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Chapter 1: Introduction

1.1  Introduction

1.1.1  The Mission of the Department, as set out in its Statement of Strategy 2008-2010, is to “pursue sustainable development”.  In pursuing this mission, the Department’s mandate is to: 

· achieve a high quality environment with effective environmental protection; 

· address climate change; 

· achieve effective conservation of our natural heritage and biodiversity; 

· achieve effective conservation of our built heritage; 

· protect and improve water resources and the quality of drinking water; 

· ensure that our regions and communities are planned and built to respect sustainable and balanced regional development; 

· ensure good quality housing in sustainable communities; 

· monitor, analyse and predict Ireland’s weather and climate; 

· support and enable democratic and responsive local government. 

1.1.2  The policies of the Department impact on many aspects of everyday life in Ireland, with local authorities having responsibility for implementation of many of these policies at local level.  They range, inter alia, from the quality of the environment to housing, water, planning, fire and other services. 

1.1.3  The Department’s submission to the Commission on Taxation is guided by four high level objectives, as follows:

· Sustainable Development/Protecting the Environment
· Protecting Competitiveness 
· Ensuring Adequate Funding for Local Government 

· Pursuing a Sustainable Communities Agenda
1.2  Sustainable Development/Protecting the Environment
1.2.1  As the single greatest challenge facing the world, climate change and the international response to it, will be increasingly a fundamental element in terms of macro-economic and social development in the period to 2020 and beyond.  The need for a transition to a low carbon society will influence the development of policy across all areas of activity, including in relation to mitigation and adaptation strategies and the identification of and response to climate trends. 

1.2.2  Significant progress has been made in recent years, including in the context of new economic instruments, to achieve environmental objectives.  The OECD's Environmental Performance Review for Ireland, which will be undertaken during 2008-2010, will provide an independent assessment of our progress in achieving both domestic objectives and meeting international commitments in relation to the environment.  

1.2.3  The Irish economy has continued to perform strongly in recent years, with profound impacts in terms of prosperity, employment and social benefits. Domestic demand and the strength of new residential construction have provided the main impetus to growth.  With adjustments now taking place in the new housing market, potential uncertainty in international financial markets and concerns regarding international energy supply, Ireland can expect more moderate economic growth in the coming years.  Meeting higher expectations of environmental conservation at a time of ongoing economic development, albeit at a slower rates than in recent years, and underpinning the central role of our natural and built heritage in terms of quality of life and well-being, continue to be a key challenge for the Department. 

1.2.4  The Department’s Statement of Strategy 2008 – 2010 emphasises the need to develop and implement creative and innovative approaches and solutions, including new statutory and policy measures and funding mechanisms, which seek to achieve the most appropriate balance between development pressures and the protection and conservation of our environment.  

1.2.5  The use of economic and market-based instruments such as landfill levies, environmental levies, pay-by-use, deposit and refund is widespread throughout EU and OECD countries, reflecting a growing consensus on the need to shift the burden of taxation away from labour and towards pollution emissions, waste generation and resource consumption. 

1.2.6  Economic instruments have an overall efficiency for society in that they have the potential to achieve environmental objectives and targets at relatively low cost.  Where such instruments are well designed and targeted, even quite small changes in price/cost can send strong signals leading to significant behavioural change, thereby encouraging more sustainable waste management/resource use practices. 

1.3  Protecting Competitiveness

1.3.1  In the context of the adjustment to more moderate growth levels, competitiveness issues must continue to inform policy development and implementation.  In this context, the Department has, in partnership with local government, an important role in addressing remaining infrastructural deficits that have the potential to impact both on national competitiveness and quality of life.  In this way, the Department will pursue the regional development objectives of the National Development Plan (NDP), which reflect the analysis of the National Spatial Strategy (NSS), while at the same time offering business the environment and supports necessary to sustain performance in a competitive, globalised international economy.  Equally, our regulation must comply with best international practice, affording the necessary protection to the environment, whilst enabling business to be both adaptable and innovative in its approach. 

1.4  Ensuring Adequate Funding for Local Government

1.4.1  Central to the development of sustainable communities is, of course, the role of local government.  Uniquely in Irish democracy, local government receives its mandate from all residents, regardless of nationality, and therefore, it is well placed to represent, serve, and benefit from, an increasingly diverse society.  The recent publication of a Green Paper on Local Government – Stronger Local Democracy – Options for Change - builds on a decade of change in local government following from Better Local Government.  This has seen the introduction of modern management structures, a new emphasis on local government performance, customer service, social inclusion, a wider economic and community development remit, as well as more sophisticated and complex responses to traditional services such as housing provision and waste management.

1.4.2  The Green Paper presents a set of options for change which share a strong common theme of renewing local democratic leadership.  It makes the case that greater local leadership, accountability and connection with the citizen can be achieved through the provision of directly elected mayors for all counties and cities.  The possibility of introducing revised structures for local governance for key Gateways, such as Limerick, Waterford and Sligo, is also considered.  A range of initiatives are discussed to allow local people to play a greater role in local decision making, including local plebiscites, petition rights, participatory budgeting and town meetings.  Stronger Local Democracy stresses the need for continuous change, flexibility and imagination in service delivery, with greater movement towards the sharing of services between local authorities also advocated.  The Paper also sets out the issues for debate on the financing of local government, which can feed into the work of the Commission on Taxation.  There is a strong parallel between the approach in the Green Paper and that taken in the OECD Review of the Public Service.  The OECD emphasises the need for a more integrated public service and recognises the leadership role of local government at local level in relation to the supply of public services.  The review also recognises the dependence of local government on central funding compared to many other countries.
1.4.3  The challenge now is to build on the considerable progress made in recent years and to ensure that local government has the capacity and resources necessary to deliver services of the highest quality to all citizens.  A key issue in terms of the future funding of local authorities relates to the extent to which local charging regimes should be enhanced or developed.  Any consideration of this issue must take account of (i) the need to protect competitiveness, and (ii) the importance of maximising efficiency, including the scope for shared services.

1.5  Pursuing a Sustainable Communities Agenda

1.5.1  Housing and planning are key areas for the Department in terms of pursuing its sustainable communities' agenda, including in the context of the National Action Plan for Social Inclusion 2007-2016 (NAPS).  In particular, housing and infrastructural development must strengthen existing communities and support the emergence of new communities.  For the planning system at local level to be effective in creating and supporting new communities, joined-up government – nationally and locally – will be critical as Ireland continues to grow.  The NSS provides the overall framework for regionally balanced development, with implementation locally guided by well-grounded and co-ordinated development plans.  

1.5.2  Sustainable communities have a high quality natural and built environment, with a dynamic and innovative economy, good transport, supportive community and voluntary services, and are environmentally sound.  Ultimately, such communities are those in which people want to live, now and into the future being safe and inclusive, well-planned, built and run, offer equality of opportunity and good services for all.  Local government is central to the delivery of this agenda working with partners at central government and local level.  Sustainability at community level is therefore dependent on a sound and sustainable system of local government financing.

Chapter 2: Climate Change/Measures to Protect the Environment

2.1  Economic Instruments

Introduction

2.1.1  In 2002, Ireland introduced a levy on plastic shopping bags and a landfill levy.  Their introduction formed part of an integrated approach to waste management in line with the internationally recognised waste management hierarchy.  This policy has been enunciated in a series of policy documents starting in 1998 with the publication of Changing Our Ways.
2.1.2  In designing policy in relation to the deployment of economic instruments, Ireland has endeavoured to follow international experience and best practice, most notably the recommendations made by the OECD in a report on environmental taxation published in 2001.  The OECD defined economic instruments as:- “Policy instruments which may influence environmental outcomes by changing the costs and benefits of alternative actions open to economic agents. They aim to do so by making the environmental preferred action financially more attractive.”

2.1.3  The OECD Report noted that a principle of good environmental taxation is to tax the behaviour to be influenced as directly as possible and the importance of considering the appropriate point of taxation: consumption taxes should ensure that consumers face the price signal and, therefore, have incentives to change their consumption patterns away from the polluting product. 

Criteria

2.1.4  The OECD Report identified certain criteria as crucial to the successful application of economic instruments in the area of the environment.  These are: 

· Environmental Effectiveness:  the extent to which the instrument could be used to reduce or change environmental impact; 

· Economic Efficiency:  the extent to which it will save resources;

· Political Acceptability: its potential to win broad political/public support;

· Administrability: the extent to which the programme is feasible to carry out, including issues of capability and capacity of Government and producers, trade and competition;

· Directness: how it is applied on the polluter and its capacity to change behaviour. 
2.1.5  The use of environmental levies is in accordance with the polluter pays principle and has an objective of preventing and remedying environmental damage.  The principle according to which the polluter pays when environmental damage occurs is already set out in the Treaty establishing the European Union.  As it helps to deter breaches of environmental standards, it promotes compliance with Community environmental policy. The Environmental Liability Directive introduces a liability scheme which will not only compensate for damage to the environment, in accordance with the 'polluter pays' principle, but which should also assist in preventing such damage.

2.1.6  The design and operation of the landfill and plastic bag levies conforms to the criteria laid down by the OECD.  The plastic bag levy had a clear environmental objective of combating a visible litter pollution problem arising from the widespread use of plastic shopping bags. It has also enjoyed strong public support even after a substantial increase in the level of the levy from 15cent/bag to 22 cent/bag introduced in July 2007. This broad public support is based to a significant degree on the hypothecated Environment Fund and the fact that the proceeds are used for environmental purposes.  

2.1.7  In a survey carried out in 1999, 40% of those surveyed indicated that they would not be willing to pay a levy; this contrasts with a positive rating of 91% carried out in 2003 following the introduction of the levy. Use of plastic bags also dropped dramatically from 350 bags/inhabitant per annum to 21 bags/inhabitant immediately following the introduction of the levy. 

2.1.8  Both levies were also designed in a manner that would not conflict with trade. In discussions prior to their introduction, the EU Commission indicated that the proposed measures were neither disproportionate nor discriminatory in a manner that might impede the operation of the Single Market. This is supported by guidance produced by the EU Commission that indicates that where the revenue is used to support the objectives of the levy it would not be seen as being in conflict with the Single Market. The hypothecation approach adopted is, therefore, consistent with this objective and ensures appropriate control over the use of the revenues. 

2.1.9  The landfill levy for illegal landfill sites was increased from €15/tonne in 2006; the Minister for the Environment, Heritage and Local Government has indicated that he intends to increase the levy on authorised landfill facilities from €15 to €20/tonne, this to take effect from the middle of 2008. Because of the key role it can play in driving diversion of waste from landfill in the context of the challenging targets that Ireland is required to meet under the landfill Directive, the Minister has indicated his intention to bring forward legislation to allow for substantial increases in the landfill levy over and above what is currently allowed in the existing legislation; and to apply a related levy to incineration; a similar approach is envisaged with regard to the plastic bag levy in order to maintain its dissuasive impact on consumption behaviour. 

