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Executive Summary

While meeting its central requirement of providing necessary resources to government, the tax system can also influence economic activity and this can be negatively or positively.  IFA considers that the current level of taxation in Ireland as a proportion of GNP should be broadly retained in the future, thereby maintaining an environment that is conducive to investment, while also enabling public services to be expanded at a rate that is affordable.  Within this overall framework, the tax system should continue to be used as a means of incentivising desirable national and sectoral objectives. 

As regards the structure of taxation, IFA considers that a combination of income tax (personal and corporate) and expenditure taxes should continue to be the mainstay of the taxation system, taking into account the criteria for a positive taxation system.

IFA submits that the taxation system should be based on three fundamental principles: equity, incentive and neutrality.  In addition, the tax system should accommodate particular characteristics of the important economic sectors. 

IFA submits that family farming in Ireland has the following characteristics which need to be taken into account in the taxation system:

· farming is a capital intensive industry,

· viability of farming depends on efficient and timely inter-generational transfers,

· viability also depends on increased scale of farms and competitiveness.

This submission supports the above points with some relevant statistical data on the size structure and fragmentation of family farms, the income and investment profile of farms, and the age structure of farmers.

The submission identifies a number of tax-based policy issues – both existing and proposed - that are necessary to support the continued development and competitiveness of Irish agriculture and the food industry which it supports.  These include: the reform of stamp duty rates and bands in relation to farmland, restoration of CGT rollover relief or introduction of CGT farm consolidation relief, incentives for land leasing, CAT agricultural relief, and CGT retirement relief.

In relation to the encouragement of long-term savings to meet the needs of retirement, having considered the main options being discussed in the current national pensions policy review, IFA favours the retention of the “incentivised voluntary private pension provision” approach as the best option for the future, bearing in mind the progressively increasing dependency ratio facing and the workforce, and the desire not to increase the overall burden of taxation (including PRSI).  However, the appeal of the voluntary system needs to be broadened to be relevant to people on medium and lower incomes.

On the question of the future financing of Local Government, IFA submits that as central government is unlikely to devolve significantly more powers to local government, a substantial increase in local expenditure requiring a new revenue source is not necessary.  Where charges apply for local services, they must meet a number of conditions including equity and efficiency.  IFA is opposed to new property-based forms of local taxation as they fail to comply with the principle of equity.

Finally, the Commission on Taxation has been directed to examine fiscal measures to protect and enhance the environment, including a carbon tax.  IFA submits that taxation is just one of a number of instruments available to government to influence the environment.  IFA submits that carbon taxes should not be implemented where they have a negative impact on the competitiveness of the economy.  There is the real risk that carbon taxes discriminate against particular sectors, depending on their energy requirement and their capacity or otherwise to pass on the cost of the tax to the market-place.  On the issue of the EU target on greenhouse gases for Ireland by 2020, IFA proposes that there must be recognition of the fact that emissions from agriculture have not increased from the 1990 base year to the present time.

 Section 1:
 Role of the Taxation System in Supporting Economic Activity, Employment and Prosperity while Providing the Necessary Resources to Government
1.
Overview of Taxation in Ireland – Government Expenditure and Revenue in Ireland in context of EU countries

The primary purpose of Government revenue is to pay for public expenditure.  However, the taxation system can be used to incentivise certain desired activities, while on the other hand, an excessively high burden of taxation acts as a disincentive to investment and risk-taking.

The following tables set out total expenditure by general Government and total revenue of general Government for each of “EU15” member states, for the main countries in the euro, and for the “EU27” overall.  “Revenue” includes taxation, which is by far the greater element, and also social insurance contributions.  There is not a major difference between taxation and social insurance as both are compulsory; social insurance contributions are “ear-marked” to provide specific benefits.

In the case of Ireland, as GDP is substantially higher than GNP (€186bn for GDP and €158bn for GNP in 2007), and as GNP is closer to the taxation base than GDP, the figures for Ireland are also shown in terms of % of GNP. (GNP excludes profit repatriation by multinational companies operating in Ireland).  

Total Expenditure of General Government and 

Revenue of General Government as % of GDP, 2007

	
	Expenditure
	Revenue

	Belgium
	48.3
	48.0

	Germany
	43.8
	43.9

	Greece
	42.3
	39.4

	Spain
	38.4
	40.2

	France
	53.2
	51.6

	Ireland
	35.7
	36.6

	Ireland: % of GNP
	42.0
	43.1 

	Italy
	48.6
	46.3

	Netherlands
	47.0
	46.7

	Austria
	48.4
	47.5

	Portugal
	45.9
	42.5

	Finland
	47.6
	52.1

	Euro area
	46.4
	45.6

	Denmark
	50.8
	54.8

	Sweden
	53.6
	56.7

	UK
	44.0
	41.1

	EU 27
	45.9
	44.1

	

	USA
	35.6
	32.8

	Japan
	39.8
	35.8

	(EU Commission)
	
	


(Note that for most countries there is little difference between GDP and GNP).

