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INTRODUCTION
The Green Party welcomes the opportunity to make a submission to the Commission on Taxation. The submission presented below will focus on the forthcoming imposition of a carbon levy, general taxation issues and local government funding. The Green Party believes that the Irish taxation system should be based on the following principles:
· Tax systems should fair and equitable.
· Fiscal policy should ensure that work, both formal and informal, is rewarded and recognised.

· The general taxation balance should be shifted increasingly away from labour taxes onto the consumption and use of natural capital resources. 
· Resources should be better priced in order to reflect their true externality costs, to society, the economy and globally in terms of climate change emissions. 
· Taxation should seek not only to raise revenue but also encourage behavioural changes for the social, environmental and economic good.
· Tax rates and social insurance payments should be kept stable and revenue from these should not increase over one third of GDP. 

· Revenue raising for local government funding spending should be broadly spread, with greater equity across all local authorities in terms of income streams. 
Climate Change Costs

Combating climate change has been listed in the introduction to the Programme for Government as one of three major priorities for the Government. Ireland’s record in achieving reductions in GHG emissions under the Kyoto Protocol has been slow to date. The country failed to meet the target of limiting emissions to 13% above 1990 levels by 2005. The EPA’s 2008 National Emissions Inventory submission to the UN Convention on Climate Change shows Ireland’s CO2 emissions alone account for 47,722 mt or 68% of total GHG emissions. This is 136% over the 1990 baseline target
. The National Climate Change Strategy 2007-2012 is designed to reduce emissions to meet the Kyoto target contains a combination of measures, including energy efficiency, diversion to renewables, sectoral consumption reduction and afforestation. It also entails participation in the Emissions Trading Scheme (ETS) to enable industry and large scale institutional emitters to purchase a carbon credits and obtain emissions quotas as well as making investments in carbon off-setting projects in third countries. This facility is costing the exchequer €290 million up to 2012. 

Post Kyoto Ireland is in the process of negotiating a new emissions package which is more stringent, with tighter deadlines. Under the proposed EU Burden Sharing Agreement a 20% reduction on 2005 levels is required by 2020 in sectors that have made insufficient reductions progress under the current National Climate Change Strategy, i.e. those sectors outside the Emissions Trading Agreement. Furthermore the ETS industrial/institutional sectors are also under pressure to reduce emissions by 21% on 2005 figures by 2020. The Green Party believes that these factors make it clear that Ireland has no option at this stage but to introduce a carbon tax and introduce corollary measures through the taxation system, to induce behavioural change and correct market signals on CO2 consumption.

Carbon Levy

The Programme for Government commits Ireland to reducing its greenhouse gas emission by 3% annually over the lifetime of the Government. The ESRI in its Mid-term Review 2008 highlights the “virtual consensus amongst economists that a carbon tax is the most appropriate policy instrument to reduce greenhouse gas emissions.”
 In general, Ireland remains low amongst European countries in its use of environmental taxation measures to progress environmental policies (see table 2 below). In fact the table made reference to the proposal to introduce a CO2 tax in 2004, which subsequently did not materialise.  There is now an imperative to address the environmental costs, which have remained externalised in the Irish and global system. 
Chief among the Taxation Commission’s responsibilities is to work out the implementation mechanisms for introduction of a carbon levy placing a price on carbon. This is a cost that Ireland is already obliged to meet through its international treaty obligations: a cost that is currently being met through general taxation. Due to the urgency of climate change, the levy should be in place prior to the conclusion of the Commission.  
The Green Party proposes the use of a carbon levy that would involve the imposition of a monetary amount rather than a percentage of any good effected (see also 2003 Green party submission on this subject, attached). A levy would provide a stable price signal to consumers and industry.

Rate or rates of levy

The Green Party is advocating the introduction of the carbon levy on a phased basis, beginning with €5 a tonne in 2009 and rising to €15 a tonne by 2010 and €20 a tonne by 2011. This would allow Government, industry and individuals to adapt to the system and any possible inflationary effects. While €5 a tonne will not lead a major change in the consumption pattern in the short-term, it will provide a signal to industry and society in general that behavioural changes in consumption of energy will be needed.
 According to the EEA, although there is a perception that taxes have to be high in order for them to work, the alternative approach, to take a long-term view buy setting taxes at a low and affordable level “allows for the target group to adapt” and public acceptability over time.
  It is crucial that the levy be introduced in 2009 because carbon costs are likely to rise in the future. The ESRI (2008) predicts a €83 a tonne by 2025.
 
