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Summary

The Irish Hotels Federation continues to advocate a responsible long-term, strategic approach to developing the Irish tourism sector, based on  consolidation and managed growth. It would, however, be dangerous to take continued growth for granted. Reflecting the views of a large range of operators across the country, from publicly-quoted hotel chains to family–run guest-houses, the Federation considers that it is now critical to focus resources on skills training and international marketing, and on a limited range of demand-generating facilities. Development policy should move away from incentives for pure accommodation provision. In view of the surge in supply in all forms of accommodation, the emphasis must of necessity be placed on attracting sufficient numbers of visitors at the right time of year to make these viable.

Following a decade of sustained focus on product investment, for the foreseeable future national resources should be directed towards creation of world-class service standards, and to support family and fair enterprise.  Budgetary measures, which will encourage such a shift, include:

· A special Homemakers Tax Free Allowance (“Homemakers Revenue Job Assist”) of £2,000 per annum for three years, for persons entering or re-entering the paid workforce, having not worked or claimed unemployment benefit in the preceding five years.

· Childcare tax relief measures including an income tax allowance per week of IR£80 for the first child, and IR£65 per child thereafter, 

· Creation of a loyalty-based, employee profit sharing fund, designed to encourage greater partnership between employers and staff. Employers would receive a double-relief for allocations to such a fund, which would be independently-managed. Staff would benefit from this profit-related fund after three years.  The bonus for the employee would be tax-free.

· Suspension of accelerated capital allowances for all forms of accommodation for a period of five years to enable a re-establishment of equilibrium in terms of supply and demand.

· The withdrawal of Business Expansion Scheme tax relief and the exclusion from Designated Area incentives of all schemes seeking to add to the accommodation capacity of the country.

· Joint industry and state control of annual investment of £20m.+ in Exchequer funding in consumer marketing of Ireland overseas

· Adequate funding to enable CERT to carry out training in the regions.

· Additional allowance for training in approved training schemes for employers.

· Re-alignment of the Class A threshold for Inheritance Tax to IR£650,000, the indexed value of the original level set in 1976 and the abolition of Probate Tax on all family inheritances.

· VAT should be applied only on a cash basis after travel agents’ commissions have been deducted, where applicable, and not on the gross amount, as heretofore.

· All commercial providers of accommodation should be required to produce a tax clearance certificate annually to registering and listing bodies.

Introduction

The Irish Hotels Federation has been at the forefront of the development of Irish tourism.  Tourism’s success (as highlighted below) largely derives from the collaborative approach by the public and private sectors towards product development and promotion.  Tourism continues to make a significant contribution to our present economic success.

Tourism in the Irish Economy

· Tourism is Ireland’s largest industry in terms of revenue generation (6.7% of GNP or over IR£3 billion) and employment;

· Some IR£1.5 billion of tourism earnings was paid to the Exchequer in direct and indirect taxes in 1998;

· Tourism is the largest unsubsidised sector contributing to the Irish economy;

· Tourism is a major source of export earnings;

· Tourism creates vital employment opportunities for a wide range of skills and people of varying skill aptitudes;

· Tourism is one of the fastest growing components of indigenous Irish industry – overseas multinationals have not played a major role in this sector’s development.  The industry has been investing in its own future with the support of Government and EU funding.

However, the sector is now entering a new and potentially difficult phase of development.  The challenge over the next decade will be to build  long term competitive advantage in order to sustain profitable growth.  The key to future tourism growth will be founded upon the quality of visitor experiences in Ireland with our people and environment.

Visitors to Ireland can now expect to enjoy a varied range of high-quality facilities, including accommodation and restaurants, friendly Irish hospitality, and a relatively unspoilt environment.  To the extent that we fail to protect these important attributes, which make Ireland special for such visitors, we will undermine the very foundations of this important sector of the economy.  If we fail to live up to customers’ expectations and destroy our image: we destroy tourism.

In service industries, competitive advantage is achieved through people – personal delivery of services to customers.  According to CERT, growth in the hotel and restaurant sector over the next five years will lead to a demand for an additional 105,000 people.  Yet, there are major barriers to attracting staff into tourism, which have to be addressed urgently, if we are to consolidate the success of tourism over the past decade. A shift in  focus to Ireland’s human as oppose to physical capital, proposed by the IHF, advocates a strategic shift in the process of tourism development, as demonstrated by the graphic below.
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We have restricted this submission, for consideration by the Minister for Finance, to those issues of long term strategic importance, which are within the Minister’s brief.  Other issues of importance are outlined in our May 1999 submission, ‘Maintaining the Momentum through Partnership – A Practical Vision for Ireland’s Tourist Industry’.

The Key Areas

There are three key topics to be addressed if we are to confront the major challenges facing tourism.  These are:

· labour force issues;

· moving from a product to a service focus; and

· supporting family and fair enterprise.

