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Aligned with this priority, will be the need to find innovative solutions to 
support our SME sector through investment and cashflow measures that are 
in line with the bespoke funding requirements of their business.

Many businesses have also had to adapt and transform in ways that were 
heretofore considered too difficult or unimaginable within such a short period 
of time (e.g. complete remote working or finding new innovative ways to 
service their customers). Businesses should be encouraged and supported 
to continue to adapt their business and also embrace the need for a greener 
economy. While some of the measures contained within this report will no 
doubt support a greener economy, we will separately be submitting a number 
of green measures pre-Budget to specifically support this key national priority. 

No-one foresaw the Covid-19 pandemic and we certainly did not at the time we 
prepared our 2020 pre-budget submission last summer. However, many of last 
year’s themes are even more relevant now in this time of crisis. While last year’s 
Finance Act incorporated some of our proposals, others remain unaddressed 
and should be reconsidered in the context of restarting our economy again.  

Framed against the Covid-19 backdrop, we have identified four key headings 
under which measures to support Irish SMEs should be targeted in the 
forthcoming Budget (with some measures to be put in place for a limited 
period of time).  

The sharp impact of Covid-19 on jobs has 
been most severely felt in the Irish SME 
sector. In order to restart the SME sector, 
we need to reimagine the possible and 
focus on restoring demand in the Irish 
economy which will in turn support the 
maintenance and restoration of jobs.  
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Employment Maintenance 
& Restoration (including 
Employee Supports)

The loss of hundreds of thousands of jobs in the SME sector arising 
from the impact of Covid-19 requires creative and heretofore 
unimagined responses to help restore and maintain this vital sector 
of the Irish economy into the future. Owner managers and employers 
in this sector are naturally concerned for the wellbeing of their 
employees and want to ensure job security for their people, before 
committing to re-employ them or restore hours to full time working.
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In this regard, the following measures would 
assist Employers.

» PRSI - Reduced rate of Employers PRSI of 0.5% 
to continue for employees until 31 December 
2021 for Covid-19 impacted businesses in 
instances where the employee qualified for PRSI 
Class J9 under the Wage Subsidy Scheme 
(‘WSS’) or returns to employment from the 
Covid-19 Pandemic Unemployment Payment 
(‘PUP’).

» As the economy begins to restart, a sizeable 
number of employees will continue to work on 
reduced hours or suffer reduced pay. To facilitate 
a transition from the WSS and Covid-19 Pandemic 
Unemployment Payment, a temporary increase 
in the personal tax credit by €1,000 for 2021  
for employees of businesses who continue to 
demonstrate adverse trading impact arising  
from Covid-19, on the basis that the tax credit  
is allocated to that employment. This measure 
aligns with the WSS of protecting the net pay of 
employees.

» For many businesses, reopening and finding 
adequate working capital will be challenging. 
Employees will want to protect their net pay but 
will also want to see other parts of their overall 
employment package preserved. This will be 
difficult for many employers from a cashflow 
perspective. By allowing a pension deduction  
on an accruals basis, subject to a cap equivalent 
to the 2019 paid sum and with a deadline of  
31 December 2022 to make payments, it will  
help Employers ensure the continued funding of 
employee pension benefits with the associated 
longer term benefits for the State.

» Permit the carry back of trading losses arising in 
accounting periods ending on or after 31 March 
2020 and on or before 28 February 2021 for a 
period of three years, subject to the business 
having been profitable in the most recent 
previous accounting period. This will ensure that 
the measure supports viable businesses.

» Expansion of Revenue announcements for SMEs 
around deferral of tax payments and tax debt 
warehousing to automatically include companies 
in the Medium Enterprises Division with an 
annual turnover of €10m or less.

» Capital Allowances - 100% accelerated capital 
allowances to write off expenditure on IT 
equipment for employees to facilitate working 
from home. 

» While most businesses will be focussed on 
maintaining and restoring existing jobs, the 
importance of retraining and upskilling employees 
is critical to the longer term development and 
growth of our economy. Notwithstanding the 
challenging financial times, to encourage the 
continued investment by employers in upskilling 
their employees, a 50% credit for the cost of 
such training to be provided against the PAYE 
liability of the employer until 31 December 2022. 

