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Introductory Note 
 
 
A major review of existing tax incentive schemes was undertaken in 2005, on foot of 
the announcement by the Minister for Finance, Mr Brian Cowen T.D., to this effect in 
Budget 2005.  
 
The review process involved internal reviews conducted by officials in the 
Department of Finance and the Office of the Revenue Commissioners, as well as 
reviews of certain schemes by external consultants.  Indecon International Economic 
Consultants were retained in April 2005 to conduct a detailed review of certain 
sectoral property-based tax incentive schemes.  
 
Indecon submitted their report on 17 October 2005.  The full text of the Indecon 
report is reproduced in this volume, which is Volume I of the series.  The review of 
area-based tax incentive renewal schemes, conducted by Goodbody Economic 
Consultants, is set out in Volume II.  Volume III reproduces the finalised reports of 
the internal reviews.  
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Executive Summary 
Introduction and Background 
Indecon International Economic Consultants were appointed by the Department of 
Finance to conduct an independent review of certain property-based tax incentive 
schemes in operation in Ireland.  This report examines each of the tax incentive 
schemes, evaluates the success of these schemes in terms of their economic impact 
and provides recommendations on policy options for the Government. The main 
findings of this study are summarised in this Executive Summary. 

Our Approach to the Review 
Our approach to this study has been to evaluate the contribution that each tax 
incentive scheme has made to its sector by use of a cost-benefit analysis.  We examine 
the total capital expenditure under each scheme and the associated cost to the 
Exchequer and economic benefits. The study also identifies changes which could be 
considered to the ongoing schemes and, should it arise, in any new tax-based 
incentive schemes.  Major information deficiencies existed in relation to many of the 
schemes.  These have been addressed by Indecon as part of this study by utilising 
extensive new survey evidence and other rigorous approaches.  For the first time, 
detailed estimates of the costs of these schemes have been prepared.  In general the 
estimated costs relate to projects undertaken over a five year period except in the case 
of more recent schemes. 

In our estimates of tax costs we take account of the fact that allowances are claimed 
over time and allowances on capital expenditure incurred will arise only when the 
allowances are claimed.  Future estimates of allowances are therefore included in our 
estimate and an NPV based on discounted values at 5% per annum is utilised.  While 
there is uncertainty concerning future take-up in some sectors, this does not, in 
general, impact on the cost-benefit ratios or on the merits of continuing or ending the 
incentives. 

Review of Construction Sector 
We have presented an analysis of the importance of the construction sector to the 
Irish economy. It accounts for over 19% of GDP and nearly 16% of employment. 
There has been an increase in construction activity over the past number of years, and 
while an immediate cessation of all the property tax incentive schemes would , on its 
own, not cause a decline in the sector, it could contribute to an acceleration of any 
decline.  While the property-based tax incentives have led to increases in site prices 
and financial returns to promoters, they have also resulted in significant increased 
investment in projects. Indecon believes that the timing of changes to these schemes 
may have important implications for inflationary pressures in the construction sector.  

Review of Capital Allowances for Hotels and Holiday Camps 
The hotel sector has experienced considerable growth since the introduction of the 
tax incentive, with a large increase in the number of rooms available. This has been 
accompanied by a renewal and modernisation of hotel accommodation and an 
increase in the average size of hotels. Since 2000, however, there has been a fall in 
utilization rates. The existence of the tax incentive has improved both the quality and 
quantity of supply and the levels of investment experienced since 1997 would not 
have occurred in the absence of the incentive. The incentive has also increased site 
prices and construction costs. In total, the level of capital investment associated with 
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projects availing of this incentive has amounted to €664m and the gross Exchequer 
costs are estimated to be €196m.  The Indirect Exchequer Tax Revenues and the Net 
Tax Foregone estimates are adjusted for opportunity cost and deadweight. Future 
significant capital expenditure of €651m to €1,302m is predicted under this scheme.  

Hotels & Holiday Camps: Summary of Indecon Estimates 

Estimate € million 
Capital Expenditure on Projects that have Proceeded  664 
Gross Tax Costs of Allowances - 196 
Indirect Exchequer Tax Revenues  71 
Economic Benefit    42 
Net Tax Foregone -125 
Capital Expenditure on likely Future Projects  651 - 1,302 
 
 

Review of Capital Allowances for Registered Holiday Cottages 
The tax incentive for holiday cottages has had a lower level of uptake than the hotel 
scheme.  However, the existence of the incentive had a large positive impact on 
supply in the sector. The significant increase in supply of holiday cottages would not 
have occurred in the absence of the incentive.  There is evidence of emerging 
oversupply in the sector and capital spend on projects which have proceeded 
amounted to €103m with an estimate of future spend of €38m.  We estimate the gross 
net cost of the tax incentive to the Exchequer, in terms of tax revenue foregone, to be 
of the order of €38 million. The Indirect Exchequer Tax Revenues and the Net Tax 
Foregone estimates are adjusted for opportunity cost and deadweight. 

Group-Registered Holiday Cottages: Summary of Indecon Estimates 

Estimate € million 
Capital Expenditure on Projects that have Proceeded  103 
Gross Tax Costs of Allowances - 38 
Indirect Exchequer Tax Revenues  11 
Economic Benefit   6 
Net Tax Foregone - 27 
Capital Expenditure on likely Future Projects 38 
 

 

Review of Capital Allowances for Private Hospitals 
While there has not yet been a high level of investment in private hospitals under the 
tax incentive scheme for this sector, there are plans for a large number of these 
facilities coming online.   Existing investment would not have occurred in the absence 
of the tax incentive. There is still a significant shortage of beds in the combined public 
and private health sector and the incentives have the potential to contribute to the 
challenges facing the health sector. We estimate capital expenditure on current 
projects of €154 million with future spend likely of the order of €454m. The gross 
Exchequer costs are estimated at €37m. The Indirect Exchequer Tax Revenues and the 
Net Tax Foregone estimates are adjusted for opportunity cost and deadweight. 
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Private Hospitals: Summary of Indecon Estimates 

Estimate € million 
Capital Expenditure on Projects that have Proceeded 154 
Gross Tax Costs of Allowances - 37 
Indirect Exchequer Tax Revenues 14 
Economic Benefit  29 
Net Tax Foregone - 23 
Capital Expenditure on likely Future Projects 454 
 
 

Review of Capital Allowances for Sports Injury Clinics 
There is limited data available on investment in sports injury clinics and very little 
uptake of the incentives. Most operators either did not know about the existence of 
the incentive or were unsure of its details.  The existing incentives do not address any 
causes of market failure and if utilised would be likely to be characterised by high 
levels of deadweight. 

 

Review of Capital Allowances for Nursing Homes 
Our analysis of nursing homes indicates that there are high levels of regional 
heterogeneity in the supply of beds, as well as in costs and average occupancy rate. 
Operators in this sector, as well as others consulted, widely believe that the tax 
incentive has been effective in increasing the level of supply of nursing home spaces 
and that this increase would not have occurred in the absence of the incentive.  There 
is still a significant shortage in supply of nursing home spaces. The weekly cost of 
places has increased over the last few years.  Capital investment is estimated to have 
been €171 million and our estimate for future capital investment is €30m. We estimate 
the gross cost of this incentive scheme to the Exchequer to be of the order of €55 
million. The Indirect Exchequer Tax Revenues and the Net Tax Foregone estimates 
are adjusted for opportunity cost and deadweight. 

Nursing Homes: Summary of Indecon Estimates 

Estimate € million 
Capital Expenditure on Projects that have Proceeded 171 
Gross Tax Costs of Allowances  - 55 
Indirect Exchequer Tax Revenues 16 
Economic Benefit  43 
Net Tax Foregone - 38 
Capital Expenditure on likely Future Projects  30 
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Review of Capital Allowances for Third Level Educational Buildings 
There is broad support for the tax incentive for third level educational buildings 
among institutions that have benefited from it, although many indicated a preference 
for public expenditure alternatives. Indecon’s analysis indicates that the incentive has 
facilitated investment in research and led to the development of new R&D facilities as 
well as an improvement in existing ones. Much of the recent investment in third level 
educational buildings would either not have gone ahead in the absence of the tax 
incentive or would have taken longer to come on-line.  The incentive however 
represents a very expensive form of borrowing for the state and much lower cost 
public expenditure options are available.  There is a need for on-going investment in 
the third level sector.  Estimated capital expenditure on projects is estimated to be 
€348m with a gross Exchequer cost of €87m. The Indirect Exchequer Tax Revenues 
and the Net Tax Foregone estimates are adjusted for opportunity cost and 
deadweight. 

