21st February 2006

Mr. Bruton: 


 

  There is a little unreality about this debate. I wonder whether members have read the same reports about these tax reliefs as myself. I refer to hotels and holiday homes. The consultants found that in the past five years, the economic benefit was €83 million less than the tax foregone. The taxpayer, therefore, lost that amount on this investment. Similarly, the taxpayer lost €127 million on the student accommodation scheme. Following investment of €1 billion under those headings, 20% was lost.

The extension of these schemes means that in the case of holiday homes an amount greater than that spent in the past five years has yet to be spent and, in the case of student accommodation, twice as much will be spent in the remaining period of the scheme than has been spent. Despite knowing the schemes are a waste of taxpayers’ money, the Government is extending them. I appreciate people have made commitments under the schemes and the Minister is correct that he must let them continue but it is frightening that under many tax relief schemes, which have been found to be wrong and well past their sell by date, the bulk of the investment has yet to be made and, therefore, the bulk of the taxpayers’ loss has yet to be incurred. It is self-delusional to pretend the report has not found what it has found.

The urban and rural renewal schemes were found to be a negative contributor but it was not clear, as the consultants had not conducted as much analysis. However, they also signalled more would be spent over the remainder of the lifetime of the schemes than had been spent thus far. People must get that into their heads when we discuss this issue. We have allowed this to continue for too long but we are allowing it to continue. It is not praiseworthy that the Government is spinning the schemes out until 2008. We have discovered they are loss making and we should do the best job we can to discontinue them rather than incur more losses. That is where we are at following the reports.

In the context of data collection, the Minister is extending film relief. Will the Minister present to the committee his analysis of the competition between Ireland and other countries in order that we can see where Ireland stands in the competitive league? We ought to see that before the scheme is closed in order that there will be a record of why we have made a decision on behalf of taxpayers, which will cost a certain amount, and we have a sound reason for doing so. I seek an assurance in this regard.

The committee will not reach the amendments on caps and so on. A taxpayer who makes a charitable donation, from which he does not derive benefit, is caught up in such caps. If someone is giving money to a charity recognised by the Minister for Finance, that should not be affected by a cap. I do not know whether the Minister has considered this but he is not conferring a benefit on the investor and the same issue is not at stake.

Mr. Cowen: 

 

  The analysis shows the gap that existed has been filled by some of these schemes. If we were depending on the Department of Education and Science to provide student accommodation out of its capital budget in UCD and elsewhere, would anyone seriously suggest that would be its priority, given that the capital programme, which was been greatly enhanced in recent years, is finite? The Department caters for 4,000 primary schools as well as post-primary schools. It must provide for 45,000 additional third level students this year compared to 1997. A total of 135,000 students are attending third level this year compared to 90,000 in 1997. Is that where the capital moneys would have been spent within the Department?

------------------------------------------------------------------------------------------------------------

Ms Burton: 

 

  I would like to return to the principal issue. The consultants’ report shows comprehensively that the vast bulk of property-based reliefs are only availed of by those with an income in excess of €200,000 per annum. By Irish standards, that is a relatively high income. In essence, we want information that indicates who benefits and whether it is correct that they should benefit to the extent that they do. I have no doubt that those who have accumulated so much through the property-based tax breaks constitute a very powerful lobby. They form a powerful lobby in respect of private hospital development because they are in search of more tax-break products. Once one gets into the system, the more one possesses the greater the relief to which one is entitled. It is a bubble. We need information on those benefitting from reliefs at the upper end of the scale. No one is interested in people with very modest claims.

The consultant report is one thing but there is a fascinating third volume by officials in the Department which sets out extraordinary information on the subject of pension funds and outlines the capacity of certain individuals to have a pension fund of €100 million and receive a tax-free payment of €20 million. Examples involving lesser sums of money are also set out. This has implications regarding fairness in our tax system, particularly as people on ordinary incomes in the higher band pay tax at 42%. It is a gross inequity between the two classes of people. If the State is giving a select group, presumably consisting of a couple of thousand people, the bulk of the extraordinarily generous reliefs available, the case for making full statistical information available is very strong. It should be remembered that while the Minister is phasing out the reliefs, it will be over a three-year period and all the accumulated capital allowances and breaks currently enjoyed will continue. A new door is also opening with the extension of the private hospital and care breaks.

Some information finally became available from the Department as to who benefitted from the artist’s tax relief. We were then able to see that while the majority of artists had relatively small earnings to exempt from tax, a very small group had very high earnings. It might be interesting to see if the balance of that group’s earnings were in the happy position of not attracting taxation either. We cannot know that at present because there is a dearth of statistical information. In the past two years, we have been promised that information would be forthcoming on the income generated by people involved in stud farming. We have no information on the sector as of yet. If we are to have a grown-up debate on our tax system, information of this sort is critical to people who wish to ensure that the system is fair to everybody. The system must be fair to the ordinary person and not excessively lenient to those who can well afford to make some contribution in tax.

