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BUDGET 2026: Kicking with both feet

Ireland’s vulnerability to a fall in the amount of corporation tax that a small number of U.S.
companies pay into the Exchequer has been a cause of concern for some time. In April 2025 the
Irish Fiscal Council warned that things are precarious, with corporation tax receipts accounting
for 29% of all tax revenue, far beyond what might be considered stable or sustainable.

Judging by today’s Budget speech, the message made it to Kildare St. But is the Minister for
Finance’s response the correct one? The reduction in the VAT rate for food-led hospitality from
13.5% to 9%, and the VAT cut for new-build apartments will be welcomed by both the hospitality
and construction sectors. But if the flow of corporation tax suddenly dries up, these things alone
will be unlikely to maintain employment and replace the lost tax revenue.

The answer to this conundrum lies in strengthening Ireland’s indigenous economy. After years of
neglect the industrial and scientific sectors are in urgent need of additional support. One way of
providing this is to make sure that Ireland’s business tax incentives are fit for purpose.

Take Revised Entrepreneur Relief. As it stands it offers a reduced CGT of 10% on the first €1 million
gains from the disposal of business assets. But the Minister’s proposed increase to €1.5 million is
far too low to inspire budding entrepreneurs to set up in business. A ceiling of €10 million might
do this.

Retirement Relief is another example of an ineffective relief aimed at the business community. It
is needlessly complicated and offers minimal exemptions for gains of up to €750,000. These things
have turned it into a museum piece. Very often its ceiling is so low that it becomes unusable. A
streamlined relief with a more realistic ceiling is essential if it is to become a useful incentive for
the business community.

But of all the reliefs, the KEEP scheme is the most critical. It allows indigenous firms to unlock the
most valuable resource of all, access to skilled top-level employees. Despite this the scheme
remains cumbersome and difficult to use. In Ireland most of the companies that are capable of
using the scheme are unquoted and, as a result, do not have publicly available share prices.

Tax legislation requires a company using the scheme to grant options at market value. But without
an objective share price or a safe harbour guidance, valuation turns into an inherently subjective
exercise. Failure to achieve a valuation that is acceptable to Revenue will result in the share
options failing to qualify for the KEEP scheme. This heaps tax and commercial risk on the user,
risks that could easily be avoided by providing an alternative sanction.

Reliance on foreign direct investment for economic growth is rather like playing football with only
one foot. An urgent focus on indigenous industry would allow Ireland to kick with both.
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Business Taxation

The Research and Development Tax Credit

The Department of Finance completed a review of the R&D Credit in early 2025. In light of this, it
is proposed to increase the payment threshold from €75,000 to €87,500 and the rate of tax credit
from 30% to 35%.

In addition, 100% of an R&D employee’s emoluments will be allowed as a qualifying cost where
at least 95% of the employee’s time is spent on qualifying R&D activities.

The Participation Exemption
Last year the Participation Exemption was extended to foreign dividends. Budget 2026 will now
enhance the exemption by:

e Broadening the geographic scope to include areas which apply a non-refundable dividend
withholding tax.

e Reducing to 3 years the length of time a company must have been resident in a qualifying
jurisdiction before paying a dividend.

This amendment will continue to simplify double tax relief for multi-national businesses.
Additional details will be provided in the Finance Act 2025.

Capital Allowances for Intellectual Property (Intangible Assets)

With an ever-increasing Tech industry, capital allowance reliefs must remain attractive to tech
businesses. Current legislation allows companies to claim capital allowances up to a maximum of
80% of the relevant IP profits in any year.

The Minister announced that amendments will be made in the Finance Bill to the IP capital
allowances legislation; however, the specificamendments were not announced during the Budget
speech.

Key Employee Engagement Programme
This scheme was due to expire on 31 December 2025. The government will now seek permission
from the European Commission to extend this programme until 31 December 2028.
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Property Tax

Tax Credit for Renters of Residential Property

Budget 2025 increased the rental tax credit to €1,000 for a single person and €2,000 for a jointly
assessed couple. Budget 2026 now extends the rental tax credit until 31 December 2028. No other
changes were made to this credit.

