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Society of the Irish Motor Industry Budget Submission 2010
Executive Summary

The Society of the Irish Motor Industry or SIMI is the trade association for the motor
industry in Ireland, representing over 1,600 members in all counties in the State.
Employment in SIMI member companies has fallen significantly over recent months but
members still provide employment for 35,000 people spread through most towns and
every county in the State. The motor industry is a key stakeholder in the economy, in terms
of employment, as a substantial tax generator and collector for the Revenue and as a key
player in delivery of the Environmental Agenda for the Transport Sector. The total
contribution to the Exchequer from all motor related sources was over €5.5 billion in 2008.

The scale of the problems that have impacted on the trading situation in the sector have
been well publicised and the situation is extremely fragile at present for many businesses.
We are now operating at 30% of normal sales level and without some provision to
stimulate the market current employment levels cannot be sustained. Given the severity of
this crisis and what is needed is a rescue plan for the sector, however in the current fiscal
climate we are seeking progress on proposals which can be on a revenue neutral basis.
These are critically important if the current difficulties are to be alleviated.

What SIMl is seeking in this year’s Budget:

1. Introduction of a Scrappage Scheme in January 2010 to operate for 12 months
To stimulate the business in order to protect jobs and to increase the Government Tax take
and improve our CO2 emissions we propose a €2,000 VRT Scrappage refund on the
purchase of a new Category A, B or C car when a currently owned and road taxed ten year
old caris scrapped. With new car sales at a 25 year low, with no indication of improvement
and with thousands of jobs at risk, this is a crucial provision that is very badly needed to
try and save employment in the sector

An extension of a Scrappage Scheme to current year Hire-Drive cars, allowing them to be
sold with a scrappage refund, where the purchaser is scrapping a 10 year old car, would
further help sales, tax revenues, emissions and assist the Tourism sector.

An extension of a Scrappage Scheme to include Light Commercial Vehicles, although only
covering a very small number of potential sales, would support another very damaged
sector and would assist small businesses to replace older vans.

2. Introduce a VRT Refund Scheme for Exported Used Cars
SIMl is urging the Minister to introduce a VRT Export Refund measure to refund part of the
residual VRT when a used car is exported. Itis proposed that a VRT credit could be allowed
which could be used against the initial registration of another vehicle in due course. At
present Irish dealers must face open competition from imported used cars but are
prevented from exporting used cars because of the lack of a VRT refund system.



3. Take initiatives to ensure that Finance is reasonably available for businesses
in the Motor industry and for consumers wishing to purchase vehicles.

The availability of finance is the lifeblood of the motor industry. Not only is it vital to
finance their businesses, but it also a requirement for the majority of their customers who
need finance to purchase their vehicles. Obtaining reasonable is a huge problem at
present for business funding and for consumer purchases. The Society is calling on the
Government to take initiatives to remedy this situation in relation to improving the flow of
finance to customers purchasing vehicles and to businesses in the motor industry.

4. Reform the current Registration Number Plate System
We are calling for reform, in consultation with the Motor Industry and other key
stakeholders, of the format of the current registration plate system. The current system
produces an extreme form of seasonality in car sales which damages the Industry,
Government Tax revenues and does not benefit the consumer.

5. Carbon Tax should not be simply another burden on motorists, it should
represent a shift from purchase taxes to usage.
Motorists have already contributed to CO2 taxes through paying VRT on the purchase of
their vehicle and through road tax. Carbon tax should not be simply used as an extra
burden on drivers. Costimplications for the fuel sector also need to be taken into account.

6. The current two-tier Road Tax System is unbalanced and needs to be reviewed.
We propose two immediate steps that would help:

a) Carsin Categories Fand G, that were ordered for delivery or were physically
in Ireland before 30t June 2008, should be allowed, by derogation, to fall
under the old cc based Road Tax regime.

b) Adjustment of road tax for Category G vehicles to be no higher than the
highest rate under the cc based system.

7. Clarification and consultation regarding planned reduction/removal of VRT
There has been much speculation about the potential removal or reduction in VRT, some
announcement/clarification needs to be made to dispel any unrealistic expectations and
to allow the Industry to plan for the future. Although we are conscious of the current
Budgetary constraints we note the Commission for Taxation’s recommendations to replace
VRT with usage taxes. In this context we propose that a plan and timetable needs to be put
in place that will see the removal of VRT and its replacement with usage taxes in a manner
that provides maximum benefit and minimum damage in the process.

8. Retain the lower VAT rate on service & repairs
The 13.5% VAT on repairs and servicing has helped enormously in the fight to win back
work from the black economy. However, the level of activity outside the VAT net is still at a
high rate. The 13.5% rate of VAT on repairs and servicing must be retained.