Mr. Cowen: 

 

  The historical position has been that, by definition, those with higher incomes were able to avail of the tax reliefs that were in place. The purpose of the reliefs was to incentivise the use of available capital in areas of activity in which the Government sought to promote greater economic participation. By definition, it is the nature of tax incentive schemes to ensure that those with disposable income use it for a purpose which will have a wider community benefit. There must be a return for the investor, otherwise the relief scheme will not be a success. The Government is the first to introduce a cap across the board on the benefit people can enjoy from incentives and exemptions. I am the first Minister who has taken that step. The cap will ensure that no one can cover more than half their income through incentives and will strike a balance between equity and desirable incentive considerations. Where one is trying to direct capital into an area of activity to promote a wider benefit in pursuance of Government policy, one will also wish to ensure that the mechanism by which a scheme becomes operable allows people to make a contribution year on year rather than use up without a cap their available income and direct it exclusively towards the incentives provided for tax relief schemes.

We are addressing the issue for the first time in the Finance Bill. The changes introduced in the Finance Acts 2003 and 2004 allow certain information to be made available once it has been collated by the Revenue Commissioners. They are in the process in the current tax year of obtaining the information from the past tax year based on the extra information required in tax returns as a result of changes made by my predecessor. For example, the benefits of the rural renewal scheme were distributed among non-high earners. Capital investment schemes are more likely to be used by higher earners. Varying evidence across the schemes suggests that there is no uniform experience in respect of them or that, contrary to what Deputy Burton stated, they are not solely used by high earners. We know how the schemes work, what the dynamics are and what changes we are to bring forward. The changes are of a kind which have never been brought forward before.

Ms Burton: 

 

  If Carrick-on-Shannon, for example, received a grant of €1 million from the Government, either directly or through an agency, to undertake some task, there would be disclosure in the Government’s accounts or those of one of its agencies. If individuals are benefitting to an extraordinary extent from tax breaks, the public has an interest in knowing about it. In the same way that we know about the details of ordinary budget expenditure, there is a strong argument for explaining where tax expenditure goes and who benefits from it. While I do not have time to put forward statistics now, I have read the Revenue report and been made aware that the schemes from which those on lower incomes have benefitted have principally been those that are capped and sold popularly. It should be noted, of course, that the incomes in question are still well above the industrial average. The schemes in question range from film relief to BES investments. The key reliefs on property are for those who earn more than €200,000. If the Minister wishes, I can show him the information on another occasion. There is a clutch of schemes in which those availing of them have a salary in excess of €100,000. While I accept that the latter would be a fairly average income in the upper echelons of the public service, there continue to be relatively few people earning at that level.

Mr. Cowen: 

 

  As previously stated, table B23 in the budget 2006 booklet classifies the tax reliefs and sets out where tax expenditure was directed in 2002, the latest year for which statistical data are available. Of the €10.8 billion, €4.7 billion went on basic personal credits, €115 million on personal reliefs, and €2.7 billion on pensions. More than €1 billion went to companies in capital allowances. Another €547 million went to the self-employed and farmers, €433 million to SSIAs, and €239 million to Government savings schemes. A total of €38 million went on profit-sharing schemes, €40 million on charities, €24 million on artists, €22 million on films, €20 million on BES and €13 million on maintenance of spouses. There was expenditure on heritage items, stock relief etc. of €92 million, totalling €249 million. The overall total is €10.8 billion.

Item B23 in the budget tables sets out where these tax expenditures go. The majority of them go to ordinary people. The debates we have on capital schemes might give the impression that is where all the money goes. It does not. It was on my initiative that a comprehensive review was undertaken. I made the change and brought in the horizontal limit. I am trying to address this balance. It is a judgment in terms of the balance between ensuring fairness, equity and integrity in the tax system on the one hand, and providing incentive reliefs for those who have disposable income to direct it towards areas of economic activity which will bring a return to the investor and benefit to the wider community. That is the sectoral type approach that has been adopted. It is reviewed from time to time individually and collectively. This year’s review is the most comprehensive done in over a decade. My predecessor brought forward changes to tax return forms to try to glean further information in respect of the issues that have been raised. When that information is available and collated it will be provided. This situation has emerged as a result of proactive initiatives taken by successive Ministers for Finance in this Administration.

Caoimhghín Ó Caoláin: 

 

  I support amendment No. 56 in the name of Deputy Burton. There are two key recommendations in the recent review. The first was that there should be full disclosure to the Exchequer by all investors and promoters to enable the full cost of the impact of the scheme to be assessed. I do not see how that requirement is being met by the Minister’s proposals. The second recommendation is that there should be a cost benefit analysis in regard to any extension of any of the existing schemes. That is not happening either.

Mr. Cowen: 

 

  We had a cost benefit analysis of these schemes this year and recommendations have been made. It has been suggested by certain sectors of the Opposition that I should do another cost benefit analysis of a recommendation to proceed. We have an independent cost benefit analysis and recommendations have been made. If I were not following the recommendations there would be another line of criticism.

Caoimhghín Ó Caoláin: 

 

  The Minister has not. Goodbody’s recommended that these should come to an end towards the end of 2007.

Mr. Cowen: 

 

  Another company recommended that they should be continued.

Caoimhghín Ó Caoláin: 

 

  Did the Minister split the difference?

Mr. Cowen: 

 

  I exercised my judgment as Minister Finance in assessing the economic requirements of the situation, taking on board recommendations. When one appoints consultants, one does not absolve oneself of one’s own responsibilities or transfer those responsibilities to others. One takes the analysis and adapts it and assesses it on advice not only from consultants but from Department officials. I stand over the outcomes of decisions I have made based on many of these recommendations which were very comprehensive and detailed.