Mortgage Interest Relief

A temporary one-year mortgage interest tax relief was originally introduced in Budget 2024 and
extended in Budget 2025. Budget 2026 looks to extend this relief for an additional two years. The
maximum mortgage interest relief credit that can be claimed in 2025 is €1,250, while in 2026, this
will reduce to €625.

The Help to Buy Scheme

The Help to Buy scheme is an income tax measure which assists first-time buyers with the deposit
required to purchase or build a new house or apartment to live in as their home. The scheme will
be extended until 31 December 2030.

Residential Zoned Land Tax

While the latest budget leaves the rates of Residential Zoned Land Tax (RZLT) unchanged, the
Minister will allow landowners the opportunity to claim an exemption from RZLT in 2026 if they
rezone their land to reflect any genuine economic activity being carried out.

Any exemption decision will be reviewed by Local Authorities based on guidelines issued by the
Minister for Housing, Local Government and Heritage.

Derelict Property Tax
This is a new tax. It will be collected by Revenue and will replace the Derelict Site Levy. The tax is
being introduced to encourage owners to bring derelict properties back into use.

While the specific rate was not outlined in the Budget speech, it is envisaged that it will not be
lower than 7% of a sites market value. The Minister expects to legislate for the new tax in Finance
Bill 2026. Derelict property registers will be prepared in 2027, and the tax will be collected
thereafter.

Deduction for Retrofitting by Landlords

The Income Tax relief for retrofitting by landlords, which provides a deduction for landlords
against rental income for certain retrofitting expenses on rented residential properties, is to be
extended until 31 December 2028. The relief will also now be allowed to be claimed in respect of
the year in which the expenditure occurred and the number of properties for which landlords can
claim the relief will be increased from two to three.
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Corporation Tax Exemption for Rental Income
An exemption from Corporation Tax will be available for rental profits arising from homes
designated as Cost Rental Properties.

Cost Rental Properties are properties which are let to moderate-income households which are
above the income limits for social housing, but which have difficulty affording rental
accommodation in the private market. The rent is set over a 40-year period taking into account
the costs of delivering, financing, managing and maintaining the homes. This means that the rents
are not subject to normal market pressures. It is envisaged that the exemption will lead to an
increase in the availability of houses for rent.

Reduced VAT Rate on Apartment Construction
Effective from 8 October 2025, the VAT rate that applies to the construction of new apartments
will be reduced from 13.5% to 9%. The measure is due to last until 31 December 2030.

The Enhanced Corporation Tax Deduction

A new enhanced Corporation Tax deduction was announced in Budget 2026 for qualifying
apartment costs. The measure will provide an enhanced deduction of 125% of qualifying costs,
up to a maximum additional deduction of €50,000 per apartment. The Minister hopes that this
measure will assist in addressing the gap that exists between development costs and viable
market prices. Its key features are as follows:

e The deduction for certain apartment construction costs will be enhanced to 125% of the
actual cost incurred, subject to an enhanced deduction cap of €50,000 per apartment.

e The enhanced deduction will be provided to a developer that is the beneficial owner of
the property at the time it is completed.

e The enhanced deduction will be available for projects comprising 10 or more apartments.

e |t will be available for both new-build developments and for conversion projects. These
include conversions that involve a change of use, such as the conversion of offices or retail
spaces into apartments.

e The enhanced deduction will be available for projects where a Commencement Notice is
submitted on or after 8 October 2025, and on or before 31 December 2030.

e The enhanced deduction will be claimable when the Certificate of Compliance on
Completion is signed.

MCAVOY & ASSOCIATES
3 SOUTH BANK, CROSSES GREEN, CORK
TELEPHONE: +353 21 432 1321 | WWW.MCAVOY.IE



Budget 2026 McAVOY

The Living City Initiative (LCl)
Budget 2026 announced several changes to enhance the attractiveness of the relief and to
extend the scope of the relief to additional properties.