Third level Educational Buildings: Summary of Indecon Estimates 

Estimate € million 
Capital Expenditure on Projects that have Proceeded 348 
Gross Tax Costs of Allowances - 87 
Indirect Exchequer Tax Revenues 34 
Economic Benefit * 22 
Net Tax Foregone - 54 
Capital Expenditure on likely Future Projects  79 
 

* Refers only to macroeconomic benefit and not the impact of the spend 
 

Review of Section 23 Relief for Student Accommodation 
Since the creation of the tax incentive for student accommodation in 1999, 15,000 new 
student bedspaces have been created. The extent of investment in this sector has 
transformed the availability of high quality student accommodation.  This has 
occurred at time of significant improvements in the wider stock of private rented 
accommodation.  Estimated capital spend is €510m and the gross Exchequer costs are 
estimated to be €214m.  The Indirect Exchequer Tax Revenues and the Net Tax 
Foregone estimates are adjusted for opportunity cost and deadweight. We estimate 
capital spend on likely future projects to be €936m. 

Student Accommodation: Summary of Indecon Estimates 

Estimate € million 
Capital Expenditure on Projects that have Proceeded 510 
Gross Tax Costs of Allowances - 214 
Indirect Exchequer Tax Revenues 55 
Economic Benefit  32 
Net Tax Foregone - 159 
Capital Expenditure on likely Future Projects 936 
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Review of Capital Allowances for Childcare Facilities 
There has been a significant increase in the number places in the childcare sector over 
recent years.  However supply has not been sufficient to meet the growth in demand 
and childcare costs have increased significantly.  The market for childcare facilities is 
characterised by a significant supply shortage.  Most of the recent investment in 
childcare facilities either would not have proceeded in the absence of the tax 
incentive or would have taken longer to complete. We have estimated capital 
expenditure of €31 million with estimate of capital expenditure on future projects of 
€21m.  The gross Exchequer costs have amounted to €9m. The Indirect Exchequer Tax 
Revenues and the Net Tax Foregone estimates are adjusted for opportunity cost and 
deadweight. 

Childcare Facilities: Summary of Indecon Estimates 

Estimate € million 
Capital Expenditure on Projects that have Proceeded 31 
Gross Tax Costs of Allowances - 9 
Indirect Exchequer Tax Revenues 3 
Economic Benefit  8 
Net Tax Foregone - 6 
Capital Expenditure on likely Future Projects 21 
 
 

Review of Capital Allowances and Other Reliefs for Park & Ride Facilities 
There has been a limited uptake of the tax incentive for park and ride facilities since 
the creation of the scheme. Only 2 schemes have gone ahead since 1999.  There is 
currently a significant shortage of park and ride facilities and these have significant 
economic benefits in terms of reduced congestion costs.  We estimate capital spend of 
€16m and spend on future projects of €25m.  The gross Exchequer costs of projects are 
estimated to be €5.8m. The Indirect Exchequer Tax Revenues and the Net Tax 
Foregone estimates are adjusted for opportunity cost and deadweight. 

Park & Ride Facilities: Summary of Indecon Estimates 

Estimate € million 
Capital Expenditure on Projects that have Proceeded  16 
Gross Tax Costs of Allowances - 6 
Indirect Exchequer Tax Revenues 2 
Economic Benefit  2 
Net Tax Foregone - 4 
Capital Expenditure on likely Future Projects 25 
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Review of Capital Allowances for Investment in Multi-storey Car Parks 
Available evidence on the tax incentive for multi-storey car parks indicates that there 
has been a high level of uptake on the scheme. The incentive has been successful in 
increasing the supply of multi-storey car-parks but we do not see an economic case 
for government intervention in this sector.  Capital spend on projects which have 
proceeded is estimated to be €61m at a gross Exchequer cost of €23m.  The Indirect 
Exchequer Tax Revenues and the Net Tax Foregone estimates are adjusted for 
opportunity cost and deadweight. Future spend is estimated to be €13m. 

Multi-Storey Car Parks: Summary of Indecon Estimates 

Estimate € million 
Capital Expenditure on Projects that have Proceeded 61 
Gross Tax Costs of Allowances - 23 
Indirect Exchequer Tax Revenues 6 
Economic Benefit  4 
Net Tax Foregone - 17 
Capital Expenditure on likely Future Projects 13 
 
 

Review of Relief for the Refurbishment of Certain Rented Residential 
Properties 
Indecon also reviewed the property-based tax incentive on certain types of rented 
residential accommodation.   There is very little awareness regarding the availability 
of these incentives and we believe usage has been very limited.  

High Income Earners 
Our analysis indicates that nearly all of the property tax incentives reviewed have 
been used primarily by high income earners. Structural features of the incentives 
including the restriction to rental income have had the unintended impact of 
facilitating this outcome. There is no doubt that the incentives have been a key 
mechanism for high income earners to reduce their tax liabilities.  An assessment of 
the extent to which the individual tax allowances have been claimed by high earners 
is examined in the individual chapters dealing with each of the incentives. 

Recommendations 
Our general recommendations, applicable across all incentive schemes, are contained 
in the table overleaf. 
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General Recommendations on Property-based Tax Incentive Schemes 

1. All tax incentives schemes should require full disclosures of key information to 
the Exchequer by investors/promoters via a certification scheme or other 
mechanism to enable the full cost and impact of the schemes to be monitored. 

2. The decision to introduce any new tax incentives should be informed by a 
formal assessment of the likely costs and benefits. 

3. Where there is justification for government incentives the option of direct 
public expenditure as an alternative to tax incentives should be considered. 

4. Any tax incentive schemes which are introduced should have a defined 
lifespan of a maximum of 3 years and extensions should only be considered 
after evaluation of the results of a formal cost-benefit appraisal. 

5. Developers/investors in any tax incentive scheme should be responsible for 
securing independent certification that the conditions of the schemes have been 
met. 

6. On equity and cost efficiency grounds restrictions on capital allowances which 
focus exclusively on shelters on rental income rather than on personal income 
should be refocused. 

7. Consideration should be given to introducing a cap on total annual allowances 
which can be claimed by any individual. 

8. Differential allowances in any tax incentive scheme should be introduced 
depending on whether these allowances are being claimed at corporate or 
personal tax rates. 

 

 

Indecon has also made recommendations specific to each incentive scheme.  Our 
specific recommendations are contained in the table overleaf.  In many cases while 
the schemes have had a benefit our analysis suggests they have served their purpose 
and there is absolutely no case for future government incentives.  Continuing to 
approve new projects would contribute to oversupply and represent a clear waste of 
scarce public resources.   

In a number of cases on-going government support for the activity is needed (for 
example in case of third level buildings) but the tax incentives are an extremely high 
cost and wasteful mechanism to achieve the objectives.  In a limited number of cases 
(hospitals, nursing homes and childcare facilities) increased private sector investment 
is needed to address the economic and social needs in these sectors and would reduce 
demands on the public sector and have significant economic benefits.   

For the incentives which we believe should not continue there is an important issue 
of the timing of projects which have already secured approval.  We see little or no 
merit in requiring all of these projects to be completed in a very short timeframe.  
Such an approach would damage the construction sector and increase inflationary 
pressures.   Permitting a much longer timeframe with an associated adjustment in 
allowable capital expenditure could reduce Exchequer costs and have other economic 
efficiency benefits.   
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Specific Recommendations for each Property-based Tax Incentive Scheme 

1. There should be no further extension of capital allowances for hotels and 
holiday camps for projects which have not lodged a full and valid planning 
application before 31 December 2004. 

2. There should be no further extension of capital allowances for registered 
holiday cottages which have not lodged a full and valid planning application 
before 31 December 2004. 

3. The capital allowances scheme for sports injury clinics should be ended with 
immediate effect at the earliest feasible date. 

4. There should be no extension of the capital allowances for third level education 
buildings for projects which have not secured Ministerial certificate of 
approval. 

5. Additional public expenditure resources for third level education buildings 
should be provided. 

6. There should be no extension of the capital allowances for student 
accommodation for projects which had not lodged full planning applications 
by December 2004. 

7. The tax relief to lessors in respect of the expenditure incurred on the 
refurbishment of certain rented residential accommodation should be ended 
with immediate effect. 