Caoimhghín Ó Caoláin: 

 

  I acknowledge that.

Mr. Cowen: 

 

  The decisions I have made are broadly in conformity with the analysis. One must also take into account, which is not within the terms of reference of the consultants, the role the construction industry currently plays in our economy, its employment content and the fact that a quarter of a million people are in the industry. One must take into account what effect a sudden change of policy would have. These are proper considerations and factors to be taken into account in the round by any incumbent Minister for Finance. Such considerations are not necessarily the remit of consultants who are simply asked to analyse the operation of existing schemes.

22nd February 2006

Sitting suspended at 5.15 p.m. and resumed at 6.20 p.m.
NEW SECTIONS.

Ms Burton: 

 

  I move amendment No. 137:

In page 173, before section 71 to insert the following new section:

71.---The Minister may make regulations providing relief in respect of VAT for registered charities provided that such charities comply with such requirements including requirements as to accountability and financial transparency as may be prescribed.”.

This is one of a number of amendments the Labour Party has tabled in regard to charities. It follows the arguments I made last year and previous years.

Mr. Bruton: 

 

  On a point of order, are we dealing with sections 71 and 72?

Chairman: 

 

  We are on amendment No. 137 to section 71. The amendment seeks to insert a new section before section 71.

Ms Burton: 

 

  There are a couple of points that arise. We still do not have charities legislation and as a result it is difficult to discern, with any degree of accuracy, the effectiveness of the arrangements for charities and taxation. I do not know if the Minister has a view of when, if ever, that legislation might be forthcoming but it makes the operation of the current systems extremely difficult. I shall give a few examples. I have a later amendment which probably will not be reached but which reflects a case where, for example, a GAA club is not a charity for the purposes of stamp duty and, therefore, for the purchase of grounds it has to pay stamp duty. I understand the club involved was in contact with the Minister. In practice, the State will probably significantly assist the grounds purchase. It ought to be possible to defer the payment of stamp duty provided the grounds are used wholly and exclusively for GAA games purposes and for the liability to stamp duty to crystallise and arise only if the grounds are sold for development purposes. That appears to be a sensible route.

Charities are unhappy with regard to the VAT scenario. Essentially, charitable organisations here are not registered for VAT purposes and, therefore, are not in a position to claim VAT refunds. There are two ways of approaching this matter. We could find a mechanism within EU law which is not capable of being abused by outfits masquerading as charities, and I understand the Minister’s concern to find a mechanism where they could have some arrangement, such as zero rating, that would enable them to claim refunds. Alternatively, an arrangement could be made where the amount of money they pay for VAT purposes is recoverable by way of the various grants in aid and grants the Government makes to charities. All of us recognise that people are involved in significant fund-raising initiatives. For example, in my constituency there has been an enormous community effort for the past three years to raise funds for a hospice. While the State is providing the site nonetheless the building of that development will incur significant VAT liabilities. When the hospice is open and providing services it will incur VAT liabilities and there is no refund mechanism. As the Minister is aware, the hospice movement is not fully funded by the State but it assists. The same applies to other care charities, for example, charities that provide facilities for people with intellectual and physical disabilities.

I understand the Minister has problems in regard to potential abuses and loopholes. There should be a way in which to provide relief or to set out a scheme for providing relief for genuine charities, bone fides charities, that provide facilities, relief and care that would not otherwise be provided. I think the Minister had to go and listen to Professor Putnam on bowling alone. As a socialist and a paid-up member of the third-way club, I know the Taoiseach knows the whole question of not-for-profit organisations which allow people to come together and which are not simply provided in a hands-down way by Government is an essential feature of that approach. It differs from our traditional approach. Traditionally, charities originated in religious organisations or in not-for-profit organisations like the trade union movement. Nonetheless, there must be a way of addressing some of those issues while at the same time ensuring abuses are eliminated as far as possible. I am aware EU regulations and tax rules must apply on an EU-wide basis. I would be happy if the Minister were to even set up some form of study. The previous Minister, Mr. McCreevy, told us that when he visited the United States he was so impressed by the work of philanthropic organisations and foundations he decided to throw open the door, so to speak. As a consequence, there has been an enormous increase in the number of bodies now registered as charity, not-for-profit organisations. I understand the figure is in excess of 30,000. Perhaps the Minister would consider dealing with that issue.

I want to raise another issue. My understanding, and the Minister can correct me if I am wrong, is that currently there is a period of two years before a charity can be recognised for tax purpose by the Revenue Commissioners. A specific representation was made to me on the Irish Holocaust Foundation, which is dedicated to commemorating the Holocaust and to providing information and education on it. At the 60th anniversary last year of the liberation of Auschwitz, President McAleese and the Taoiseach were present, along with a large number of Members of the House from all parties. I understand there is a problem, however, in regard to the time it takes this body to qualify to accept tax efficient donations. Perhaps the Minister would examine that and advise us how we might best proceed.

