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OVERVIEW
In keeping with the tradition of recent years Paschal Donohoe’s second Budget as
Minister for Finance and Public Expenditure & Reform was undramatic, with most
of the taxation and social welfare measures having already been flagged well in
advance.
This Budget is presented in an environment of continuing economic recovery with
the Department of Finance forecasting GDP growth in 2018 of 7.5%, and 4.2% for
2019, taking account of the measures announced today. Employment continues to
grow, with the current unemployment rate at its lowest level in a decade.
The Minister also announced that he will balance the budget next year for the first
time since 2007.
Business
The Minister made a strong reaffirmation of the Government’s long term
commitment to the 12.5% Corporation Tax rate.
He also confirmed new “controlled foreign corporation” rules to take effect from 1
January 2019, with full particulars to be contained in Finance Bill 2018.
In addition, and somewhat surprisingly, the Minister also announced a new Exit Tax
regime that impacts companies who cease to be tax resident in Ireland, or transfer
assets abroad in certain circumstances. This new regime will come into force from
midnight tonight. Currently, the exit tax rate is 33% but there are a number of
exceptions. From tonight, it would appear that the rate is coming down to 12.5%
and the exceptions are being eliminated.
We welcome the modest changes in the standard rate income tax band, USC rates
and certain tax credits, albeit there is an increase of 0.1% in the employers PRSI
contributions (via the National Training Fund Levy).
Whilst these changes will reduce the top marginal rate to 48.5% on incomes up to
€70,000 we believe that more needs to be done to ensure that the top marginal
rate for all workers is reduced to less than 50% as soon as possible.
It was also disappointing that the Minister did not increase the cap on gains that
qualify for Capital Gains Tax entrepreneurial relief. It is critical that we need to
move towards the UK limit of Stg£10m if Irish indigenous entrepreneurs are to be
encouraged to remain in Ireland and/or attract overseas entrepreneurs to set up
businesses in Ireland.
We welcome the Minister’s announcement of the launch of a Future Growth Loan
Scheme for SMEs, and the agriculture and food sector. The scheme will provide up
to €300m in new funding.
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We also note the Minister’s acknowledgment that the take-up for Key Employment
Engagement Programme (“KEEP”) for SME’s has been less than expected. However,
it remains to be seen whether the proposed modest changes will have any
significant impact.
The announcement of the extension of corporation tax start up relief to 2021 is
also positive news.
The Minister also indicated that there will be a number of provisions in Finance Bill
2018 to address the main problems with the Employment Incentive and Investment
Scheme.
The announcement of the increase in the VAT rate in the tourism sector from 9% to
13.5%, from 1 January 2019, was not unexpected. The increase is estimated to
raise €466m in 2019 and will go towards funding some of the reductions in direct
taxes.
Personal Tax
The standard income tax rate band is increased by €750. However, there is no
change in the marginal rate which remains at 40%. There are also some changes in
the tax credits regime with the Home Carer tax credit going from €1,200 to
€1,500, and an increase in the “Earned Income Tax Credit” from €1,150 to €1,350.
Also the third USC rate band is reduced from 4.75% to 4.5%.
On the property side, landlords will be pleased to see that the tax deduction for
interest on loans used to acquire or repair rented residential property is increased
to 100% from 1 January 2019. The Minister also announced a review of
Local Property Tax to ensure that “any future changes will be
moderate and affordable”.
On the capital taxes side the Group A Class threshold (parent to children) is
increased from €310,000 to €320,000 with effect from today.
Whilst overall Budget 2018 provides some welcome news for Ireland’s
business community, we believe that much more needs to be done particularly in
the area of high personal tax rates, on both income and capital gains. Competitive
tax rates are a key element for growth and jobs in the economy.
I hope you find our commentary on Budget 2018 insightful and informative. If
you have any questions on what the measures mean for you, or your business,
please contact any member of the BDO tax team.
CIARAN MEDLAR
Head of Tax
9 October 2018
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BUSINESS TAX
Key Employee Engagement Programme (KEEP)
KEEP is a share-based remuneration incentive introduced in 2017 to facilitate the
use of share-based remuneration by unquoted SME companies to attract key
employees. The minister made the following changes to KEEP:
•
•
•

To increase the ceiling on maximum annual market value of shares that may
be awarded to equal the amount of the salary (up from 50%);
To replace the three-year limit with a lifetime limit; and
To increase the quantum of share options that can be granted under the
scheme from €250,000 to €300,000.