When the GNP-based figures are taken for Ireland, the level of government expenditure (and revenue) in Ireland is still lower, but not dramatically lower than the average for the euro area or for the UK.  The differences can be largely explained by a number of factors:

· Economic growth in Ireland in recent years has resulted in lower unemployment related expenditure.  The average unemployment rate in 2007 in the euro area was 7.4% relative to 4.6% in Ireland.

· Lower social security contributions, particularly as regards pensions, in Ireland.  This is linked to a relatively favourable age structure, and also the relatively greater role of private pensions in the Irish (and UK) pensions system.  It should be noted that while the main difference in government revenue between Ireland and many other EU member states relates to social security (PRSI) rather than taxation, nonetheless the Social Insurance Fund in Ireland in recent years has been in surplus.

· Relatively low national debt in Ireland at 25% of GDP, relative to 68% of GDP for the euro area, thereby a lower expenditure on debt service.  Interest payments by Government in Ireland equate to about 1% of GDP, relative to 2.7% of GDP for the EU15.

On the other hand, public investment (public capital expenditure) in Ireland is over 4% of GDP (5% of GNP), relative to 2.5% of GDP for the EU15.

It should also be noted that while total government revenue in Ireland in 2007 was 2.5 percentage points below the euro area average, total government expenditure was 4.4 percentage points below the EU average.  This is explained by the fact that Ireland is running balanced budgets or budget surpluses, whereas many other countries are running substantial deficits.  Some major countries have been finding it difficult to remain within the “Euro growth and stability pact” limit for budget deficits of 3% of GDP.

IFA Position

IFA submits that the current/recent levels of public expenditure (and revenue) as a % of GNP should be broadly retained in the future.  This means that public services are expanded only at a pace which is affordable.  It also means that the burden of taxation as a proportion of economic output is not increased, thereby facilitating an environment that is conducive to investment and to the efficient allocation of resources.  This underpins Ireland as a competitive location for production of internationally traded goods and services, and as an attractive location for mobile investment.

Clearly there are likely to be some changes in the structure of public expenditure in Ireland in the coming decades.  While an increase in age-related expenditures in line with the increasing age structure of the population must be anticipated, in other areas such as housing and infrastructure, the current/recent high levels of expenditure will not have to be sustained indefinitely.

2.
Principles of a Positive Taxation System 

IFA Position – General Principles

IFA submits that the taxation system should be based on a number of general principles, and that some further specific elements are required to take account of some specific objectives and / or specific characteristics of particular sectors.  IFA wishes to focus in our submission the specific characteristics of agriculture. (Some of these elements are also relevant to taxation of other family-owned businesses).

The three following general principles are the most relevant:

(i) Equity:  The tax system must be equitable between taxpayers in different sectors of the economy.  People on similar income should pay similar levels of taxation; this is known as horizontal equity.  There is also widespread acceptance that vertical equity should apply, i.e. people on higher incomes should pay a higher effective average tax rate.


(ii) Incentive:  The tax system should facilitate and support economic growth and employment generation.  In particular, it should not act as a disincentive to those on low incomes to take up employment, or as a disincentive to enterprise, innovation and investment.

(iii) Neutrality:  This term is used here to cover a number of characteristics of a positive tax system in terms of not unduly influencing the behaviour of the taxpayer.  First, there is widespread acceptance that the tax base should be as broad as possible and the tax rates as low as possible.  Second, income from different sources – employment, self-employment, investment, pensions – should be taxed in an equivalent manner.  Third, administrative and compliance costs should not be excessive.


IFA’s Position : Detailed Issues

Equity:  Personal Tax Credit System

Farmers and other self-employed taxpayers have been denied significant increases in personal tax credits available to employees and others whose income is paid through the PAYE system.  The Employee (PAYE) personal tax credit now amounts to €1,830 per person in receipt of income through the PAYE system (wages, salaries, pensions). This is equivalent to a tax saving of up to €3,660 available to a household with two PAYE incomes when compared with a farm family household.  This is sectoral discrimination within the income tax code.
IFA submits that there is no objective basis for continuation of this discriminatory treatment of farmers and other self-employed sole traders, particularly as the self-employed are taxed on a current year basis.  IFA submits that the Commission on Taxation must examine and report on the equity issue in relation to personal tax credit.