8. There should be no further extension to the capital allowances for investment 
in multi-storey car parks for projects which had not incurred at least 15 per cent 
of costs by 30 September 2003. 

9. The capital allowance scheme for associated commercial or residential 
investments with park and ride facilities should be ended with immediate 
effect.  We would support continuation of the incentive for specific investment 
in park and ride facilities. 

10 Public expenditure to support park and ride facilities should be provided. 

11. Capital allowances for childcare facilities should continue subject to certain 
amendments. 

12 Capital allowances for private hospitals should continue subject to certain 
amendments. 

13. Capital allowances for private nursing homes should continue subject to certain 
amendments. 

14. For projects under the hotel, holiday cottages, third level buildings, student 
accommodation and multi-storey car parks, which have already met the 
requirements for planning and/or Ministerial or other approvals a five year 
extension to the timescale for completion of the projects should be introduced 
but the level of all capital allowances claimed should be restricted to 50%. 
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1 Introduction and Background 

Indecon International Economic Consultants have been appointed by the 
Department of Finance to conduct an independent review of certain property-
based tax incentive schemes in operation in Ireland.   

This report examines each of the tax incentive schemes, evaluate the success 
of these schemes in terms of their economic impact and provide 
recommendations on policy options for the Government.  We outline our 
approach to the review in more detail later in this section.  

1.1 Background to the Review 
In his Budget 2005 statement on 1 December 2004, the Minister for Finance 
announced that the Department of Finance and the Office of the Revenue 
Commissioners will undertake a detailed review of certain tax incentive 
schemes and tax exemptions in 2005.  

As outlined in the Budget Summary, this review is to evaluate the impact and 
operation of certain incentive schemes including their economic benefits for 
the sectors involved and to the wider community.  In addition, this review 
examines the degree to which these schemes allow high-income individuals 
to reduce their tax liabilities.   

This study involves a review of certain property-based tax incentive schemes.  
The schemes which are covered are: 

 Capital allowances for hotels (accelerated 7 year scheme); 

 Capital allowances for holiday cottages; 

 Capital allowances for private hospitals (including day hospitals); 

 Capital allowances for sports injury clinics; 

 Capital allowances for nursing homes (including convalescent 
facilities and associated residential units); 

 Capital allowances for third level educational buildings; 

 ‘Section 23’ type relief for student accommodation; 

 Capital allowances for childcare facilities; 

 Capital allowances and other reliefs for Park and Ride facilities; 

 Capital allowances for investment in Multi Storey Car Parks; and 

 Relief for the refurbishment of certain rented residential properties 
(Countrywide Refurbishment Scheme). 



Section 1 Introduction and Background 
 

 

 

1.2 Overview of Our Approach 
Our approach to this study involves an examination of each of the schemes 
and an assessment of the extent to which the schemes have justified their 
introduction and the contribution that each relief has made and can make to 
the wider policy objectives of the sector in which the relief applies. We 
rigorously establish and assess the costs and benefits of each scheme through 
a formal cost/benefit analysis. We also implicitly consider whether the 
schemes have served their purpose and significantly whether any structural 
features of the incentives have presented non high income tax payers from 
benefiting from the incentives. The study also examines, where appropriate, 
the potential impact on the effectiveness of the schemes if additional 
restrictions had applied that limited the extent to which high income 
individuals could use these reliefs to reduce their tax liability.  Indecon 
believes that if it is deemed that continuation of any of the schemes is justified 
it may also be useful to consider other potential modifications to the schemes 
to reduce deadweight or Exchequer costs.    The study also identifies changes 
which could be considered to the ongoing schemes and, should it arise, in any 
new tax-based incentive schemes targeted at specific objectives, bearing in 
mind changes in economic and other circumstances, the need to ensure 
effectiveness and value for money and the balance within the tax system.  EU 
State aid policy is also implicitly considered in this respect where necessary.    

Our approach involved five main areas of focus as presented in Figure 1.1. 

Figure 1.1: Main Areas of Focus 
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Quantification of Level of Activity, Investment and Exchequer Cost
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Evaluation of Gross Economic Costs and Benefit
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Assessment of Alternatives and/or Refinements to Scheme
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As part of the review of the property-based tax incentives, we surveyed Local 
Authorities on the number of panning applications and other aspects in 
relation to the incentive schemes. Completed responses were received from 
all Local Authorities.  We also received completed responses from 5 Financial 
Institutions, 226 Auctioneers, and 6 Accountancy/Tax practices.  In a number 
of cases views by the sector or by professionals are provided based on their 
judgment and experience and there is therefore some uncertainty re specific 
details.  We also secured exceptionally high co-operation from individual 
operators in each of the sectors examined.  This included completed detailed 
survey responses from 156 hotels, 13 holiday cottages, 66 nursing homes, 11 
third level institutions and 90 childcare providers.  We also received 
significant inputs and assistance from the regional boards within the Health 
Services Executive and also co-operation from a major private hospital 
operator. 

We have also undertaken case studies of tax incentives for each sector which 
are presented in the relevant individual sections and are designed to illustrate 
how the tax incentives operate and the financing structures which apply.  
They are in particular focused on the impact of the incentives for investors.  
In the case studies we assume that a Cash Flow to Equity model is used to 
compute an Incentive Ratio.   This ratio measures the relationship between 
the present value of the cash flow to equity holders (after repayment of all 
debt) relative to the construction cost of a project. 

In each case study, the Incentive Ratio is compared with the present value of 
the tax incentive.  In practice, optimal utilization of the incentives requires 
elaborate financial structures and the rationale for these structures is 
evaluated in Annex 1.  We do not see the issue of the specific financial 
structures being utilised as in any sense a problem as investors will 
understandably seek to utilise the most effective tax structure.  There is 
however an issue for the Exchequer in terms of differential levels of 
allowances depending on what tax rate is used to claim the allowances.  
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1.3 Brief Discussion of Concepts Underpinning 
the Review 

The fact that a sector is economically important does not justify tax incentives.  
Neither does the fact that the economic benefits exceed the economic costs of 
the investment.  The justification for tax incentives should be based on the 
identification of market failure.  (The potential ranges of market failure are 
discussed below and include estimates which could, inter alia, include a shift 
in demands from the Exchequer and other potential benefits of the 
incentives.)  We also discussed the concepts of deadweight, displacement 
opportunity costs and multiplier effects which we use in our evaluation in 
subsequent sections of this report. 

1.3.1 Market Failure 

The concept of ‘market failure’ is the appropriate economic justification for 
Government intervention in various markets. It occurs when markets are not 
optimally efficient.  

Perfectly competitive markets display the following characteristics: 

 Buyers and sellers have perfect information;  

 There are no barriers to entry and; 

 Firms are price-takers.  

 

When a market is perfectly competitive, the price will be equal to marginal 
cost (‘allocative efficiency’) and production will occur at minimum average 
cost (‘productive efficiency’).  There will be no excess profits and the market 
will function optimally for consumers by delivering the highest possible 
output at economic cost. 

In practice, however, markets are not always perfectly competitive and may 
not, therefore, be characterised by these factors.  ‘Market failure’ occurs when 
one or more of the assumptions outlined above do not hold or where 
economic externalities exist. The existence of such cases means that non-
optimal outcomes occur and markets do not function at optimal efficiently.  
The existence of market failure serves as a basis for why governments and 
other institutions (such as regulators) should intervene in some markets.  
Their role is to identify and address the sources of market failure and take 
appropriate corrective action to help the market function effectively. 
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The main sources of market failure encountered in practice are as follows: 

 Asymmetric information; 

 Unaligned incentives; 

 Externalities; 

 Public goods; 

 Merit goods; 

 Market power. 

 

Asymmetric information occurs in markets where one party (buyers or 
sellers) has more information than the other party.  A potential adverse 
consequence of asymmetric information is that too much low quality output 
or too little high quality output may be produced. 

Unaligned incentives may be related to asymmetric information insofar as 
the interests of buyers and sellers, and other parties, such as, for example, 
regulators, are out of line with each other.  This may result in too few of the 
good or service being produced, in the absence of Government intervention. 

An externality arises when the costs or benefits of a good or service are not 
fully reflected in the market price of the good or service. Negative 
externalities are generally more noticeable than positive externalities and 
arise when the private cost of production is less than the social cost.  In 
contrast, a positive externality occurs when the marginal private benefit of the 
good or service is less than the marginal social benefit.  In the absence of 
Government intervention or regulation, this particular kind of market failure 
may result in too little of the good or service being produced relative to the 
socially optimal level. 