2.2  Carbon Levy

Proposal 

2.2.1  The terms of reference of the Commission requires it to “investigate fiscal measures to protect and enhance the environment including the introduction of a carbon tax.”  They also provide that:- “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 Department will engage with the Commission in relation to consideration of a carbon levy in the context of the commitment in the Programme for Government to introduce fiscal instruments, including a carbon levy, over the lifetime of the Government.  
National Climate Change Strategy

2.2.2  Under the Kyoto Protocol, the European Union is committed to reducing greenhouse gas emissions to 8% below 1990 levels in the commitment period 2008-2012.  For the purposes of this commitment, Ireland is required to limit its emissions to 13% above 1990 levels (63 million tonnes) in the same period.  Ireland’s emissions were 25.5% above 1990 levels in 2006, which means that Ireland’s current distance to its Kyoto target amounts to 12.5 percentage points.

2.2.3  Ireland’s National Climate Change Strategy 2007-2012 (NCCS) was published in April 2007.  The Strategy shows that the measures to reduce emissions that have been put in place by the Government to enable Ireland to meet its Kyoto Protocol commitments.  The Strategy also gives an indication, in light of the emissions reduction targets for 2020 adopted by the 2007 Spring European Council, of the additional effort that will be required in Ireland up to 2020.

2.2.4  It shows that a further reduction of between 9 million and 16 million tonnes may be required in addition to measures in place.  The Strategy is underpinned by the separate targets for 2020 on the use of renewable energy in power generation, transport and heat, set out in the Government’s Energy White Paper.

Programme for Government

2.2.5  Subsequent to publication of the NCCS, the June 2007 Programme for Government introduced the following specific commitments:

· Appropriate fiscal instruments, including a carbon levy, would be phased in on a revenue-neutral basis over the lifetime of this Government.

· In the context of maintaining a strong economy, to investigate fiscal measures to protect and enhance the environment including the introduction of a carbon tax.

These commitments are also directly reflected in the Commission on Taxation Terms of Reference.

EU policy on future international climate change action

2.2.6  The EU is committed to transforming Europe into a highly efficient and low greenhouse gas emitting economy and, at the 2007 Spring European Council, made an independent commitment to reduce its greenhouse gas emission by 20% by 2020 below 1990 levels. 

2.2.7  However, the EU is willing to be even more ambitious if other countries also act. Therefore, the EU believes that developed countries should continue to take the lead by committing to collectively reducing their emissions of greenhouse gases in the order of 30% by 2020 compared to 1990.

2.2.8  The European Commission has published its proposed distribution among Member States of the emission-reduction effort underpinning the 20% target.  The proposals deal separately with the Emissions Trading Sector (i.e. the large emitters such as power plants and major industry, which must participate in the EU Emissions Trading Scheme) and the rest of the economy.  Under the proposals, which will be negotiated through the co-decision process over the next year, the Emissions Trading Sector across the Union as a whole will be subject to a 21% cut on the 2005 level of emissions.  The non-trading sector in Ireland will be subject to a 20% cut on 2005 emissions.  Within this sector, agriculture accounts for about 40% of emissions: transport accounts for less than 30% but its share is growing rapidly.

2.2.9   The Government has stated that it supports the level of ambition in the overall EU proposals but recognises that the emissions cuts required of Ireland will be very challenging.

Previous proposal for a carbon tax

2.2.10  A proposal for a carbon tax was substantially developed over a period up to 2004.  A broad public consultation was carried out by the Department of Finance on the proposal, which found a high level of resistance to such a measure.  Taking this into consideration along with concerns over economic issues, including oil prices, the Government decided not to introduce the proposed tax.  A press release by the Minister for Finance on the matter issued on 10th September 2004 and is available at: 
http://www.finance.gov.ie/viewdoc.asp?DocID=2608&CatID=1&StartDate=01+January+2004&m=
2.2.11  The response to the public consultation which informed development of the proposal is available at: http://www.finance.gov.ie/viewdoc.asp?DocID=1831
2.2.12  The Department of the Environment, Heritage and Local Government’s initial proposal is available at: http://www.finance.gov.ie/documents/tsg/2003/tsg0223a.rtf   This includes information on costs and benefits, as well as research data, underlying the proposal at that time.

2.2.13  The following is a brief summary of the previous proposal.  It was to be an environmental levy based on the carbon content of fuels, applied as a separate, stand-alone charge in addition to current excise duties.  The precise timing of the application of the levy was seen as having a significant potential impact on the long run elasticity of demand for fossil fuels.  This process of maximising elasticity would be aided by a transparent and phased implementation of the charge over a period of 3-4 years.  Revenue from the carbon tax would be recycled with a clear list of initiatives in the annual Budget.  As a result, the carbon tax would be considered revenue neutral.

Position of the Department of the Environment, Heritage and Local Government

2.2.14  The previous proposal was regarded as in keeping with, and necessary for, improving national environmental performance, meeting international obligations in regard to climate change and preparing for further, potentially much more intensive CO2 emission reductions into the future.  The balance of merit lay strongly with the introduction of a tax; any potential adverse economic effects had been shown to be minimal or non-existent with efficient recycling of revenues.  It was not accepted that a normal increase in excise duties would have the same effect and, inter alia, it would be open to charges of revenue raising rather than environmental protection.

2.2.15  A point made at the time was that international experience had demonstrated that price increases due to the imposition of a tax will have a proportionately greater effect on demand than increases resulting from market fluctuations.  Consumers view these increases as permanent and so begin to adjust their behaviour accordingly, for example, in the purchase of capital goods.  This was regarded as an important long-term signal indicating to consumers that, into the future, carbon was likely to be taxed at an increasing rate as emission reduction targets became more stringent. 

2.2.16  That case for the introduction of a carbon tax/levy not only stands but is regarded as more compelling and more urgent than ever.  A hugely significant development in the interim was the coming into effect of the Kyoto Protocol in February 2005.  What were aspirational targets up to that point for the countries concerned became binding commitments in international law.  Since then, the extent of the much more intensive CO2 emission reductions into the future, which were anticipated when the previous proposal was being considered are considerably clearer in light of the European Commission’s energy and climate package for 2020 which was published in January 2008.

2.2.17  While the challenge of compliance with the Kyoto Protocol and more stringent emission reduction requirements anticipated in the post-Kyoto period (to 2020 initially but ultimately to 2050) provide tangible targets for emission reductions in developed countries, the more fundamental issue is the case for an early and effective transition to a low-carbon base.  The Department advocates the merit of looking beyond minimum compliance targets – no matter how stringent, and focusing instead on the potential benefits of an early-mover towards the low/no-carbon future which climate change demands and which will have other important environmental and economic benefits, not least in relation to cleaner and more reliable fuels for transport and industry.  The extent of the challenge for developing countries in relation to both climate change and energy security will not be met by traditional approaches to environmental protection or economic adjustments to fluctuations in the supply and price of fossil fuels.

Recent ESRI Analysis

2.2.18  The Department envisages that the levy would be implemented on a revenue neutral basis.  This would ameliorate the overall impact on taxpayers, would enable equity issues to be addressed and could be positive in terms of economic impact.

2.2.19  The ESRI Medium-Term Review, published on 14 May 2008, factors a carbon levy into its economic modelling for the period to 2015.  It assumes that a carbon tax will be introduced in 2010 at the market price of carbon and that the resulting revenue will be used to keep labour taxes lower than they would otherwise be.  The analysis shows that the economic impact is positive – the competitiveness of the Irish economy is increased, with higher employment and economic growth than would otherwise have been the case.

Conclusion

2.2.20  Given the significance of the proposed carbon levy in terms of the Commission’s work, this note is intended to serve only as an initial overview.  The Department looks forward to engaging in detail with the Commission in providing whatever supporting material may be required.  Taking into account the centrality of proposals in this area to the important national climate change objective, the Department would ask the Commission to consider whether an interim report could be made on this element of the Commission’s terms of reference.

 Chapter 3: Financing of Local Government

3.1  Background/Introduction

3.1.1  The local government sector and the services it delivers play a crucial role in the economic and social life of the State. Total current and capital expenditure by the sector in 2007 amounted to some €10.5bn representing some 5.6% of Gross Domestic Product.   This submission focuses primarily on the current funding of local authorities rather than on capital funding - it addresses capital funding issues only in the context of its impact on the current funding requirements of local authorities.   Capital funding with some exceptions such as development levies substantially comes from central exchequer sources and in recent years is underpinned in a strategic way through the National Development Plan covering the full range of social and economic development programmes.
3.1.2  There are significant financial challenges facing the sector in the coming years, which threaten the ability of local government to deliver a service to the level that is required. These challenges include:

· Providing services to a growing population, which is more diverse and mobile than ever before;

· Implementation of the National Development Plan up to 2013;

· Improved environmental performance (in areas such as waste management, ground water protection and habitat maintenance);

· The significant additional costs of operating new water and waste water treatment plants, as well as greater environmental compliance costs for all existing plants; and, 

· Compliance with other codes and policies, including health and safety, equality and disability requirements, employment protection and entitlement rights, as well as many important “process” requirements in areas such as financial accountability, procurement, official languages etc.

3.2   Sources of Current Funding of Local Authorities
3.2.1  The main sources of local authority current income are:

· Commercial Rates 

· Local Government Fund – General-Purpose Grants  

· Government Grants/Subsidies

· Receipts for Goods and Services

3.2.2  Details on these sources of income are set out in Appendix 1.  Current expenditure is recurring spending, e.g. environmental protection, operation of water services, housing and road maintenance. Capital expenditure includes expenditure on assets such as road construction projects, new water treatment plants, provision of housing units, libraries, etc.  In 2007, the share of local authority budgeted current income provided directly by the State amounted to €1.997 billion or 42% of total current income which is divided evenly between general-purpose grants from the Local Government Fund and specific grants and subsidies (e.g. for non-national roads, higher education grants).  Commercial rates accounted for 26% of current income, with the remainder attributable to income in respect of charges for goods and services.  

3.2.3  Local authority expenditure is broken down across eight programme groups. Each programme group is in turn further broken down into programmes.  Details of local authority expenditure and income across the eight Programme Groups for 2007 are set out in Appendix 1.

