Submission to the Commission on Taxation

on behalf of the Department of Arts, Sport and Tourism

Terms of Reference Area to which the submission relates:

· consider how best the tax system can support economic activity and promote increased employment and prosperity while providing the resources necessary to meet the cost of public services and other Government outlays in the medium and longer term;
Tourism: Economic and Social Background

Tourism is a key driver of social and economic development at both national and regional levels in Ireland.  It is one of our longest-standing competitive and significant internationally-traded services.  It remains a significant generator of employment and income, notwithstanding the very rapid growth in other sectors in recent years.  Many challenges facing tourism are similar to those facing services generally e.g. how to measure productivity; managing fixed and labour costs while adding value; availability of skilled labour; and creating innovation.  Like other elements of the internationally-traded service sector, hard data on levels of productivity and internal measures of competitiveness are difficult to quantify.  It is necessary to assess the competitiveness of the industry by reference to outputs and outcomes.  In that regard, it is notable that over recent years, notwithstanding the very rapid growth in tourism in Europe and worldwide, Ireland has managed to grow its share of the key markets in which it competes – particularly in Britain and Europe.  Tourism also plays a central role in creating a positive image of Ireland, which is essential to a country which seeks to maximize the benefits of globalization and position itself as a forward-looking knowledge economy.  Like a strong arts and cultural base, a healthy tourism sector is a vital complement to ensuring that Ireland remains an attractive location to do business and to live and work for high-skilled individuals.  

Nevertheless, price pressures in the Irish economy as a whole continue to be a major challenge.  This is increasingly of concern in those markets affected by the recent strengthening euro.  By the Central Bank of Ireland's Harmonised Competitiveness Indicator (deflated by consumer prices, which takes into account relative price changes along with exchange rate movements), Ireland's competitiveness fell by 24.35% between the start of 1999 and February 2008 – of which 11.38% was due to exchange rates alone – over 6 percentage points of which occurred in 2007-2008. Recent CSO figures suggest that the hotel and restaurant sector is managing its pricing more aggressively, with inflation in the sector lagging the CPI overall (+3.2% p.a. to end-March 2008 v. +5.0% CPI) and falling below the average in the euro-zone (+3.2% p.a. in HICP for the sector in Ireland v. +3.3% across the euro-zone).

The current broad balance and competitive tax framework is one that should be maintained and is broadly supportive of the industry, while facilitating investment by both general (in hotels) and specific (e.g. the Shannon Corridor scheme) capital allowances.  However, while competitive corporate and personal taxes are important for tourism (particularly income taxes, given tourism's dependence on personal services) for an internationally-traded consumer service industry like tourism, indirect tax levels impact visibly on its competitiveness more so than other sectors.  Their maintenance at broadly the same level since 2004, except for tobacco products, has been positive.  The impact of indirect taxes on tourism must be subject to ongoing examination given their very direct and potentially disproportionate impact on competitiveness in tourism.  In addition, tourism enterprises tend to be high-volume, low-margin operations and price-takers in an international market.  In that context, it is essential that indirect tax changes that are introduced are phased to give time for operators to adjust their price/cost structures.

It is important to note that tourism enterprises tend to be SMEs and in that regard compliance, including tax compliance, can be a disproportionate burden.  The Commission should have regard in its recommendations to the cost of compliance and its potential impact on competitiveness and hence the overall tax base.  

Arts & Sport: Economic and Social Background

While much of the activity in these sectors is not primarily for profit and is only fully or partially remunerated, and hence does not appear on conventional economic measures, arts, cultural and sporting activity are not insignificant in economic terms.  At the same time, the social benefits of these sectors and activities are widely recognised and supported by extensive research and evidence.

Arts and Culture contributes to not only the tourism offer of Ireland as a destination for visitors, but also to the attractiveness of Ireland as a location for investment and research, particularly in high-value sectors and activities; a competitive cultural offering is one of the factors which high-end executives and researchers factor into their decisions on where they want to live and work.  Similarly, sports are a key part of the overall Irish tourism offering for visitors (and Irish residents), providing a central reason to visit for many and, more broadly, supports the strength of the Ireland brand internationally.  

In both these sectors, there is a high degree of charitable, voluntary and philanthropic involvement.  Historically, the voluntary input has been very significant if not dominant.  However, with increasing levels of labour force participation and higher levels of labour productivity and wages, this has been put under pressure in the sports and arts area as it has in community and social services, leading to an increasing professionalisation of such activity – in turn requiring public support.  Appropriate recognition of the contribution of efforts of volunteers – particularly in terms of relieving pressure for demands on public expenditure – should be a factor in the considerations of the Commission and, at the very least, the Commission should seek to avoid recommendations that would inadvertently penalise such voluntary efforts.

In considering "providing the resources necessary to meet the cost of public services and other Government outlays in the medium and longer term", the Department would urge the Commission to give careful consideration to appropriate fiscal structures that facilitate philanthropic engagement and contributions including by those domiciled elsewhere for tax purposes.  Such philanthropy can play an important part in supporting activities that would otherwise fall to public services requiring Government outlays.  Supportive fiscal arrangements have been central to the success of other jurisdictions in generating large philanthropic contributions towards social, cultural and community activities. 

