Society of the Irish Motor Industry (SIMI)

Submission to the Commission on Taxation, May 2008

SIMI Background

The SIMI is the trade association for the motor industry in Ireland, representing over 1,600 members in all counties in the State. The motor industry is a key stakeholder in the taxation process, not only as a substantial tax customer to the Revenue but also as a tax collector for the Revenue. The total contribution to the Exchequer from all motor related sources was over €5.5 billion in 2006, and this amount would have exceeded €6 billion in 2007.

VRT Export Refund

Proposal: The immediate introduction of a refund of VRT on used vehicles when they are exported.  The absence of such a refund is an interference in the operation of the Single Market as it has effectively prevented the export of any used cars form Ireland and produces the potential of double taxation with the possibility that the same cars will have to pay another registration tax in some other member state on top of that already paid in Ireland.

Terms of reference to which this issue relates:

· Consider how best the tax system can support the economic activity and promote increased employment and prosperity

· Investigate fiscal measures to protect and enhance the environment

In recent Budget Submissions, SIMI has urged the Minister to introduce a VRT equalisation measure to refund part of the VRT when cars are exported. SIMI has made the point that the absence of this refund has a negative impact on the free movement of goods in the Single Market as witnessed by the fact that since 1999 over 400,000 used cars have been imported into Ireland while the only used cars exported in this period involved change of residence. 

A continued feature of the car market in Ireland since 2000 has been the decline in used car prices which has increased the equity gap i.e. the difference between new and trade-in car prices. The price of cars older than 5 years began to decline from 1998 onwards. This decline was at a much greater rate than in other countries where natural market forces pertain. The lack of an export refund of VRT distorts normal market forces and as such is anti-competitive. The negative trend did not set in until the year 2000 for newer used vehicles. The latter experienced a sharp decline in value in 2000-2001. The decline in used car prices reflects an increase in the supply of such cars and lack of corresponding demand. One of the main reasons for the increase in supply has been the increased level of used car imports into the country annually. The net effect of this has been a significant above normal reduction in the price of everyone’s investment in their car. A VRT export refund would contribute to closing the equity gap while boosting new car sales levels in the country. Because cars exported will be replaced by new cars or other used imported cars, there should be no loss to the Government’s revenue arising from the scheme. 

There will also be environmental benefits, and this measure would, in conjunction with the new VRT & Road Tax systems effective from July 2008, be a measure to reduce carbon emissions from the Irish car fleet.  The importation of used second hand vehicles into Ireland effectively means we are being asked to take on other countries CO2 burden, while not having the option to export second hand vehicles ourselves.  It would also stimulate further sales from Irish car retailers, thus supporting economic activity contributing to their profitability and their employees’ potential remuneration.  This year, dealers have large stocks of second hand vehicles, which they are finding difficult to move, due to both the confusion over the new tax systems and economic factors. This means that they are unable to sell new cars, as they cannot afford to take in the trade-in.  As a result, Government Revenue is down on VRT, as dealers cannot clear their used stocks and thus cannot trade their normal level of new car sales.  The immediate introduction of a VRT Export Refund would potentially give dealers another (currently unavailable) market for their used cars, allowing them to sell more new cars and increasing Government Revenues.
A VRT export refund would also comply with EU regulations. The European Commission published a proposal for a Directive COM/2005/261 that requires Member States to re-structure their passenger car taxation systems. Under this Directive, the EU has ruled that for those Member States maintaining registration taxes to 2016, a system for refunding registration taxes must be introduced for all cars exported or moved permanently from a Member State to another territory.

Carbon Taxation 

Proposal: The SIMI acknowledges that it is the Government’s intention to introduce a carbon levy over the lifetime of the Government. However, any such levy must be counterbalanced by corresponding incentives in other motor-related taxation areas, particularly VRT, to customers who have already made or are willing to make sound environmental choices in relation to motor vehicles. Any introduction of a carbon levy should be deferred until we see the impact of the changes in the VRT and road tax systems from July 1st 2008.