Mr. Cowen: 

 

  Charities and non-profit organisations are exempt from VAT under the sixth VAT directive with which Irish law must comply. As such, they do not charge VAT on their services and cannot recover VAT on goods and services they purchase. Essentially, only VAT registered businesses which charge VAT are able to recover VAT. Refund orders of the kind put forward have been, in the past, used in a limited way to provide refunds of VAT on certain aids and appliances for the disabled and on medical equipment donated voluntarily to hospitals. These orders are focused and are designed to target particular sectors. However, it would not be possible to introduce new schemes that would allow for VAT refunds to exempt bodies or non-taxable persons. I understand it is the European Commission’s view that there is nothing in EU VAT law to prevent national governments paying charities a subsidy to compensate them for the irrecoverable VAT they have incurred, provided state aid rules are observed. Given that Exchequer funding is made available to charitable organisations, this is, in effect, already happening.

I understand charities have cited the recent grant provided to the Band Aid Trust as a precedent for introducing a refund of VAT to charities on their inputs. However, giving a grant is not the same as giving a refund of VAT on costs incurred. In the case mentioned it was the consumers who had paid the VAT on the purchase of the Band Aid 25th anniversary CD or DVD. A decision was made to give a grant equivalent to the amount of VAT raised from the sales of the CD and DVD to the Band Aid Trust through overseas development aid administered by the Department of Foreign Affairs.

The Exchequer already provides grants and subsidies to many charitable and not-for-profit organisations. The Irish Charities Tax Reform Group indicated in its pre-budget submission that of the €18 million VAT it believed the 140 bodies it represents suffer, almost half of that is already funded directly or indirectly by the Exchequer. It is likely, however, that the estimate of €18 million put forward is a considerable under-estimate as more than 6,600 charities registered with the Revenue Commissioners are not covered by the Irish Charities Tax Reform Group. I should add that the tax code currently provides exemption for charities from income tax, corporation tax, capital gains tax, deposit interest retention tax, capital acquisitions tax, stamp duty, probate tax and dividend withholding tax.

Aside from the legal obstacles to the introduction of refund orders for registered charities, such a system would undoubtedly lead to other exempt bodies such as schools and hospitals seeking registration as charities to benefit from such a system of refund orders. In most cases these are already receiving considerable Exchequer funding. Furthermore, it would be difficult to provide VAT relief to charities while refusing similar relief to sporting organisations or other bodies within the community and voluntary sector. A refund arrangement for all these sectors would add significantly to Exchequer costs. Even if funds were available for grant aiding charities and other voluntary groups, I am not that the most appropriate use of the fund would be to relieve them of the VAT paid on inputs as opposed to grant aiding their activities using other criteria.

On a related matter, there is already an exemption from stamp duty in respect of a conveyance transfer or lease of land made for charitable purposes to a body of persons established for charitable purposes only. It is open to all organisations to apply for charitable status provided they meet one of the necessary tests. These are the relief of poverty or the advancement of education and-or religion or other purposes that are beneficial to the community.

Where an organisation meets the charitable status tests, there are also generous income tax and capital gains tax reliefs available. These include the ability to benefit from tax top-ups from the donation scheme as well as exemption from income tax and capital gains tax. Even where a community based sporting organisation has not obtained charitable status, there are very generous capital gains tax exemptions where it disposes of property and uses the proceeds to acquire a replacement property. In that situation capital gains tax is not payable. Sporting organisations can also avail of the special donation scheme.

The Deputy will appreciate that stamp duty is a significant contributor to the Exchequer. Stamp duty receipts allow for a broader tax base than would otherwise be possible. Any change for a particular group would inevitably lead to calls for special arrangements by other groups and organisations. In addition, the reduction in yield would have to be made up from increased payments elsewhere. Those are the real problems that attend consideration of any of these matters.

On the question of the time period required before someone can achieve charitable status, we all know the reason for that is to avoid fly-by-night outfits being set up. It is a question of control, and no one is suggesting there should be no controls. I would point out that I reduced the period from three to two years in the Finance Bill last year, recognising the difficulties the rule caused for charities. That was a general amendment rather than a specific one in any particular circumstances. We all know that in the absence of a regulatory regime for charities this rule is a necessary safeguard.

On the possibility of any further amendments to the move I have made already, I will give it consideration for Report Stage but I do not have available to me at the moment, and given my consideration to date, a way to deal with the various aspects of supporting charities further in regard to the VAT code or stamp duty exemption. Given the situation as it stands and the impact it would have, sequentially or consequentially, on other areas, we could make the same line of argumentation.

On whether any amendment of the three to two year rule could be contemplated by way of a discretion being left to the Revenue Commissioners, that would have to be carefully considered in the context of the period between now and Report Stage.

Ms Burton: 

 

  I thank the Minister for his reply. I understand and accept the Minister’s valid concern regarding abuse. Is it possible to put in place a review mechanism whereby it would be possible to validate beyond doubt the status of the group applying? While an element of discretionary is given to the Revenue Commissioners, such a mechanism would put in place a procedure providing for fairly strenuous vetting to ensure that such abuse, about which the Minister is rightly concerned, does not occur. Is that a possibility?