3.3  New Local Authority Reporting Structures/Costing of Local Authority Services

3.3.1  A new structure of reporting local authority expenditure and income is being introduced under a new standardised costing system.  This costing system will deliver enhanced management information particularly in relation to unit costs and will facilitate the comparison of local authority costs over time and in comparing costs with other local authorities.  All city and county councils will have converted to the new structure in 2008 with remaining town councils converting to the new structure in 2009.

3.4  Previous Studies/Reports

3.4.1  The funding of local government has been subject to periodic review. In recent decades these have included:

· The Financing of Local Authorities, prepared by the National Economic and Social Council (NESC) in 1985. It concluded that a local property tax (supported by a system of grants from central government) would improve local accountability, would be administratively feasible and would widen the national tax base.

· In the same year the Commission on Taxation argued the importance of classifying the services provided by local authorities as either local or national, with local services financed from local taxation.
 Central government support should be provided to account for local differences in either needs or resources.  It also recommended a local property tax.

· Financing of Local Government in Ireland, a report prepared by KPMG Management Consulting for Government in 1996, noted that Ireland had a “highly centralised system of financing of local government” and concluded that:

· Property tax was the most feasible option for raising additional funding;

· There was scope to raise additional revenues from local authority charges; and,

· The commercial rates base should be extended to include all bed and breakfast accommodations and non-residential agricultural buildings.

· The 2006 Indecon Review of Local Government Financing.

3.4.2  Appendix 2 contains an extract from the Indecon Review of Local Government Financing which summarises the conclusions of earlier reports on local government financing.  While some of the conclusions of these reports have not been adopted, the structure of local government funding has changed due to a number of significant Government decisions over the past thirty years or so, including the abolition of domestic rates in 1977, the introduction of service charges in the early eighties, the abolition of water charges for domestic users in 1997 and the establishment of the Local Government Fund in 1999.

3.5  The Indecon Report

3.5.1  The Indecon Review of Local Government Financing reported that local government in Ireland is characterised by a disconnect between money spent locally and money raised locally, with a high degree of centralisation in funding provision which results in a relatively low level of local fiscal autonomy, as compared to other international models. 
3.5.2  The report noted that total current expenditure increased by 114.6% over the period 1996-2004 across all key programmes, reflecting the demands of a fast growing economy, a rising population and the implications of supporting a large scale national development infrastructure investment plan. The review predicted significant increases in expenditure requirements in the period to 2010 and recommended that these requirements be addressed by a combination of efficiencies; increases in charges, commercial rates, or motor taxation; new sources of local revenues or increases in exchequer funds; or a reduction in services.

3.5.3  The main recommendations in the Indecon review included:

· More local sources of funding; 

· Economic charging for local authority services generally; 

· A contribution from commercial properties not currently covered by commercial rates; 

· That local authorities should pursue alternative mechanisms for the cost effective delivery of services e.g. contracting-out and shared services provision;

· The development of a costing system, the enhancement of audit committees, the expansion of financial reporting;

· The extension of water charges and the introduction of a new tax on non-principal private residences, and;

· The extension of commercial rates to buildings not covered such as Government buildings.

3.5.4  Indecon also made recommendations for expenditure rationalisation and efficiencies in local authorities and proposed incentives to drive further efficiencies.  

3.5.5  The Government’s response noted that there had been a considerable degree of natural buoyancy in the current revenue sources of local authorities, e.g. the valuation base of local authorities has been growing continually as a result of national economic growth, and revenue from motor taxation.  The Government did not support the recommendations to introduce domestic water charges or a new tax on non-principal private residences.  However, the Government committed to the pursuit of further efficiencies in local government.

3.5.6  Following on from consideration of the Indecon report: 

· New audit committees, with enhanced remit and majority external membership, are in place in the majority of city/county councils;

· A new standardised costing system, allowing for greater benchmarking of local authority performance, has been rolled out in city/county councils as part of the 2008 budgetary process;

· The issue of increasing shared services and contracting out of services is being pursued in co-operation with local authorities; and,

· The Service Indicators, now in their 4th year, are being updated.

3.6  International Comparisons

3.6.1  Experience from other countries provides insights into some of the questions of relevance to the debate on local government financing in Ireland.  Across the OECD countries there are different models of local government.  Similar to the position in Ireland, local government in most countries has responsibility for planning and infrastructure provision. However, local government in a number of OECD countries has roles in areas such as education, health and social transfers, which are central government functions in Ireland.

3.6.2  Local governments in Europe vary significantly in size.  While Ireland has a large number of local authorities per capita compared to the UK, our portion is not unusual in an EU context and many countries have a greater number of local authorities per capita.

3.6.3  The balance between central and local sources of funding is a key for the financing of local government.  Generally, it seems that most countries rely on a significant amount of transfers from the centre and that this percentage has been increasing over time.  This reflects attempts to support regional policy through horizontal fiscal equalisation.  However, recent evidence suggests that support for fiscal autonomy is growing as policy attempts to improve accountability and incentives for efficiency.

3.6.4  Ireland has a more centralised funding system than some other EU countries, and local sources of funding account for a relatively lower share of local government revenue.  In Ireland there is no form of local domestic taxation.  Indeed, the OECD in its review of the public service noted that among unitary countries in the OECD only Greece has a lower level of sub-national tax revenue as a percentage of national tax revenue.  There is a wide variety of funding systems and models.  An advantage of the system in Ireland is that it is relatively simple and flexible system compared to countries with more elaborate federal, regional and local government systems such as Germany or Italy.

3.7   Principles of a Local Government Financing System

3.7.1  In considering the appropriate system of local government financing it is necessary to establish the guiding principles of a system.  The following are the broad guiding principles to which the Department would subscribe and contained in the Indecon Review of Local Government Financing.  These principles are: 

· Administrative simplicity and efficiency;

· Local accountability, decision making and flexibility;

· Equity, including ability to pay and the breadth of the revenue base;

· Equalisation;

· The polluter/user pays principle; and,

· Compatibility with national and international economic and social policies, in particular national taxation strategies.

Administrative simplicity and efficiency

3.7.2  Every taxation system should be as administratively simple as is feasible.  This means that sources of revenue should be easy to collect and that the costs of collection should be commensurate with the revenue return.  Systems should also be transparent and easy to understand for taxpayers.   Any system must also promote efficiency in its widest possible sense.  This means ensuring that services are provided cost effectively and that all economic agents face the correct incentives to minimise costs.  For local authorities, this implies that the funding of a service should be related to the cost of provision.  In circumstances where a service is funded centrally, efficiency objectives require that incentives be in place to ensure that local authorities minimise costs and this also requires that correct incentives be placed on the users of services.  

Local Accountability, Decision Making and Flexibility 

3.7.3  A key issue in this respect is the extent to which those responsible for determining the scale and methods of delivery of local government expenditure are also responsible for raising the revenues to fund this expenditure.  If funding is largely provided centrally this has implications for the extent to which local representatives are accountable to the electorate.  

3.7.4  The argument in favour of greater accountability is that it enables local government to reflect the preferences of the electorate in a particular area.  This is the essence of a democratic system where representatives making decisions in relation to public spending are accountable to the beneficiaries of those services.  It also follows that the electorate, whose preferences are reflected in the type of local government they elect, pay for those services.  Accountability is related to the extent to which the electorate fund the services they consume.  This does not suggest that central government should not be interested in the operation of local government or should not have a key role in the funding of local authorities.  Central government depends on local government for delivering various local services.  It should also be legitimately concerned about the impact local government decisions have on national economic and social policy goals, and the provision of public goods and wider services.  

3.7.5 The fact that domestic households and some commercial properties do not make a local tax contribution towards the costs of services provided locally, and that there is less than full economic cost recovery on many local authority services has implications for accountability.  In this regard, it is noted that 42% of spending is financed centrally.  

Equity

3.7.6  Equity considerations encapsulate a number of elements.  Progressive systems of revenue collection take account of ability to pay.  In terms of charging for services, equity issues can be addressed either via charging for specific services or through the use of waiver schemes or national social welfare adjustments, as appropriate.  There may, however, be some conflicts between equity and efficiency, particularly because of the importance for efficiency in the link between consumption and payment.  Equity could also refer to the contribution of different sectors to financing a particular system.  Under the current system, while commercial rates are in operation, domestic rates do not apply, and similar issues arise in relation to water charges.  On the issue of equity between sectors, it could be argued that all sectors should make a contribution to the cost of services.

Equalisation

3.7.7  Related to the question of equity is the issue of equalisation between different areas.  In this context, central government should have a role in allocating resources to equalise the position between different local authorities.  There is a common rationale internationally for central government involvement in supporting the funding of local authorities.  In Ireland, this is the objective underlying the operation of the needs and resources model.  Account must be taken not only of the revenue base of different local authorities, but also of the demands on different types of local authorities.

The Polluter and User Pays Principles

3.7.8  The polluter or user pays principles involve the external costs associated with an activity.  Polluter pays principle suggests that these costs should be internalised and that economic agents reflect these in their decision-making.  Local authorities are moving towards this principle in respect of a range of charges (for example, landfill and waste charges).  However, this is an area which needs to be developed further to ensure fuller application of this principle.

Compatibility with National and International Policies

3.7.9 Finally, it is important to consider the extent to which any system of local government funding is compatible with national economic and social objectives and international policies such as the Stability and Growth Pact and the European Charter on Local Self Government.  

3.8  Approaches to Future Financing of Local Authorities

3.8.1  The following is an outline of some of the options for the future financing of local government in Ireland.  Consideration of the issues in this Paper will provide an opportunity to open a debate on local government funding which should inform the work of the Commission. As indicated, successive reports on local government financing have identified options for new taxes/levies such as property taxes, local sales taxes, local income taxes, bed taxes etc.  The Department can assist the Commission in its consideration and review of these matters.

Existing system of local authority current funding 

3.8.2  The current system of local government funding in Ireland has been in place since 1999 and it has delivered significant additional resources for the local government sector.  The Indecon Review on Local Government Financing identified:- “that the current system of local government financing has some strengths and it succeeds in delivering service.  It is also adaptable to change, and the system has experienced changes that have led to service improvements which have yielded significant benefits to local communities.  There have also been improvements in efficiency and the introduction of new delivery mechanisms.  Notwithstanding these strengths, there are, however, deficiencies in the current system.” 

3.8.3  The report identified the disadvantages to the current system citing that it is highly centralised and that more funding should be sourced locally.  Additionally, the Report identified that the beneficiaries of services are not meeting a significant element of the service cost leading to a greater focus on service provision than on achieving cost efficiencies.     

