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Submission by the Irish Pharmacy Union to the Commission on Taxation

20th May 2008

IPU submission to the Commission on Taxation
1. Introduction

The Irish Pharmacy Union is a professional body representing 1800 pharmacists. Members of the Union aim to provide the best possible professional pharmaceutical service to all members of the public.

We welcome the establishment of the Tax Commission as a vehicle for making a meaningful and necessary contribution to Irish tax policy. 

As the IPU is the professional body representing pharmacists we feel that it is appropriate to highlight some of the issues within the current taxation system that are affecting our members.

As outlined above, we have a substantial membership base and we are basing our submission on the collective experience of this membership and this has been our basis in compiling this submission and assessing areas of tax policy in most need of review. 
2. Professional Services Withholding Tax

As you may be aware payments received by pharmacies from the State suffer professional services withholding tax at the standard rate of income tax.

The process of withholding such payments represents a significant cash flow cost for pharmacies. We would suggest that a system is adopted whereby a tax clearance mechanism is put in place whereby pharmacies can on production of a tax clearance certificate receive such payments on a gross basis. This system would be in line with the relevant contract tax system that is in place where contractors and subcontractors can obtain tax clearance certificates and payments cards allowing any payments which the subcontractor makes to be made gross. We would welcome the introduction of a similar system for professional services withholding tax.
3. Corporate tax issues-Remove Close Company Surcharge

Many pharmacies operate their businesses through corporate entities. The rationale for incorporating relate to commercial reasons relating to limited liability, due to the high risk of litigation, rather than trying to avoid higher rates of personal tax.

We believe that the current system of imposing an additional layer of tax in the form of a close company surcharge is an unfair system.

The effective rate of tax on investment income for companies (25%) is generally higher than the rate of tax that applies to individuals when you take into account the GRU regime for funds and DIRT rates, it is on this basis that we feel that the current anti-avoidance measure for most types of investment income earned through companies is no longer relevant.

The company’s shareholders will face a tax charge on the extraction of funds from a corporate structure whether they are extracted by means of a dividend or by means of salary.

Under the current close company legislation a company is obliged to distribute its net investment income within 18 months of the year end.   If a company needs to pay off a dividend to avoid the surcharge, the only result is to accelerate the payment of tax.  Where the investment income has suffered tax at a rate of 25% and is then distributed to its shareholders, the effective rate of tax can be in excess of 50%.


Therefore we recommend that the close company surcharge should be abolished as the Irish economy is now driven by sophisticated owner managed companies with commercial objectives which don’t include tax scams.  
4.
Pensions


The current legislation provides for a limit on the allowable contribution that can be made to an approved pension scheme as a percentage of the net relevant earnings of the person. There currently is a cap on the earnings of €254,000 on the individual for which he can make a pension contribution.

We believe that the cap of €254,000 is too low. Many of our members spend substantial time establishing their business and it is only in their later years that they may have the ability to fund a pension for retirement purposes. 


It is our members’ experience that income tends to increase in the later years of an individual’s working life. The earnings cap does not recognise this fact. We would also like to highlight that public policy is at present actively encouraging people who do not contribute to a pension scheme to do so. The restriction on the earnings limit seems to be at odds with public policy.


We would recommend that this earnings cap be reviewed in light of our above comments.
5.
Refunds of PRSI to Self Employed Persons on Foot of Pension Contributions

As outlined some pharmacies operate through corporate structures, whereas many of our members operate as self employed sole traders.


We believe that there is an anomaly in the legislation whereby an employed taxpayer can claim a PRSI refund where he or she makes a pension contribution, but a self employed person can not.  This is inequitable and counterproductive in an environment where all citizens are being asked to make proper provision for their retirement.
6.
Salary Costs- Reinstate Employers PRSI ceiling


As many pharmacies need to employ staff in order to ensure the delivery of service to the community one of the biggest costs that our members face is their annual wage bill.


The current ceiling for employers PRSI has been removed which requires pharmacies to accounts for PRSI on all earnings. This has led to a negative impact on pharmacies and we would recommend that the employer ceiling be reinstated with immediate effect.
7.
Energy Efficient Equipment

The Finance Act 2008 introduced a form of accelerated capital allowances in respect of expenditure incurred by companies on certain energy efficient equipment bought for the purposes of the trade. The scheme will apply to new equipment in designated classes of technology and allows companies to claim a 100% write off for the cost of acquiring such equipment in the year in which the expenditure is incurred. However the detailed terms of the relief are very limiting:
· The accelerated allowance is only available to companies. Sole traders or partnerships carrying on business in unincorporated form cannot avail of the first year write-off;
· The scheme is confined to new energy efficient equipment purchased by companies and will not apply to equipment that is leased or hired;
· The scope of qualifying energy efficient equipment to which the accelerated deduction applies is defined in very limited terms. It extends only to three categories of technology, namely – motors and drives, lighting, and building energy management systems. Furthermore the relief only extends to equipment which complies with the specified list of equipment to be approved by the Minister for Communications, Energy and Natural Resources and maintained by Sustainable Energy Ireland.

The aim of the scheme is to encourage companies to invest in energy efficient equipment. However the limitations of the scheme mean that in practice it will not apply to many pharmacies and is confined to a very limited class of technology. We believe therefore that the scope of the scheme should be extended to include all energy efficient equipment, and apply to all pharmacies thereby encouraging and supporting investment in new energy saving equipment.
8.
Locum Tax Issues

The local pharmacy depends largely on locum pharmacists to deliver its service and without hiring such locums it would be difficult for them to deliver the service.

How tax is paid and what class of PRSI is payable by locums depends on whether they are classified as employees or self employed individuals. The terms “employed” and “self employed” are not defined in law.  We therefore require clarification on whether our locums are considered to be operating under a contract of service or offering a contract for service. We believe that the latter is the case and consequently locum pharmacists should be chargeable to tax under Schedule D Case II rather than Schedule E. Please provide confirmation in relation to same as it is necessary that the tax treatment of locum pharmacists is consistent throughout Ireland. 
9.
Rates

While the imposition of local authority rates is strictly not a tax charge, such rates represent a significant cost to our members. We understand that such rates are necessary to subsidise various functions of the local authorities such as roads, public services, environmental controls etc, however we would like to see more transparency on how such money is expended.
10.
Conclusion


Pharmacies play a vital role as primary healthcare providers, offering services and support to local communities throughout Ireland. The current tax treatment of such professionals does not recognise the important function they perform in Irish society, in particular the unnecessary application of professional services withholding tax and the close company surcharge which should be abolished.


As the professional body representing many pharmacists, we believe it is imperative that we receive clarification on the above matters in order to ensure that a consistent approach to taxation is adopted by our members. In this regard, we would be grateful for your consideration of the issues outlined above and look forward to receiving a response to this submission at your earliest convenience. 
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