· examine the balance achieved between taxes collected on income, capital and spending;
· Investigate fiscal measures to protect and enhance the environment including the introduction of a carbon tax
Tourism Issues

As noted above in relation to the economic background, the existing fiscal framework has struck a reasonably robust, clear and competitive balance between income, capital and spending taxes.  While spending taxes can have a negative impact on the perceived price competitiveness of Ireland as a tourism destination (for both overseas and domestic tourists), the corporate and personal income tax environment has facilitated Irish tourism enterprises in remaining competitive against overseas destinations.  However, the introduction of a carbon tax without considering the overall balance of taxation could have an impact on that overall balance, which would be detrimental to the competitiveness of tourism as an internationally-traded consumer service industry.  In particular, many forms of carbon taxation proposed appear to operate in a fashion similar to other indirect taxes (i.e. spending taxes) at the enterprise level.

In broad terms, the Department suggests that, in considering fiscal measures to protect and enhance the environment including the introduction of a carbon tax, the Commission should have regard to

· maintaining an overall balanced and competitive burden of taxation, 

· maintaining as far as possible the current balance between capital, income and spending taxes, 

· if necessary, identifying appropriate countervailing measures that would avoid a disproportionate burden on any one sector – particularly the tourism sector - e.g. through identifying appropriate reductions in either other spending taxes or in other areas such as labour costs.

In addition, the tourism industry is fundamentally reliant on travel and access (both internal and external) – without which tourism simply does not exist.  The impact of carbon taxes must be realistically appraised in terms of impacts on travel costs and the competitiveness of travel operators, both internal and external and the consequent impacts on this key economic driver.  In addition, they need to be considered in the context of other taxes that currently apply to sources of carbon (for example, it is expected that the Commission would have regard to the impacts that recent changes in excise duties are expected to have on the costs and competitiveness of travel operations – including in the coach tour sector as well as public transport).  The Commission should take into account the recommendations of the forthcoming Sustainable Travel and Transport Plan in its deliberations.   

The Department would also highlight to the Commission the importance of supporting a broad regional distribution of tourism.  While alternative means of transport can play a role in this regard, facilitating car-based tourism is also essential.

Any taxation proposals in relation to external access transport must take account of national competitiveness and the scope for tax avoidance, as well as the fact that Ireland is an island to which sea and air access are the only options.  These lead the Department to the view that changes in this area could realistically be introduced only in the context of internationally-agreed frameworks – which are robust, soundly-based and non-discriminatory not just between rival air carriers but also between different modes (e.g. air, sea, road and rail).  
At the same time, the Department is anxious to stress the value of the environment generally to Irish tourism and would support a fiscal framework that takes account of this value in a balanced manner.

Arts Issues

VAT on Foreign Artists

Persons who are non-established for VAT purposes, but who perform taxable services in the State are subject to VAT on services they provide in the State.  This applies to all non-established artistic performers, including all forms of popular and other entertainers, and mobile traders of any kind and is a legal requirement of the Sixth EU VAT Directive.  There is therefore a long-standing legal requirement on such persons to pay VAT on any services they provide.  Irish resident artists are also required to charge VAT if they supply services in excess of  €35,000 per annum.  No such threshold applies to foreign artists or mobile traders, since they would be able to take advantage of the thresholds in each Member State, and unfairly compete with resident artists or traders.

The 2002 Finance Act introduced a reverse charge provision in respect of cultural, artistic, entertainment or other similar services provided by performers not established in Ireland.  This change came from the provisions of EC Directive 2000/65/EC, which provided for certain powers to introduce such provisions to ensure the collection of taxes from all non-resident artists.  The change means that the recipient of the artistic services, in effect the promoter, becomes the taxable person in place of the non-established performer.

For many years the arts community, together with the Arts Council, has lobbied the Ministers for Arts, Sport & Tourism and Finance and the Revenue Commissioners to effect a change for events run by not-for-profit organisations.  Ireland is unusual in making no special provision for the circumstances of artists and non-profit cultural activity.  The Arts Council commissioned a report on "research into VAT levied on non-resident artists' fees".  The report was finalised in Nov. 2005 and examines the legal and economic impact on the not-for-profit arts sector in Ireland of VAT levied on non-resident artists' fees.  The aim of the report is to present robust and viable arguments for the abolition of VAT levied on such fees in the non-profit sector. 

The Department of Arts, Sport and Tourism recommends amending the VAT legislation to take account of VAT being charged on foreign artists fees to not-for-profits arts organisations.  There are a number of ways this change could be made, including - 

· Legislative changes at national/ EU level.  The Sixth directive specifically stipulates exemption for cultural services supplied by cultural bodies recognised as such by the Member State provided one or more conditions are met.  The Arts Council's view is that the abolition can be achieved in a straightforward way and would only require minor redrafting of the exemption provision.  It is argued that the Irish government should adopt the decision of the ECJ in the Hoffman case and ring-fence the change to the legislation for the not-for-profit sector.   