3.
Particular Characteristics of Family Farming which need to be accommodated by the Taxation System


IFA Position

In addition to the three basic principles of a positive taxation system outline above, IFA submits that the following three particular characteristics of family farming in Ireland must be taken into account by the taxation system:


1. Capital Intensive Industry – Investment Requirements:  An exceptionally high level of capital is required in farming – land, farm buildings, machinery, livestock and environment control facilities – to generate an income equivalent to average industrial earnings.  Furthermore, a significant amount of capital upgrading or replacement is required annually.  


2. Inter-generational Transfer:  Ireland has a high level of owner-occupancy of farms, and the sustainability and viability of the sector requires that the family farm can be transferred between generations with the minimum of administrative complexities and overhead costs.


3. Structural Reform and Competitiveness:  As Irish and EU agriculture generally is being progressively exposed to international competition, the scale of individual farm units needs to increase.  Developments in technology – larger machinery and equipment, better disease control, etc – facilitate increased scale.  A key element of competitiveness is the inflow of qualified young farmers.

These issues are analysed in detail in Section 3 (Review of Tax Expenditures)

Section 2:  
Balance Between Taxes Collected on Income, Capital and Spending

The following gives the structure of tax revenue in Ireland in 2001 and 2007.

	
	2001
	2007

	
	€m
	%
	€m
	%

	Income Tax
	9,096
	32.6%
	13,605
	28.7%

	VAT
	7,859
	28.1%
	14,545
	30.7%

	Corporation Tax
	4,289
	15.3%
	6,349
	13.4%

	Excise
	4,046
	14.5%
	5,818
	12.3%

	Stamp Duties
	1,219
	4.4%
	3,195
	6.8%

	Capital Gains Tax
	859
	3.1%
	3,145
	6.6%

	Capital Acquis. Tax
	165
	0.6%
	383
	0.8%

	Customs
	161
	0.6%
	285
	0.6%

	Voluntary Disclosure
	223
	0.8%
	-
	-

	Other
	11
	-
	3
	-

	
	27,928
	100
	47,325
	100

	(Annual Budget Tables)
	
	
	
	


Even in this relatively short period of 6 years, some significant changes in the structure of tax revenue have taken place.  First, the share contributed by income tax has fallen from 32.6% to 28.7% and is now exceeded by VAT in terms of total yield.  The growth in the yield from VAT reflects both the increase in consumer expenditure and the changed pattern of expenditure to more “high VAT” items.  Stamp duties have increased from 4.4% to 6.8% of the total and CGT has grown from 3.1% to 6.6%.  The share made up by excise has fallen by 2.2% points, reflecting the non-indexation of some of these taxes in recent budgets, particularly in the case of alcohol.

The following general comments are made on the main tax headings:

Income Tax
Tax reform in Ireland in the past 20 years has focussed predominantly on income tax.  The following summarises the main changes:

· In 1987 there were three income tax rates:  58%, 48% and 35%.  In 2008 the two rates are 41% and 20%.


· From 1999, personal allowances were standard rated (i.e. apply at the 20% rate for all taxpayers), and from 2001 a tax credit system is in place.


· The tax code was “individualised”, improving the situation of dual income couples. Subsequently, a £3,000 tax allowance was introduced for one-income families where a spouse is working in the home.  


Income tax reform has been possible mainly because of the increase in the number of people “at work” (both employees and self-employed) in Ireland in recent years.

	Number of People at Work

	1987
	1,080,000

	1993
	1,148,000

	2001
	1,757,000

	2007
	2,116,000


Although much of the focus has been on the reduction in the tax rates, the most relevant measure of income tax reform is the reduction in the average tax rate, i.e. the level of income tax paid as a % of income.  To do this comparison fairly over time, account must be taken of rising income levels.  The following table shows the average tax (and PRSI) paid for a single taxpayer earning average manufacturing industry earnings (AIE), and various percentages of average industrial earnings.  (The actual level of average industrial earnings in 1987 was £10,700, i.e. about €13,600, and in 2007 was about €32,750).

	Average Tax Rate for Single Person at Various % of AIE

	Income: % of AIE
	50%
	100%
	250%

	1987/88
	22.0
	35.4
	50.8

	1993/94
	21.2
	32.4
	44.9

	2002
	2.4
	16.1
	32.8

	2007
	0
	13.4
	31.1

	(NESC Secretariat and IFA estimate for 2007)



VAT and Excise

VAT is a tax on consumer spending.  It is collected by VAT-registered traders on their supplies of goods and services to their customers.  Each such trader in the chain of supply from manufacturer through to retailer charges the VAT on his or her sales and is entitled to deduct from this amount the VAT paid on his or her purchases.  The effect of offsetting purchases against sales is to impose the tax on the added value at each stage of production.  The final consumer, who is not registered for VAT, absorbs VAT as part of the purchase price.