Mr. Cowen: 

 

  We would have to consider that. I made a move on this matter last year and having done so, I am being asked to make another move this year. I changed a long-established procedure of three years being regarded as the period in which the bona fides of a charity could be established because the accordance of charitable status could involve such charities obtaining considerable sums of money in a short period, and in that respect we would have to be certain about them. Basically, the establishment of the three-year rule track record enables people to decide whether the charitable status would be accorded. It involves a request to modify an established policy position. The good faith test ensures that in all circumstances money is given to charities which seek to achieve the objectives for which they were set up. They are audited by Revenue within the first two years and they need 18 months to produce a set of accounts. That is another reason we reduced the period from three years to two years in an effort to keep the time from the production of first set of audited accounts and the accordance of charitable status within a certain period and in that respect there may be little room to manoeuvre in terms of going further without compromising the safeguards in place at present. It is not an easy to move further on that. All I can do is undertake to consider this proposal given that it has been brought to my attention this evening.

Mr. Burton: 

 

  I appreciate what the Minister said. Charities are caught up in the capping arrangement the Minister has placed on tax allowable investments. A case has been made that while capping tax relief is entirely correct and, some would argue, long overdue in respect of some of the capital allowances, where the donations are essentially of no benefit to the person making the subscription and are entirely for charitable purposes, a question has been raised as to whether the Minister could exempt charitable donations. I did not hear the Minister comment on that specific aspect of the capping arrangement.

The Arts Council made the case for exemption from VAT levied on fees paid to non-resident artists when they perform for non-profit organisations. The Minister’s predecessor considered that proposal but it did not find favour with him. It is strongly hoped that with this Minister there will be a new policy in this respect for performing artists.

The provision of home care packages is being developed by Government as a way of caring for people in the community. In that respect, liability to VAT seems to be an obstacle, similar to the position applying to donations of medical equipment. Does the Minister consider there is scope for identifying areas of that nature where some VAT changes might be appropriate?

Mr. Cowen: 

 

  The Deputy’s first point brings us back to the question of trying to achieve the objectives for which we made the changes in the first place. If one modifies a change, one could end up whereby a tax contribution might not be made by individuals, if the exemption of the charitable relief is used in a particular way. While the horizontal measure is in place it is open to each taxpayer to use the 50% reckonable income and include the charitable donation as part of his or her use of the tax code in a legitimate way, while still making the contribution to the State on a yearly basis. That is an argument on that aspect.

The question of a charitable donation being made subject to the availability of a tax relief is not necessarily the sole criterion for the making of the charitable donation in the first place. We introduced this change to the tax system in this Bill. As to whether one should monitor what is happening in the light of experience and consider in what way it would be possible to accommodate such a provision in the future or whether one would try to accommodate it at this immediate remove having just brought in the provision is something to which we would have to give further thought. I am aware of these issues arising.

The benign purposes of these reliefs are known at present and, in many cases, the motives of those who wish to avail of these reliefs are to be applauded and I do not intend in any way to denigrate the use of these reliefs for those purposes. However, the fact is that we have to see what are the wider policy implications of the initiatives we have taken to try to ensure there is confidence among the public that a contribution can be made by everybody in every year in which a tax liability arises - a contribution commensurate to the provisions we are putting in place would be expected. It is not an easy issue to accommodate given the policy statements that have been clearly outlined since the budget and incorporated in the Bill. The Deputy will have to leave it with me to see whether I can finalise consideration of the matter.

Ms Burton: 

 

  May I ask a brief question?

Chairman: 

 

  No, a vote has been called in the Dáil.

Ms Burton: 

 

  Perhaps the Minister could give me a note in response to my question.

Chairman: 

 

  : No, a vote has been called.

Ms Burton: 

 

  Briefly, is the tax relief that a charitable donation would attract capable of being rolled over in the same way that unavailed-of tax beaks are rolled over? The Minister might advise me on that position.

Mr. Cowen: 

 

  Yes.

Chairman: 

 

  I advise members that a vote has been called in the Dáil and we are obliged by order of the Dáil to call a guillotine vote not later than 8 p.m. to dispose of sections up to section 94. There will probably be a number of votes in the Dáil and when we resume we will have to conclude section 94 by way of guillotine vote . It is unlikely we will reach section 94 by that time in which case we will have to conclude that section by guillotine vote by order of the Dail not later than 8 p.m.

Ms Burton: 

 

  At what time will we resume?

Chairman: 

 

  We will resume following the vote.

Mr. Boyle: 

 

  A vote was called 6.55 p.m. and a second vote will be called at 7 p.m..

Chairman: 

 

  We will resume after the second vote that will probably be called at 7 p.m.

Ms Burton: 

 

  At, say, 7.10 p.m.

Chairman: 

 

  After the votes are concluded. There will be a number of them.

Sitting suspended at 6.49 p.m. and resumed at 7.25 p.m.
Chairman: 

 

  We are dealing with amendment No. 137. Deputy Boyle indicated he wished to speak.

Mr. Boyle: 

 

  The Minister cited the precedent of the Band Aid Trust, which was a grant that equalled the amount of VAT collected on a charity record. Perhaps he would consider a mechanism whereby instead of an automatic refund the charities, which need to be properly defined due to the absence of charities legislation, might apply for similar grants if they can show that the VAT payment they are liable to is a significant part of their outgoings. That is not to guarantee that it would be automatic but that it would be given consideration. It is an alternative mechanism in view of the precedent established by the Department’s decision on the Band Aid Trust.