A public good is one that can be consumed by everybody in a society, 
regardless of whether they pay for them or not. Most goods and services are 
‘private goods’ – we have to pay for them and one person’s consumption may 
limit another’s consumption of the good or service.  On the other hand, 
‘public goods’ are non-rivalrous (i.e. one person consuming them does not 
necessarily stop another person’s consumption) and non-excludable (i.e. it is 
not possible to prevent non-payers from consuming them). The combination 
of these two characteristics makes it difficult for producers to charge for these 
goods, so their markets are usually characterised by Government provision.  
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Merit goods are very similar to public goods – they satisfy the two properties 
of non-rival and non-excludable but not fully.  They are goods with positive 
externalities that governments believe the consumer undervalues due to 
imperfect information. Examples include education and some aspects of 
childcare. 

Market power refers to the ability of buyers or sellers to exert influence over 
price or quantity in a market.  Market power depends on the number of 
parties on each side of the market.  If a market has few buyers, but many 
sellers, the buyers tend to have relatively more market power than sellers.  
The converse occurs if there are many buyers, but relatively few sellers.  If a 
single seller controls the market on the supply side, the market is a 
monopoly.  If a single buyer controls the market, we have monopoly.  Most 
markets are subject to some degree of power by their participants and most 
market power occurs on the supply side – monopoly or oligopoly (a few 
suppliers or firms).  Barriers to entry are a principal cause of market power on 
the supply side.  These prevent new (potentially more efficient) firms from 
entering the market and mean that incumbent firms with market power can 
continue to price at above cost in the long run without fear of losing market 
share to new rivals.  

1.3.2 Deadweight 

Deadweight refers to the extent to which the benefits of a tax incentive or 
subsidy are reduced or eliminated. In the case of this study, deadweight of 
the tax incentive relates to the extent to which investments benefiting from 
the tax relief under the scheme would have occurred in the absence of the 
incentive. If investment would have proceeded in the absence of the tax 
incentive, then the tax revenue foregone through the tax relief extended 
under the scheme represents an unnecessary cost to the Exchequer. 

1.3.3 Displacement 

This refers to the extent to which Government involvement in a particular 
sector may lead to other negative side effects that result in a reduction in 
overall benefits.  For example, incentives to one project could result in 
business being displaced from an existing operator.  In cases where supply is 
in balance with demand or where there is supply, government incentives for 
additional investment could impact negatively on existing providers.  Our 
analysis suggests that there is a very real issue for many of the current 
property based tax incentives reviewed. 
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1.3.4 Opportunity Cost 

The opportunity cost of any expenditure or investment refers to the cost of 
the opportunity foregone (i.e. the benefits that could be received from the 
alternative expenditure or investment). In the context of property tax 
incentives, the opportunity cost of the investment under the incentive will be 
the value foregone from investors using their money to invest in a different 
sector of the economy, or of simply spending the money on consumption.   In 
a near full employment economy such as currently exists in Ireland the 
opportunity costs of resources is very high. 

1.3.5 Multiplier Effect 

The multiplier effect relates to the impact of indirect and second and 
subsequent round impacts arising out of the initial capital or current 
expenditure.  The multiplier is concerned with how national income changes 
as a result of a change in an injection in a given area of the economy, the 
construction sector in the case of this study.   The size of any multiplier effect 
is determined by the extent of ‘leakages’ from an economy, such as imports 
and taxation.   Of course multipliers simply measure the linkages between 
different sectors and the existence of indirect benefits for other sectors arising 
from an investment does not provide any justification for government 
incentives.  

Many of the sectors reviewed such as tourism, education, nursing homes, and 
childcare are characterised by labour intensive activities with low impact 
levels and if this was not the case lower multiplier estimates would have been 
utilised.  We also consider a number of scenarios for these and other key 
variables. 

1.4 State Aids 

1.4.1 Background and Definitions 

An analysis of state aids is included in the report from the European 
Commission.  (The State Aid Score Card is published by the Commission 
twice a year.)  In the following sections, extracts from this are presented as 
background to the Irish context. 
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Article 87(1) of the Treaty of Rome defines state aids as: “Save as otherwise 
provided in this Treaty, any aid granted by a Member State or through State 
resources in any form whatsoever which distorts or threatens to distort 
competition by favouring certain undertakings or the production of certain 
goods shall, in so far as it affects trade between the Member States, be 
incompatible with the common market”. 

It is the EU Competition Commissioner – under the advice of DG 
Competition – who currently applies 87(1).  The Commission defines four 
categories of aid as follows: 

 A – direct transfers to firms, grants, interest subsidies and tax 
reductions; 

 B – equity participation and debt conversion; 

 C – interest saved (e.g. through tax deferrals); 

 D – guarantees. 

State aids can have an economic efficiency rationale, which are generally 
introduced in order to address an ‘externality’ or ‘market failure’.  The 
following are categorical examples:1 

 Production externalities; 

o R&D – firms tend to under invest in R&D since not all the 
benefits of an invention can be appropriated by the firm 

o Labour training – firms tend to under invest in labour training 
since employees are mobile and may decide to leave for a 
competitor once trained 

 Agglomeration externalities – the nature of production in certain 
industries (e.g. financial services) may be such that greater returns 
and efficiency can be produced if complementary activities are 
closely located (this is the economic rationale behind support to 
‘clusters’); 

 Intertemporal externalities – firms may fear to commit to long-term 
investments, which may therefore require government assistance; 

                                                      

1  See, for example, Fingleton, J., Ruane, F. and Ryan, V., ‘Market Definition and State Aid Control in 
State Aid and the Single Market’, European Economy, No. 3, 1999, pp. 65-88. 
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 Environmental externalities – this is where a firm’s actions results in 
a greater cost to society than the production cost to the firm and here 
the purpose of the aid is to correct the externality; 

 Public goods – these are goods where those who benefit can free-ride 
on others who pay, in which little or none of the good would be 
produced in the absence of aid (e.g. education, defence). 

In each and every case above, state aid may be economically beneficial if, 
firstly, one can show that an externality or market failure exists and, 
secondly, how the intervention can directly ensure that the market or 
industry will function more effectively as a result.   

It is anticipated that Commission examination of state aids will from now on 
involve more of the elements of competition analysis found, for example, in 
merger appraisal (e.g. market definition, concentration, barriers to entry and 
competitive effects).  Each of these areas is potentially very important to aid 
decisions, which ultimately focuses on whether the intervention serves to 
benefit suppliers or competition/trade/consumers. 

1.4.2 Development 

Starting with the Lisbon agenda in 2000, which launched the process of 
reducing the general level of State aid and shifted the emphasis from 
supporting individual companies or sectors towards tackling horizontal 
objectives of Community interest, the Council has adopted a series of 
conclusions on State aid. In 2001, at the Stockholm European Council, 
Member States committed themselves “to demonstrate a downward trend in 
State aid in relation to GDP by 2003, taking into account the need to redirect 
aid toward horizontal objectives of common interest, including cohesion 
objectives.” The latest European Council held on 22-23 March 2005 reiterated 
its call to Member States “to continue working towards a reduction in the 
general level of State aid, while making allowance for any market failures.” 
Similarly a recent Commission Communication

 
on the mid-term review of the 

Lisbon Strategy stated that Member States “should reduce and redirect State 
Aids to address market failures in sectors with a high growth potential as 
well as to stimulate innovation.”  

While a slight decline in the level of aid in relation to GDP can be observed in 
the majority of Member States, the underlying trend since the launch of the 
Lisbon agenda is more stable than downward. In contrast, Member States 
appear to have responded more positively to the call for the second part of 
the equation, i.e. “better targeted State aid”. 
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The overall level of State aid granted by the fifteen Member States was 
estimated at €53 billion in 2003. From the relatively high levels of State aid in 

the early and mid-nineties, the overall volume of aid
3
 fell dramatically from 

€74 billion in 1996 to €55 billion in 1999. Between 1999 and 2001, total aid 
hovered around the €55 billion mark, rising to €57 billion in 2002 but then 
falling in 2003 by some €4 billion to €53 billion.  