» Provide confirmation for taxpayers on the 
non-application of interest to non-warehoused 
tax debts such as Corporation Tax and Income 
Tax for a set period and introduce a “safe 
harbour” where preliminary tax payments are 
made but are estimated based on 90% of the 
current year liability due to uncertainty over 
income, difficulties in obtaining information or 
preparing accounts etc.
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Share Schemes 

The importance of attracting, retaining and 
incentivising key employees and management with 
share based and other forms of non-pecuniary 
remuneration has always been important to SMEs 
that are trying to manage their cash-flows. The risk 
of talent opting to take up positions with one of the 
large employers who may be perceived as providing 
better job security has heightened since the onset of 
Covid-19. 

It is now more important than ever for SMEs to have 
‘non-cash reward mechanisms’ to help retain key staff 
and minimise cash outlay on salaries/bonuses over the 
next few years.

Key Employee Engagement Programme

A fully functioning Key Employee Engagement 
Programme (‘KEEP’) could help reduce the incidence 
of these threats within the SME sector and the 
following amendments to the legislation should 
increase clarity and consequently the level of take up 
of the scheme:

» Introduction of ‘Safe Harbour’ rules on company 
valuations relating to employee share awards to 
provide clarity for employers and employees.

» If KEEP options are inadvertently granted at below 
market value they will not qualify for the KEEP 
scheme and companies are exposed to potential 
PAYE liabilities plus interest/penalties at grant on the 
difference between market value and the grant price.  
This is a significant risk for private companies and 
therefore we recommend that this risk is removed by 
allowing options to remain qualifying and deferring 
any such charge until the options are exercised.

» Amendment to permit CGT treatment on buyback of 
the shares on exit by the employer company.

» Correct anomalies that have restricted the use of 
KEEP in certain group structures, such as where the 
holding company carries on a trade.

» Remove annual limit on options granted of 100%  
of the annual emoluments for 2020 and 2021 to 
facilitate employers offering KEEP options as a 
replacement for reduced salaries.

Employee Ownership Trusts

Facilitate a new scheme (similar to the UK) whereby 
business owners can sell their business to an 
Employee Owned Trust (EOT) and secure a CGT 
exemption on the transfer. This could be a useful 
mechanism for rural businesses, which are important 
within their communities, with no obvious successors. 
Employee owned businesses have a proven track 
record of success as they encourage collective 
responsibility for the company’s performance.

Employee Supports 

Coupled with the foregoing, the following targeted 
employee supports will incentivise employees to 
remain in or return to the workforce at the earliest 
opportunity.

» PRSI – Employees on Class J9 for a period of  
3 months or greater to have phased return to 
employee PRSI contributions.

» Wage Subsidy Scheme – Waive tax clawback for 
employees in receipt of Covid-19 Wage Subsidy 
amounts where net pay had fallen by 25% or  
more and individuals in receipt of the PUP.

» Introduce incentives for those on the PUP to take up 
employment (e.g. seasonal work).

» Additional tax credit of €250 to encourage and 
support individuals who work from home at least  
3 days per week.
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Supporting Investment  
in Irish SMEs

The situation is so serious, and the threats so large, that some very 
innovative and decisive measures need to be taken to help the SME 
sector. Many businesses might end up failing (arguably some may 
have been struggling in any event), but it will be a real tragedy if 
heretofore successful SMEs fail before they have the chance to trade 
their way through the crisis.  
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It’s not too simplistic to say that much of this comes 
down cash flow. The various State sponsored funding 
schemes (all very welcome) may ultimately need to be 
supplemented by tax supports. Some of these tax 
supports need to be focused at encouraging private 
sector participation since many business owners will 
see their own network (including “friends and family”) 
as the preferred source of new funding. Set out below 
are some measures that warrant consideration. 

Tax relief for loans 

A tax relief for individuals making loan capital 
investments would encourage lending from the private 
sector into SME businesses. This is an idea which 
was previously put forward by a number of business 
interests. The framework suggested is along the 
following lines:

The relief could be limited to investment in SMEs which 
are active trading companies and where the potential 
for job maintenance / creation is demonstrated.

» Minimum investment period of 3 to 5 years.

» To provide additional security for investors, the loan 
investment could be based on convertible loan 
stock, with conversion into share capital occurring 
only in the event of default.

» The relief could be based on a tax deduction for 
individuals, which could be limited to the standard 
rate of income tax.

» To compete with other forms of investment, any 
interest return on these loan investments could be 
subject to income tax at standard rates.