[Mr. Boyle 

 

]
I accept the Minister’s comments about opening the floodgates to other organisations that operate on a voluntary basis. However, given that he has let in a glimmer of light with this action, would it not be worth considering constructing a mechanism whereby people can apply, be assessed and be either accepted or rejected? The VAT burden is heavy for many charitable organisations but I accept that the bigger problem is arriving at a proper definition of charities and the need for legislation on charities. The Minister might not be able to do this until such legislation is passed.

With regard to how we are dealing with other sections and charities, two amendments I have tabled are due to be discussed at tomorrow morning’s meeting. How does the Chairman plan to proceed after 8 p.m.? Both amendments apply to section 95 and are related to charities.

Chairman: 

 

  We will deal with sections 95 to 122 tomorrow morning. If I thought there was a good chance of completing tonight, I would continue the meeting a little longer but I do not see any prospect of that. We will not even complete this section by 8 p.m.

Mr. Boyle: 

 

  Okay. I have outlined my suggestion to the Minister with regard to the amendment. It might not be possible to do it in this Bill but perhaps consideration could be given to such a mechanism at an administrative level, in view of the precedent set with the Band Aid Trust.

Mr. Cowen: 

 

  I will have to study what the Deputy has said and see if it has wider application.

Ms F. O’Malley: 

 

  My question is about VAT and whether nursing home services can be rendered VAT exempt. In a reply to a parliamentary question, the Minister gave an indication that it is possible that a nursing home would be exempt from VAT. Am I straying into an area that is not related to this section?

Chairman: 

 

  The Deputy may proceed.

Ms F. O’Malley: 

 

  It is Government policy to encourage and facilitate people to remain in their homes and the Minister for Health and Children has prioritised home care services. I am aware of a company in my constituency that is in danger of not being able to provide the services if it does not obtain a zero VAT rate. I am taking this opportunity to ask the Minister if that can be provided, particularly in light of his reply to Deputy Carey’s parliamentary question on 31 January which would indicate that he might be positively disposed towards this. I would be grateful if we could get a firm answer.

Ms C. Murphy: 

 

  I want to hear the Minister’s answer to that point concerning a global exemption from VAT for nursing homes. There is often a significant amount of investment in capital grants by way of tax breaks. Quite a lot of developers see the opportunity to develop a nursing home in a location that would not, for example, survive the planning test for building an individual house because of its location. We are building up numerous problems for which we will pay a price in the future. I am concerned about giving additional benefits to providers. Were such benefits to be created, they would have to fulfil the criteria of the UN principles on the accommodation of older people. If projects fit into that kind of proviso that is an entirely different thing - where people live within communities but not off in the countryside where there are no footpaths or buses and people are totally isolated. It should be possible to have separate criteria where an advantage is given to those that fit the criteria for sustainable development and where people live within communities. That is an entirely different proposition than some of the developments I have seen. One would not even see a bungalow on some of the proposed sites.

Mr. Finneran: 

 

  I do not want to be talking at cross purposes but I feel I understand the points being made by Deputy Fiona O’Malley. I am not talking about nursing homes but about the provision of a home service.

Mr. Cowen: 

 

  A home care package.

Mr. Finneran: 

 

  They were put in place recently by the Minister, although not every Health Service Executive area has them. They constitute a welcome development, nonetheless. Prior to those being provided, private operators were providing a wonderful service in somewhat similar situations. People paid €10 or €11 an hour for what was a very good service. I understand it was zero VAT rated, although I may be mistaken. If it is not zero VAT rated, it should be because it is in line with Government thinking. Many people feel it is the right approach to support the opportunity for people to stay at home, whether it is done through a home care package that an individual or a family may take out, or an organised system such as the Roscommon home care service which provides effective services in five counties. It is run pretty well on a shoestring. The HSE areas provide money for so many clients but many people avail of it privately as well. It takes up an area that might otherwise be the responsibility of the HSE and Departments. I am not sure if we are on the one line but I understood that the area was zero rated for VAT.

Ms F. O’Malley: 

 

  If it is helpful I will give the quote from the answer. It states that officials from the Revenue Commissioners and the Department of Health and Children are examining this issue. In particular, they are trying to ensure that services provided under the home care packages are exempt from VAT. I wonder if there will be a distinction between those provided by the State or those provided by private individuals.

Mr. Cowen: 

 

  The application of VAT is governed by EU law. Therefore, one is dealing with a whole series of VAT issues which are applicable and govern this situation. What is being talked about here is not the nursing home situation but a question of home care packages. People are in the business of providing these packages which attract a VAT rate. Since 1991, it has not been possible to apply a zero rate to a new provision of any goods or services. We continued on with ones that were exempt beforehand, for example, concerning food.

This is an EU issue and we are examining whether there is a way around it. It is not a question of the government in any EU member state deciding to exempt VAT from something as a policy issue. Under EU law, the VAT directive governs this situation. We are examining whether a mechanism can be devised which would be in keeping with EU law while allowing these services to be exempt from VAT. That is what we are inquiring into to see if it is possible to come up with a solution.

Mr. Bruton: 

 

  The health services are generally VAT-exempt, are they not?

Mr. Cowen: 

 

  They are, generally speaking.

Mr. Bruton: 

 

  Can the Minister not operate under that exemption?