VAT is “harmonised” at EU level in order to minimise distortions of competition.  This means that rules are in place in relation to the relevant VAT rates to apply to various goods and services, and also sets a limit to the goods or services that may be “zero rated” for VAT.  As regards the harmonisation of VAT rates, the current EU policy is that the “standard” VAT rate must not be lower than 15%, and the low VAT rate must not be lower than 5%.

In Ireland the VAT structure and rates are somewhat atypical.  We have a relatively large share of consumer expenditure “zero rated”, including food and children’s clothing and footwear.  On the other hand, our VAT rates are relatively high, with a standard rate of 21% and a low rate of 13.5%.


As the above tables show, in recent years the share of VAT in total tax revenue has increased, linked to the consumer spending boom.  From a Government viewpoint, VAT is a relatively attractive form of taxation:  little or no public resistance, low administration cost and little scope for evasion.

Excise duties on alcohol and tobacco products are broadly viewed as both acceptable and necessary forms of taxation because firstly, consumption of these products is discretionary and secondly, there are substantial costs to society associated with the use of these products.  The main constraint to increasing excise further on alcohol, in particular, is the impact on the “consumer price index” used to measure the inflation rate.

Property Taxes and Capital Taxes

The share of tax revenue accounted for by property taxation in Ireland is similar to the EU average, but significantly less than in the UK.

As regards property taxes, since the abolition of rates on dwelling houses in the 1970s, the tax base of property taxation is now quite narrow, as it consists mainly of stamp duties on property transactions and also local authority rates on commercial property.  

The main form of capital taxation is Capital Gains Tax (CGT).  As the above tables show, the yield from CGT has increased quite dramatically in recent years. The rate of CGT was cut from 40% to 20% in the 1998 budget.  In the 2003 budget indexation for inflation was removed so that nominal gains made after 31/12/2002 are taxable.  Rollover relief was also abolished in the 2003 budget; this had provided relief from CGT in the case of the replacement of business or farm assets.

Corporation Tax

The structure of Corporation Tax was reformed over a number of years, and from 2003 there is a single rate of tax across all sectors of 12.5% for all trading income.  Non-trading income is taxed at 25%.

Despite the relatively low nominal rate of corporation tax in Ireland, its share of total tax revenue is in line with the EU average.  This is due in part to the location of profitable multinational manufacturing and financial services industries in Ireland, and may include a degree of “transfer pricing” to maximise the profit declared in Ireland.  It may also be due in part to countries (such as Germany) with high corporation tax rates providing offsets, which reduce the effective tax rate.

IFA Position – General

IFA submits that a combination of income taxes (both personal income tax and corporation tax) and expenditure taxes should continue to be the mainstay of the taxation system.

Personal income tax complies strongly with the principle of equity, and the reforms of the system in Ireland in the past decade have gone a good way to reduce the disincentive element of the system.

The main expenditure tax, VAT, is reasonably equitable as implemented in Ireland, particularly arising from the zero-rating of food and children’s clothing and footwear.  Clearly “a price is paid” in Ireland for this narrowing of the VAT base, i.e. relatively high VAT rates.

Ireland is not out of line with the average EU situation as regards the yield from property taxes. While the recent reforms of CGT have been very effective in increasing the yield, some of these reforms such as abolition of “rollover relief” have introduced new disincentives into the tax system.

As regards Social Insurance, while its share of total revenue in Ireland is low by overall EU standards, the Social Insurance Fund is not in deficit.  Furthermore, since 2000, 1% of GNP (€1,690m in 2008) is put annually into the National Pensions Reserve Fund to help pre-fund future social welfare and public service pensions from 2025 onwards.  The value of the fund at end 2007 was €21billion.

Overall, taxes which are not linked to the “ability to pay” of the taxpayer are inequitable, cause hardship, are inherently limited as regards yield, and must be rejected.

Section 3: 
Review of Tax Expenditures (Reliefs) with a View to Assessing the Economic and Social Benefits they Deliver

Context of IFA’s Submission

IFA’s submission focuses on the existing main tax reliefs relevant to farming, and also a number of measures proposed by IFA to address particular problems in the sector.  In  order to put the IFA submission into context, the following section seeks to set out firstly, the market and policy environment facing Irish agriculture, and secondly, the main challenges facing family farming in Ireland in terms of economic, social/demographic and structural constraints which need to be tackled by public policy measures, including taxation-related measures.

Overview of the Market and Policy Environment facing Irish Agriculture

IFA seeks a support framework for Irish farming, including the taxation regime, which is responsive to the changing EU policy and market environment by enabling and facilitating family farms to be operated on a viable, commercial basis.