In the mid-1990s when State aid levels were much higher, the share of total 
aid earmarked for horizontal objectives such as R&D, small and medium-
sized enterprises, environment, employment and training and regional 
economic development was around 50%. In line with the commitments 
undertaken at various European Councils, Member States have continued to 
redirect aid towards such horizontal objectives. Over the period 1999-2001 to 
2001-2003, the share of total aid for horizontal objectives increased by 5 
percentage points, largely as the result of significant increases in aid for the 
environment and energy saving (+6 points) and R&D (+2 points) as well as a 
reduction in sectoral aid for some Member States.  

By 2003, the share of horizontal aid had risen to 79% of total aid (excluding 
agriculture, fisheries and transport). The four main horizontal objectives were 
environment and energy saving (23% of total aid), regional economic 
development (21%), R&D (14%) and SMEs (13%) – see Table 7. The remaining 
21% was aid directed at specific sectors (mainly coal) including aid to rescue 
and restructure ailing firms. 

1.4.3 Irish Context 

An important issue relevant to state aids is our proposal to permit a five year 
extension for completion of certain projects subject to a cap on allowances of 
50% (of total aid).  Many of the proposed schemes are not relevant from a 
state aid perspective but we understand that an extension of the allowances 
for the hotel sector would require clearance for state aids. 

While this would be a matter for the state aid division in the European 
Commission Competition Directorate we believe that there are a number of 
very significant factors which should be highlighted in this context as follows: 

 Firstly, there is no question of permitting new projects to be eligible 
and the extension would only apply to projects which have already 
received approval and have met eligibility criteria for state aids. 
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 Requiring all these projects to proceed before July 2006 in order to 
meet a state aid requirement would result in market distortions and 
increase inflationary pressures in the Irish construction industry. 

 As a condition for the extension would be a reduction in capital 
allowances by 50%, permitting this extension would effectively be 
reducing the level of state aids for qualifying projects. 

1.5 Structure of this Report 
This report is structured as follows:  in Section 2 of this report we consider the 
impact of property based incentives on the Irish Construction Sector.  In the 
subsequent sections we examine and evaluate each of the property-based tax 
incentive schemes.  A common structure is adopted within each of these 
individual sections, as follows.  The tax incentive and background to the 
scheme is introduced, followed by an outline of the specific policy context for 
each scheme.  The nature and operation of the incentive is then examined.  
Next, the overall level of activity and investment in the sector is quantified, 
focusing on the role of the tax incentive, followed by a rigorous assessment of 
the impact of the tax incentive.  In the final section of the report we outline 
our recommendations. 



Section 1 Introduction and Background 
 

 

 October 2005 Page 12 

1.6 Acknowledgements 
Indecon would like to acknowledge the valuable inputs and assistance 
provided by the Steering Committee and from other government 
departments including – Kevin Ring, Ronnie Downes, Liam Murphy, John 
Hogan and Karen Cullen (Department of Finance), Gerry O’Regan 
(Department of Justice, Equality and Law Reform), Mary Jackson and Frank 
Rochford (Department of Arts, Sport and Tourism), Sean O’Connor, 
Fionnuala Ryan (Revenue Commissioners), Denise Mullins (Department of 
Enterprise, Trade and Employment), Paul Hannon, Tom Ferris (Department 
of Transport), Dympna Butler, Aidan O’Reilly (Department of Health and 
Children), David McLoughlin (Department of the Environment, Heritage and 
Local Government), Aidan Marsden (Department of Education and Science).  
Thanks are also due to Kevin Corduff and Donal McNally of the Department 
of Finance.  In addition, we wish in particular to acknowledge the assistance 
of the Local Authorities, HSE, Fáilte Ireland and individual  hotels, holiday 
cottages, sports injury clinics, nursing homes, third level institutions, 
childcare providers and hospitals that responded to the various Indecon 
surveys. We also appreciate the invaluable inputs from financial institutions, 
auctioneers, and accountancy/tax practices.  We also acknowledge the useful 
views received from numerous representative organisations and other parties 
who made submissions or other inputs to this Review.  The usual disclaimer 
applies and all of the information, analysis and views in the report are the 
sole responsibility of Indecon. 

We would also like in particular to acknowledge the expert inputs on 
financial structures case studies provided by Professor Eamon Walsh of UCD 
and of the input to the design / physical case study provided by Murray 
O’Laoire Architects.  

 

 



Section 2 Impact of Property-Based Tax Incentives on Construction 
 

 

 October 2005 Page 13 

2 Impact of Property-Based Tax Incentives 
on Construction 

2.1 Importance of Construction to Irish Economy 
Construction is one of the largest and most important economic sectors in 
Ireland.  According to the Department of the Environment and Local 
Government, the total value of the Irish construction sector was €28,173 
million in 2004, representing approximately 19.2% of gross domestic product 
(GDP) in that year.  This is higher than in other EU countries, where on 
average construction activity accounted for 11% of the GDP2.  In view of this 
it is important, in considering the impact of the property incentives, to review 
the trends in Irish construction and to evaluate the timing of any adjustments 
on this sector. 

Despite the gains made in residential construction in recent years, Ireland’s 
housing stock is just 391 units per 1,000 of the population, which is well 
below the EU average of 422 units per population and may still have a way to 
go to catch up.3   

An analysis of the contribution of construction to Irish employment 
emphasises the importance of the sector to the Irish economy. In the second 
quarter of 2004, there were 206,000 people (11.2% of all employees) directly 
employed in construction. Construction accounts for a greater proportion of 
the Irish workforce than it does in other EU countries. Eurostat figures for 
2003 indicate that direct employment in construction accounted for 8% of 
those working in the EU (-15), compared to 11% in Ireland. 

These figures refer only to direct employment in the construction sector. They 
exclude ‘off-site’ or indirect employment such as employment in the 
manufacture and distribution of building materials, and plant hire. These 
figures also exclude employment in professional services related to 
construction (e.g. architects, engineers, quantity surveyors). When all indirect 
employment is accounted for, construction emerges as even more important 
to jobs in the Irish economy. 

                                                      

2  58th Euroconstruct Conference Report. 

3  The Hooke and MacDonald Report on the Irish Property Market: Summer 2005 (p. 5). 
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It has been estimated by the Department of the Environment and Local 
Government (DOELG) that indirect employment by the Irish construction 
sector is 40% of direct employment.  Using this figure, indirect employment 
in Irish construction can be estimated at 82,400 in the second quarter of 2004. 
This implies total employment of 288,000 (15.7% of total employment in the 
Irish economy).  

2.2 Composition of the Irish Construction Sector 
There are generally three principal components of construction as follows: 

 Residential construction; 

 Non-residential construction; 

 Civil engineering construction. 

 

Residential construction includes private and public housing.  Non-
residential construction includes both public and private construction. A 
diverse component, reflecting investment decisions by public authorities and 
private organisations, non-residential construction includes industrial and 
commercial buildings, agricultural buildings and town buildings.  Civil 
engineering construction can be broken down into two categories, namely 
productive infrastructure and social infrastructure.  The former includes 
roads, water services, energy and communications, while the latter includes 
education (including third-level educational buildings and student 
accommodation), health (including private hospitals, nursing homes and 
sports injuries clinics), public buildings (e.g. libraries) and other social 
buildings (including sports facilities). 
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The components just described can also be categorised according to whether 
construction activity is ‘new’ work or ‘repair and maintenance’ (R&M) work.  
New work includes all green-field building activity whereas R&M work 
involves renovation and modernisation of the existing built environment.  
According to Euroconstruct, new work is especially important in Ireland, 
where about 81% of all construction activity is devoted to new buildings.4  
The importance of new work also reflects the fact that the property tax 
incentives and other factors have contributed to a dramatic renewal and 
modernisation of our infrastructure in areas such as hotels and student 
accommodation. 

In terms of the relative sizes of the components of the Irish construction 
sector, Figure 2.1 below shows that the largest component is residential 
(55.5%), followed by productive infrastructure (24.5%), non-residential 
(13.0%) and social infrastructure (7.0%).5 

 
Figure 2.1: Relative Sizes of Principal Components of Irish Construction 
Sector. Estimates for value of 2004 output in each component at constant 

prices. 
 
 

Residential construction 
55.5%

Non-residential 
construction

13.0%

Productive infrastructure
24.5%

Social infrastructure
7.0%

 
 
Source: Indecon analysis of DOELG data. 

                                                      

4  According to Euroconstruct, in the ‘big 4’ (Germany, the UK, France and Italy), the ratio of new work 
to R&M work is about 50:50. 