Labour Force Issues – Investing in People

In terms of the labour force, there are two critical challenges facing tourism in Ireland:

· to recruit sufficient new entrants to keep pace with the rate of expansion; and

· to develop the capability of its existing human capital to attain standards equivalent to international best practice. (Hospitality 2005 –A Human Resource Strategy)
Labour supply is one of the most critical issues facing the global tourist industry, and especially here in Ireland.  The CERT National Manpower Survey (1998) for the hotel and restaurant industry highlights  severe skill deficits across the sector. The supply of available labour continues to shrink as the hospitality and tourism industry grows. It is harder to find, attract, and retain a skilled labour force, not to mention more costly due to higher salaries and better benefits.  Staff conditions have improved vastly in the industry, despite a continuing perception of low wages and unsociable hours.  In order to realise the full potential of the IR£1 billion in product investment of the past decade – which will rapidly depreciate – urgent attention is required to recruit and train hospitality professionals who wish to pursue careers in Irish tourism.

The industry’s ability to provide worthwhile employment prospects, especially to the long-term unemployed and economically inactive, is significantly hampered by the operation of in the tax and welfare system.  With the reduction of the numbers on the Live Register and the fact that Ireland now has negative cyclical unemployment (job vacancies exceed the number of people who can economically take up the employment), the Federation believes that initiatives must be undertaken to increase the labour pool.

Between mid 1993 and mid 1998 there was an increase of 38% in the female participation in the labour force and a corresponding increase of 21% for males.  Females have filled over 50% of all the additional jobs in the labour market since 1993.  However, the IHF believe that there is still scope to increase female labour participation rates.  This scope is clearly evidenced when you compare Irish female participation rates with those of other European countries, as demonstrated in the chart below.  In order to increase female participation rates the necessary conditions must be in place.  Barriers to people entering and re-entering the labour force need to be removed and incentives created to encourage their remaining in the formal labour force.

Action 1

Incentives are needed that will allow homemakers to enter or re-enter the paid labour market without any significant loss of their own or partners benefits.  This could be achieved, in part, by having a special “Homemakers Tax Free Allowance”  (Homemakers Revenue Job Assist) of £2,000 per annum for the first three years, for persons returning to the workforce, having not worked or claimed unemployment benefit in the preceding five years.  The IHF is not proposing that this measure should be restricted to the hotel and restaurant sector or to people of a certain age.  The IHF is proposing this measure to encourage available homemakers to enter the paid labour market in general.

Action 2

Tax incentives should be provided to facilitate child-minding.  The IHF is calling on the Minister to introduce an income tax relief for parents who require child minding services, be they in crèches, after school care or in their own homes.  The IHF suggest an income tax allowance of IR£80, per week,  for the first child, and IR£65 per child thereafter, on a receipt of payment basis.  These measures should apply to receipts from named individuals or registered childcare services.

Action 3

Staff retention is a major concern for the hotel and guesthouse industry.  To alleviate the problem, the IHF propose that a system giving tax relief to employers for providing profit-related loyalty bonus payments to staff should be instituted.  This, we suggest, would work as follows: an additional tax allowance would be given to employers on an allocation to a staff profit sharing fund.  Staff would benefit from this profit-related fund after three years.  The fund would be staff designated and operated in an institutionally managed fund.  The bonus for the employee would have no tax liability attached to it.  If a staff member should leave before the end of the three years, the tax relief would be clawed back by the Revenue.  The scheme would encourage a partnership approach between employers and employees.  In addition, where the avenue of allocating shares is not open to family business, this scheme would be particularly appropriate to the smaller hotels and guesthouses.  It is assumed that other sectors of the economy would benefit from this provision.

Moving from a Product to a Service Focus

The IHF has been at the forefront of seeking development of Ireland’s tourism sector. Over the past decade, the growth in visitor numbers has been accompanied by a huge increase in accommodation capacity nationally, including hotels, guesthouses, self-catering units, seaside resorts, hostels, etc. Currently, the rate of growth in supply is significantly exceeding growth in demand, with an inevitable impact on the viability of all providers.

The key to continued growth must lie in the effective marketing of Ireland in our key overseas markets. Over the period of the last two Operational Programmes for Tourism, through the joint efforts of the industry, the Department and Bord Failte, Ireland has successfully developed new lines of business, and has overcome some of the key weaknesses in terms of access costs, seasonality and product range. However, the success of recent years could very easily be dissipated if Ireland fails to maintain the level, quality and innovation inherent in our campaigns to constantly ensure that Ireland remains the European destination of choice for millions of overseas customers. Yet we are about to lose a major plank of the funding required, due to the expiry of Structural Funds

As new competitors emerge within Europe, it is of the utmost importance that Ireland maintain and increase its expenditures to retain its share of business in key markets and invest in newly emerging markets.  Ireland’s offer of a quality tourism product must be matched by supporting quality promotion. One of the principal aims of the promotional efforts should be to highlight the attractiveness of the regions.

A substantial requirement for training continues to exist, both in terms of entrants to the industry and continuous training for those already in employment.  In order that these training requirements are met, it is important that the training is provided on a more accessible basis in the regions.  In order to meet the demand for consistent, high quality service standards, training facilities must be brought to where they are most needed - in areas of regional deficits.  In order that these issues are addressed, we suggest a number of measures, covering capital investment, marketing and human resource investment.