3.8.4  It is clear that the current system of local government funding has delivered significant additional resources for local authorities.  Buoyancy in commercial rates income as a result of the expansion of the valuation base and buoyancy in motor tax receipts due to the increase in the stock of motor vehicles (which is paid into the Local Government Fund) have delivered enhanced funding for local authorities in recent years.  Table 3 in Appendix 1 sets out buoyancy in commercial rates incomes since 1999 and Table 5 sets out buoyancy in motor tax income since 2000.

3.8.5  Coupled with the initiatives to promote efficiencies that have been undertaken and are being implemented in the local government arena, the existing system of local government financing has the potential to continue to deliver buoyant sources of local government financing in the medium term.  However, the move to an emissions-based CO2 motor tax system, together with the uncertainty in the wider economy, may impact on the ability of the existing system to continue to provide the resources necessary to allow local authorities to meet the significant financial challenges facing the sector.

Three-year funding envelopes

3.8.6  However, with a significant portion of local government funding coming from annually voted expenditure, it would be desirable to bring greater certainty to the level of funding over a multi-annual period.   Revenue funding is used to finance a range of local front-line services.  It is not possible to advance and withdraw these services in a very short time-frame.  A more efficient approach would be to have access to a three-year funding envelope so that individual authorities could plan the level of service provision possible and adjust these accordingly.

Extend current locally based income sources

3.8.7  Extend commercial rates liability to intensive agricultural production, all visitor accommodation and extend the liability of vacant properties to pay 50% of rates payable in respect of the vacancy period to all areas.  Legislation would need to be put in place for these options to be applied.  

3.8.8  The Local Government (Financial Provisions) Act 1978 exempted farm buildings from commercial rates.  There are many forms of intensive agriculture that are exempt from rates, including piggery units, poultry units, etc.  Given the nature of their operations, it is considered that liability for rates should be extended to such property.  It should also be noted that the extension of commercial rates to Government property has been raised on a number of occasions and attains a wider relevance in the context of the Government’s decentralisation programme.

3.8.9  Only those visitor properties that are registered are liable to pay rates and non-registered visitor accommodation such as bed and breakfasts are exempt from rates.  It has been argued that such unregistered premises enjoy a competitive advantage over registered property and in equity it is considered that commercial rates should be levied on guesthouses or the portion of a house that is being used for such purposes.

3.8.10  At present, owners of properties that are vacant on the date of the making of the rate by the local authority are entitled to a 50% refund of rates in Dublin, Cork and Limerick City areas while a 100% refund is available in all other areas.   There are specific criteria which must be satisfied in order to determine if a property was vacant on the date of the making of the rate.   It is considered that the law in this area should be standardised across all local authority areas and that a 50% refund should be available in all areas in respect of vacancy periods. 

3.9  Water Services

Background

3.9.1  Following on from the Government decision to abolish domestic water charges with effect from 1 January 1997, the Government introduced in November 1998 a water pricing policy containing the following elements:

· operational costs in respect of the provision of water and waste water services to non-domestic users to be recovered in full, based on usage;

· the charging of capital contributions to non-domestic users on the basis of marginal capital costs, to be recovered through capital contributions or water charges (to cover local authority borrowing);

· the metering of all non-domestic users, and

· continued funding, in a transparent way, of the cost of the provision of water and waste water services to domestic users through the capital budget of the Department of Environment, Heritage and Local Government and, in the case of operational costs, through the Local Government Fund (LGF), in a manner consistent with efficiency and environmental sustainability.

3.9.2  This policy took into account the requirements of the European Union Water Framework Directive (WFD), which was being negotiated at that time.  In these negotiations, the Government insisted that the WFD had to accommodate the Irish position which exempted domestic households from water charges.  Accordingly, the text of the WFD adopted in October 2000 contains (in Article 9.4) a provision that enabled Ireland to continue its established practice of exempting domestic households from water charges.

Issue for consideration by Commission

3.9.3  The cost of providing safe and secure water services adequate to meet existing and future needs is increasing significantly in line with greater efforts to comply with EU requirements applying to drinking water standards and waste water discharges.  There are growing indications that the current system of funding domestic water services provision, by way of an unidentified element in the LGF allocation, is becoming unsustainable.

3.9.4  The gap between local authorities’ water services expenditure and income in 2007 (based on local authority budgets) was €394m.  Local authorities contend that this gap is essentially the cost of domestic water services provision and that the funding available (though not separately identified) within the LGF is insufficient to cover this cost.  However, the €394m shortfall includes the extent by which individual local authorities may not be applying full cost recovery to their non-domestic customers in setting their water charges, the level of non-payment of bills for water services supplied and the extent of water loss within the system.  A study currently underway by the Local Government Audit Service into water and waste water expenditure and income in all 34 water services authorities should provide greater clarity on these issues.  (However, in the absence of metering of all consumption, it is not possible to definitively establish if water services costs are being appropriately allocated across sectors.)
3.9.5  The lack of any deterrent to excessive use of water by the domestic sector supports the contention that a greater than normal proportion of water services costs in Ireland are attributable to that sector.  This lack of a deterrent to wastage of water conflicts with the objectives of both the WFD and of environmental sustainability generally.  The indications are that excessive volumes of water are being used by a population that largely perceives water to be a free and limitless resource.  In the non-domestic sector in contrast, as the metering programme has progressed and customers have been switched from flat charges to volumetric bills, local authorities have reported large levels of leakage within non-domestic premises coming to light and being addressed.  Excessive usage leads to shortage of supply, results in higher demand for additional water services infrastructure and increased local authority expenditure on the provision of water services (totalling an estimated €651m in 2007).
3.9.6  It appears that the LGF provided adequately for many years for the cost of domestic water services across the local government sector as a whole, particularly with LGF increases well ahead of the rate of inflation.  With broadly similar average LGF increases across authorities, there were, however, some winners and some losers over time.  The local authorities with newer water and waste water treatment plants faced larger increases in their operational and management costs that were not necessarily reflected in their LGF support.  It also has to be acknowledged that water services costs are now increasing at a far greater rate than the rate of increase in LGF funding and that this trend is likely to continue.

3.10  General Conclusions

The submission sets out the range of analysis and recommendations in the area of local government finance.   This has been an area of considerable investigation over an extended period.  While there have been many recommendations over the years for particular approaches to new funding mechanisms of a local nature, there has not been consensus on these.  This submission offers particular suggestions in relation to the widening of the rates base to build on the one long-standing source of local funding, that of commercial rates.  Proposals for new sources of local funding have continued to emerge, most recently in the consultative exercise undertaken for the Green Paper on Local Government.  Particular pressure is being experienced in the local government sector in meeting the operational costs associated with the State’s large scale capital investment in water services and ensuring compliance with the associated high statutory environmental standards.  The proponents of such approaches suggest the strong view that to achieve stronger local democracy it is necessary to enhance sources of local funding.

Chapter 4: Sustainable Communities

4.1  Background

4.1.1 Traditionally, housing policy in Ireland has placed particular emphasis on facilitating home ownership for the greatest possible number of households
 through a range of fiscal and other policy measures.  This has seen the rate of owner-occupation increasing from just over 50% of all households in 1946 to 77% in 2006 (EU mean rate is 69%). 

4.1.2  While the Government’s housing policy statement, Delivering Homes, Sustaining Communities, underlines the continued validity of this objective, it also acknowledges that account must be taken of new environmental, social, demographic, spatial planning and community considerations, as well as the stability and balanced growth of the housing market generally. These considerations require a broadening of the system of housing supports to facilitate “the availability of a broad range of accommodation options having regard to individual choice and needs whether through forms of home-ownership or access to the private rented sector”, with a major focus on the concept of sustainable communities and the efficient and effective delivery of housing services.   This perspective is encapsulated in the overall policy objective which is to enable every household to have available an affordable dwelling of good quality, suited to its needs, in a good environment and, as far as possible, at the tenure of its choice.

4.1.3  In its recent Economic Survey of Ireland for 2008, the OECD has recommended a gradual move towards a more tenure neutral system of housing taxation.  The Department requests the Commission to examine the issues raised by the OECD and consider whether they provide a basis for delivering improvements in terms of equity between tenures, affordability and access to housing, efficiency and the effectiveness of the measures in delivering economic and social benefits to the housing market.  The Department would welcome an opportunity to engage with the Commission in this regard.

4.1.4  The following are a number of specific themes suggested for consideration by the Commission, both in relation to the development/use of the existing housing stock, and also options arising in the context of new mechanisms for securing the development of key housing sites to meet identified needs and to support the better co-ordination and timely delivery of key infrastructure and services in fast growing developing areas in parallel with such housing development.

4.2  Measures to promote efficient use/quality of the existing housing stock

More efficient use of the Housing Stock

Summary 
4.2.1  The introduction of appropriate fiscal measures to encourage the use of vacant dwellings (other than vacancies due to refurbishment or due to temporary gaps in tenancies) and to act as a disincentive to under-occupancy of dwellings. 

Context

4.2.2  Impacts on house price inflation of the recent growth in the number of second or vacant dwellings were explored by the Economic and Social Research Institute in a 2005 study, The Irish Housing Stock: Growth in Number of Vacant Dwellings. Using census-related data provided by the CSO, the ESRI estimates that some 12% (170,152) of the total Irish habitable housing stock (1,458,110 units) in 2002, were vacant [including both newly built and second hand housing stock (and an estimated 39,383 holiday homes)].  In more recent years, the ESRI estimate that an average of 12,000 houses each year have been constructed as vacant or second homes.  Measures in this regard were also considered in the Indecon Review of Local Government Financing referred to in Chapter 3 of this submission. 

4.2.3  Given the expected continued strong demand for housing across the range of tenures, and taking account of the importance, from a sustainability point of view, of ensuring the optimum use of the existing housing stock, the Department requests the Commission to examine the potential scope for measures to encourage the bringing of vacant dwellings into use.

4.2.4  In addition, and against the background of the lifecycle approach embraced in Delivering Homes, Sustaining Communities, the Department believes also that the downsizing options arising in the context of so-called "empty nest" households also warrants consideration.  These households are currently over-accommodated in housing which exceeds their requirements and, due to advancing age or ill-health, may experience difficulties in maintaining large properties.  While a number of local authorities currently offer downsizing schemes whereby the local authority will purchase the person’s current property and re-house the household in more appropriately sized social housing (with the tenant paying a financial contribution, from the proceeds of the sale, as well as a weekly rent contribution to the authority), the Commission is requested to examine options, in the context of the wider housing market, to encourage downsizing among such households generally. 

Refurbishment of certain rental properties

Summary of Proposal 

4.2.5  The introduction of a targeted tax relief to support the refurbishment of rental accommodation in the context of providing on a contractual basis an adequate supply of good quality rental accommodation for the Rental Accommodation Scheme (RAS).