At EU level, the Common Agricultural Policy has been substantially reformed, involving lower support prices and some compensatory decoupled direct payments.  A “mid-term” review of CAP reform is taking place in 2008, and the budget for the CAP post 2013 will be subject to a major review around 2011/2012.  Thus farmers are facing considerable uncertainty about EU agricultural policy in the medium-term.

The future implications of the WTO negotiations must also be taken into account when formulating future strategy for the sector.  The EU has formally offered to cut its import tariffs by over 50% on average, including a 70% cut for beef, and most dairy products. This level of tariff cut would undermine beef production in Ireland, and significantly weaken the dairy sector.  IFA rejects these proposals.    

Furthermore, farmers are required to farm to higher standards of environmental protection arising from the Nitrates Action Programme and other environmental regulations which form part of the cross-compliance conditions for the Single Farm Payment.  Irish farmers are in the process of making investments on their farms costing about €1.5billion in 2007 and 2008, to comply with the environmental regulations and to meet the exacting standards set by the Department of the Environment and the EPA.

The competitive challenges confronting commercial farmers demand that their farming systems and structures are competitive in EU and international terms.  These farmers must build productive capacity and ensure that their farms have the required scale, structures and efficiency to compete effectively.  This will require investment and consolidation of the key farming resource, which is land.

Farm Structures – Addresing Inadequate Farm Scale and Farm Fragmentation

As the following table from the CSO shows, efficient commercial farming in Ireland is constrained by an unfavourable size structure, and the pace of structural change is slow.

	Farms Classified by Farm Size (000)*

	Farm Size
	2000
	2005
	% Change

	Total
	129.7
	123.5
	-4.8%

	5 -  < 10 ha
	16.7
	18.5
	+10.7%

	10 - < 20 ha
	34.3
	30.1
	-12.2%

	20 - < 30 ha
	25.0
	22.5
	-10.0%

	30 - < 50 ha
	29.6
	28.7
	-3.0%

	50 - < 100 ha
	19.5
	19.6
	+0.5%

	> 100 ha
	4.6
	4.0
	-13%

	Average Farm Size
	32.9ha
	33.9ha
	+3%


(*Excluding very small farms of <5ha)

In addition to the lack of necessary scale of farms in Ireland, we continue to have an unacceptably high level of farm fragmentation, with only 30% of farms in a single parcel of land.  The following table, from the CSO 2005 Farm Structures Survey classifies farms by the number of land parcels per farm.  

	Number of farms classified by number of separate parcels

	Number of separate parcels of land
	Number of Farms
	% of Farms

	1
	39,800
	30.0%

	2
	30,600
	23.1 %

	3
	22,400
	16.9%

	4
	13,800
	10.4 %

	5 or more
	26,000
	19.6 %

	Total
	132,600
	100

	Average number of land parcels per farm
	3.3


The average number of land parcels per farm is over three, and in the case of 30% of farms, the farm is in 4 or more parcels.  

Profile of Output, Income and Assets in the  “Average” Farm in Ireland

The Teagasc National Farm Survey provides a very comprehensive data base on Irish farming.  The survey (based on a sample of about 1,160 farms) represents about 113,000 farms nationally. In addition to giving data for “all farms”, it also provides data for a range of systems and sizes of farm and also for farms defined as “full-time”.  These are a sub-set of about 37,000 farms, which can be broadly defined as “commercial”, i.e. they have adequate scale to generate a reasonable return to the labour input of the farmer and working capital.

	Profile of the “Average” Farm in Ireland

	
	Average for all farms 
	Average for “Full-Time” (commercial)

	Number of farms represented
	113,000
	Top 37,000

	Receipts, Costs and Income
	(€/farm)
	(€/farm)

	Product sales and Receipts

(of which: Direct payments)
	49,304

(16,346)
	103,208

(26,873)

	Direct and overhead costs
	32,624
	68,721

	Family farm income
	16,680
	34,486

	

	Resources
	
	

	Farm size (hectares)
	35.5
	60.5

	Family labour units
	1.01
	1.31

	

	Asset Value
	(€)
	(€)

	Land and buildings
	710,631
	1,214,324

	Machinery
	18,994
	39,119

	Livestock
	37,944
	76,443

	Total Assets
	750,474
	1,356,886

	

	Income as % of assets
	2.2%
	2.5%


(It is evident that farmland is valued in the Teagasc survey at less than its current market value, and thus less than the relevant value in aspects of the taxation code.)

A number of conclusions can be drawn from the above table:

· Only a minority have farms have the scale to generate an income in line with average industrial earnings.

· A very large level of capital resources are required to generate even a moderate income.

· Viable incomes from farming require active policies of structural reform whereby human resources in farming are better matched with the major fixed resource which is land.