» The administrative burden should be placed on a 
“self-certification” basis like the EIIS scheme.

» In order to diversify risk for individual investors, a 
facility for investing in pooled funds could be made 
available.

Borrow Back Tax Paid Scheme 
The vast majority of SMEs have an exemplary tax 
compliance history and would have paid significant 
amounts of taxes to the State over recent years in the 
form of direct taxes (principally income tax, corporation 
tax and stamp duty) and fiduciary taxes (principally 
payroll taxes, VAT, RCT and DWT). While the recent 
announcement of forbearance measures related to  
the payment of taxes have been of great assistance  
in preserving cash, it is cash injections that so many 
SMEs currently need.

We therefore recommend the introduction of a “borrow 
back tax paid” scheme to enable a trading business to 
borrow up to 25% of tax paid during 2019. This measure 
has been introduced in other EU countries such as 
Denmark and has the effect of supporting employment 
in businesses with the trickle down effect for the wider 
economy. Given the current focus on maintaining and 
creating employment, it would seem most appropriate 
to consider this first in relation to the payroll taxes 
(PAYE, PRSI (er/ee), USC) which are on record on a 
“real time” basis. 

However, it should be possible to consider it in a wider 
and more ambitious context – for example, it might not 
be unreasonable that a company that incurred stamp 
duty on the purchase of a new business premises over 
the past 3 years should be able to borrow that tax back. 

The scheme could be administered by Revenue who 
have all relevant detail and history on taxpayers 
compliance records, therefore, making applications 
less onerous on SMEs and approval decisions easier 
and more efficient to administer.
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Tax relief for targeted expenditure 

» Deduction for Client Entertainment Expenditure -  
A relatively small measure, but one that would be 
easy to introduce, is to allow every business to claim 
a tax deduction for client entertainment expenditure 
incurred in Ireland for a two year period. SMEs need 
to stay close to suppliers and customers so it is a 
legitimate and necessary business expense. 
Encouraging this expenditure would also have a 
positive knock on impact for the Irish hospitality 
sector until the international tourism market improves 
– particularly if supplemented by the introduction  
of the 5% VAT rate suggested below. An annual  
cap could be introduced to eliminate the possibility 
of abuse.

» Accelerated Capital Allowances - The current 
accelerated capital allowance regime only applies  
to the purchase of certain energy efficient 
equipment. It is important that SMEs that are in the 
financial position to invest in plant, equipment and 
motor vehicles are encouraged to do so given the 
assistance this would give to the suppliers of such 
assets. We therefore recommend the introduction  
of 100% accelerated capital allowances on such 
expenditure incurred during 2020/21.

» In addition, many businesses will be required to 
make changes to the layout of their premises in  
light of Covid-19 social distancing requirements  
such as offices, pubs, restaurants and shops.  
Others will be required to expand their premises  
or adapt for such activities as click and collect.  
All related fit out and modification costs should 
qualify for 100% accelerated capital allowances.

» The sustainability of many SMEs in the retail and 
hospitality sector will require a well functioning 
online sales platform. To support such investment 
decisions by these businesses in developing or 
improving their online presence, a double (200%) 
deduction for these costs should be permitted where 
such expenditure is incurred by 31 December 2021.

» The very significant surge in people working from 
home as a direct result of Covid-19 will transform the 
future of work. While the need for large masses of 
people in big city centre offices is likely to diminish, 
in many instances people still want the social 
interaction of a working environment for part of their 
working week at least. Supports and accelerated 
capital allowances for the development of regional 
hubs in central locations in our towns and suburban 
areas to create shared serviced office spaces will 
lessen the commute time of many people with the 
additional environmental and local economic benefits.   

Start-Up Relief for 
Entrepreneurs - SURE 

One very unfortunate consequence of Covid-19 is the 
likely incidence of permanent job losses in the SME 
sector. It is a core objective of the Government to  
“get people back to work” but it is important to think 
about work in the widest sense and not confining it to 
people finding a “new job” and having a “new boss”. 

To reduce the number of people claiming unemployment 
support, why not encourage individuals who have an 
entrepreneurial spirit to become their own new boss by 
setting up a new business? Many individuals are also 
attracted by the idea of working for themselves and 
working from home (something now proven possible) 
which could involve them moving to the regions from 
our cities to set up their new businesses. 