Action 4

Perhaps unusually, the Federation is recommending the suspension of taxation incentives that have been available for many years. On the basis that our basket of proposed actions are adopted, the IHF is calling for the suspension of accelerated capital allowances for ALL forms of additional accommodation, in order to slow down the rate of expansion, which in many locations is threatening the viability of existing operations.  We propose that this suspension be enacted for an initial period of five years, after which, a review should be undertaken.

We recommend that Industrial Building allowances should be retained

a) for existing hotels to upgrade and develop high standard, non-accommodation facilities, and for the construction of, and improvements to, staff accommodation

b) for existing hotels with less than 50 rooms  wishing to expand to 50 rooms. 

c) For hotel-related facilities which act as demand attractors. These would include all weather facilities, conference centres, golf courses, equestrian facilities, visitor attractions, etc.

Action 5

Quite apart from hotels and guesthouses, the explosion in the provision of accommodation nationally has included self-catering units, seaside resorts developments, hostels, etc. Available tax incentives and ignorance of the true economics of providing accommodation have fueled much of this development.  The IHF therefore recommends that accommodation provision should be excluded as a qualifying activity under the Business Expansion Scheme, and Urban and Seaside Resort Renewal schemes.

Action 6

The IHF reaffirms its call for the Irish Government to under-write a minimum annual investment of £20 million in consumer marketing of Irish tourism overseas, the management of which is under joint industry and state control.

Joint Industry-State Control

The IHF supports and calls for the continued joint industry-state control over overseas marketing expenditure.  The Overseas Tourism Marketing Initiative (OTMI) was a partnership approach between the public and private sectors in the marketing approach, which worked very well.  It harnessed key professional marketing expertise and vital knowledge of specific target markets among key industry players, in a way that few competitor destinations have managed to achieve.  The “investor structure” has generated a sense of ownership and commitment by the private sector to the marketing of the island of Ireland.  This level of commitment has enshrined a commonality of purpose within both sectors, where the individual self-interests of each group have not unduly clouded the focus of the OTMI.

The OTMI restored a faith within the industry that the control of tourism marketing funds no longer solely rested with the public sector.  This created a mutual respect for the role played by both sectors.  The period 1994 to 1999 was an education for all participants involved and the IHF believe that this structure should continue.

Action 7

In order to address the substantial requirement for training, the IHF is calling for the following two measures:

· that adequate funding is made available to enable CERT to carry out training in the regions; and 

· that an additional allowance is made available for training in approved training schemes for employers.

These measures are consistent with the White Paper on Rural Development in terms of integrating sectoral policies for increasing employment opportunities in rural areas, especially in the much needed services area.  These measures will assist in the Government’s objective of ensuring support for the maximum number of farming families by facilitating part-time farming.

Supporting Family and Fair Enterprise

Small, family-run hotels and guest-houses dominate the Irish hospitality sector, as 78% of premises have less than 40 rooms.

Inheritance Tax

Property prices have increased substantially in recent years.  To December 1998, prices for commercial property increased by nearly 30%, to December 1997, by 16% and to December 1996 by 10%.  Due to the predominance of family run hotels and guest-houses, many of which incorporate the family home of proprietors, many members of the Federation are concerned that, through pure inflation of property prices, their families will be exposed to Capital Acquisitions Tax (“CAT”).  Yet, for 14 years after it’s introduction, the original thresholds for the imposition of CAT were left unchanged.

Probate Tax

The inflated property prices of recent times have resulted in property values being increased for no commercial or business reason.  The imposition of a  2% Probate Tax on the gross value of the property at a time when a property may have lost one of the primary business drivers, can be both distressing and debilitating for a business.  Some relatively modest hotels may carry a property value of IR£3,000,000 but the earnings would not support a fraction of this value. Yet in the event of death, a Probate Tax of almost IR£60,000 is imposed on a working asset that sustains both family and local employment. 

Action 8

Were the original thresholds for Inheritances maintained at real money values, the indexed value of Class A exemptions would now exceed £650,000. The IHF is asking the Minister to re-index the the Class A threshold of  IR£150,000 to IR£650,000, and to provide annual index linking thereafter. The Federation is also calling for the abolition of Probate Tax on all family inheritance.

VAT on Travel Agents’ Commission

With regard to hotel bookings made via tour operators and travel agents, the present situation in relation to VAT on the agents’ commission is that an hotel is liable to pay VAT on the total sales value of a room, including that element paid to the travel agents.  This is unacceptable.

Action 9

The IHF is asking that VAT be applied only on the net receipt, exclusive of third-party commissions.

Tax Clearance Certificates

In order to ensure a level playing field for all and to facilitate more widespread tax compliance, the IHF recommends that all operators of commercial accommodation should be required to produce a tax clearance certificate on an annual basis.

Action 10

The IHF is asking the Minister to make it compulsory for all commercial providers of accommodation to produce a tax clearance certificate annually to registering or listing bodies.
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           BDO SIMPSON XAVIER

This submission was prepared with the assistance of BDO Simpson Xavier.

However, the views expressed in this submission are not necessarily those of BDO Simpson Xavier.
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