Impacts

The two chief concerns surrounding the introduction of a carbon levy are the social effects and possible impact on competitiveness. Both of these issues are well understood and have been addressed by economists both in Ireland and beyond and most recently by the ESRI (Mid-term Review 2008). As the terms of reference for this submission highlight, any carbon levy introduced by the Government will be revenue neutral and money earned by the levy must be used for clearly defined purposes.

Social Impact

Households at the bottom end of the income scale spend a greater percentage of their budgets on fuel. Unless mitigating steps are taken, the carbon levy, through increasing the price of energy, will have a disproportionally negative impact on them. However, a growing number of commentators are supportive of a carbon levy if accompanied by the appropriate compensation methods.
 This should be addressed through the social welfare system and other methods. The Green Party proposes the following steps: 

- Alleviating fuel poverty

In the first year, all moneys raised would be used to increase the amount and length of time available for fuel allowance payments and increase the eligibility thresholds. Any residual moneys should be funnelled back into the social welfare system. 
- Improving energy-saving in social housing

From the second year onwards, as the levy increases, part of the moneys raised should be channelled into a fund which would improve the energy efficiency of local authority housing. 
Impact on Competitiveness
As the carbon levy will raise the cost of energy, it is imperative that its inflationary effects are mitigated and that it does not negatively affect Ireland’s competitiveness. This issue has also been examined by the ERSI (2003, 2008) and other reports
 and it is recommended that where a carbon levy is introduced, steps should be taken to reduce the tax burden on labour. As the ESRI points out, labour costs have more effect on competitiveness than energy costs and therefore a shift in the burden from labour to energy may stimulate the economy (2008). 
- PRSI

The Green Party advocates using part of the moneys raised from year two onwards to reduce employers PRSI to achieve a more appropriate balance between energy and labour costs. 

- VAT
VAT on identified environmental goods and services will be reduced, providing an incentive for greater take-up and use of environmental goods and services. These reductions will also help to mitigate any inflationary effects. This was agreed as part of the Programme for Government. 
Table 1: Options for Revenue Allocation under the CO2 levy
	
	Rate of levy
	Fuel Poverty
	PRSI
	Energy saving schemes in local authority housing

	2009
	€5
	All moneys collected this year to counteract fuel poverty & other social welfare measures
	
	

	2010
	€15
	Proportion of 
carbon levy revenue
	Proportion of 
carbon levy revenue
	Proportion of 
carbon levy revenue

	2011
	€20
	Proportion of 
carbon levy revenue
	Proportion of 
carbon levy revenue
	Proportion of 
carbon levy revenue

	2012
	€20
	Proportion of 
carbon levy revenue
	Proportion of 
carbon levy revenue
	Proportion of 
carbon levy revenue

	2013
	€20
	Proportion of 
carbon levy revenue
	Proportion of 
carbon levy revenue
	Proportion of 
carbon levy revenue


Operation & Collection mechanisms

The levy could be collected under the same model as excise duties are currently collected, at the point of supply with the minimum number of collection points. This would ensure that administration costs are kept to a minimum. As some companies are already operating under the EU emissions trading scheme, they will not be required to pay the carbon levy. There should be no negotiated agreements with industry, either on an individual company or cross-sectoral basis. Such agreements would be unfair to the individual consumer who would carry the larger burden and could stifle innovation in the development of more efficient technologies.

Coherency with Programme for Government Commitments

This proposal will ensure the implementation of several aspects of the Agreed Programme for Government:

A Fair Tax System (p.5)

Appropriate fiscal instruments, including a carbon levy, will be phased in on a revenue-neutral basis over the lifetime of this Government.
Climate Change: A Challenge for the Whole World (p.19)

Continue to use the taxation system to encourage good environmental behaviour and discourage poor practice.
Keeping Ireland Working (p.7)

Keeping taxes on employment low.