PwC are very active in working with start-up and 
scale-up companies, and we repeat again this year, 
that our experience continues to show that it is 
unfortunately the case that many founders are 
unaware of the existence of the Start-up Relief for 
Entrepreneurs (SURE). 

The SURE incentive broadly benefits founders in 
circumstances where they leave PAYE employment to 
set up their own company. It provides them with tax 
relief for the amount invested in new shares against 
income earned in the year of the investment or any of 
the previous 6 years. 

We would again suggest prioritising a SURE 
awareness campaign to encourage take up and foster 
a greater spirit of developing and growing domestic 
businesses. Additional enhancements to allow tax 
relief against USC (currently only PAYE is refunded) 
and expanding the scheme to include self-employed 
workers should also be considered.
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Tax Relieving & Cashflow 
Measures to Stimulate Demand

In addition to any measures introduced to support businesses, it is 
also vital that some measures are considered to stimulate demand and 
which are customer focused. Irrespective of the readiness of business, 
the success of many SMEs is contingent upon customer demand. 
While the lockdown period will result in some pent up demand as 
business restarts, this is likely to be short term. Furthermore, given the 
numbers of people whose job security is threatened, consumers will 
likely adopt a more cautious approach to spending. 
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In this regard, a suite of time limited measures to 
stimulate demand should be considered for various 
sectors, for example, areas such as the motor trade 
or larger household improvements which entail 
people making more costly spending decisions are 
likely to experience a slower recovery. In order to 
stimulate demand in such markets, reducing VRT 
by 20% and re-introducing the Home Renovation 
Incentive for energy efficient improvements for a 
two year period would encourage people to make 
purchasing decisions. Economic data and forecasts 
could be used to assist in targeting such measures.

Specific consideration should be given to Real 
Estate which is a major overhead for many 
businesses along with the introduction of VAT 
relieving cashflow measures. We have detailed 
some proposals below:

Real Estate 

The real estate market is likely to be one of the 
sectors most acutely impacted by Covid-19 due to 
tenants seeking forbearance from their landlords, 
who in turn, may need to seek forbearance from 
their lenders. For developers the real challenge is 
to start building again but this inevitably is going to 
attract additional costs associated with complying 
with Covid-19 specific health and safety measures. 
All the above challenges will fundamentally distort 
the projected cash-flows of many real estate 
transactions of which taxation is also an important 
component. 

The following tax related measures should 
therefore be considered:-

» Landlords are currently taxed on rental income 
on an arising basis (the entitlement to receive 
rent) and this can result in rent being taxed 
before the cash is actually received. While the 
legislation includes relief for bad debts it is 
cumbersome in its practical application. A move 
to a cash receipts basis for taxing rental income 
would align the tax and the cash-flow treatment. 

» In the event that a landlord is required to waive 
rent, in full or in part, to support a third party 
SME tenant adversely affected by Covid-19, 
provide for a tax deduction for the landlord 
equivalent to the sum waived. This measure 
would aid landlords and tenants to work through 
the crisis in a cooperative and supportive manner.

» Traders that have the financial capacity to 
discharge their rental related obligations should 
be encouraged to continue to do so. A tax 
deduction of 1.5 times rent paid should be 
allowed for Covid-19 impacted SMEs who pay 
their rent by the due date until January 2021.

» Reduce the rate of Capital Gains Tax from 33% 
to 20% for a 12 month period to generate 
transaction activity and greater financial capacity 
for future investment decisions.

» Residential Development Stamp Duty Refund 
Scheme – this scheme provides for the refund of 
Stamp Duty paid on the acquisition of non-
residential lands on which dwelling houses are 
constructed subject to certain conditions. 
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Building work must be commenced within a period 
of 30 months following the transfer of land to the 
individual or developer. In light of financial and 
working constraints arising from Covid-19, this time 
period should be extended by a 12 month period to 
42 months.

VAT Measures 

» Cash-receipts basis of Accounting for VAT - Increase 
the present threshold from €2m to €5m. This will 
assist more smaller businesses to ensure payment 
dates for VAT align with receipt of income.

» VAT Bad Debt Relief - the present process for 
claiming VAT bad debt relief is onerous and requires 
a rigorous process to be undertaken by the debtor 
when very often, there is no prospect of payment. 
The process for claiming bad debt relief for VAT 
should be amended temporarily to automatically 
allow VAT bad debt relief in circumstances where  
a third party debt remains unpaid after a period of  
6 months from the date of the invoice.