The Need for Ongoing Investment in Agriculture
The following table gives the investment levels by the agricultural sector, from CSO National Accounts data.  (Machinery and equipment purchased by Agricultural Contractors is included in the table as part of Agriculture.   The figures for "Transport Equipment" include the farm share of car expenses.  "Other Equipment" refers to equipment used on farms, which is not specialist agricultural equipment).  

Trends in Capital Investment in Irish Agriculture (€m)

	
	2002
	2003
	2004
	2005
	2006

	Farm Buildings
	104.0
	88.4
	127.6
	133.7
	160.2

	Land Improvement
	7.8
	6.6
	9.5
	10.0
	12.0

	Transport Equipment
	110.9
	108.0
	105.3
	102.6
	99.9

	Agr. Machinery and Equipment
	240.0
	222.5
	250.6
	261.2
	297.1

	Other Equipment
	92.5
	94.2
	83.6
	62.2
	63.6

	Total (excl. breeding stock)
	555.3
	519.7
	576.6
	569.5
	632.7

	Breeding stock
	-19.2
	+2.0
	-10.9
	-26.0
	-25.8

	Total
	536.1
	521.7
	565.8
	543.5
	606.9


It is estimated by Teagasc that over 2007 and 2008 Irish farmers are investing €1,500m on their farms, driven mainly by the requirement to meet specific environmental-related standards.

The following data shows that over 20% of disposable farm income is re-invested in farms each year.  (2005 income figure exceptional).

Capital Investment as % of Disposable Farm Income*

	
	2002
	2003
	2004
	2005
	2006

	Disposable Farm Income (€m)
	2,464
	2,548
	2,651
	3,128
	2,739

	Investment as % of Disposable Income
	22.8%
	20.5%
	21.3%
	17.4%
	22.2%


(* Disposable income is defined as national farm income (CSO) plus depreciation less interest on farm borrowing; personal taxation is not deducted).

Age Structure of Farmers and Family Succession

The unfavourable age structure of farmers is summarised in the following table.  It also shows that the situation has deteriorated between 2000 and 2005.
Family Farms Classified by Age of Holder (000)

	
	             2000                                2005

	Age of Holder
	Number
	%
	Number
	%

	Total
	141.3
	100
	132.5
	

	< 35
	18.4
	13.0
	10.8
	8.2

	35 – 44
	30.8
	21.8
	25.0
	18.9

	45 - 54 
	36.3
	25.7
	33.0
	24.9

	55 – 64
	27.8
	19.7
	32.1
	24.2

	> 65
	28.0
	19.8
	31.6
	23.8


It is a matter of concern, in the context of competitive pressures facing Irish agriculture, that the size structure of Irish farms is improving only slowly, and the age structure of farmers continues to deteriorate, with only 27% of farmers under 45 years of age, and 48% 55 years of age or over.

The Role of Taxation Policy in Promoting Structural Reform and Competitiveness in Agriculture

Farmers who wish to achieve or even maintain viability in farming face a range of financial barriers.  These include the difficulty in generating adequate capital to meet the cost of expansion of scale, the limited repayment capacity on borrowings, the inability of the typical farm to support two generations of the family during periods of succession, and the cost of financial settlements to other family members.

The achievement of structural reform and viable scale requires a range of tax incentives (or removal of disincentives) in relation to:

· Farm consolidation and farm enlargement,

· Land leasing

· Capital investment,

· Farm transfer, in the case of both transferor and transferee.

The target should be to achieve a scale which would generate an average farm income for all farms in line with average industrial earnings (€32,760 in 2007), rather than 55% of AIE as at present.  In other words, the average standards currently prevailing for the top 37,000 commercial farms, should become the targeted standard for all farms.

While the recent ESRI Medium-Term Projections for the economy pointed to an ongoing decline in employment in agriculture of 2.5% per annum, IFA submits that the best approach to maintaining the farm employment level, and the farm output level and thereby the employment level in food processing, inputs and services, is to achieve a sustainable scale of family farm businesses.

IFA Position – Existing and Proposed Tax Reliefs – Specific Issues

(i)
Stamp Duty Rates and Bands

Stamp Duty applicable to residences has been changed with effect from 5 December, 2007, and the new regime is as follows:

	Value
	Rate

	First €125,000
	    Nil

	Balance from €125,001 to €1 million
	    7%

	Balance over €1 million
	    9%


In announcing these changes the Minister stated that the effective tax rate falls at all levels, with effectively no transaction under €1 million being charged at a rate of more than about 6%.