SECTION 1

Economic Background to the SIMI 2010 Pre Budget Submission

10,000 jobs gone; 10,000 more at high risk

The motor industry in Ireland is in crisis. New car sales have collapsed with the loss of
thousands of jobs and as outlined below the short-term prospects are very poor. More
jobs and business are at risk and, in the absence of any stimulation package from
Government, many are virtually certain of going under. The industry is also well aware of
the constraints in State finances and the scarcity of resources and is accordingly only
seeking concessions that can improve the Exchequer’s position, or at worst will be
revenue neutral.

The latest figures for Insolvent Liquidations, High Court Liquidations, Receiverships and
Examinerships by Industry for the period 15t January 2009 to 30t September 2009, as
reported by FGS Consultants, showed that 68 businesses in the motor industry had been
subject to one of these, up from 15 in the same period last year.

These closures plus cost-cutting measures by employers in the sector have seen the
number of people in Employment in the motor industry fall from 45,100 at the end of 2007,
a year in which new vehicle sales exceeded 180,000 (CSO Quarterly Statistics on Persons
in Employment). By the end of June 2009, car sales had collapsed by 70% from 2007 levels
and employment in the sector had reduced by 22% or 10,000 to 35,100. From a human and
local community viewpoint this has proved devastating, while the Exchequer has also
suffered. Based on the previous Motor Industry average salary of €40,000 per employee,
the loss of these 10,000 lost jobs has cost the Government €148 million in PAYE/PRSI,
while (based on standard weekly Welfare payment) the Government has also taken on the
burden of €105 million in the required Social Welfare payments. This totals €253 million in
additional costs to the State. A further 10,000 jobs are at extremely serious risk in the
motor industry, which if lost would worsen the Government’s position by a further €253
million.

In addition, our members are located in every town in the country, local businesses
providing easily accessible employment, and they are part of the fabric of every local
community in Ireland. No constituency in the country has remained unaffected by closures
and/or redundancies in the motor trade. An recent economic study into the retail motor
industry by economist Peter Bacon noted the knock-on effect this has on other key
employments in the economy, noting: “Furthermore, the motor sector creates demand in
other sectors, so this decline will impact these other sectors also. The main sectors
affected are transport services, post and communications, insurance, real estate,
computer services and other business services, all of which are service sectors where
employment ratios tend to be high. Combined, the impact on these sectors will mean a fall
in demand of €0.24 for every €1 fall in gross margins in the motor sector.”



In order to prevent more pain, both in human and financial terms, it is vital that sensible
proposals, as outlined in this submission, are implemented with immediate effect.

Carbon Taxation

As outlined below, motoring taxation is a vital component of total Government Revenue
and accounted for nearly 14% of total tax revenues in 2008. The Commission on Taxation’s
Report has proposed the introduction of a carbon tax on fuels, and indications are that this
will be introduced in this year’s Budget. Each 1 cent additional carbon levy duty will yield
an additional €40 million in Government Revenue, but this will place an additional burden
of €40Million (for each 1c of levy) on the already over taxed motorist. The Commission on
Taxation proposed that VRT should be replaced by a Carbon Tax and other usage charges.
Car owners have already paid the equivalent of Carbon Tax in the VRT that was included in
the price they paid for their cars. It is unreasonable to burden them further at this time
with an extra Carbon Tax without some compensating offset. In this context, there should
be some incentive to help offset this additional charge on motorists. The introduction of a
carbon tax could also place an additional working capital funding cost on the oil
distribution and retail companies, as duty is paid up front when the fuel leaves the depot
while they don’t get paid for this until their customer pays at the pumps. A form of deferred
payment system should be introduced, to bring fuel duty taxes in line with other duty
taxes.

The New Car Market Continues to Decline

The new car market in Ireland experienced significant decline in 2008 and a virtual
collapse in 2009. New car sales amounted to 146,000 in 2008 representing a fall of 19 per
cent on sales the previous year.t Car Sales in the first 9 months of 2009 are down 63% on
the corresponding period in 2008. The most significant drop occurred in July with a 73.1
per cent fall compared to July 2008. If current trends are maintained then new car sales
will amount to some 57,000 units for 2009 as a whole. This represents a 63% decline on
new car sales in 2008 and a decline of 70% on 2007 levels. This collapse in new car sales
is largely attributable to the downturn in the economy, which commenced 2008, and its
impact on consumer spending but was exacerbated by a glut of used cars in the UK, the
weakness of Sterling, the lack of availability of Finance and the VRT and Road Tax changes
last year.

1 CSO figures



Figure 1: New Car Sales 1994 — 2008
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The VRT Changes have Contributed to the Decline

Although SIMI has remained strongly supportive of the move to a more environmental
focus in taxation, there is no doubt that the VRT changes implemented in July 2008
adversely affected both new and used car sales and the consequent changes in the market
structure had substantial negative impacts on the viability of businesses and jobs the
motor industry.