Exit Tax
The Anti-Tax Avoidance Directive compliant Exit Tax regime will be introduced
from midnight on 9 October 2018. The Exit Tax will apply a 12.5% rate on any
unrealised gains arising where a company migrates or transfers assets offshore,
such that they leave the scope of Irish taxation.
Controlled Foreign Company (CFC) Rules
CFC rules are being introduced to prevent the diversion of profits to offshore
entities in low or no tax jurisdictions.
The new rules will apply for accounting periods beginning on or after 1 January
2019. Full particulars will be contained in Finance Bill 2018.
Accelerated Capital Allowances for Employer-Provided Fitness and Childcare
Facilities
From 1 January 2019, employers may claim accelerated capital allowances on
capital investment costs incurred on employer-provided fitness and childcare
facilities.
Accelerated Capital Allowances for Gas–Propelled Vehicles and Refueling
Equipment
This scheme will provide accelerated capital allowances for gas-propelled vehicles
and refueling equipment.
The measure will provide for the acceleration of existing allowances and is costneutral over the lifespan of the assets.
Three Year Start Up Relief
The three year start up relief provides corporation tax relief for profit making
start-up companies. The relief has been extended a further 3 years until the end of
2021.
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Film Relief
The film corporation tax credit has been extended to December 2024.
A new, short-term, regional uplift relief commencing at 5% has been introduced.
This is subject to state aid approval for productions being made in areas designated
under the state aid regional guidelines. This will taper out over 4 years.
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PERSONAL TAX
Income Tax Rates, Bands, Tax Credits and Exemption Limits
The Home Carer Tax Credit is increased from €1,200 to €1,500.
The Earned Income Credit for self-employed is increased from €1,150 to €1,350.
The top rate of Income Tax remains at 40%.
The Income Tax standard rate band has increased by €750 for all taxpayers.
Pay Related Social Insurance (PRSI) & Universal Social Charge (USC)
There are no changes to the rates and bands for employee PRSI contributions for
2019.
From 1 January 2019, the weekly income threshold for the higher rate of
employer’s PRSI contributions will increase from €376 to €386.
On the USC side, there are a number of amendments.
Income of €13,000 or less is exempt. Otherwise:





€0 - €12,012
€12,012 - €19,874
€19,874 - €70,044
€70,045+

0.5%
2%
4.5%
8%

In the case of non-PAYE income in excess €100,000, the rate remains at 11%.
These changes reduce the marginal tax rate on incomes up to €70,044 from 48.75%
to 48.5%.
Medical card holders and individuals aged 70 years and older whose aggregate
income does not exceed €60,000 pay a maximum USC rate of 2%.
Relief for Interest on Borrowings - Rented Residential Property
The increase in the amount of interest paid in respect of loans used to purchase,
improve or repair a residential property that may be deducted by landlords will be
accelerated to 100% from 1 January 2019.
Benefit in Kind on Electric Vehicles
The 0% benefit-in-kind (BIK) rate introduced for electric vehicles in Budget 2018
has been extended for a period of 3 years, with a cap of €50,000 on the Original
Market Value (OMV) of the vehicle. Electricity used in the workplace for charging
vehicles is also exempt from benefit in kind.
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INDIRECT TAXES
VAT
•

Increase in VAT rate for Tourism Sector

The 9% reduced rate introduced in 2011 as part of the Government’s incentive to
assist in the creation of jobs in the tourism sector will increase to 13.5% from 1
January 2019.
However, the 9% reduced rate has been retained for the following:
•
•

The provision of printed matter such as brochures, maps, leaflets,
catalogues and newspapers.
The provision of sporting facilities by a person other than a non-profit
organisation.

Reduction in VAT rate for Electronically Supplied Publications
The VAT rate applicable to the provision of electronically supplied publications will
reduce from 23% to 9% from 1 January 2019. This follows recent agreement among
EU Finance Ministers to allow Member States apply reduced VAT rates on digital
publications.
Excise Duties
•

Tobacco Products Tax

The excise duty on a packet of 20 cigarettes has increased by 50 cents (including
VAT) with a pro-rata increase on the other tobacco products, and an additional 25c
on roll your own tobacco. This will take effect from midnight on 9 October 2018. In
addition, the minimum excise duty is being increased on tobacco products so that
all cigarettes sold below €11 will have the same excise duty as cigarettes sold at
€11.
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CAPITAL TAXES
Capital Gains Tax
The rate of Capital Gains Tax remains unchanged at 33%.
Capital Acquisitions Tax
The Group A tax-free threshold which applies to gifts/inheritances from parents to
their children has been increased from €310,000 to €320,000.
The Group B and C tax-free thresholds remain unchanged.
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