Terms of reference to which this issue relates:

· Consider how best the tax system can support the economic activity and promote increased employment and prosperity

· Investigate fiscal measures to protect and enhance the environment

· To introduce measures to further lower carbon emissions and to phase in on a revenue neutral basis appropriate fiscal measures including a carbon levy over the lifetime of the Government

Throughout the debate on climate change in recent years, many contributors have taken the easy route and pointed the blame at the motorist and the motor industry for our increased emissions. Constantly pointing a finger at motorists, responsible for just 12% of man-made CO2 emissions, ignores the contribution that others need to make. Ireland's Kyoto transport targets include fuel used in Northern Ireland but purchased here, thereby exaggerating Irish motorists contribution – see analysis below. It is important therefore, that it is the emissions, not the car, which, become the focus of attention.  Otherwise, necessary investment will be diverted away from vital road infrastructure. A modern road network is essential for future economic growth and sustainability In addition to improved road infrastructure, intelligent traffic management systems and improved road networks can provide a significant reduction in CO2.  

There has for some years now an incorrect analysis by the EPA of the increase in transport related CO2 emissions.  The Koyoto Protocol requires CO2 to be measured on the basis of fuel consumption. This figure is to be corroborated by the European Environmental Agency’s COPERT III model.  However, this has not taken account of changing patterns of cross-border fuel sales. Since 1990, changes in taxation levels and exchange rates have meant that for a number of years both petrol and diesel have been significantly more expensive in Northern Ireland relative to the Republic.  This has created a phenomenon of transboundary “fuel leakage”, where significant quantities of fuel purchased in Ireland annually are consumed in Northern Ireland.  The recent figures released by the EPA indicate that CO2 emissions from transport rose from 5.2m tonnes in 1990 to 13.5m tonnes in 2005, an increase of almost 160 per cent. This huge increase is used to support the view that the transport sector and particularly road transport has been profligate in terms of fuel use and needs to cut down drastically. However, the EPA figures do not reflect real CO2 emissions from Irish transport. The base figure of 5.2m tonnes is deflated by the fact that, at that time, fuel prices in Northern Ireland were lower, and vehicle owners from the Republic of Ireland purchased fuel across the border. Goodbody Economic Consultants, using the European Environmental Agency COPERT III computer model, estimate that real CO2  emissions were actually 0.7m tonnes higher in 1990 than the EPA estimate as, due to a positive differential in favour of fuel prices in Northern Ireland then, significant numbers of people were travelling north to purchase fuel. In contrast, by 2005, the tax position had reversed itself so that the real CO2 emissions are in fact as much as 2m tonnes lower than the 13.5m tonnes figure. The result is that CO2 emissions have in fact increased by some 90 per cent over the period and not the 160 per cent estimated by the EPA. While the 90% increase since 1990 is a substantial one, it is not out of line with Ireland’s economic growth during this period or with the increase in people at work during the same time frame.  However, because the car fleet also increased by a similar proportion, average CO2 emissions per car actually declined from approximately 3.70 tonnes to 3.44 tonnes over this same period. This means that improvements in the fuel efficiency of a newer car fleet have offset the negative impact of the increased number of cars in use, the increased level of importation of used cars and any tendency for car users to increase their fuel consumption through the purchase of larger vehicles or higher levels of usage.

The timing of the introduction of the carbon levy is also crucial. While not currently described as a carbon levy, there is a massive tax take from motorists and other fuel consumers. A litre of petrol contains fuel duty and VAT, which at current price levels of €1.28 per litre equates to a tax on the customer of 70.97 cent per litre, or over 55% of the cost of a litre of petrol going to the Government.  In  2003 the price of €0.90 per litre, the tax take was 63.17 cent per litre, so in 5 years the tax take per litre has increased 12%. The current tax structure means fuel users are already paying over €2.5 billion per year between VAT and excise. An immediate introduction of a carbon levy would also not allow time to analyse the impact of the move of VRT and road tax to a CO2 emissions. This change has not yet happened, with a commencement date of July 1st 2008. The motor industry broadly welcomed the changes, but they have caused real confusion among customers. It will take 2 to 3 years of car sales to indicate what the likely impact on consumers’ choice of vehicle. An additional levy in the short term will only add to the confusion, increase the tax take on motorists who are already paying more than their fair share in taxation, and impact negatively on the economic health of the country by adding additional costs to businesses and consumers.  Any carbon levy should not be an additional tax, but should be offset in incentives from reductions in other motor related taxes.