» Increase the 6 month VAT input credit clawback rule 
(where a creditor is not paid in full within 6-months) 
for intra-community acquisitions and cross border 
reverse charge services to 24 months. 

» Reduced VAT rate for the hospitality sector (5%) 
- Ireland previously revitalised the tourism and 
hospitality sector following the financial crisis with 
the introduction of a new VAT rate of 9%. The impact 
on the sector now is far more serious with the almost 
entire collapse of the 2020 season. Reduce the 
second reduced rate of VAT, presently 9%, to 5% for 
2021 & 2022 applicable to the tourism and hospitality 
sector and items presently subject to the 9% rate. 
Increase the rate on a phased basis to 9% in 2023, 
with the tourism and hospitality sector returning to 
13.5% in 2024. This would provide the industry with 
a roadmap and some certainty for financial planning.

» Reduced VAT rate for e-Publications - The proposed 
reduction in the Second Reduced VAT rate to 5% 
would also apply to e-publications to support the 
newspaper and periodical industry in the present 
times when people are not visiting shops on a daily 
basis in most instances. This industry is already 
significantly impacted from reduced sales and falling 
advertising revenue.



10 | Pre-budget submission



Pre-budget submission 11 

Business Succession  
& Transition

The most resilient SME ownership structure is usually the 
one that combines the experience of the founder with the 
energy and ambition of the “next gens”. With Covid-19 many 
founders and their families have been forced to reinvest 
personal savings (indeed many seem willing to sacrifice their 
personal balance sheet) in an attempt to save their business. 
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The prospect of incurring significant capital taxes 
on the transfer of ownership to the next generation 
is now “a no-go area” and it will take some time 
(perhaps many years and assuming the business 
ultimately survives) before personal savings are 
restored. Founders, like never before, need to make 
decisions that are right for themselves, their family, 
their business, those employed in their business 
and for the wider economy in these unprecedented 
times. Stagnant and less agile businesses are likely 
to falter and ultimately fail during a recession and in 
some cases, also bring down other businesses in their 
supply chain. Amending the tax system to facilitate the 
orderly transition of ownership to next gens has never 
been so important.

We have also observed excessive stagnation and 
delay in shareholder exits as a result of the tax risks 
associated with the exposure of income tax rates of 
up to 55% applying to the sales proceeds as opposed 
to 10% or 33% to the capital gain. This really needs 
to be addressed since it is often the only significant 
source of cash available to shareholders. Removing a 
tax barrier that has in practice resulted in individuals 
(often former directors who have retired) having their 
wealth tied up in shares would have huge benefits for 
the economy.

The following measures would help to address the 
above:-

» Remove anomalies from how CGT Retirement Relief 
is calculated to avoid confusion and to ensure that it 
operates on a consistent basis with Capital 
Acquisitions Tax (“CAT”) Business Relief.

» Introduce a ‘future use’ test to ensure that any 
business assets (including cash) which are 
considered essential for the future success of the 
business, are not excluded from Business Relief on 
the transition of a business to the next generation. 

» Remove the 90% cap to provide full relief from CAT 
under Business Relief, similar to the equivalent relief 
in the UK.

» Remove the arbitrary €3m cap on the value which 
can qualify for Retirement Relief on the transfer of 
shares for those aged 66 years of age and older for a 
period of two years with a further review to take 
place at that time.

» Disposal of Businesses - Introduction of a bona fide 
test in the anti-avoidance legislation introduced in 
Finance Act 2017 into Section 135(3A), Taxes 
Consolidation Act 1997 to facilitate genuine 
commercial transactions.

» Capital Gains Tax Rollover Relief - Section 591, 
Taxes Consolidation Act 1997 was repealed in 
Finance Act 2003 - its reintroduction, in a targeted 
manner, would allow the shareholder defer the 
incidence of CGT if they reinvest the sales proceeds 
into a new business. 
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www.pwc.ie

At PwC, our purpose is to build trust in society and solve important problems. We’re a network 
of firms in 157 countries with over 276,000 people who are committed to delivering quality in 
assurance, advisory and tax services. Find out more and tell us what matters to you by visiting 
us at www.pwc.ie. PwC refers to the PwC network and/or one or more of its member firms,  
each of which is a separate legal entity. Please see www.pwc.com/structure for further details.  
© 2020 PwC. All rights reserved. 06726