In contrast, the stamp duty rates and bands for farmland have not been reformed, and the current levels are in place since December 2002.  These are as follows:


	Up to €10,000

	Exempt

	€10,001 - €20,000
	1%

	€20,001 - €30,000
	2%

	€30,001 - €40,000
	3%

	€40,001 - €70,000
	4%

	€70,001 - €80,000
	5%

	€80,001 - €100,000
	6%

	€100,001 - €120,000
	7%

	€120,001 - €150,000
	8%

	Over €150,000
	9%


IFA is concerned that these high rates of stamp duty are a barrier to farm consolidation.  IFA proposes that there should be a substantial broadening in the stamp duty rate bands for farmland.  There is a strong case for establishing a new rate/band structure specifically for farmland, separate from the rate/band structure for non-residential property generally, because 

(i) the income from the farm asset is low relative to the market value of the asset, 
(ii) to avoid late transfers, it is preferable that family farms are transferred by gift (which is subject to stamp duty) rather than by inheritance, and
(iii) many Irish farms are not economically viable, and consolidation and enlargement will be necessary.
(ii) Implications of Abolition of CGT Rollover Relief


A significant negative consequence of the abolition of CGT Rollover Relief is that farmers who wish to sell and purchase land to consolidate their holdings are liable to CGT.

IFA submits that a targeted CGT farm consolidation relief whereby the proceeds from the sale of farmland by farmers can be used to aquire other land for the purpose of farm consolidation, without charges to Capital Gains Tax.  This focussed relief could be subject to the following conditions – 

The consolidation of the farm

· Reduces the total number of land parcels in the holding, or

· Reduces the distances between individual land parcels, or 

· Increases the size of the overall holding,
and

· The person making the disposal continues to farm the land for a period of at least 5 years following the disposal, spending a minimum of 50% of their normal working time farming the land. [this definition is currently in place in the Stamp Duty Relief for Young Trained Farmers and eligible transferees under the Farmer Early Retirement Scheme].

IFA does not propose that the proceeds of disposal of  “development land” should be exempted for CGT in this manner.
(iii)
Retention of Existing Reliefs

The Government has responded to the requirements of agriculture in recent budgets through a number of measures.  They include the improvement of incentives to encourage medium/long-term land leasing, and relief of stamp duty in certain cases to encourage farm consolidation.  IFA proposes that further reform is necessary to remove the CGT disincentive in relation to farm consolidation.  As regards inter-generational transfer of family farms, IFA strongly advocates the retention of the two main existing tax incentives : CAT Agricultural Relief and CGT Retirement Relief.

Section 4:  
Encouragement of Long-Term Savings to Meet the Needs of Retirement

Personal and Occupational Pension 

The Pensions Board report published in 2005, which forms a back-drop to the current Pensions Green Paper and proposed White Paper, outlined a number of options for supplementary pensions coverage including second tier pensions.  In broad terms, the options are as follows:

a) A significant increase in the current flat-rate state pension (e.g. towards 50% of Average Industrial Earnings (AIE),

b) Earnings related state pension based on compulsory earnings-related contributions,

c) A mandatory private pension (e.g. to bring one’s total pension up to level of at least 50% of AIE),

d) Incentivised voluntary private pension provision – this is the current system.


IFA Position

IFA submits that, taking account of demographic factors such as increased longevity and higher dependency ratios, and the need to retain a system that is affordable to the state and the individual, PRSI pensions should continue to be set at about the current rate of 34% of average individual earnings.

IFA proposes that second tier pensions in the future should continue to be based on the “incentivised voluntary private pension provision” policy.  However, the level of incentive should be improved for persons on relatively low incomes as follows:

· Income tax relief on contributions to personal pension plans should be equalised by increasing the tax relief available to standard rate taxpayers to the top rate of income tax.  This would be achieved by a pensions tax credit.


· Persons at work including farmers who do not have a taxable income in a particular tax year should be encouraged to make and continue pension contributions by the addition of a 40% exchequer top-up on their contributions to an approved pension plan (including a PRSA), similar to the SSIA scheme.  

These two proposals would introduce much greater equity to the current tax-based incentives for private pensions.

Section 5:
Options for the Future Financing of Local Government

IFA position

Ireland is a small country in population terms of only 4.24 million people in the 2006 census, of which 1.66m or almost 40% are in the greater Dublin area (Dublin, Meath, Kildare, Wicklow).  Ireland’s system of governance is highly centralised, with only very limited functions devolved to County / City Councils.

While there have been some initiatives by Government to reform Local Government in the past decade or so, there is no particular evidence that the existing balance between central and local government is likely to change in the foreseeable future.  Thus IFA submits that there is no strong case for a substantial increase in local expenditure requiring a new revenue source.

There is a second issue of alternatives to the current method of financing local government.  The current financing is dominated by two sources: (i)  locally sourced revenue, mainly rates on commercial properties, and also charges for certain services (and in recent years development levies), accounting for 58% of the total, and (ii) transfers from central government, accounting for the remaining 42%; this includes motor tax receipts (€1,080m in 2008) and the exchequer grant (€545m in 2008).  