5  Construction output valued in 1995 constant prices. 
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Within residential construction, private housing accounted for the vast 
majority of output value (91.5%) in 2004.  Within non-residential construction, 
the two largest areas in 2004 were commercial (48.5%) and industrial (25.1%) 
while tourism accounted for 15.3% of output value in that year.  Within social 
infrastructure, education accounted for 32.7% of output value in 2003 while 
health accounted for 27.7% and other social infrastructure (including sports 
and recreational buildings) accounted for 13.6% of the value of output. 

2.3 Trends in the Relevant Components of Irish 
Construction 

Figure 2.2 illustrates the trends in the principal components of Irish 
construction during the period 2000-2004.6  Between 2000-2002, social 
infrastructure, which includes education, health and sports-related 
construction activity, grew more rapidly than the overall construction and 
indeed was the most rapidly growing of the construction components.  On 
the other hand, the trend in non-residential construction exhibited a 
downward trend until 2003. 

 

                                                      

6  2004 figures are estimates. 
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Figure 2.2: Trends in Principal Components of Irish Construction Sector 
(2000-2004) 
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Source: Indecon analysis of DOELG data. 

 

Looking more specifically at the sub-components of relevance to this study, 
Figure 2.3 below illustrates the trend during 2000-2004 for tourism, education, 
health and other social, which includes buildings for the purpose of sports 
and recreation. 

According to our analysis, the value of construction output relating to 
tourism (in real 1995 prices) declined during 2000-2002 but recovered in 2003 
and 2004 (latest available estimates).  On the other hand, the value of 
construction output in education increased rapidly between 2000 and 2002 
but declined in 2003.  Construction activity in health rose steadily during 
2000-2002 and appears to have peaked in 2003.  This was largely due to public 
expenditure and investment in the health sector. 
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Figure 2.3: Trends in Construction Activity in Tourism, Education, Health 
and Other Social Infrastructure (2000-2004) 
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Source: Indecon analysis of DOELG data. 

 

2.4 Forward Trends 
We conclude our overview by providing scenarios for construction activity in 
the key areas of residential, non-residential and civil engineering going 
forward and comment on the specific categories relevant in the context of this 
study.  The scenarios are based on Indecon analysis and take account of the 
following drivers, inter alia: 

 Economic growth; 

 Employment growth; 

 Incomes growth; 

 Interest rates; 

 Population and migration trends; 

 Other factors, including ‘shocks’, which may have more effect 
in certain cases (e.g. terrorist threats and tourism.). 
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It is expected that a slight downward trend in overall construction will be 
evident between the present and 2007, reversing the tendency since 2000 for 
construction activity to increase year on year. It is anticipated that there will 
be a significant fall in residential construction, which at present accounts for 
over half of the value of total construction in Ireland. The effect of this 
significant fall on the forward trend for total construction activity is tempered 
to an extent by the slight increases expected in non-residential and civil 
engineering construction.  If, however, all of the approved projects which 
avail of the property tax incentives are required to be completed by mid-2006, 
we would anticipate a significant peaking of construction in these sub-sectors 
over the period to mid-2006 with a subsequent, more marked decline in 
activity. 

Figure 2.4: Future Trends in Principal Components of Irish Construction 
Sector (2000-2007) 
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Source: Indecon analysis. 
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2.5 Planning Applications 
In considering the impact on the construction section of the planned cessation 
of a number of the property tax schemes under review it is important to 
consider the recent trends in planning applications.  Table 2.1 presents data 
on the number of planning applications for facilities for which a tax 
allowance can be claimed. With the notable exception of childcare facilities, 
applications declined between 2000 and 2002. Since 2002, there has been a 
substantial increase in applications for all of the above facilities, except in the 
case of nursing homes. The increase in applications for hotels nearly 
quadrupled between 2000 and 2004, the applications for holiday cottages 
nearly trebled, while in the case of childcare facilities, planning applications 
nearly doubled.  Because of the certification schemes available for third level 
buildings and Section 50 student accommodation data on these schemes were 
not collected in the table below.  Because of difficulties in identifying 
properties any projects included under the ‘Refurbishment of Certain Rented 
Properties’ schemes are also not included. 

Table 2.1: Planning Applications for Projects for Selected Schemes for 
which Tax Relief is available 

 2000 2001 2002 2003 2004 

Hotels 138 124 102 220 403 

Holiday Cottages 54 58 54 77 143 

Private Hospitals 12 9 9 16 19 

Sports Injury Clinics 10 10 10 9 14 

Nursing Homes 89 77 87 85 81 

Childcare Facilities 305 376 370 470 626 

Park & Ride Facilities 4 3 3 4 7 

Multi-Storey Car Parks 11 10 4 11 8 

Source: Indecon Confidential Survey of Local Authorities 
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Comparison of the figures in Table 2.1 and Table 2.2 suggest that there is a 
very significant pipeline of projects which could qualify for tax incentives. 
Data on planning applications are presented in Table 2.2.  This reflects the 
December 2004 deadline for many of the schemes.  A key issue in terms of the 
impact on the construction sector is the timing of completion of these projects. 

Table 2.2 displays the number of planning approvals between 2000 and 2004 
for facilities for which tax relief can be claimed. In general, approvals have 
increased significantly over the time period under consideration, though the 
number of approvals for certain facilities fell between 2000 and 2002 before 
increasing substantially between then and 2004.  

Table 2.2: Planning Approvals for Projects for which Tax Relief is 
available, 2000-2004 

 2000 2001 2002 2003 2004 

Hotels 98 94 70 176 174 

Holiday Cottages 32 31 28 45 56 

Private Hospitals 10 6 9 13 15 

Sports Injury Clinics 7 10 7 6 8 

Nursing Homes 50 56 72 53 53 

Childcare Facilities 203 265 239 328 311 

Park & Ride Facilities 2 2 0 3 1 

Multi-Storey Car Parks 8 7 3 9 6 

Source: Indecon Confidential Survey of Local Authorities 
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2.6 Impact on Property Market 

2.6.1 Impact on Site Prices 

One of the potential impacts of the property incentives relates to the impact 
on site prices.  A recent newspaper report reviewed by Indecon during this 
study of an actual auction result of a site with planning and tax incentives 
indicated that the auctioneer reported that “because of the tax designation, a 
special premium was added on the price”.   Table 2.3  presents the results of 
Indecon’s survey of financial institutions, auctioneers and accountancy/tax 
professionals in Ireland. All of the responding financial institutions, and very 
considerable majorities of auctioneers and accountancy/tax professionals, 
believed that the property-based tax incentives had led to an increase in site 
prices.  

 

Table 2.3: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme - Proportion of Respondents believing that the Scheme 
has Resulted in Higher Site Prices 

% of Survey Respondents 

Respondent Group 
Yes, result of 

incentive 
No, not a result of 

incentive 

   

Financial Institutions 100.0% 0.0% 

Auctioneers 91.2% 8.8% 

Accountancy/Tax Professionals 83.3% 16.7% 

   

Source: Indecon Confidential Surveys of Financial Institutions in Ireland. 

 

Figure 2.5 summarises the opinions of financial institutions, auctioneers and 
accountancy/tax professionals consulted by Indecon. There is little doubt 
among all three categories that the tax incentives have led to higher site 
prices. 
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Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme - Proportion of Respondents believing that the Scheme 
has Resulted in Higher Site Prices 
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Source: Indecon Surveys 

2.6.1.1 Comments from Submissions to Indecon 

There is a general awareness of the fact that higher site prices have resulted 
from the incentives.  Some submissions to Indecon however, while accepting 
this have suggested that most of the benefits have accrued to the investors. 
 

 

 

 

 

 

 

 “In general we would be of the view that, whilst property tax incentives 
would create some upward pressure to site prices this is balanced by the 
need to preserve a significant portion of the real value of the tax incentives 
for the investor.  Therefore, it would appear to us that the larger proportion 
of the benefits of tax incentives is accruing to the intended recipient- the 
risk-bearing tax investor.”    

An alternative view was articulated in another submission which suggested that: 

“Any incentive especially if within a given time frame, results in a rush to 
buy sites and complete construction at highly increased/ inflated prices. 
Comparisons are then (unfairly) made with these costs (land and 
buildings)” 
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2.6.2 Impact on Construction Costs 

Table 2.4 presents results from Indecon’s surveys of financial institutions, 
auctioneers and accountancy/tax professionals on the impact of the tax 
incentives on construction costs. While views differ on this issue, a significant 
minority were of the view that the property-based tax incentives had 
increased construction costs for relevant projects.  Indecon has little doubt 
that if the current deadlines for project completion remain this will put 
pressure on inflation of construction prices. 