Mr. Cowen: 

 

  Discussions are taking place at official level to see if there is a way around this problem. Regardlless of whether the provision of home care services can become part of how we deliver this home care package idea, the addition of 21% VAT can make it an uneconomic proposition for people who otherwise may be interested in its provision. All health care is exempt from VAT when provided by a medical practitioner. We are looking to see if there is a way around it but we are not being definite because we have not yet found a solution.

Ms F. O’Malley: 

 

  If it is available in another member state, would it not automatically be available here?

Mr. Cowen: 

 

  No. Different VAT rates apply to different services in different countries. The VAT directive is about trying to devise the application of VAT law in a way that is consistent with the internal market. Where we had zero ratings before the directive came into being, we retained them but that does not mean that one can create new zero ratings. The question of ratings must be in compliance with EU VAT directives. Historically, there are some goods and services in the country which are exempt from VAT, such as food. That was because, before we made arrangements to take on these directives, we were in a position to exempt them if that is what we wanted to do, and we did. Other countries had zero rates and forewent them, so they are no longer part of their arrangements. VAT is a complex issue. It is not simply a question of saying that the Government is refusing to use its discretion to solve this problem. The Government can only deal with this matter in a way that is consistent with EU law. Given that there is some merit in the proposal, we are working at an interdepartmental level to see if there is a way around it.

Mr. Finneran: 

 

  In most of these cases, home help or a home care package is provided as a result of medical certification. Sometimes the individual or a family may top that up for extra hours. That is what I am talking about. My understanding of the existing service, which covers approximately three counties, is that it is not currently subject to VAT.

Mr. Cowen: 

 

  Was that service being provided pre-1991?

Mr. Finneran: 

 

  I would not think so. However, it is provided as a result of the HSE area in each county giving a particular amount towards it. There is a medical backup to it, therefore.

Mr. Cowen: 

 

  There are various rates of VAT depending on what service is being provided. The administering of medication by a medical professional is exempt, as is medical treatment by a medical professional. A 13.5% VAT rate applies to things like meals-on-wheels, therapy and personal care, including hygiene. A 21% rate applies for other aspects of assistance. Anything provided by the State is outside the scope of VAT and this is where the different treatment applies. The provision of private services attract VAT whereas services provided by the State do not.

Mr. Finneran: 

 

  Is State subvention excluded?

Mr. Cowen: 

 

  Yes. Anything provided by the State is exempt from VAT. The problem with trying to incorporate provision of similar services by the private sector is that this obviously puts such services at a competitive disadvantage. There are areas where this is provided in other jurisdictions and it works well. We are trying to see whether, based on the quality service provided, there is a way around it. It is a question not of us refusing to do it but of us having to make it compliant with EU law. We are working on it to see whether there is a solution. We just do not have a solution. We are aware of the issue and we are examining it positively. If there is a solution we will find it but at present we do not have it.

Amendment put and declared lost.

23rd February 2006
Ms Burton: 

 

  Can the Minister make available his briefing note about the grounds on which charitable status can be sought?

Mr. Cowen: 

 

  Yes.

Ms Burton: 

 

  It might be useful to see whether this aspect of the scheme is relevant to the applicants in question.

Caoimhghín Ó Caoláin: 

 

  To which office should sporting organisations apply for charitable status?

Mr. Cowen: 

 

  They should apply to a unit of the Revenue Commissioners based in Nenagh, County Tipperary, which adjudicates on matters of this nature. More information on this subject is available on the website of the Revenue Commissioners.

Caoimhghín Ó Caoláin: 

 

  I asked earlier whether any assessment has been made of the potential cost to the Exchequer of the acceptance of a proposition of this nature. Does the Department have any idea of the cost of such a measure?

Mr. Cowen: 

 

  No. The point is that stamp duty is not imposed in respect of conveyance to charities. It probably would be too time consuming to collate information on how many of the 6,600 charities have been in this position. Regardless of the cost, it will be paid, not as a loss but in recognition that charities deserve support.

Amendment put and declared lost.

Chairman: 

 

  Amendment No. 141 is out of order.

Amendment No. 141 not moved.

Ms C. Murphy: 

 

  I move amendment No. 142:

In page 182, before section 95, but in Part 3, to insert the following new section:

“95.--The Minister shall introduce a VAT refund mechanism for at least that part of the unrecoverable VAT liability of Irish charities funded from public fundraising.”.

I ask Deputy Boyle to speak to the amendment.

Mr. Boyle: 

 

  During our discussion on the recovery of VAT for charities the Minister listed some of the tax exemptions open to charities and I floated the idea of introducing not so much an automatic refund mechanism but an opportunity for charities, depending on type, to use the Band Aid Trust precedent to make a case for repayment of VAT on outgoings which might be deemed excessive. This is an alternative, partial mechanism which might be considered.

Some charities do not own properties but operate from rented premises. The difficulty many of them face is that their outgoings are funded primarily from donations given by members of the public in the expectation that these moneys will be used exclusively for the charitable purposes of the organisation in question. Charities also have other sources of funding, including in some cases State funds, which are spent on administration and salaries.

