The explanation of why Vehicle Registration Tax (VRT) is now a defunct method of taxation and why it will no longer collect the amount of revenue it collected in the past and why it should be abolished as part of the Commission For Taxation review of the Irish Taxation System.
Introduction

This submission was originally prepared to explain the consequences of VRT to local politicians in an attempt to get them to understand the consequences of their actions and to persuade them to make significant changes to the VRT system. This attempt has failed as the Government has completely ignored this explanation. It was originally submitted to them in September 08 and rightly predicted a collapse in the new car market. This collapse is being attributed to the general economic climate but this is not the case. The general economic climate exists in every country in Europe and they are not experiencing the same dramatic collapse as we have experienced in Ireland. We have experienced a reduction of approximately 70% in new car sales while the average European Country is experiencing falls of 20%. Therefore, there must be factors unique to the Irish motor industry which is causing the exaggerated collapse her and the two major factors are the high levels of taxation on new cars and the reduction in the value of sterling. I am afraid that no one in authority has understood what is actually happening in the marketplace because of VRT. I am also really afraid that the failure to understand what has happened in the marketplace will lead the government to make decisions on VRT based on incorrect and inaccurate information. I am hoping that someone within the commission for taxation will read this submission and understand what has happened in the marketplace and make decisions based on real information. 
The new car market collapsed in Finland in the early nineties and it took seven years for it to recover and it never recovered to the sales levels which existed prior to that collapse. I am afraid that if something is not done about VRT in 09, then the Irish retail motor industry could be decimated forever and along with it the revenue it collected on behalf of the Government.   

Recent History Of VRT 

Car dealers in Ireland are currently experiencing the most difficult trading conditions ever experienced by the industry. They have incurred significant losses in 08 and it looks like these losses will continue for the foreseeable future. These difficulties were not caused by the global recession and credit crunch but these two factors have crystalised a problem which has existed in the Irish retail motor industry for many years. The main problem which is causing these major difficulties is that used car prices were too expensive. The value of used cars have collapsed resulting in significant losses for all main franchised dealers.

When this problem is analysed, the question has to be asked how did an industry allow itself to get into a position where a reduction in the value of used cars is having such a traumatic impact on their businesses. The answer is complicated but can be attributed mainly to VRT and the negative effects that ill conceived government intervention in the marketplace has on that particular market. We have to look at the history of the introduction of VRT and where it stands at the moment to understand how it has such an adverse impact on the retail motor business. 
VRT was introduced in 1993 by the government to get around the implications of the introduction of the single market which was established by the EU in 1993. The objective of the single market is to establish the free movement of goods, services and people from one member state to another. All import duties and borders between member states were abolished including import duties on cars. The government introduced VRT to get around the single market and maintain the revenue it was getting on the sale of new cars. The EU has commented that although VRT is legal it is totally contrary to the spirit of the single market and has recommended that it be phased out over a 5 to 10 year period. This recommendation was made in 2005 and so far no action has been taken by the government to phase out VRT.
The European motor manufacturers are also strongly against VRT as they rightly believe that they are the only industry which has not benefited from the introduction of the single market. They cannot produce a EU wide standard specification for its vehicles as the different VRT rules in various countries (Ireland in not the only one) prevent them from doing this as what the manufacturers wish to include in their standard specification could make the car too expensive in the market because of differing rates of VRT in different markets. European manufacturers believe if they could produce a standard European specification for its vehicles, it would increase productivity and thereby reduce the cost of producing these vehicles thereby making them more competitive. VRT prevents them from doing this so it could be argued that it is anti competitive at the manufacturing level. However, this is an argument for another day.
The Effect Of VRT On New and Used Car Retail Prices In Ireland 

VRT has always made cars very expensive in Ireland. For example, if you take your average family 1.6 car retailing at approximately €26,000, the tax take on this car was approximately €10,000 comprising €5,850 in VRT and the remainder in VAT. Therefore 38.5% of the retail price of the average car sold in Ireland went to the government. Car dealers invoiced this car for €16,000 in their own books.

VRT consequently made cars very expensive in Ireland and as all dealers wished to sell as many new cars as possible, they compensated for these high retail prices by making the cost of change affordable to consumers. The cost of change is the real determining factor in pricing and not the retail price. No consumer ever pays the retail price for any car. Car Dealers made the cost of change affordable by valuing used cars at much higher values than countries where VRT was not applicable. Consumers were insulated from the real consequences of this tax as the tax was built into the residual value of their car and depreciated over a much longer period than is common in the European retail industry. Consequently, the depreciation rates on cars in Ireland was much lower than countries which had no VRT. This allowed consumers to change their vehicles at an affordable cost. The cost to change a car in Ireland was much less than the equivalent cost to change in the UK, a country with a 15% VAT rate on new cars and no VRT. Consequently car dealers in Ireland carried a very high element of residual VRT in their used car stocks. This system operated for many years and although dealers carried a serious financial risk, they could carry this risk as long as VRT rates remained constant or at the very least changes to the VRT system would be gradual and phased in over a five year period as recommended by the EU.