The key changes to the scheme include:

e The scheme will be extended to 31 December 2030;

e Properties built before 1975 will now be included within the scope of the LCI.

e Taxrelief will also be available for the conversion of commercial property into
residential properties, including utilisation of “over the shop” premises for residential
purposes. There will be no building age restriction on these properties;

e The maximum amount of the relief available will be increased by €100,000 to €300,000.
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Income Tax

Income Tax Bands & USC

Unlike in previous years no changes were announced to the income tax rates or bands in Budget
2026. The Minister confirmed that there will be no general income tax reductions.

Among the specific proposals were the following:

e To account for the €0.65 increase in the minimum wage to €14.15, the Minister will
increase the 2% USC band by €1,318 to €28,700, ensuring that full-time workers on the
minimum wage remain outside higher rates of USC.

e The Foreign Earnings Deduction (FED) is being extended for five years, to 31 December
2030. The scheme is being amended so that from 1 January 2026 the maximum amount
of relevant employment income that may qualify for Income Tax relief will increase from
€35,000 to €50,000.

e The Special Assignee Relief Programme (SARP) is being extended for five years, to 31
December 2030. The scheme is being amended so that from 1 January 2026 and the
threshold will increase from €100,000 to €125,000.

There are no proposed changes to the USC rates on incomes over €70,044. The top rate of USC
for all medical card holders and individuals over the age of 70 who earn less than €60,000 remains
at 2%. The extension will last until 31 December 2027.

BIK Measures

The temporary universal reduction to the Original Market Value of cars in categories A-D which
reduces the amount of BIK payable, is being extended on a tapered basis for three further years
of assessment, to end on 31 December 2028. The relief will remain at €10,000 for the 2026 year
of assessment, reducing thereafter to €5,000 for 2027 and €2,500 for 2028.

The tables used to calculate BIK liability on employer-provided cars are being amended to
incorporate a new category for vehicles with zero emissions. The new Al category introduces
reduced BIK rates for electric vehicles, with rates of 6 to 15%, depending on business mileage.

Taxation of Investments

Budget 2026 proposes to reduce the rate of tax that will apply to investments in Irish domiciled
funds and life assurance policies from 41% to 38%. A corresponding deduction will be made to
the rate of tax that applies to offshore funds and certain foreign life assurance policies. Specific
details will be outlined in Finance Bill 2025.
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VAT

Extension of 9% rate on Gas & Electricity
The Minister confirmed that the reduced VAT rate of 9% on gas and electricity bills which was due
to expire on 1 November 2025 will be extended until 31 December 2030.

Reduction of VAT Rate for the Hospitality Sector

The VAT rate for food, catering and hairdressing services will be reduced from 13.5% to 9%,
effective from 1 July 2026. This measure aims to support businesses in the sector by lowering
costs and stimulating demand.

VAT registration thresholds

There are no proposed changes to the standard VAT rate or registration thresholds:
e Goods: €42,500
e Services: €85,000

Where a trader has turnover in excess of the threshold in a 12-month period, the trader is obliged
to register for VAT.

Capital Gains Tax

Revised Entrepreneur Relief

At present Revised Entrepreneur Relief allows for a reduced CGT rate of 10% on gains up to a
lifetime limit of €1 million. From 1 January 2026 the lifetime limit will be increased by €500,000
to €1.5 million.
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Stamp Duty

The Residential Development Stamp Duty Refund Scheme

The Residential Development Stamp Duty Refund Scheme allows developers to reclaim part of
the Stamp Duty paid on a deed of conveyance or transfer of land if the land is later used to build
houses. The scheme was originally set to close for new projects on 31 December 2025. It will now
be extended to 31 December 2030. Several changes are being made to the scheme to match
current planning and building practices and to help new housing projects be completed more
quickly and efficiently.

Stamp Duty exemption for Acquisition of Shares

A new exemption from the rate of 1% Stamp Duty on acquisitions of shares in Irish registered
companies is being introduced. It will apply to shares in companies that are listed on a recognised
stock market and have a market value under €1 billion. This exemption will last until 31 December
2030.