Context

4.2.6  The RAS is an innovative and successful scheme which has widened the options and flexibilities for households and local authorities alike in appropriately meeting housing needs.  In order to support further progress in transferring properties from Rent Supplement to the RAS, it will be essential that sub-standard properties are upgraded to meet the requirements of the regulations in relation to the standards for private rented accommodation.  A report prepared by the Centre for Housing Research in 2006 is relevant in this regard.  The challenge in this regard in respect of older properties will become more marked with the introduction later this year of updated standards regulations. 

4.2.7  The Commission is requested to consider the introduction of targeted tax relief under which, in the case of properties transferring to the RAS, expenditure incurred in refurbishment works to meet the requirements of the regulations could be offset against RAS income.  As well as being limited to properties transferring to RAS, the scope of the relief could also be limited by setting a deadline for the period within which the refurbishment works should be carried out and conditions could also be included in relation to properties having to remain within RAS for a minimum period (possibly 5 years). 

4.3  Measures to support urban regeneration

Area-based regeneration initiatives

Summary of proposal

4.3.1  The introduction of a range of commercial and residential tax incentives to support the physical, social and economic regeneration of certain social housing estates.  

Context

4.3.2  The process of regeneration involves the major restructuring of existing estates or groups of estates through extensive demolition of dwellings, moving from primarily social housing to a more balanced range of tenure mixes, and incorporating a range of commercial and civic facilities, together with programmes of environmental improvement works.  Experience with large scale regeneration projects, both in Ireland and internationally, highlights the extent to which a broadly-based agenda, addressing physical, social, economic and environmental issues, is crucial to achieving lasting, sustainable regeneration.

4.3.3  The proposal to incentivise regeneration projects is consistent with the Government’s housing policy statement, Delivering Homes, Sustaining Communities.  This highlights the importance of regeneration in effecting real changes to the quality of life of individuals and families living in the areas concerned.  Measures to support successful regeneration could range across the areas of stamp duty, VAT and tailored measures such as those previously introduced in respect of urban renewal areas.

4.3.4  The Commission is requested to examine the potential scope of these and other measures in supporting the successful implementation of regeneration policy and developing strong communities in areas designated for regeneration in the future.  The Department would welcome an opportunity to engage in a more detailed way with the Commission in that regard.  

Tax incentive scheme to encourage the development of existing vacant or under-utilised space over commercial premises into residential accommodation

Summary of Proposal

4.3.5  It is proposed to introduce a tax incentive scheme to encourage the development of existing vacant or under-utilised space over commercial premises into residential accommodation.  This "living over the shop" (LOTS) scheme would apply in specified areas of the urban centres of the Gateways identified under the National Spatial Strategy (NSS), in furtherance of that strategy's overall aims and objectives.

Background

4.3.6  A LOTS tax incentive scheme was introduced in April 2001 in respect of specified streetscapes in the five cities. The scheme offered tax incentives to both owner-occupiers and investors.  For residential development, owner-occupiers could claim tax relief on 100 per cent of the eligible expenditure on the refurbishment or conversion of under-utilised space for residential accommodation, at a rate of 10 per cent per annum over 10 years against total income. Investors or lessors could claim relief on 100 per cent of eligible expenditure on the refurbishment, conversion or necessary new build costs of residential accommodation, against Irish rental income, including income from other lettings.
4.3.7  For associated commercial development, owner-occupiers could claim a capital allowance in the form of a 50 per cent initial allowance in Year 1 and a 4 per cent annual allowance up to a maximum of 100 per cent. Alternatively, free depreciation could be claimed, of up to 50 per cent in Year 1 and a 4 per cent annual allowance up to a maximum of 100 per cent. The free depreciation could be taken over a number of years, but the maximum amount on which the increased rate may be claimed was limited to 50 per cent of the qualifying expenditure. Investors or lessors could claim a capital allowance in the form of a 50 per cent initial allowance in Year 1 and a 4 per cent annual allowance up to a maximum of 100 per cent.
4.3.8 A 2005 consultancy review of all area based tax incentive schemes
 estimated tax foregone in the period to June 2006 would be €36 million. Despite difficulties and a limited take-up, and with some contingencies, the consultants recommended that the LOTS scheme should be retained as it has a narrow focus on fostering a living environment.  However, in the context of Budget 2006, LOTS was terminated with effect from July 2008, subject to transitional arrangements applying to projects that had already complied with extant conditions and incurred 15% of qualifying costs by the end of December 2006.  Department of Finance Budget information indicated that LOTS would be “reintroduced in a more focused way”. 

4.3.9  In September 2007, the Department of the Environment, Heritage and Local Government appointed consultants to undertake a detailed study of the potential for the use of tax incentives to encourage the provision of "living over the shop" accommodation in the urban centres of the Gateways identified under the National Spatial Strategy.  Although this consultancy is ongoing, it expected that the consultants will recommend that the LOTS scheme be renewed, but with amendments intended to boost take-up.  When this report is finalised, appropriate proposals for a new scheme will be submitted to the Department of Finance, with a view to necessary enabling provisions in the appropriate Finance Bill.

4.4  Betterment Tax
Summary of Proposal

4.4.1  It is suggested that the Commission on Taxation might examine the feasibility of introducing a “betterment tax” as a targeted instrument to capture the “windfall gains” arising from the uplift in land values due to zoning decisions that are being made for the wider common good.

Background

4.4.2  Zoning decisions taken by local authorities to set aside the necessary lands required to give effect to economic and social development objectives in their development plans and wider national interests lead to potentially significant windfall gains accruing to the individuals who own the land. The State on the other hand is faced with significantly increased costs for the delivery of key infrastructure arising from these rezoning decisions. This is an unintended consequence of zoning decisions that are meant for the wider common good.

4.4.3  There are mechanisms within the planning and tax systems to secure an element of betterment from planning decisions. In summary these include:

· Capital Gains Tax (CGT) on development land;

· Development contribution schemes under Sections 48 and 49 of the Planning and Development Act which require developers to part fund the provision of public infrastructure; and,

· Part V of the Planning and Development Act which allows local authorities acquire sites, land or houses at below market value for social and affordable housing.

4.4.4  The return from decisions taken to rezone land from agricultural purposes to development purposes is limited to the claw back achieved through the CGT system. The other interventions apply to land already zoned for development.  Other OECD countries, Denmark
 being a notable example, provide for a “betterment tax” on agricultural lands that are zoned for development purposes.  This is additional to any capital gains tax and development levies paid, which are all common features in OECD countries.  While the mechanisms for applying such a tax may differ (central versus local), the overriding principle is that the individual is required to pay an additional tax because of the personal gain that has accrued on the basis of zoning decisions that are made for the wider common good.

Implications of Proposal

4.4.5  The total capital gains tax yield for 2006 was about €3.1bn of which over €800m arose due to the disposal of agricultural/development land – these figures suggest that a “betterment tax” provides a targeted instrument to recoup at least some of the windfall gain accruing to individuals from zoning decisions made for the wider common good. Such a tax provides very real potential for realising significant revenues.

4.5  Introduction of an Annual Development Incentive levy which would be applicable to designated land zoned for housing development
Summary of Proposal

4.5.1  The introduction of an annual Development Incentive Levy which would be applicable to designated land zoned for housing development but undeveloped for a number of years, in order to incentivise its development for housing and related public infrastructure. 

Background

4.5.2  The Government has approved the drafting of a Designated Land (Housing Development) Bill 2006.  The General Scheme of the Bill, which is under consideration by the Office of the Parliamentary Counsel, provides for:

· powers for planning authorities to enter into a binding agreement with, or impose requirements on, the owners of designated zoned land in order to bring such land into housing development;
· an amended compensation mechanism whereby designated land, if not developed in agreement with, or in accordance with requirements imposed by, the relevant planning authority, could be compulsorily acquired at below market value; and

· as a possible alternative to compulsorily acquisition, the imposition by planning authorities of an annual development incentive levy on designated land.

It is proposed that this levy would comprise a percentage, yet to be determined, of the open market value of the designated land. 
Chapter 5

General Conclusions

5.1  The Department’s submission is based on an approach of giving high priority to important national goals, particularly climate change, in its pursuit of its overall mission of pursuing sustainable development.  The individual proposals contained in this submission, along with necessary subsequent discussions with the Commission, will aim to assist the Commission in the various elements of its terms of reference from this standpoint.

5.2  Local Government financing is central to fulfilment of the Department’s mandate.  The Department seeks to take a balanced approach which takes into account the practical experience of a system of financing involving central and local components.  Within this local government context, the Government Green Paper – Stronger Local Democracy – Options for Change is relevant.  The vision for local government contained in the Green Paper is that it should be less dependent on the centre, a first port of call for local people to solve local problems; and, offer a credible system that central government can look to for delivering both new and existing public services.  

5.3  In this wider context, it is recognised also that local authorities have a range of funding streams coming from Departments other than the Department of the Environment, Heritage and Local Government.  The OECD in its review of the public service recognised as a fact the contribution of the public service, including local authorities, to the social and economic development of the State.  The OECD also recognised the greater potential leadership role of local government in relation to the integration of services at local level.  This contribution continues as a vital dynamic to ensure that Ireland achieves its political, environmental, social and economic goals with the potential to maximise the impact of service delivery at local level (in an effective and efficient manner).  The system of taxation is the vital link between the resourcing of the varying contributing elements that collectively finance the system of supports and activities spanning the public and private sectors.  

5.4  Part of the response to future challenges lies undoubtedly in efficiency gains.  The Department is committed to the continued and innovative development of local government to achieve its objectives.  The Department recognises a particular role in the area of better resource management and is active in developing a range of measures to ensure best utilisation of resources, including enhancing adoption of shared services.  The Department recognises also that best use of resources is a critical component of a sound system of local government financing and is an essential prerequisite of public support for any particular system of funding.  The emphasis in the Green Paper on stronger local democracy, allied to the stronger systems of management put in train under Better Local Government, are among the key building blocks for public confidence, participation and renewal.

5.5  The Department looks forward to a process of very active engagement and discussion with the Commission and is on hand to provide whatever assistance the Commission may require.

Appendix 1 

Sources of Local Authority Current Funding

Chart 1 – Sources of Local Authority Revenue Income 2007

[image: image1.emf]TOTAL REVENUE INCOME 2007

Government 

Grants/Subsidies

22.4%

Commercial Rates

26.4%

Goods and 

Services

31.2%

General-Purpose 

Grant

20.0%

Government Grants/Subsidies General-Purpose Grant Goods and Services Commercial Rates


In 2007, the share of local authority budgeted current income provided directly by the State amounted to €1.997 billion or 42% of total current income.  Commercial rates accounted for 26%, with the remainder attributable to income in respect of charges for goods and services.  Table 1 under sets out the percentage share of local authority incomes from 1999 – 2007 funded from central sources. 