Other issues

Implementation Dates of changes and required notice

Currently the VRT and road tax systems are undergoing fundamental change. This change is happening form July 1st 2008. While the impact on car registrations is difficult to estimate, it clearly has caused confusion and also delayed the decision of some car buyers whether to purchase or not, and when to purchase. For many economic sectors, which have sales spread evenly throughout the year, this would not have been an major issue, but for the motor industry the first quarter of the year is vital, with nearly 2/3rds of new car sales happening in the first three months of the year. The changes  have negatively affected the motor industry this year, and also had a knock-on effect to the Revenue take for the Exchequer.

In addition, the Budget date in early December means that any changes to the VRT system are announced only 3 weeks before the peak selling period starts, long after vehicle orders have been placed by the Vehicle Distributors, which means, in the event VRT changes, they may not have a stock mix that fits vehicle demand. This happened in 2003 when with no prior warning the Budget included a change in the cubic capacity classification for VRT reducing the 30% rate from 2 litres to 1.9 litres, causing severe difficulties for a number of distributors and dealers. In response to this change consumers switched to the lower capacity vehicles to avoid the increased tax while others moved to even higher cc cars, as they were going to pay the higher tax in any event. The industry had to incentivise 1.9 litre cars to clear stocks.

The motor industry needs adequate lead-in notice of any changes to the VRT system, and any change in future should not happen in mid-year. An important balance needs to be struck.

Stability is also a key issue. In the context of the current tax year, while the motor industry welcomed the long term benefits of the new VRT & Road tax systems, confusion has caused damage to the market. In light of this, it is important that there is no increase to the VRT bands and rates in the coming years, thus facilitating stability in the market and ensuring stability in Government Revenues.

Administration of Taxes

The motor industry collects large amounts of taxes, VRT and VAT, for the Revenue. Currently, VRT can be paid under two systems: Deferred payment system, where Revenue takes the money from a dealer’s account by direct debit on the 15th day of the month following, and the account must be backed up by a bank guarantee, with top-ups by business cheque up to 25% of the guarantee; or by FACT, which allows a trader to lodge money by means of cash, bank draft or guaranteed cheque to the TAN account and use the balance in the account to register vehicles as the need arises. 

Many dealers use the deferred payment system, as it is the most convenient way to do business. However the requirement to have a bank guarantee is expensive, adding unnecessary cost to doing business, and also potentially impacting on the amount of debt finance a dealer may be able to get from the bank. As the amounts of VRT collected can be relatively large, the industry can see the reasoning behind the bank guarantee. In order to overcome this cost, the Society is recommending that dealers be given the option of paying VRT by Electronic Funds Transfer (EFT). This would allow dealers whom so elect to either top-up their deferred payment account immediately, or in the event they wish to pay their VRT as it arises, allow for the removal or reduction of their bank guarantee requirement.

Enforcement

As stated above, the motor industry plays a key role in collecting taxes on behalf of Revenue. However, in recent years we have brought to the attention of Revenue the now widespread practice of Irish residents driving foreign registered vehicles, for considerable periods of time. These people are tax evaders. The Society demands that concerted action be taken by Revenue, the Gardaí and the other relevant State agencies against this practice. These taxpayers are escaping not just taxes such as VRT and Road Tax but also parking fees and, in due course, barrier free tolls band are escaping punishment for traffic and driving offences including fines and penalty points.  