The Financial Consequences Of The Change In VRT System Of 1st July 2008

This all changed when the government changed the VRT collection system to a CO2 based system which would have lower VRT rates for low emission cars and vice versa. This was announced in the budget of 07 smack bang in the middle of the selling season for 08 new cars. The new system was announced in November 07 for implementation in July 07 without any consultation with the retail motor industry. It caused enormous confusion in the marketplace and as the CO2 levels for the various vehicles was not agreed with the government until May of 08, it lead to a pause in the marketplace and a complete change in the buying habits of consumers. Consumers were naturally attracted to the lower emission vehicles with reduced VRT rates and low annual road tax. The VRT rates on the low emission vehicles resulted in a 10% reduction on the retail prices of these new cars. As the used cars are valued from the retail price of the new car, this had the immediate effect of reducing the values of used cars by a minimum of 10%. It also had a wider effect as it destroyed the market for high emission vehicles and thereby decimating demand for used high emission vehicles resulting in a collapse in the used prices of used high emission vehicles.
This decision turned profitable businesses into loss making businesses overnight. As car dealers achieve an average gross profit of 4% on car sales, a minimum reduction in the value of used cars of 10% resulted in them selling all their used vehicles at a gross loss of 6%. This loss is compounded by VAT claw back rules whereby car dealers must pay a VAT penalty of 21% on these losses. Therefore, they are paying 21% of the 6% loss as a penalty. If a car dealer sells a used car for €15,000, he is loosing €900 gross and is hit with a further penalty of 21% of this amount or €189 in VAT. This equates to a gross loss of €1,089 on a vehicle valued at €15,000 or 7.26%. This is the minimum loss as it excludes overheads and other operating costs. These costs would average approximately 3% of turnover so the net loss increases to 10.26%. If a dealer carried  a used car stock of €3m they lost over €300,000 overnight when the VRT changes were clarified in the spring of this year. This is a cost which dealers cannot afford to take and resulted directly from a government decision. Dealers were caught in a dilemma, they did not want to suffer losses because of ill advised government intervention in the market while on the other hand they realised that VRT reductions was something that could only benefit the industry in the long term and was something that they had looked for years. Dealers decided to suffer the losses quietly, complain about the timing and lack of consultation and look forward to 2009 where the retail prices of new cars had reduced significantly.
Dealers had just realised these significant losses when they were hit with another major unexpected blow which has now put them on the brink of survival. The global slowdown in the economy and in particular the UK’s exclusion from the Euro and European monetary policy hit hardest of all. When the recession started to bite the UK central bank reduced ST£ interest rates significantly This resulted in sterling depreciating in value against the € by almost 20% over a very short period of time.
Consumers in the UK pay more for their vehicles than their Irish counterparts. Depreciation rates of 50% after two years are common in the retail motor industry there. The two year cost of change (which is the largest section of the new car market) in the UK was considerably higher than in Ireland. This was so even though the retail prices of the cars were higher (due to VRT) in Ireland than they were in the UK. This was achieved mainly by dealers compensating for high levels of VRT by giving extremely high values for used cars. Inter dealer competition in Ireland also had a lot to do with these high used car prices. In the UK consumers could expect to pay €12,000 for the two year change for your average family car while in Ireland consumers paid €8,000 which is a significant difference. Profitability of UK and Ireland dealers is very similar about 1% of turnover so the only significant difference between an Irish and a UK dealer was in the values of their respective used car stocks. Irish dealers stock was costing them significantly more than their UK counterparts. 

When ST£ depreciated by 20% against the € it opened up opportunites for consumers to go to the UK and Northern Ireland and pick up bargains in used cars. This has been so prevalent in 08, that over 80,000 used cars will be imported into Ireland from the UK. If the average price of one of these cars is €10,000 then the government has lost over €168m in Vat as the vat on used vehicles is paid in the country of origin.

This has now placed the Irish car dealer in serious financial difficulties. They have already suffered the losses on the VRT reductions and they have now reduced the values of their used car stocks by even more to compete with imports from the UK. This latest action will have more than doubled the €300,000 loss from the VRT reductions and has placed many of them on the brink of collapse. It is anticipated that two new car dealers will close every week in 09. 
The Changes in The Market Place Resulting From The VRT Changes

Dealers are reacting, they have all accepted that they cannot any longer place their businesses at risk by overvaluing used cars. It is now generally accepted throughout the industry that the UK market will now dictate the values of used cars in the Irish market. Used cars on Irish dealers forecourts must be able to compete with the imports and the only way to achieve this is by competitive pricing. As UK dealers charge and accordingly UK consumers pay more for their new cars, and Irish dealers now compete with them in used cars, the Irish consumer is going to have to pay more for their new car from here on. Dealers are estimating that the two year change (average family car) will increase from €8,000 in 08 to approximately €15,000 in 09. This is the price which is required to compete with the used cars imported from the UK. This price will be reduced somewhat by the availability of market incentives from the manufacturers. The manufacturers will continue to offer these incentives for as long as they have unsold stock on their balance sheets. As soon as this unsold stock is eliminated, these incentives will be terminated and the Irish consumer will be forced with the actual full cost of changing their car. We are approaching this point very quickly.
Conclusion

VRT has now become what it says in its name, it is now a registration tax paid by the consumer that is no longer recoverable in the residual value of the used car like before. It is now a consumption tax and has lead to a collapse in new car sales in 09. 

The government has always looked to VRT as a cash cow but have now possibly inadvertently taken the first steps towards its elimination. Dealers will no longer carry high residual VRT in their used car stocks. When the VRT reductions are combined with reductions caused by the UK imports, dealers have learned a very costly lesson about the value of used cars. This will have a significant impact on the new car market in 09 and beyond. The dealer’s representative body are making submissions to the government but like with the VRT reductions, they are largely being ignored. Eventually, after 15 years, the consumer will now end up paying the tax on the registration of their vehicle. Consumers will for the first time in 15 years suffer the financial consequences of VRT which many of them rightly won’t pay. Its time has now come and gone and it will probably take the continued collapse of the new car market (and many retail dealers along with it) before the government will finally realise that VRT is now a defunct tax and has to be abolished. In common with everything else to do with this government, this decision will be taken when its too late.