Table 1 - Central Funding of Local Authorities as % of Total Income 1999 - 2007
	Year
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	 
	€'m
	€'m
	€'m
	€'m
	€'m
	€'m
	€'m
	€'m
	€'m

	Total Central Funding
	1,009.8
	1,186.0
	1,253.5
	1,459.1
	1,474.6
	1,643.8
	1,770.5
	1,984.6
	1,998.6

	Central Funding as % of Total Income
	46.55%
	48.12%
	45.98%
	46.46%
	43.27%
	43.77%
	44.21%
	44.56%
	42.34%

	Revenue data for 1998-2006 is derived from Local Authority Annual Financial Statements.
	

	Revenue data for 2007 is derived from Local Authority Budgets 2007.


As can be seen from the table above, the share of local authority current income sourced from central government sources has ranged between 48% - 42% in the period 1999 – 2007 and has averaged some 45% over this time.

Table 2 under sets out the sources of local authority current funding in the period 1999 to 2007.  Since 1999, current expenditure by local authorities has increased by 118% and amounts to €4.72 billion in 2007. 

Table 2 – Sources of Local Authority Current Funding 1999 - 2007

	Year
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	 
	€'m
	€'m
	€'m
	€'m
	€'m
	€'m
	€'m
	€'m
	€'m

	Expenditure 
	2,150.2
	2,404.3
	2,813.2
	3,135.7
	3,234.5
	3,554.5
	3,783.0
	4,217.6
	4,719.9

	Financed By
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Government Grants/Subsidies
	577.7
	646.3
	768.2
	866.4
	851.1
	891.5
	953.8
	1,107.7
	1,055.9

	LGF General-Purpose Grant (1)
	432.1
	539.7
	485.3
	592.8
	623.5
	752.3
	816.6
	876.9
	942.7

	Goods/Services
	616.5
	689.1
	806.2
	928.3
	1,093.2
	1,167.9
	1,185.2
	1,279.2
	1,475.5

	Commercial Rates
	539.0
	587.4
	663.8
	751.2
	840.6
	944.3
	1,052.1
	1,191.6
	1,244.8

	Provision for Debit/Credit Balances
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	3.2

	County Demand
	4.1
	2.2
	2.8
	1.9
	-0.8
	-0.2
	-3.0
	-1.5
	-2.2

	Total Receipts
	2,169.3
	2,464.6
	2,726.3
	3,140.6
	3,407.6
	3,755.6
	4,004.8
	4,453.9
	4,719.9

	Revenue data for 1998-2006 is derived from Local Authority Annual Financial Statements.
	
	


Table 3 sets out the trends in local authority current incomes from 1999 to 2007.  As can be seen from the table and Chart 2, the contribution from the General Purpose Grant from the Local Government Fund has kept pace with the overall growth in local authority current income while locally based income from charges for goods and services and income from commercial rates are contributing more than the average level.  

Table 3 – Trends in Local Authority Current Incomes

	 
	1999
	2007
	% Change 1999 - 2007

	Government Grants/Subsidies
	577.7
	1,055.9
	82.80%

	LGF General-Purpose Grant 
	432.1
	942.7
	118.16%

	Goods/Services
	616.5
	1,475.5
	139.33%

	Commercial Rates
	539.0
	1,244.8
	130.94%


Chart 2 – Sources of Local Authority Current Income 1998 - 2007 
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Local Authority Income and Expenditure

Spending by local authorities is divided into current (sometimes called revenue) expenditure and capital expenditure, which form separate accounts.  Local authority expenditure is broken down across the eight programme groups. Each programme group is in turn further broken down into programmes.  The following table sets out local authority expenditure and income across the eight programme groups for 2007.

	Programme Group
	Expenditure
	Income

	Programme Group 1 - Housing and Building
	€716,835,361
	€562,103,276

	Programme Group 2 - Road Transportation and Safety
	€1,253,065,684
	€796,195,891

	Programme Group 3 - Water Supply and Sewerage
	€651,192,409
	€257,030,888

	Programme Group 4 - Development Incentives and Controls
	€252,869,829
	€107,187,768

	Programme Group 5 - Environmental Protection
	€875,182,277
	€398,111,388

	Programme Group 6 - Recreation and Amenity
	€404,903,642
	€83,760,327

	Programme Group 7 - Agriculture, Education, Health and Welfare
	€294,897,108
	€257,405,870

	Programme Group 8 – Miscellaneous
	€270,930,913
	€69,605,279

	Subtotal
	€4,719,877,223
	€2,531,400,687

	 
	 
	 

	Commercial Rates
	 
	€1,244,756,773

	General-Purpose Grants
	 
	€942,681,671

	Provision for Debit/Credit Balances
	 
	€3,213,900

	County Demand
	 
	-€2,175,808

	Grand Total
	€4,719,877,223
	€4,719,877,223


Table 4 - Summary of Current Budgeted Expenditure and Income by Programme Group 2007
Commercial Rates

Rates are levied annually on relevant property, as defined in the Valuation Act 2001, by county councils, city councils, borough councils and rating town councils (former UDCs).  Budgeted commercial rates in 2007 amounted to €1.245 billion. 

Rates are assessed on the valuation of immovable property such as buildings, factories, shops, railways, canals, mines, woods, rights of fishery and rights of easement over land.  The Valuation office carries out the valuing of property for rating purposes.  There is a right of appeal to the Commissioner of Valuation and to the Valuation Tribunal against valuations determined by the Valuation Office. Rating authorities do not have valuing powers. 

The Local Government Fund 

Significant progress has been achieved in the last ten years with regard to local authority financing. A new funding mechanism – the Local Government Fund, was established in 1999 under the provisions of the Local Government Act 1998. It is funded from the following sources: -

1. An Exchequer contribution - (€537.1m in 2007).
2. The full proceeds of motor tax – (estimated at €955m in 2007)
3. Bank Interest – (€4m in 2007)
The Local Government Fund is ring-fenced exclusively for local government purposes.  The Fund is used generally to finance:

(i)

General-Purpose Grants to local authorities

(ii) Non-National Road Grants to local authorities

(iii) Vehicle Registration Unit Costs

(iv) Water Services Operational Costs

With effect from 1 January, 2008, responsibility for Non-National Roads was transferred to the Department of Transport.  

Exchequer Funding 

The Exchequer provision in 2008 amounts to €545.203m which is 1.5% above the 2007 outturn of €537.141m.  

The amount of the Exchequer contribution for the initial year of the Fund was set in the establishing legislation (i.e. €342.83m in 1999) which also provided that the Exchequer contribution to the Fund in future years was to be increased to take account of inflation and any changes in the powers, functions and duties of local authorities or any variations in costs incurred by local authorities arising from their existing powers, functions and duties.

In 2007, the Fund provided local authorities with some €1.5 billion in funding for their day-to-day activities, non-national roads and other initiatives. The Fund has put local authority financing on a sound footing and has supported the provision of better quality services locally. 

Local Government Fund – General Purpose Grants

General Purpose Grants are the Minister's contribution towards the cost to local authorities of providing their day-to-day services.  The amount provided for general-purpose grants in 2008 is, at €999m, an increase of 5.44% over the corresponding amount provided in 2007. This continues the trend of providing increased resources to local authorities through the Fund to enable them to meet the growing demands on them. Since 1997, the funding made available to local authorities for their general purposes has increased by some 194%, which is 5 times greater than the cumulative level of inflation between 1997 and the end of last year.  In 2007, the General-Purpose Grant provided to local authorities was some 116% greater than the 1999 allocation and some 8% above the 2006 allocation. 

Equalisation – Needs & Resources Model

The Needs and Resources Model was developed in 2000 to assist in the equitable and transparent determination of the allocation of general-purpose grants to local authorities from the Local Government Fund. The aim of the model is to bring about equalisation between local authorities over time so that each will have sufficient resources, from a combination of central grants and local income, to provide an acceptable level of services to their customers.

The Model takes into account the cost each authority must incur in providing its day to day services- (housing, roads maintenance, planning and development control, waste management, provision and treatment of potable and waste water, housing loans, library services and so on), the income each can obtain from its local income base (commercial rates, housing rents, environmental charges and other charges and fees) and allocates available resources principally in proportion to the funding required to close the gap between the cost of providing these services and the income available from local sources. 

The Model was first used to assist in determining a portion of the allocations from the Local Government Fund in 2000 and has been used each year since then.  The amount provided for equalisation through the Model amounted to €8.5m in 2008, €16m in 2007, €17m in 2006, €12m in 2005 and €18m in 2004.  Amounts provided each year are consolidated into each local authorities baseline allocation for successive years. 

Amendments and refinements are made to the model each year after consultations with local authorities to ensure that the unit costs/unit incomes in the model reasonably reflect local authority cost bases.

In April, 2002, a joint consultancy (by Mazars consulting and Kevin O’Sullivan Consulting) was commissioned by the Department to undertake an evaluation of the model to independently verify the model’s approach and to guide the model’s further development.  The findings of this evaluation confirmed that the principles of the model are sound and reasonable.  

In 2005, all the financial parameters in the model were reviewed and updated by the Department to reflect current average unit costs and/or inflationary increases affecting local authorities.

Since the introduction of the model in 2000, work continued on the model to reflect the differences in the cost bases of individual local authorities using the improved financial reporting systems in local authorities. It is now considered timely to review the model. This review will be conducted during 2008 in consultation with local authorities. 

Motor Tax Increases

Table 5 under sets out details of motor tax income from 2000 - 2007.

Table 5 – Motor Tax Income 2000 - 2007

	Year 
	Income €m
	% Increase
	% increase in Tax levels
	% underlying increase

	2000
	496
	-
	-
	- 

	2001
	547
	10.28
	3.75
	6.53

	2002
	581
	6.22
	-
	6.22

	2003
	679
	16.87
	12
	4.87

	2004
	745
	9.72
	5
	4.72

	2005
	800
	7.38
	-
	7.38

	2006
	878
	9.75
	-
	9.75

	2007
	955
	8.77
	-
	8.77


There was no increase in motor tax rates in 2005, 2006 or 2007. Rates were increased by 3% on 1 August 1998, 3% on 1 January 1999, 4-6% on 1 April 2001, 12% with effect from 1 January 2003 and 5% on 1 January 2004.  
Between 2005 and 2007, all of the increase in motor tax income is due to the growth in the national vehicle fleet and motor tax evasion measures that have been taken.  Further enforcement initiatives are being developed in conjunction with the Garda Síochána..