Table 2
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Source:
Source: EEA, Environmental taxes — Recent developments in tools for integration, Copenhagen;OECD/EU database for environmental taxes, in EEA, Report No.1/2006: Using the market for cost-effective  environmental policy market-based instruments in Europe (2006)

(http://www1.oecd.org/env/policies/taxes/index.htm)

General Taxation

Tax reform

While Ireland has become a low tax society and has a tax take below the EU average it is also clear that a large degree of disproportionality exists within the tax system. A growing reliance on taxes on spending unduly affects those with less disposable income and this balance needs to be addressed. 
- Tax Reliefs

The current system of tax reliefs disproportionately benefits wealthy individuals, with the taxpayer, the economy, the environment and society bearing the costs. Tax reliefs have the potential to stimulate the delivery of valuable economic activity and desirable social and economic ends.  However, the reliefs need to be targeted and subject to prior evaluation and constant monitoring to ensure the intended policy outcomes, be they industrial, environmental or social. They should, as a matter of course, always be subjected to the appropriate analysis, e.g., cost-benefit analysis or multi-criteria analysis. In view of the many environmental challenges facing Ireland including the need to move towards a low carbon economy, research and development in the environmental sector could benefit from targeted tax reliefs. 

As a matter of policy, all tax reliefs should be reviewed on a regular basis and those that are found to be costly and unproductive should be discontinued. These reviews should be published. Tax reliefs should not be introduced unless they form part of a coherent policy.
There are merits in encouraging philanthropic donations to certain charitable and non-governmental organisations in Ireland. Consideration should be given to allowing increased caps for such donations, but only under strict criteria, targeted to selected bodies and based on minimum tax paid, be it a personal or corporate donation. All donations under philanthropic tax schemes would also need to be fully accounted for and transparent. 

- Tax reliefs on private pensions

The current system of tax reliefs on private pensions disproportionately benefits higher earners. As a result there is a lesser incentive for lower earners to invest in pensions. The Green Party proposes to replace tax relief on pensions with a tapered system of matching contributions to private pensions. 
Amount Invested

State Contribution

First €20,000 


€10,000

Second €20,000 

€8,000

Third €20,000 


€6,000

Fourth €20,000

€4,000

Subsequent €20,000 

€2,000
- Charities & social gain

The Commission could consider allowing charities to get a rebate on VAT paid in the purchasing of goods and services. The Commission could also consider lowering the tax relief threshold for donations to charities from €250 to €100 per donor. 
- Personal tax credits
The current system means that not all income earners, those working in low paid part-time jobs for example, benefit from the total amount of their personal tax credits and therefore from any increases in tax credits. The unused portion of the personal tax credit should be available to the worker as a cash payment. In recognition of valuable unpaid work, this could also be extended to those who work voluntarily improving social services in the community. 

Accountability, domestic & international 

- Tax Residency

The Commission should review the tax residency rules to ensure that those who benefit from Irish society also contribute. The Green Party proposes that rules similar to those operating in the USA, whereby individuals are taxed on the basis of their citizenship and residency be explored. 
- Taxation & Development Policy 

The Commission should examine the functioning of Ireland’s taxation system to ensure that it does not encourage dishonest accounting and tax avoidance in developing countries by those who seek to abuse the Irish taxation system, as this runs contrary to Ireland’s development programme. This practice, as highlighted by the recent Christian Aid report, Death and taxes: the true toll of tax dodging (2008) should be investigated and accounting standards tightened accordingly.

Local Government funding

Local authority reliance on central government finance is too high in Ireland. Given that locally raised finance comes largely in the form of commercial rates, some local authorities fair better than others. Although a grant scheme exists for equalisation purposes, according to the OECD report on public services (2008), some counties remain disadvantaged. For example, the spending power of Louth County Council following equalisation is only 41% of the average local authority and 10 of the 34 local authorities have less than 75% of the average spending power. This hampers local authority capacity to facilitate proper regional development, as required under the National Spatial Strategy. 
Site Value Tax 
Over the past number of years growing concern has been expressed about insufficient funds available to Local Authorities to sustain the delivery of services. Despite the fact that Local Authorities are drawing in an estimated 13.6% of their revenue in development contributions
 there are still problems with funding. 

Chambers Ireland, the Indecon Report reviewing Local Government Financing (2005) and ISME (2006)
 separately referred to the need to review the current commercial rates system and widen the collection base to better capture all users of local authority services. Under the current system rates are collected only from the business sector. Indecon estimated that an additional €1-2 billon would be needed ever year “simply to maintain services” at current levels up to 2010. 