Table 2.4: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme - Proportion of Respondents believing that the Scheme 
has Resulted in Higher Construction Costs 

% of Survey Respondents 

Respondent Group 
Yes, result of 

incentive 
No, not a result of 

incentive 

   

Financial Institutions 33.3% 66.7% 

Auctioneers 48.4% 51.6% 

Accountancy/Tax Professionals 33.3% 66.7% 

   

Source: Indecon Confidential Surveys of Financial Institutions in Ireland. 

 

Figure 2.6 summarises the views of the Financial Institutions, Auctioneers 
and Accountancy/Tax Professionals on the impact of the tax incentives on 
construction costs.  
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Figure 2.6: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme - Proportion of Respondents believing that the Scheme 
has Resulted in Higher Construction Costs 
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Source: Indecon Surveys 

 

2.6.3 Impact on Level of Investment in Projects 

Table 2.5 presents results from Indecon’s survey of financial institutions, 
auctioneers and accountancy/tax professionals regarding the effect of the 
property-based tax incentives on investment. Among financial institutions 
and accountancy/tax professionals, 100% of respondents considered the 
incentives to have led to increased investment, while over 90% of responding 
auctioneers shared that view. 

 



Section 2 Impact of Property-Based Tax Incentives on Construction 
 

 

 October 2005 Page 26 

Table 2.5: Views of Financial Institutions on the Impact of the Property-
based Tax Incentive Scheme – Proportion of Respondents believing that 

the Scheme has Increased Investment in Projects 

% of Survey Respondents 

Respondent Group 
Yes, result of 

incentive 
No, not a result of 

incentive 

   

Financial Institutions 100.0% 0.0% 

Auctioneers 92.3% 7.7% 

Accountancy/Tax Professionals 100.0% 0.0% 

   

Source: Indecon Confidential Surveys of Financial Institutions in Ireland. 

 

Figure 2.7 illustrates the fact that there is little doubt among each respondent 
group surveyed by Indecon that the property-based tax incentive scheme has 
had the effect of increasing investment in projects for which tax relief is 
available.  This supports other detailed evidence assembled by Indecon and 
summarised in the individual sectoral chapters of this report. 
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Figure 2.7: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme - Proportion of Respondents believing that the Scheme 
has Resulted in Increased Investment in Projects 
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Source: Indecon Survey 

2.6.3.1 Comments from Submissions to Indecon  

It is clear from our analysis that the incentives have resulted in increased 
investment although the extent of this varies.  Some views from submissions 
on this issue are presented below. 

 

 

 

 

 

 

 

 

“Take up on the schemes has been patchy.  A lot of Sect. 23 and hotel 
activity but very little in park and ride.  Tax incentives were a significant 
factor in increasing the number of hotel beds in the country.” 

“Without the availability of the incentives in areas such as childcare, 
nursing homes etc., private equity provided by tax investors would simply 
not be made available. This would have the result of increasing the capital 
cost of providing these facilities to such an extent that many would not be 
developed as the economic case for doing so would be significantly 
altered.” 
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2.6.4 Impact on Financial Returns to Promoters 

Table 2.6 presents the views of the financial institutions, auctioneers and 
accountancy/tax professionals on the impact of the property-based tax 
incentives on the financial returns to promoters. Among financial institutions 
and accountancy/tax professionals, all respondents considered the incentives 
to have led to increased returns to promoters. Over 85% of auctioneers share 
this view. 

Table 2.6: Views of Financial Institutions on the Impact of the Property-
based Tax Incentive Scheme – Proportion of Respondents believing that 

the Scheme has Increased Financial Return to Promoters 

% of Survey Respondents 

Respondent Group 
Yes, result of 

incentive 
No, not a result of 

incentive 

   

Financial Institutions 100.0% 0.0% 

Auctioneers 86.7% 13.3% 

Accountancy/Tax Professionals 100.0% 0.0% 

   

Source: Indecon Confidential Surveys of Financial Institutions in Ireland. 

 

Figure 2.8 illustrates the views of those surveyed by Indecon on the effect of 
the schemes on financial returns to promoters.  
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Figure 2.8: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme - Proportion of Respondents believing that the Scheme 
has Resulted in Increased Financial Returns to Promoters 
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Source: Indecon Confidential Surveys 

 

2.6.4.1 Comments from Submissions to Indecon  

While the incentives have increased supply Indecon’s analysis suggests that 
the benefits have been distributed between different groups as follows: 

• Site owners; 

• Construction sector; 

• Investors/Promoters. 

 

 

 

 

 

“Some schemes are hugely inflated in value due to promoters taking large 
fees for putting up the scheme initially.” 
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2.6.5 Impact on Property Prices 

Table 2.7 presents a result from Indecon’s survey of financial institutions, 
auctioneers and accountancy/tax professionals in Ireland. Respondents were 
asked to give their view as to whether the schemes had led to higher property 
prices for those facilities covered by the tax incentives compared to those 
facilities not covered. Among responding financial institutions and 
accountancy/tax professionals, it was believed that the incentives had had 
this effect, while over 85% of auctioneers consider property prices to be 
higher as a result. 

Table 2.7: Views of Financial Institutions on the Impact of the Property-
based Tax Incentive Scheme – Proportion of Respondents believing that 

the Scheme has led to Higher Property Prices Compared to Non-Tax 
Incentive Properties 

% of Survey Respondents 

Respondent Group 
Yes, result of 

incentive 
No, not a result of 

incentive 

   

Financial Institutions 100.0% 0.0% 

Auctioneers 87.8%   12.2% 

Accountancy/Tax Professionals 100.0% 0.0% 

   

Source: Indecon Confidential Surveys of Financial Institutions in Ireland. 

 

Figure 2.9 summarises the views of financial institutions, auctioneers and 
accountancy/tax professionals surveyed by Indecon on the effect of the 
property-based tax incentive scheme on property prices. There was 
considerable support for the contention that the schemes have had the effect 
of increasing property prices, with none of the financial institutions or 
accountancy/tax professionals and less than 13% of auctioneers disputing it. 
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Figure 2.9: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme - Proportion of Respondents believing that the Scheme 
has Resulted in Higher Property Prices Compared to Non-Tax Incentive 

Properties 
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Source: Indecon Confidential Surveys 

 

2.7 Summary of Main Findings 
In this section, we reviewed the recent trends in the Irish construction 
industry. The main issues of relevance are presented below: 

 The importance of the construction sector to the Irish economy is 
indicated by the fact that it accounts for over 19% of GDP, and when 
indirect employment by the sector is included, provides nearly 16% of 
jobs in Ireland. 

 Recent trends in construction activity are presented. Overall 
construction activity has been increasing for the last number of years. 
Indecon forecasts a slight reversal of this trend in the coming 3 years. 
There is potential for a significant fall in residential construction and if 
most of the approved projects proceed within the period to mid-2006, it 
will result in a significant peak in investment, with a more marked 
subsequent decline.  
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 Data on planning applications and approvals for projects of relevance to 
this study are presented. The figures indicate that there is a significant 
pipeline of projects that could qualify for  property-based tax relief. 

 The opinions of financial institutions, auctioneers, and accountancy/tax 
professionals regarding the effect on the property-market of the 
property-based tax incentives, as well as other analysis undertaken by 
Indecon suggest that, in addition to increasing investment in projects, 
the tax incentives had led to an increase in site prices, financial returns 
to promoters and property prices.  
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3 Capital Allowances for Hotels and 
Holiday Camps 

3.1 Introduction and Background 
In this section, we present our examination of the tax incentive for hotel and 
holiday camp properties, including our assessment of the extent to which the 
scheme has justified its introduction and the contribution that the relief has 
made and can make to the wider policy objectives of the sector.  We also 
examine the extent to which high income individuals use the relief to reduce 
their tax liability.  As part of our research we surveyed a sample of the sector 
and received responses from 156 hotels. 

3.2 Policy Context for the Tax Incentive 
In September 2003, the Tourism Policy Review Group published their report 
to John O’Donoghue T.D., Minster for Arts, Sport and Tourism. The report 
reviewed the tourism sector and proposed a number of targets. This report 
forms the basis for tourism policy in Ireland and is an important context for 
the review of the tourism based tax incentives.  