The immediate effect of the announcement of the VRT changes was that many consumers
who had not already committed to vehicle purchase decided to defer purchase until after
its implementation date of 1st July 2008. The traditional pattern is for new car sales to be
concentrated at the start of the year, and to taper off gradually as the year progresses. In
2008 however, while sales were reasonably good at the beginning of the year, they
tapered off very sharply as the 15t July approached. Between June and July 2008 there was a
noticeable increase when monthly car sales more than doubled, from 7,369 to 16,175,
reflecting the number of consumers who either moved in June to purchase cars due to
increase in VRT or who were waiting until after the VRT changes came into effect to buy a
lower emitting car at the new VRT rates. This was only a brief market reaction however as
sales fell sharply again in August 2008 to just 6,822 cars, and continued to fall to the year
end, as the general outlook for the economy as a whole worsened.




Figure 2: Monthly New Car Sales, 2007, 2008 & 2009 to date
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It is clear that many consumers, who had postponed purchase in anticipation of the VRT
changes, did not come into the market post July 2008, because of the increasingly adverse
economic situation. Thus, the VRT changes compounded the negative effects of the
downturn in the economy.

The original proposal with regard to restructuring of the VRT system involved a tax based
on both engine cubic capacity and CO- rating. This approach would have incentivised the
purchase of environmentally friendly vehicles, while ensuring that the structure of new
and used car sales was not so radically altered as to disrupt the market. In practice, the
introduction of a VRT system based solely on CO. rating, although environmentally
beneficial, created massive changes in the retail prices of and demand for particular
models and significantly undermined the values of used cars.

Diesel models, the majority of which fell in price on the introduction of the new rates and
also benefited from the new road tax rates were increasingly favoured by the consumer.
However, because of the unexpected and radical nature of the VRT changes, there was a
mis-match between the vehicles already in stock or in the pipe-line and the changed
structure of consumer demand. As a result dealers were left with vehicles that did not
match the post-VRT changed consumer preferences.

The VRT changes were accompanied by a similar restructuring of the annual road tax,
which exacerbated the above problem. The sheer scale of the tax changes has had a
profound impact particularly on the saleability of certain petrol models. While very many
models benefited from significantly reduced VRT and Road Tax other have suffered
substantial increases. For example, in the saloon range of petrol cars, some models have
increased in price by over €4,000. Furthermore, they now attract annual road tax of
€2,100, an increase of €534 per annum. This was impacted most noticeably in relation to
the estate range of petrol cars, particularly large estates such as those normally used by
sectors such as farming, veterinary and construction The result of this is that retailers and
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distributors have been left with high-tax models on their forecourts that they are unable to
sell. To put this in perspective, the annual road tax bill over five years will be €10,500 so
these vehicles will never be attractive as trade-ins or for sale as used cars. Even the
increase of €534 per annum represents a total cost increase of almost €15,000 over a ten
year vehicle life.2 The revised road taxes are so high as to make some models virtually
unsaleable. In this regard, the revised road tax structure amounts to substantial “overkill”
in terms of achieving the environmental goals set. In fact they are so severe that rather
than encouraging the replacement of older estate and off-road vehicles by those who need
them, the new Road Tax system will discourage replacement and incentivises the retention
of older higher emitting vehicles.

The Used Car Market has also been Disrupted

The VRT changes implemented in July 2008 have also had a profound effect on used car
values. As would be expected, the value of used vehicles with poor CO- characteristics has
declined. However, the value of used vehicles with good CO. characteristics has also
declined to reflect the decline in the prices of equivalent new models. In effect all used
cars, irrespective of their CO2 characteristics and irrespective of the price of the equivalent
new model, have fallen significantly in price. It is estimated that the fall in used car values
was in the region of 30%. This had a huge impact on dealer profitability in devaluing the
higher than normal levels of used car stocks and in undermining residual values on
leasing and hire-drive cars, many of which moved in to negative equity. The required
application of VAT Clawback (which has thankfully now been resolved) to any losses
suffered added further the problem for dealers. The undermining of residual values had
created a further serious problem in opening up the cost to change gap for many would-be
new car purchasers as their trade-in vehicle now represented a reduced percentage of the
new car cost and therefore the cost to change had increased

The collapse in used car values has been driven down further by the very high level of used
car imports. Table 2 shows that used car imports average over 60,000 units per annum in
2008. The increase in imports has been buoyed by the strong Euro Sterling exchange rate
in the latter end of 2008 and particularly the early part of 2009 which is the key selling
season. This volume of UK imports into a contracted market depressed second hand car
prices further and resulted in many car dealers experiencing big losses on second hand
stock. In the period 2006-2008, approximately 173,000 vehicles will have been imported.
The used import total for each of these individual years is actually greater than the total
number of new cars that will be registered in 2009.