It is not feasible to expect the commercial base to continue to carry the costs of other users of local authority services.  A system should be established to redistribute the burden of costs to include large scale users and owners of second properties and those who benefit from ownership of investment properties. The site value tax will be set by central government but the revenue generated from it will go directly to local authorities. Commercial rates would be abolished. An ‘equalisation’ mechanism will be put in place to ensure that local authorities return a percentage of their revenues for disbursement to other local authorities with lower funding bases. The tax, based on the principal value of land, i.e. without any improvements or buildings, would not penalise owners’ improvements, or apply to agricultural land or primary principle residences. It would only apply to zoned development land, occupied and unoccupied investment properties, second homes and the site value of commercial state entities.
Windfall tax on re-valued property  
Rising land values are in part attributable to public investments and rezoning. Local authorities should be able to recoup some of these ’private gains’ made by individuals on the foot of public investment. Adopting the principles of the Kenny Report on the Price of Building Land to recoup a portion of windfall gains, will balance out local authorities investments.
Coherency with Programme for Government Commitments

Tax and regulation (p.7)

Local Authorities

Examine measures to limit the ability of local authorities to impose punitive charges on local businesses.

Stronger Local Democracy, Options for Change: A Green Paper on Local Government (p.7)

The need for proper funding of local government is recognised. Autonomy in fund raising increases local discretion and accountability.
Appendix 1

	INDECON (2005) Review of Local Government Financing –

Summary of Key Revenue Raising Measures



	Significant increase in the level of resources available to local authorities over the period to 2010.  There will be a requirement by 2010 for additional resources in nominal terms of the order of €1,000 to €2,000 million per annum compared to 2004 expenditures, if levels of service provision are to be maintained. 

	Significant change in the system of local government financing, with a move towards more locally based sources of funding required. 

	Changes in the system of local government should be directed at increasing the share of local authority expenditure that is funded locally.  The two key elements of this should comprise an increase in local charges and the introduction of selected targeted local taxation. 

	Local authorities should charge the full economic costs of providing services on behalf of central government.

	Increase certain charges where less than full economic costs apply, but caution against an overestimation of the significance of these changes as a source of increased revenues.

	We recommend the introduction of mechanisms to secure a contribution to local authorities’ general funding requirements from non-principal private residences and from commercial buildings not currently covered by commercial rates.  There are a number of options that could assist in achieve this objective, including the extension of rates to such properties or an element of locally determined stamp duties. 


Appendix 2

	Chambers Commerce Ireland (2004)  

Local Authority Financing – Government in Denial 

Summary Findings & Recommendations 



	The commercial and industrial sector is the only remaining sector which is now liable to pay rates. It represents an estimated 8 per cent of all properties recorded in the valuation lists (2001). 

	The rate base is extremely narrow, with only an 8% of all properties liable for commercial rates. 

	The omission of state properties from the rate base is calculated to have lost Dublin City Council over €18.74m in potential revenue in 2002.

	Almost one euro in every four of the total expenditure of a local authority is derived from commercial rates. This ratio has remained virtually constant while the total take in commercial rates has mushroomed from €538,090,400 in 1999 to €906,185,975 in 2004 which represents a startling increase of 68.41%. The importance of commercial rates for local authorities is evidenced by the fact that in some authorities over half of total expenditure is funded through commercial rates.

	The system for determining a valuation on a Irish property is based on valuations dating from 1888. There is room however room under the Valuation Act 2001 to reassess market values. The Act also facilitates a countrywide revaluation over a five year period however no decision has been taken to ensure that this will occur in the near future. 

	The cap on commercial rate increases which was set annually was abolished in 2003. 

	Benchmarking substantial increased the cost base of local authorities. Between 2003 and 2005, local authorities will have to find an additional €223m to pay for the cost of benchmarking.

	

	Recommendations

	The increase in commercial rates should be capped at 70% of the rate of increase in the General Purpose Grant;

	The rates base should be widened to include current exemptions; 

	State exemption from rates should be reviewed as such properties draw significantly on the services of local authorities. 

	Revaluation of properties of the entire country over a five-year period should be commenced immediately as provided under the Valuation Act 2001.


Appendix 3

Total GHG Emissions Ireland 1990-2005

[image: image2.emf]
Source: EPA, National Inventory of Emissions, submission to the UN Commission on Climate Change (2008)
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