· Mechanisms by which organisations may recover VAT.  The Arts Council's view is that a Ministerial Order could be introduced to allow not-for-profit organisations to reclaim VAT paid on foreign artists performance fees.

· Reduced rate of VAT.  There is provision within the Sixth Directive to introduce a reduced rate of VAT. A zero rate could not be introduced unless the goods or services were liable to zero before 1/1/91, but a 5% rate would be possible.

o       review all tax expenditures with a view to assessing the economic and social benefits they deliver and to recommend the discontinuation of those that are unjustifiable on cost/benefit grounds;
General Issues

The Department notes that a wide range of tax expenditures in relation to its functions has been the subject of evaluation in recent years, particularly in the Budget 2006 review of Tax Schemes (including the Indecon Review of Property-Based Tax Incentive Schemes) as well as in the 2007 Review of Section 481 Film Relief by Indecon.  The Department expects that these reviews will be reflected in the Commission's own review.

The Department would be anxious that the Commission, in its review, have regard not only to the direct economic impacts of tax expenditures, which typically arises for tax expenditures in commercial sectors such as tourism.  The Commission should also take into account the impact tax expenditures may have in terms of providing alternatives to public expenditure e.g. by encouraging philanthropy (as noted above) – an example is the current provision under section 1003 of the Taxes Consolidation Act in relation to donation of heritage items to the National Collections.

· consider options for the future financing of local government 

The Department would generally welcome any proposals consistent with Government policy that would support local government in fulfilling its roles in relation to supporting local arts, sport and tourism activity in a balanced manner that also recognises the need for competitiveness.  The impacts on any proposals should be carefully considered in relation to all sectors, including tourism, and also in conjunction with possible impacts of any changes at national level.

The Department has noted that a levy of €1 per bed per night is among a number of measures considered by Dublin City Council to raise revenue in the context of a submission to the Commission on Taxation.  The tourism industry, including hotels, already contributes very significantly to the funding of local authorities through commercial rates, as well as through local charges for water and for waste disposal.  Indeed, it could be argued that hotels already contribute disproportionately, relative to their profitability and turnover, to local government finance, given the current sources of local government revenue.  

Hotels also contribute to the overall tax base, and hence indirectly to local authorities, through corporation profits tax, VAT and income taxes. The Department does not believe that additional taxes or other costs should be imposed without full consideration of the implications for a key sector of the economy, such as tourism.   According to the 2007 Howarth Bastow Charleton Hotel Industry survey profit before tax per available room fell by less than one per cent from €13,225 in 2005 to €13,035 in 2006 in Ireland. In Dublin the profit before tax fell by approximately 7% from €13,707 to €12,738. 

We are not aware of any reason why hotels (as against any other individual enterprise sector) should be subject to a specific local tax given the very significant contribution of charges and rates already paid by the sector.  Such a tax could have clear negative implications for the competitiveness of Irish tourism internationally if implemented in an isolated way without regard to competitiveness or other aspects of the tax system.

Turning to the broader question, the Department considers that any new sources of local authority funding should be suitably broadly based and should not unreasonably discriminate between economic sectors.

The terms of reference for the Commission are:

Having regard to the commitments on economic competitiveness and on taxation contained in the Programme for Government, in particular, the commitments:
o       to keep the overall tax burden low and implement further changes to enhance the rewards of work while increasing the fairness of the tax system,
o       to ensure that our regulatory framework remains flexible, proportionate and up to date,
o       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, and
o       the guarantee that the 12.5% rate of corporation tax will remain.
The Commission is invited, in the context of maintaining an equitable incidence of taxation and a strong economy, to consider the structure of the taxation system and specifically to: 
o       consider how best the tax system can support economic activity and promote increased employment and prosperity while providing the resources necessary to meet the cost of public services and other Government outlays in the medium and longer term;
o       consider how best the tax system can encourage long term savings to meet the needs of retirement;
o       examine the balance achieved between taxes collected on income, capital and spending;
o       review all tax expenditures with a view to assessing the economic and social benefits they deliver and to recommend the discontinuation of those that are unjustifiable on cost/benefit grounds;
o       consider options for the future financing of local government, and,
o       Investigate fiscal measures to protect and enhance the environment including the introduction of a carbon tax.
As the introduction of a carbon tax requires a completely new tax charge and structure, the Commission is asked to commence work in this area immediately. The Commission is requested to report on the results of its examination and consideration and to make such recommendations as, and when, it thinks fit to the Minister for Finance but not later than 30 September 2009.
Mr Jim Kelly

Secretary

Commission on Taxation

Le Pole House

Ship Street

Dublin 8 

June 2008

Dear Mr Kelly,

I refer to your invitation to make a submission to the Commission on Taxation of 13 March 2008.  

A submission on behalf of the Department of Arts, Sport and Tourism is attached, setting out our views in relation to a number of issues falling under the terms of reference of the Commission.  

I would like to take this opportunity to wish the Commission well in its work and, if there is any further information that you require or if my Department can help the Commission in any other way, please do not hesitate to contact me.

Yours sincerely,


__________________


Paul Bates

Assistant Secretary