IFA submits that no new taxes should apply at local government level if they fail to comply with the first principle of taxation, i.e. equity.  The system of taxation which best meets the condition of equity is income taxation.  However, a system of local income taxation would not be practical – the exchequer grant achieves the same purpose in a more direct way.  It is clear and incontestable that property-based forms of taxation are inequitable.

Where charges for services by local authorities arise, such charges should be fixed within a framework to be established by Central Government.  This framework should be based on the following principles:

· the services are delivered efficiently, which in many cases requires capital expenditure for modernisation,

· the charges should be based on the cost or value of the service, on the premise of efficient delivery,

· charges should be equitable across all users of services, for example domestic users as well as commercial users.

Section 6: 
Fiscal measures to Protect and Enhance the Environment including the issue of a Carbon Tax

Under the EU Commission proposals of January 2008 on Energy and Climate Change Policy, Ireland is required to reduce its greenhouse gas emissions by 20% from their 2005 level by 2020.

Clearly there has been a dramatic change in the sectoral contributions to greenhouse gas emissions since 1990.  Data from the EPA gives the following sectoral sources for greenhouse gases (C02 equivalents in 000 tonnes) for 1990 and 2006.

	
	Energy

Generation
	Residential
	Industry & Commerce*
	Agric
	Transport
	Waste
	Total

	1990
	11,846
	7,350
	9,782
	19,918
	5,168
	1,461
	55,525

	2006
	15,590
	7,290
	12,023
	19,309
	13,719
	1,831
	69,762

	% change
	+31.6%
	-1%
	+22.9%
	-3.1%
	+165%
	+25.3%
	+25.6%


(*: including 167% increase for cement production).

Agriculture’s share of total greenhouse gases in the 1990 base year was primarily a reflection of the fact that Ireland has a small population but a relatively large area of agricultural land.  It should be no surprise that agriculture’s share of the total emissions is lower in the more densely populated European countries than in Ireland.  


A review of trends in agriculture in the reference period from 1990 shows significant declines in cattle and sheep numbers, and in chemical fertiliser usage.  The number of dairy cows stood at 1.322m in December 1990 and stood at 1.087m in December 2006, a decline of almost 18%, as farmers filled the national milk quota from fewer cows.  The suckler cow herd peaked in 1998 at 1.196m and stood at 1.129m in 2006, a decline of 5.6% (December 2007 data not yet published).  In the sheep sector, the national breeding flock peaked at 4.79m in 1992 and had declined to 3.02m in 2006, a reduction of 37%.  The use of nitrogen fertilisers by farmers peaked at 443,000 tonnes of nutrient in 1998/99, and stood at 345,000 tonnes in 2006/07, a decline of 22%.

IFA Position

· IFA submits that environment based taxation (carbon tax) is just one of a number of instruments available to Government to influence the environment in the future.  IFA’s position is that carbon taxes should not be implemented where it is clear that such taxes would have a negative impact on the competitiveness of the economy.  Agri-food products are internationally traded and exposed to competition in market which are becoming increasingly globalised.


· In general, carbon taxes should be limited to areas of activity or behaviour where such activity or behaviour can be changed without imposing a significant cost.  Examples include the switching from petrol to diesel cars, and the plastic bags levy.


· Any decision in relation to carbon taxes must also be based on an analysis of who ultimately bears the extra cost.  Some sectors of the economy have the capacity or market power to pass on the additional cost to the purchaser of the goods or services.  Other sectors do not have such capacity : a case in point is agriculture.  Farmers face perfect competition in the market-place; they are “price-takers” rather than “price/margin fixers”.


· Carbon taxes can inherently discriminate against specific sectors and regions.  Economic sectors where energy is a requirement in the production process are clearly vulnerable.  At a regional level, rural dwellers have the basic disadvantages of travel distance to work, or to pursue their economic activities, or to avail of services.  In the absence of public transport, rural dwellers generally have to provide their own transport.


· As regards the EU target for Ireland for reduction in greenhouse gases, since the base year for the Kyoto Protocol agreement was 1990, and Ireland exceeded its commitment by 11.5% (26% increase relative to the 13% commitment), IFA submits that any sectoral commitments must use 1990 as a base rather than 2005.  Agriculture contributed nothing to the 11.5% by which the Kyoto Protocol commitment was exceeded.  IFA submits that agriculture can play a role in contributing to the 2020 reduction target, and that this can be achieved by science and technological developments in agricultural production.  Other comparable countries to Ireland with a large agriculture sector, e.g. New Zealand, are strongly involved in joined-up research including the role of science and technology in delivering environmental improvements.
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