From 1 February 2008 motor tax rates increased by 9.5% for cars below 2.5 litres and 11% for cars above that threshold. Rates for goods and all other vehicles increased by 9.5% with no increase for electric vehicles. Trade plate licences also increased by 9.5%. These increases are against the background that since the last increase in 2004, inflation increased by over 15%.

New CO2 emissions related motor tax system

In the 2007 Budget Statement it was announced that it was intended to change the current motor tax and vehicle registration tax (VRT) systems to relate them more closely to environmental policy objectives, in this case reducing carbon dioxide (CO2) emissions.  

The new system applies to new cars which are registered from 2008. Cars registered in the first six months of the year and whose rate of motor tax is less under the new CO2 system will switch from the cc engine size motor tax system to the new system. This transfer will take effect on the first renewal of motor tax after 1 July 2008 when the new CO2 system commences. Cars registered before 2008 will continue to be taxed in future years under the existing system relating to cubic capacity (C.C.) engine sizes. Second hand imports pre 2008 will also be taxed on engine size.  The overall effect of the new CO2 motor tax system is expected to be income neutral.

Government Grants/Subsidies

Government Grants/Subsidies to local authorities embrace many aspects of their operations and are paid by a number of Government Departments.  These grants/subsidies are provided for non-national roads, water and sewerage, housing, environmental protection, coastal protection, higher education, sports, recreation and culture, etc.  

Receipts for Goods and Services

Local authority revenue receipts for goods and services come from the provision of a range of goods and services. The most significant are rents and part of the proceeds of sales of local authority housing, repayments by borrowers of house purchase and improvement loans and charges for water supplies, refuse collection and sewerage facilities. The Local Government (Financial Provisions) (No. 2) Act 1983 conferred general powers on local authorities to charge for services which they provide, and for which a charging provision did not previously exist or where charges were previously prohibited.

Appendix 2

Review of Previous Studies of Local Government Financing in Ireland

Introduction

The funding and organisation of local government in Ireland has been the subject of a number of previous reviews.  In this chapter we review the most recent studies.  The objective of this chapter is to summarise the main conclusions from these reviews so as to provide a background to the evaluation of current policy options in subsequent chapters.  Accordingly, the main focus is on the principal findings, conclusions and recommendations of these reports.

Financing of Local Government in Ireland (1996)

The most recent review was undertaken in 1996 for the Department of the Environment, Heritage and Local Government by KPMG et al.  The terms of reference of the study were to:

· Consider and quantify existing and potential future expenditure requirements and aspirations of local authorities;

· Identify rationalisation and improvement possibilities in respect of this expenditure;

· In the context of the identified expenditure requirements and aspirations, consider a comprehensive range of options for developing a fair, equitable and reasonable system of local government funding;

· Identify the funding options which would most likely yield positive results, but which require further examination;

· As part of the study, review previous reports and studies on the financing of local authorities in Ireland and examine local government financing in comparable countries with reference to recent trends in relation to expenditure and sources of income.  

Summary of Report’s Conclusions 

A key conclusion of the study was the right of central government to concern itself with the level of local authority spending and taxation.  It concluded that local spending affected the overall burden of taxation in the economy with implications for competitiveness, employment and overall national economic and employment policy.  

The report noted that Ireland had a “highly centralised system of financing of local government”.  It stated that although local government has been increasingly financed by local sources, the current system was widely regarded as inflexible.  This is particularly the case in respect of the limited discretion afforded to local authorities to determine local service levels and related expenditure levels.  A related issue was the fact that “Ireland had tended to confine the financing of local government to very narrow bases of property taxes, central grants and charges for services”.  

On the appropriate mix between local and central funding, it noted that previous reports suggested that substantial levels of local funding should be available to local authorities.  However, the optimal mix was never determined and previous reports had not identified the optimal percentage of funding from either central or local government sources.  It was noted regarding central funding that there is an “equalisation” role for central government to provide financing to local authorities that may have a narrow revenue base and greater expenditure needs that the average.  In a contemporary context, the Needs and Resources Model seeks to achieve this task.

The Report examined the system of funding that existed in the mid-1980s and examined its efficiency and effectiveness against a number of criteria.  The main advantages of the system were that it was “in existence, it works and is largely accepted”.  Some of the criticisms of the system noted during the mid-1990s are still relevant in 2005.  The main criticisms were:

· there is limited discretion for local authorities;

· there is insufficient revenue buoyancy; 

· the funding system is inequitable;

· local authorities believe that funding is inadequate.

Within the context of this critique the report examined different funding options.  At the outset it noted that “previous reviews have concluded that property taxes, determined locally, are the only viable means of local taxation”.  Nevertheless, the report examined each of the main funding options in turn.

The first option examined related to the application of charges.  It noted that charges are placed on a wide range of services and that they have clear advantages.  However from a feasibility perspective, local acceptability of some charges was an issue.

Regarding a local property tax, in tandem with previous reviews, it noted its advantages.  These included:

· Easy to administer;

· Potential to raise substantial revenues;

· Potential to be equitable.

However, the report noted the political issues in gaining acceptance for such a tax.

Regarding proposals for a local income tax, the report suggested that there were advantages of such a tax: it was directly linked to ability to pay, paid by income earners and could be collected at source.  It could also have the capacity to raise significant resources for local authorities.  In the context of the overall structure of the tax burden, a downside of a local income tax recognised in the report was that it would not widen the tax base.  The often-quoted design and implementation issues were also raised.  

In this context, the apportionment of some existing tax revenues to local authorities was another option considered.  However, it was felt by the Review that this would retain a high degree of central control and would be analogous to a centralised grant system.  Consequently, it would not allow for sufficient local discretion that the Review Group believed was necessary.

A local sales tax was also considered.  It was seen to have notable disadvantages in that it could lead to a re-location of activity across county boundaries.  There would also be design issues, particularly within the context of EU regulations on VAT.

Finally, the Report concluded, “the commercial rates base should be extended to include all bed and breakfast accommodations and non-residential agricultural buildings”.  It also stated “there is scope to raise additional revenues from local authority charges”.

The issue of effective service delivery was also examined as part of this 1996 study.  In particular, the study assessed the view that contracting certain existing activities to private operators, or commercialising services, could bring significant gains.  The report suggested “there was a need to substantiate these views through research on the impact of such local actions”.  

In summing up the overall conclusions from this Review, the following is notable: 

“If the proposed investment programmes do proceed, then either the existing sources of funding will have to provide the increased revenues needed or, alternatively, a revised structure involving different funding sources could be considered.  For the existing sources to provide the funds needed, the increases required will be greater than the anticipated rate of inflation. Furthermore, further real increases in local government expenditure are anticipated after 2000.  A weakness in the existing funding structure is the low level of buoyancy.  Amending the existing structure, by replacing some sources of funding with a local income tax or local property tax, would provide some degree of buoyancy, without increasing the overall burden of taxation.  This would allow for future needs to be met through a combination of a new local tax and relatively lower increases in the remaining existing funding sources”. 

The Financing of Local Authorities - National Economic and Social Council (1985)

In May 1985, the National Economic and Social Council prepared a report entitled “The Financing of Local Authorities”.  The Report was highly critical of the existing funding system.  In particular, it noted “the present arrangements for financing local authorities owe much to past expediency but little to reason”.   Its criticisms echoed previous reviews and noted that:

· the current system had a local tax base which has no electoral franchise;

· local authorities levy local charges in a way which is perceived as taxation (i.e. it raises revenues which exceed that actual cost of services provided); and

· the “bulk” of the revenue is supplied by central government.

The Report posed the fundamental question, namely should discretion be restored to local authorities in determining their overall levels of expenditure, or should they lose that discretion?

In this debate, the NESC Report stressed that there were benefits with centralised or decentralised systems.  It highlighted approaches where local authorities are funded from central government sources and do not have access to a local tax source.  In this approach, local government funding would involve a series of specific grants for services of a national character that are delivered by local agents.  Under the current system in Ireland, this is the practice across a number of programme areas.  In addition, it was suggested that there would a general grant, analogous to the current Local Government Fund, which would fund other services.

The report identified the merits of local discretion over expenditure and funding.  However, it pointed out that local discretion would require local authorities to have a local source of revenue sufficient to form a significant part of their resources.  The merits of this arise from the fact that resources would be “raised from the electorate to whom they are electorally responsible”.  

The NESC report also examined a number of options for changing the funding of local government.  Firstly, it explored options for raising revenue at the local level.  The options examined included:  a payroll tax, a poll tax, taxes on lotteries and gaming, and assigned revenue for central government.  Specifically, it examined the following: 

· a local sales tax; 

· a local income tax; and 

· a new form of property tax.

The type of local sales tax considered was one that would be set and raised locally.  However, NESC noted it would be subject to European Community constraints, while there would be administrative difficulties given the current VAT and excise duty system.  It also suggested that it failed the criterion of accountability.  We assume that the Report was of the view that a local sales tax would not form a sufficient link between the beneficiaries of local services and those who pay for these services, and would not necessarily raise funds from the electorate to whom local authorities are responsible.

The report also examined a new local property tax.  The tax reviewed had the following features:

· it would be levied on all land and buildings; 

· it would include agricultural land;

· it would be based on the capital value of the land or building;

· the valuation would be decided by local valuers and/or a base index updated by purchase prices;

· it would be linked to “rebate system linked to income levels with a sliding scale”; 

· it would be centrally determined and funded, but locally administered.

The Report concluded that such a local property tax would improve local accountability, would be administratively feasible and would widen the national tax base.  This latter point was considered a major benefit in the mid-1980s, given the high rate of income taxation and the relatively weak contribution to the Exchequer from other tax heads.  The Report concluded that a local property tax should be supported by a system of grants from central government.  This was because an element of the local government activities equates with national-level services (e.g. national roads).  In addition, it was felt that transfers from central government would be required to achieve its equalisation role.   

The Commission on Taxation – Special Features Report (May 1985)

The Commission on Taxation was established in the mid 1980s to review the operation of the tax system in Ireland.  As part of its work, the Commission examined the system of local taxation.  In this section we summarise its principal findings.

Firstly, the Commission considered the criteria for local taxes and suggested that the following tests should be met:

· the base must be capable of yielding adequate revenue in each local area;

· there must be the basis for independent local variation;

· the impact of variations in the rate of local taxation should be borne by the local electorate.

The Commission suggested “the reintroduction of local taxation on the lines we recommend should not be used to increase the share of gross domestic product taken in taxation.  To the extent that it increases the resources of local authorities, the amounts payable in grants from the central government should be reduced, thereby allowing a reduction in national taxation”.   