2 Present value of the annual tax imposition discounted at 5 per cent per annum.



Table 1: Used Car Imports, 1998-2009

Year Number of Imports
1998 39,565
1999 36,878
2000 24,003
2001 15,237
2002 13,352
2003 13,472
2004 21,391
2005 38,207
2006 54,244
2007 58,719
2008 60,091
2009* 56,500

Source: Compiled by Goodbody Economic Consultants
*Estimated

The turmoil in the used car market car market means that the market as a whole is very
fragile. This reinforces the need for actions to ensure market stability. Since the serious
over-hang of used cars has been reduced, many dealers now have the problem of trying to
source used cars to buy-in from customers and here the issue of stability in market values
is crucial, as few in the Industry could face another round of undermined residual values
and consequent losses.

The Immediate Prospects for the Car Market are Poor
The immediate future outlook for new car sales is poor for a number of reasons:

Consumer Confidence Remains Low

Consumer confidence in the economy has a powerful influence on the new car market, not
least because car purchasers need to have confidence that their economic circumstances
will enable them to obtain and to service car loans. As Figure 3 illustrates, consumer
confidence is now at its lowest level for the past eight years.

The reduction in consumer confidence can be attributed to the downturn in the economy,
the uncertainty caused by the financial crisis and the return of significant unemployment
levels. This fallin consumer confidence is clearly illustrated in the fall in consumer
spending experienced in 2008 at approximately -1 per cent and the levels anticipated for
2009 and 2010 at -9 per cent and -4.5 per cent respectivelys. Peter Bacon’s Strategic

% Goodbody Research and Central Bank estimates.



Review of the Retail Motor Industry in Ireland notes “As far as car sales are concerned, this
has clearly acted as a leading indicator with falls in the indicator proceeding falls in sales
by about a year. Appling this to the observed changes in overall registrations suggests
that registrations in 2008 were somewhat stronger than consumer confidence would has
predicted while the reverse is true for 2009. The an 18 per cent fall in the indicator in 2007
and a 35 per cent fall in 2008 would, following a year’s delay, explain a fall of about
33,000 cars in 2008 and 72,000 in car registrations in 2009. Furthermore, while there is no
indication of a strong recovery in 2010, it would appear that the major part of the fall is
over and that 2010 is likely to be broadly similar to 2009.”

Figure 3: Consumer Confidence Levels and General Economic Outlook
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The Cost of Motoring Continues to Rise

In addition to the issue of cost to change outlined above, fuel price inflation is raising the
cost of motoring generally. Figure 4 summarises the trends that have occurred in the
overall cost of motoring in Ireland over the last eight years. As the Figure illustrates, there
were modest increases in motoring costs of less than 3 per cent annually up to 2003. This
picture changed with an annual increase of over 4 per cent occurring in 2004 before cost
increases fell to just 0.5 per cent in 2006. In 2007, motoring costs increased dramatically
again by 5.6 per cent. This was largely attributable to a rise in fuel prices of approximately
14.4 per cent. The subsequent fall in motor costs experienced in 2008 is also associated
with fuel costs.




Figure 4: Annual Change in Motoring Costs 2001 — 2009
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Figure 5 illustrates the price trends in relation to fuel, cars and other motor related costs.
While oil prices increased substantially in the early part of 2008, reaching $133 US
dollars/barrelin June, the latter half of the year saw significant price drops with December
oil prices averaging just $41 US dollars/barrel. The year as a whole saw an overall price
decline in the region of 14.2 per cent.

Current data indicates that fuel costs will be a significant contributor to rising motor costs
in 2009 as a whole, having risen by 17.8 per cent in the year to date. Vehicle costs, on the
other hand, fell 2 per cent in 2008 and are expected to fall by a further 6 per cent in 2009.
If trends experienced in the first half of 2009 continue, it is estimated that overall motoring
costs will increase by 3.8 per cent. None of the above calculations take account of the
increased cost to change as a result of the fall in used car values.
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Figure 5: Trends in the Components of Motoring Costs in Ireland 2000-2008
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A Return to Normal Levels of New Car Sales is not Imminent

The Goodbody New Car Sales econometric model quantifies the relationship between
economic variables and car sales. This model has proved robust in its past predictions as
illustrated in Figure 6 below. The graph plots sales in the aggregate car market in recent
years and includes the model’s sales projections until 2012.

Based on the macro-economic projections of the ESRI, the Goodbody Model predicts that
new car sales will fall dramatically, by approximately 62 per cent in 2009. The sharp fall in
sales in 2009, without improvement in 2010, reflects the significant reduction in consumer
spending growth, a consequence of the current economic crisis.

Some upturn in the car market is expected from 2011 onwards, as economic recovery gets
underway. This will lead to a growth in sales in 2011 before levelling off to a more

sustainable level in 2015. The p
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