The amendment seeks to maximise the potential of income generated through public fundraising, which includes door-to-door collections, street collections, raffles and so forth. These activities are the main source of income for most charities. The amendment proposes to allow charities to avail of a VAT refund mechanism for this income. It should also be available for funds donated directly to charities which already benefit from tax relief. In seeking to reduce VAT payments charities want to get a bigger bang for their buck. I ask the Minister to give the amendment due consideration.

Mr. Bruton: 

 

  I recall from previous debates on this issue that the costs to the Exchequer of tax relief on donations to charities are remarkably similar to the sum of charities’ VAT bills. We have a circular system in that the State grants certain tax benefits to donations but recovers virtually the same amount through the VAT mechanism.

Having listened to the Minister speak on this issue several times in recent years, I am persuaded to some extent that a VAT refund mechanism would not be the ideal approach because one cannot determine whether VAT refunds are the best use of public funds to support charities. I understand the case successive Ministers have made that it is probably preferable to take an above the line approach, whereby State funding to charities is increased and directed towards areas of public interest, than to introduce a VAT refund matching arrangement.

The former Minister for Finance, Mr. McCreevy, repeatedly informed us that the €250 minimum threshold for tax relief on charitable donations was under review and that he would consider reducing it to encourage tax efficient donations to community based organisations which do useful work. Even if, as I suspect, the Minister cannot or will not accept the amendment, is this not an opportune time to reduce the €250 threshold to allow charities to engage in tax efficient fundraising on a wider scale?

Ms Burton: 

 

  Does the Minister have the most recent figures for the cost to the Exchequer of the various tax reliefs for charitable donations? The report included figures. What is the estimated cost for this year? Spokespersons for the Revenue Commissioners expressed concern to this committee about the possibility that the system would be abused. The problem is that we still do not have charities legislation which would ensure charitable organisations were bona fide. It is understandable, therefore, that the possibility of abuse remains a concern.

The original tax relief on charitable donations was introduced by Deputy Quinn when he was Minister for Finance. It was an experimental measure as it was believed at the time that people would be reluctant to avail of it and that charities and the Revenue Commissioners would find it difficult to administer. These concerns have not been realised and the scheme has gradually extended as the minimum threshold for donations was reduced. I see no reason it should not be further reduced from €250 to €100.

We need to have the greatest possible information on the cost to the Revenue Commissioners of the new charity schemes. There is no doubt that while the public wants charities to benefit from tax relief, public representatives also want to be satisfied that charities are above board and properly run and that the money given by members of the public is used for the purposes for which it was intended.

We have an active community movement consisting of a range of community organisations. As Deputy Murphy noted, people make generous contributions to various community based events. A major problem for this sector is that the Government appears to place obstacles in the way of those engaged in fundraising. For example, VAT and stamp make up a significant proportion of charities’ expenditure, particularly when premises or grounds are purchased. This creates difficulties.

A proposal was made to establish an office of charity commissioner. Responsibility for introducing charities legislation has, however, been transferred from one Department to another in a game of pass the parcel. It moved from the Department of Justice, Equality and Law Reform to the Department of Social and Family Affairs. I understand the Minister of State at the Department of the Environment, Heritage and Local Government, Deputy Noel Ahern, also had a role in this regard before the Minister for Community, Rural and Gaeltacht Affairs assumed responsibility for the legislation. For the past two years we have been told a Bill is due to be published any day but nothing has happened. It is understandable people are cautious about donating to charities when no legislation is in place. Is the Minister encouraging his ministerial colleagues to address the issue?

As I stated last night, the Taoiseach appears to base part of his political philosophy on the work of Professor Robert Putnam, as outlined in his book, Bowling Alone: America’s Declining Social Capital, which places community organisation centre stage. The situation is very difficult, given the confusion. Much more information could be provided. What the Minister said about the office in Nenagh was interesting. Many clubs and organisations are unaware of the extent to which he feels confident they can make a strong case in regard to full charitable status. Much more could be done in providing information.

What is interesting about the refund mechanism in regard to Live 8 is that the money was taken from the overseas development budget. It was a reallocation of money rather than tax money being given back. I know the overseas development aid budget is growing but, nonetheless, that is what was done. It was not a case of Revenue refunding tax, rather it was a Department stating it would match an aid allocation, euro for euro, with the VAT arising from the sale of Live 8 CDs and so on.

Ms C. Murphy: 

 

  I accept the point Deputy Bruton made about raising the threshold but I do not think those involved in some of the developments would become liable to pay VAT. I attended a function recently in the rural part of my constituency where an old schoolhouse was refurbished by the community as a community facility. The discussion focused not so much on the cost, how much was raised or the effort involved, but on the €8,800 that had to be paid in VAT. The people involved saw this amount as money they had to raise because the project would be of benefit to the community. They considered there was a direct relationship between the two. However, it is almost anti-community to be dipping into people’s pockets in this way.

New communities do not have the same sense of community one finds in more established ones. People are not connected or related to each other; one club does not know another and so on. Often they do not have the information that would be on the grapevine in an established community. There is, therefore, a particular difficulty for these communities in developing. How are they supposed to find out about matters such as charitable status? That is the kind of information that is more likely to be found on the grapevine than a website. From what I can see, that is the way organisations develop, especially where large towns are being developed from small villages. There is a definite feeling the Department is dipping into the pockets of those who are trying to develop local community facilities.
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