In assessing funding issues, the Commission on Taxation highlighted the importance of classifying the services provided by local authorities as either local or national.  It argued “the case for devolving administration of these services to local authorities is based on considerations of efficiency and of giving people greater access to services, thus allowing easier contact with local representatives and officials”.  

It defined local services as ones which are optional insofar as the “locality has wide discretion over what is done and the manner in which it is done”.  These are services where there is scope for local “initiative” and “variety”.  Moreover, decisions in respect of these services should remain with the representatives of the local community.  It argued that such local services should be financed primarily from local taxation, and that central government support should focus on accounting for local differences in either needs and/or resources.

The Commission on Taxation Special Features Report (May 1985) summarised some of the key policy questions as follows:

“The additional costs arising from a system of local taxation are justified only if it is considered desirable to give local authorities real discretion to provide or not to provide services.  If they were given the power to provide services but had no responsibility to raise the money to finance them, they would be under no pressure to weigh the costs and benefits of the services concerned.  The price for allowing local authorities discretion in providing services is to supply them with an adequate tax base capable of financing the exercise of this discretion”. 

The Commission believed that the introduction of local taxes should satisfy the criteria of equity, efficiency and simplicity.  It noted that “efficiency requires that local taxes can be levied at different rates in adjoining local areas without giving rise to serious distortions in trade“, and that the criterion of simplicity imposes particular constraints in the area of local taxation, as it would not be desirable to establish large and complex systems of tax administration at local level.  

The recommendations issued by the Commission on Taxation in relation to local government financing are set out in the table under.

	Recommendations of Commission on Taxation

	1.
	Charges should be introduced only where they meet the following criteria: the charge is related to the services received; for example, the amount of water used and the cost of providing it and the costs of collection are economically justifiable.

	2.
	Central government grants to local authorities should be consolidated into a single local taxation support grant, which would be distributed to local authorities on a basis that takes account of differences in their needs and resources.

	3.
	Should it be decided that a system of local taxation is desirable, a local property tax should be introduced on all residential, industrial and commercial property (excluding land).



	4.
	Local property tax should be allowed as a credit against income tax liability where the property is used to generate income charged to national income tax.

	5.
	Companies which retain their rights to incentive reliefs under the old system should continue to have rates, or any form of property tax which may be introduced to replace rates, allowed only as a deduction in computing profits for tax purposes.  



	7.
	Valuations for residential property should be open market capital values on a fee simple basis.  Other property should be charged on annual rental values.  A formula should be used to relate the two sets of values.

	8.
	If a local residential property tax is introduced on the lines we propose, there should be unrestricted allowance of real interest on mortgage debt for income tax purposes.

	9.
	Real property other than residential, commercial and industrial property should be excluded from the scope of the tax.

	10.
	Local property tax should be levied on the occupier of the property.  Tax on empty properties should be charged on the owner.

Payment of property tax should be in a minimum of four instalments.

	11.
	A waiver scheme for persons on low incomes should be operated through the social welfare system.

	12.
	The introduction of a local property tax should not be used to increase the share of gross domestic product taken in taxation.



	Source: The Commission on Taxation Report – Special Features (May 1985)


� “Taxation” in Ireland is considered to be the prerogative of national government, while local authority revenue raising is usually referred to in terms of charges, or rates etc. In this paper the term “local taxation” is used in the general sense of any power which a local authority may have to impose charges or other forms of revenue raising.


� See DOEHLG Statements of Strategy various years, An Action Plan for the Millennium, A Plan for Social Housing etc. 


� 	Review of area-based tax incentive renewal schemes, November 2005, Goodbody Economic Consultants in association with Mazars and HKR.


� Publications Nos, 1,2 &3 Taxation, Spatial Planning and the Land Market in Denmark, The Danish Association of Chartered Surveyors (April 2002).
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Sheet2

		Local Authority Revenue Account Summary 1999 -2007

		Year		1998		1999		2000		2001		2002		2003		2004		2005		2006		2007

				€'m		€'m		€'m		€'m		€'m		€'m		€'m		€'m		€'m		€'m

		Expenditure		1,943.4		2,150.2		2,404.3		2,813.2		3,135.7		3,234.5		3,554.5		3,783.0		4,217.6		4,719.9

		Financed By

		Government Grants/Subsidies		491.6		577.7		646.3		768.2		866.4		851.1		891.5		953.8		1,107.7		1,055.9

		Change Y-onY				17.50%		11.88%		18.86%		12.78%		-1.77%		4.74%		7.00%		16.13%		-4.67%

		% share of Total		25.25%		26.68%		26.25%		28.21%		27.60%		24.97%		23.73%		23.80%		24.86%		22.38%

		LGF General-Purpose Grant (1)		376.9		432.1		539.7		485.3		592.8		623.5		752.3		816.6		876.9		942.7

		Change Y-onY				14.66%		24.90%		-10.08%		22.14%		5.18%		20.66%		8.55%		7.38%		7.50%

		% share of Total		19.36%		19.96%		21.92%		17.82%		18.89%		18.29%		20.03%		20.38%		19.68%		19.98%

		Goods/Services		585.4		616.5		689.1		806.2		928.3		1,093.2		1,167.9		1,185.2		1,279.2		1,475.5

		Change Y-onY				5.31%		11.77%		17.00%		15.14%		17.77%		6.83%		1.48%		7.93%		15.34%

		% share of Total		30.07%		28.47%		27.98%		29.60%		29.58%		32.07%		31.09%		29.57%		28.71%		31.27%

		Commercial Rates		493.1		539.0		587.4		663.8		751.2		840.6		944.3		1,052.1		1,191.6		1,244.8

		Change Y-onY				9.31%		8.98%		13.00%		13.17%		11.90%		12.33%		11.42%		13.26%		4.46%

		% share of Total		25.33%		24.89%		23.85%		24.37%		23.94%		24.66%		25.14%		26.25%		26.75%		26.38%

		Totals for Calculation		1,947.0		2,165.2		2,462.5		2,723.5		3,138.6		3,408.4		3,755.9		4,007.7		4,455.4		4,718.8

		Provision for Debit/Credit Balances		0.0		0.0		0.0		0.0		0.0		0.0		0.0		0.0		0.0		3.2

		County Demand		4.0		4.1		2.2		2.8		1.9		-0.8		-0.2		-3.0		-1.5		-2.2				9,439.932707

		Total Receipts		3,899.0		2,169.3		2,464.6		2,726.3		3,140.6		3,407.6		3,755.6		4,004.8		4,453.9		4,719.9

				100.00%		100.00%		100.00%		100.00%		100.00%		100.00%		100.00%		100.00%		100.00%		100.00%

		Revenue data for 1998-2006 is derived from  Local Authority Annual Financial Statements.

		Revenue data for 2007 is derived from Local Authority Budgets 2007.

		(1) See Appendix 2  paragraph 10, (2) paragraph 13, (3) paragraph 12

		Table 1 - Central Funding of Local Authorities as % of Total Income

		Year				1999		2000		2001		2002		2003		2004		2005		2006		2007

						€'m		€'m		€'m		€'m		€'m		€'m		€'m		€'m		€'m

		Total Central Funding				1,009.8		1,186.0		1,253.5		1,459.1		1,474.6		1,643.8		1,770.5		1,984.6		1,998.6

		Central Funding as % of Total Income				46.55%		48.12%		45.98%		46.46%		43.27%		43.77%		44.21%		44.56%		42.34%		45.03%

		Revenue data for 1998-2006 is derived from  Local Authority Annual Financial Statements.

		Revenue data for 2007 is derived from Local Authority Budgets 2007.

				1998		1999		2000		2001		2002		2003		2004		2005		2006		2007

		Government Grants/Subsidies		25.25%		26.68%		26.25%		28.21%		27.60%		24.97%		23.73%		23.80%		24.86%		22.38%

		LGF General-Purpose Grant		19.36%		19.96%		21.92%		17.82%		18.89%		18.29%		20.03%		20.38%		19.68%		19.98%

		Goods/Services		30.07%		28.47%		27.98%		29.60%		29.58%		32.07%		31.09%		29.57%		28.71%		31.27%

		Commercial Rates		25.33%		24.89%		23.85%		24.37%		23.94%		24.66%		25.14%		26.25%		26.75%		26.38%
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Sheet1

		Local Authority Revenue Account Summary 1999 -2007

		Year		1999		2000		2001		2002		2003		2004		2005		2006		2007

				€'m		€'m		€'m		€'m		€'m		€'m		€'m		€'m		€'m

		Expenditure		2,150.2		2,404.3		2,813.2		3,135.7		3,234.5		3,554.5		3,783.0		4,217.6		4,719.9

		Financed By

		Government Grants/Subsidies		577.7		646.3		768.2		866.4		851.1		891.5		953.8		1,107.7		1,055.9

		LGF General-Purpose Grant (1)		432.1		539.7		485.3		592.8		623.5		752.3		816.6		876.9		942.7

		Goods/Services		616.5		689.1		806.2		928.3		1,093.2		1,167.9		1,185.2		1,279.2		1,475.5

		Commercial Rates		539.0		587.4		663.8		751.2		840.6		944.3		1,052.1		1,191.6		1,244.8

		Provision for Debit/Credit Balances		0.0		0.0		0.0		0.0		0.0		0.0		0.0		0.0		3.2

		County Demand		4.1		2.2		2.8		1.9		-0.8		-0.2		-3.0		-1.5		-2.2				4,719.872223

		Total Receipts		2,169.3		2,464.6		2,726.3		3,140.6		3,407.6		3,755.6		4,004.8		4,453.9		4,719.9

		Revenue data for 1998-2006 is derived from  Local Authority Annual Financial Statements.

		Revenue data for 2007 is derived from Local Authority Budgets 2007.

		(1) See Appendix 2  paragraph 10, (2) paragraph 13, (3) paragraph 12

		Table 1 - Central Funding of Local Authorities as % of Total Income

		Year		1999		2000		2001		2002		2003		2004		2005		2006		2007

				€'m		€'m		€'m		€'m		€'m		€'m		€'m		€'m		€'m

		Total Central Funding		1,009.8		1,186.0		1,253.5		1,459.1		1,474.6		1,643.8		1,770.5		1,984.6		1,998.6

		Central Funding as % of Total Income		46.55%		48.12%		45.98%		46.46%		43.27%		43.77%		44.21%		44.56%		42.34%		45.03%

		Revenue data for 1998-2006 is derived from  Local Authority Annual Financial Statements.

		Revenue data for 2007 is derived from Local Authority Budgets 2007.






