Contracts should be awarded to the economically mos t advantageous tender
(EMAT) instead of the lowest price. Award to the EM AT allow SMEs to better
sell their high technical expertise, which currentl y is being disregarded.

Create a structure for dialogue & collaboration bet  ween public & private

sectors in an environment where competitive tenders are not in play.
Contract extensions should be permissible up to 50% of the original value of
contracts.

Intellectual Property Rights to technical solutions /systems arising from public
contracts should revert to the party thatisina p osition to commercially exploit
them.

Encourage development of partnerships between publi ¢ and private sector into
new areas of service delivery.
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RESEARCH & DEVELOPMENT

The Economist Intelligence Unit (EIU) has identified the failure to innovate as among the top
three risks facing businesses over the next number of years. This has particular resonance
for SME businesses, particularly manufacturers who are continually being informed that the
only way to effectively move up the value chain is to invest in innovation and research &
development in order to provide them with a competitive edge.

R & D innovation in the indigenous sector is significantly different than that undertaken by
the multinationals by virtue of the fact that the resources used are those of the
owner/manager. This puts increased pressure on the enterprise and makes it extremely
difficult for SMEs to invest in R & D, without the assistance of the State.

Presently it is extremely difficult for many SMEs to avail of assistance both financial and non-
financial in order to improve or adapt their products to compete globally. The Association
acknowledges that initiatives have been made over the last number of years, specifically with
regard to the RTI initiative available through Enterprise Ireland, the introduction of tax credits
in the 2004 budget and the innovation voucher scheme, launched recently. The reality
however is that while these are worthwhile initiatives they still do not even closely meet the
requirements of SMEs.

For instance the RTI initiative is available to very few companies and has been viewed as
being cumbersome and bureaucratic in its application. The tax credit is seen by SMEs as
having very little relevance to companies who are not making a profit and the innovation
voucher scheme is only available to a very small percentage of companies that could benefit.

In 2006 business expenditure on R & D at an estimated 1.05% of GNP (Forfas) remains
lower than the EU average of 1.12% and the OECD average of 1.54% and still considerably
behind the set national target of 1.7% of GNP by 2010. When it is considered that less than
30% of all R&D investment in the Country is undertaken by SMEs the lack of investment
becomes magnified. If we are serious about moving up the value chain it is essential that
proper incentives be put in place in order to encourage increased expenditure in R & D by
SMEs.

RECOMMENDATIONS
A funding scheme should be introduced to provide f unding to help low R&D
performers to assimilate new technologies already a  vailable in the
marketplace.

The current R&D 20% tax scheme should be re-evaluat ed from incremental to a
volume-based approach.

In order to make it more attractive and to promote greater innovation and
investment in R & D the Association proposes the in troduction of double tax
relief on all expenditure on R & D. The creditto b e offset against any tax liability
including payroll, VAT or corporation tax for the y ear in which the expenditure
was incurred, or carried forward for offset against future liabilities.

A specific innovation voucher scheme should be intr oduced for the majority of

small businesses outside the R&D scheme, who still need to be innovative in
order to compete in the global economy.
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PENSIONS

The pension’s debate with regard to the level, cost and impact of pension provisions, not
only for owner managers of SMEs but also for the employees of our member companies has
been ongoing for many years.

The importance of addressing the retirement issue is taking on greater significance literally
by the day. For instance;

By 2011, it is estimated that persons aged 65 and over will represent 14.1 per cent of
the Republic's population. By 2025, 17 per cent of the population will be over 65 rising
to 25 per cent by 2050.

At present there are fewer than 500,000 people over 65; by 2050 it is estimated that
this figure will increase to 1.25m.

By 2050 it is estimated that there will be two people working for each pensioner, in
comparison to six for every one at present. In Europe the ratio is currently 3.5 : 1.

These figures confirm the necessity for the introduction of a comprehensive initiative to
adequately address the issue of retirement income.

There is concern at the unsuccessful initiatives introduced in the private sector to increase
pension participation. PRSAs are clearly not working because of the inadequate returns and
general mistrust of the sector, leading to employees’ refusal to participate. The Pensions
providers, in an effort to protect their income, lobby for mandatory employer contributions,
without investigating the alternatives. Employers will not shore up an inadequate scheme,
purely to assuage the pensions industry and guarantee their income, while their own
employees are sold inferior financial instruments.

ISME therefore recommends that PRSAs be immediately  scrapped and that the SSIAs
and their structure should be utilised in the promo tion of pensions/savings, as an
alternative. It is proposed that the National Treas  ury Management Agency (NTMA) will
have responsibility for managing the fund for this initiative . The advantages would
include the significant cost and investment benefits derived from a Government backed
financial initiative in terms of increased income at less cost.

What is required is a National initiative to encourage a savings culture among the employed,
incorporating an element of retirement provision. What is most definitely not required is the
introduction of mandatory pensions as has been advocated by trade unionists and the
Department of Social Welfare. The Association is categorically opposed to mandato ry
pensions as the cost to smaller employers would be prohibitive and would lead to an
increased burden at a time when Irish labour costs are already increasing at two and a half
times the level of our European counterparts.

The development of Ireland’s pension policy should be informed by the need to increase
the level of personal responsibility to provide for retirement; the significant cost pressures
facing the enterprise sector; promote flexible solutions that do not inhibit employee mobility
and ensure the sustainability of the public finances.

RECOMMENDATIONS
PRSAs should be scrapped and replaced by an SSIA ty pe structure in the
promotion of pensions, as an alternative. Tax relie  f for all people at work,
regardless of income, should be at the higher rate of tax. It is proposed that the
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National Treasury Management Agency (NTMA) will hav e responsibility for
managing the fund for this initiative.

The current retirement age should be reviewed as is the case in other EU
countries.
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CHILDCARE

Despite initiatives introduced by the previous Government, particularly in Budget 2006,
including the payments to parent scheme, there still remains a lack of high quality, flexible
and affordable childcare available. Adequate childcare facilities at a reasonable cost are
rare, with the result that many parents, particularly women, are opting to stay at home
instead of entering or re-entering the labour market.

Females have made major contributions to all employment sectors but most particularly in
services, which tend to be more labour intensive. As the services sector has increased
dramatically over the last number of years, it is imperative that there is a ready labour
supply available to fill employment opportunities that arise.

Childcare costs here are the highest in Europe and are keeping large numbers of women
out of the workforce. According to the National Children’s Nurseries Association (NCNA)
parents are paying an average of €802 a month to send their baby to a créche, compared to
€731 a month in 2005, an increase of 10%

This is having a serious impact on the economy’s labour supply, as for many mothers it now
makes better economic sense to stay at home with children than to pay exorbitant childcare
prices. The OECD has predicted 220,000 childcare places will be needed by 2010, that’s an
additional 15,200 places every year.

ISME is calling on the government to introduce and implement an adequate childcare policy
without delay. It must clearly identify where services are needed and urgently target those
that are in greatest need of assistance. This will lead to an environment where parents can
freely decide to join or remain in the labour force without childcare being a barrier to entry
and employers can have access to a wider workforce with increased levels of staff retention.

RECOMMENDATIONS

Employers should be allowed to provide tax deductib le subsidies to employees
for the specific provision of receipted childcare f acilities. These subsidies
should no longer be considered a benefit in kind in the hands of the employee.

An increased level of funding and tax breaks toward s the building and provision
of childcare facilities.
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