Due to the introduction of the new exemption, the existing Stamp Duty exemption for shares in
Irish registered companies traded on the Euronext Growth Market (formerly the Enterprise
Securities Market) will be removed.
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Table of tax rates, bands and credits

Standard Tax Rate Bands 2026

Single / Widowed Standard Rate Cut-Off

2025

deductible pension contributions
Imputed Distribution from an ARF (value of

Fund at 31 December regarded as an imputed distribution)
Value of fund is €2m or less and individual is

. €44,000 €44,000
Point
Married Couple (one income) €53,000 €53,000
Married Couple (two incomes provided lower-earning €88,000 €88,000
spouse has income of at least €35,000)
Income Tax Rates 2026 2025
Standard Tax Rate 20% 20%
Higher Tax Rate (balance of income) 40% 40%
Income Tax Credits 2026 2025
Single Person Tax Credit €2,000 €2,000
Married Person Tax Credit €4,000 €4,000
PAYE Tax Credit €2,000 €2,000
Earned Income Tax Credit €2,000 €2,000
Home Carers Credit €1,950 €1,950
Home Carers income threshold level €7,200 €7,200
Single Person Child Carer Credit €1,900 €1,900
Dependent Relative Tax Credit €305 €305
Incapacitated Child Credit €3,800 €3,800
Rent Tax Credit €1,000 €1,000
Blind Person —Single €1,950 €1,950
Blind Person — Married Couple, Both Blind €3,900 €3,900
Age Tax Credit — Single / Widowed €245 €245
Age Tax Credit — Married €490 €490
Relief for Pension Contributions 2026 2025
Earnings limit for determining maximum tax- €115,000 €115,000

0, 0,
not 70 years or over 4% 4%
Value of fund is €2m or less and individual is 59 59
70 years or over
Value of fund is greater than €2m 6% 6%
Age Exemption Limits (65 years and over) 2026 2025
Single / Widowed €18,000 €18,000
Married €36,000 €36,000
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Table of tax rates, bands and credits (cont’d)

PRSI Rates

2026
Band

2025 - From October

Rate Band

Exempt Income

€13,000 or less

Employer PRSI 9.15% €27,404 9.0% €27,404
Employer PRSI 11.4% Balance 11.25% Balance
Employee PRSI 4.35% All 4.2% All
;ei:‘;sgfsloyed and Proprietary 4.35% All 4.2% All
USC Rates 2026 2025

€13,000 or less

Lower Rate

€010 €12,012 @ 0.5%

€010 €12,012 @ 0.5%

Higher Rate 1

€12,013 to €28,700 @ 2%

€12,013 t0 €27,382 @ 2%

Higher Rate 2

€28,701 t0 €70,044 @ 3%

€27,383 t0 €70,044 @ 3%

Higher Rate 3

€70,045 to €100,000 @ 8%

€70,045 to €100,000 @ 8%

Higher Rate 4

PAYE income in excess of
€100,000 @ 8%

PAYE income in excess of
€100,000 @ 8%

Higher Rate 5

Self-employed income in
excess of €100,000 @ 11%

Self-employed income in
excess of €100,000 @ 11%

Medical Card Holders / Over

70s

Where income does not
exceed €60,000 @ 2%

Where income does not
exceed €60,000 @ 2%
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Disclaimer
This bulletin may not be reproduced in whole or in part or passed to third parties without permission.

Budget 2026 isabulletin designed to keep readers in touch with current developments butis notintended to bea comprehensive
statement of relevant law or regulation and does not necessarily reflect the views of the firm. No responsibility is taken by McAvoy &
Associates for any errors it may contain or for any loss, however occasioned, to any person by reliance on it.
Thebulletin has been prepared by McAvoy & Associates with information obtained from various sources. McAvoy & Associates does
notguarantee itsaccuracy or completeness,and neither McAvoy & Associates nor any employee thereof shall be liable in respect ofany

errors or omissions for any losses or consequential losses arising from such errors or omissions.

Neither the information containedin this bulletin, nor any opinion expressed constitutes an offer orany invitation to make an offer, to buy
orany securities orany options, futures or other derivatives related to such securities.
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