Table 3.1: Summary of Strategic Targets for Irish Tourism 2003 – 2012 

Target 2002 Actual 2006 Target 2012 Target 

Overseas visitor spend (€m 2002) 3,088 3,835 6,000 

No. of visitors (m) 5.9 7.0 10.0 

Promotable overseas visitors (m) 2.7 3.3 4.9 

Domestic holiday trips (m) 3.0 3.6 4.3 

Revenue from domestic holiday 
trips (€m) 

600 800 1,000 

Promotable tourists to BMW 
region (m) 

0.8 1.0 1.6 

BMW share of all promotable 
tourists (%) 

30% 31% 34% 

Source: Tourism Policy Review Group (2003) New Horizons for Irish Tourism - An Agenda for 
Action, A report to the  Minister for Arts, Sport & Tourism. 
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In order to meet these targets, the Tourism Policy Review Group proposed a 
number of government policy actions that were required to achieve the 
targets. Each policy action was linked to one of the following key drivers of 
success: 

 Business environment 

 Competitiveness and value for money 

 Access transport 

 Information and communication technologies 

 Product development and innovation 

 Marketing and promotion 

 People in tourism 

 Government sector 

 Information, intelligence and research. 

 

In relation to the first key driver of success, business environment, the report 
proposed, inter alia, the following two actions: 

 “promote reinvestment in maintaining the capital stock in Irish tourism at 
high standards through use of accelerated write-offs already available for 
plant and machinery 

 Establish and publish annually information on investment in tourism 
facilities undertaken with the aid of capital allowances and other tax 
reliefs in order to monitor and assess investment in maintaining the 
quality of Ireland’s tourism stock.” 

 

The first progress report of the Tourism Action Plan Implementation Group 
was published in August 2004. Their report on progress relating to capital 
allowances suggested the following: 

 “The tourism accommodation sector has benefited in the past from 
generous tax incentives, in particular favourable treatment in respect of 
capital allowances. The 7-year capital allowance regime for investment in 
hotel projects as well as a number of other property-based reliefs were 
ended as a result of Budget 2003, as part of the policy of widening the tax 
base while keeping direct tax rates low. In response to concerns expressed 
by the industry, generous transitional arrangements, for the relief to 
apply in full, have been put in place for certain projects in the course of 
development provided expenditure is completed by end July 2006.” 
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3.3 Description of Tax Incentive 
Under certain transitional arrangements, capital expenditure incurred up to 
31 December 2004 on any building or structure used as a hotel or holiday 
camp qualifies for capital allowances of 15% of the expenditure for the first 
six years and 10% in the seventh year. For expenditure incurred after 31 
December 2004 the rate of capital allowances was due to reduce to 4 per cent 
per annum over 25 years. These transitional arrangements were amended by 
way of Section 25 of the Finance Act 2004. Section 25 of the 2004 Finance Act 
provided for an extension of the transitional arrangements for the scheme of 
capital allowances for hotels and holiday camps from 31 December 2004 to 31 
July 2006, provided a full and valid planning application is received by a 
planning authority on or before 31 December 2004.  

In cases where planning permission is not required, three conditions need to 
be met by 31 December 2004: 

 A detailed development plan is prepared; 

 A contract exists on which expenditure on the development is in 
occurred; and 

 Work to the value of 5% of the development costs has been 
undertaken. 

The section also provides that capital expenditure incurred on the 
construction or refurbishment of hotels and holiday camps will be treated as 
having been incurred on or before 31 July 2006 to the extent that such 
expenditure is attributable to work on the building or structure which is 
actually carried out on or before that date. 

The writing down allowance is available to those persons who hold the 
relevant interest in relation to the capital expenditure incurred on the 
construction, or refurbishment, provided that the building/structure is in use 
as a hotel or holiday camp at the end of the chargeable period.  

Capital allowances on hotels are ring fenced and may be set off only against 
rental income in the case of individual passive investors. (The ring-fence also 
applies in the case of passive partnerships. The issue of the impact of this 
ring-fencing on this and other sectors is considered in Indecon’s 
recommendations). This restriction does not apply to owner operators, or to 
investors in certain hotels located in counties Cavan, Donegal, Leitrim, Mayo, 
Monaghan, Roscommon or Sligo. 
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3.4 Measure of Overall Level of Activity in Sector 

3.4.1 Capacity in the hotel sector 

Table 3.2 details the increase in the total number of hotels over the last 
decade. There were 853 hotels in Ireland in 2005 compared to 713 in 1996. 
There was a significant fall in the number of lower grade hotels accompanied 
by substantial increases in three- and four- star hotels7.  

Table 3.2: Number of Hotels: by Grade, 1996-2005 

 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

1* 155 137 127 80 77 71 68 57 53 49 
2* 229 214 205 201 191 195 194 188 183 177 
3* 203 244 258 293 290 303 314 316 311 308 
4* 42 44 44 58 59 66 79 85 87 90 
5* 16 16 16 18 18 18 20 21 21 20 
I 0 0 3 0 0 0 0 0 0 0 
U 14 26 50 49 56 104 101 117 116 130 
N 9 15 22 24 26 48 48 36 35 46 
R 45 32 40 83 92 20 11 14 10 9 
X   5 32 36 24 23 22 30 24 
Total 713 728 770 838 845 849 858 856 846 853 
Source: Gulliver Database 

 

Figure 3.1 illustrates the increase in the total number of hotels. There was a 
dramatic increase in the number of hotels between 1996 and 1999. Since then, 
there has been little variation in the total number of hotels, though as detailed 
in Table 3.2 there have been changes in the composition of this total.  

 

                                                      

7  U = Unclassified; N = New, classification unassessed; R = Undergoing major redevelopment, 
classification to be reassessed upon completion of works, X = Classification assessment rescinded 
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Figure 3.1: Total Number of Hotels, 1996-2005 
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Source: Gulliver Database 

 

Table 3.3 shows that the increase in the total number of hotel rooms was more 
significant than the increase in the number of premises which would indicate 
an increase in the average size of hotels over the last decade. The rate of 
increase was most substantial between 1997 and 1999, with nearly 10,000 new 
rooms created, a rise of 34% in two years.  

Table 3.3: Total Hotel Rooms: by Grade, 1997-2005 

 1997 1998 1999 2000 2001 2002 2003 2004 2005 

1* 1997 1844 1154 1101 1025 979 810 763 686 
2* 4074 4087 4305 4076 4242 4277 4212 4113 4032 
3* 13169 14485 17142 17417 18612 19568 20248 19955 19987 
4* 3682 3804 4686 4970 5730 6675 7587 7877 8071 
5* 1939 1985 2255 2255 2277 2742 2899 2862 2700 
I 0 64 0 0 0 0 0 0 0 
U 992 1204 3695 4170 4608 4609 5243 5346 6404 
N 648 2079 1926 2510 2031 2028 1140 1294 2837 
R 477 638 615 901 782 662 465 413 201 
X  95 504 684 566 443 439 759 562 
Ttl 26978 30285 36282 38084 39873 41983 43043 43382 45480 
Source: Gulliver Database 

 



Section 3 Capital Allowances for Hotels and Holiday Camps 
 

 

 October 2005 Page 38 

Table 3.4 presents a breakdown of the number of single rooms by grade. 
While some large increase is evident, the analysis in the subsequent 
paragraph shows that this has been much lower than is the case for double 
rooms. 

Table 3.4: Single Rooms: by Grade, 1997-2005 

 1997 1998 1999 2000 2001 2002 2003 2004 2005 
1* 270 245 159 159 143 158 130 103 74 
2* 477 439 415 377 371 373 337 338 333 
3* 756 766 946 968 970 1,027 1,050 1,020 1,009 
4* 180 153 137 165 173 208 251 258 258 
5* 58 56 69 59 59 57 57 57 40 
U 57 84 66 110 234 216 249 258 274 
I 0 1 0 0 0 0 0 0 0 
N 36 90 50 66 69 52 36 20 16 
R 37 37 172 189 60 46 38 12 9 
X  16 67 88 67 51 25 97 69 
Ttl 1,871 1,887 2,081 2,181 2,146 2,188 2,173 2,165 2,082 
Source: GulliverDatabase 

 

The number of double rooms by grade is presented in Table 3.5, with the 
growth in double rooms accounting for much of the increase in the number of 
total rooms. 

Table 3.5: Double Rooms: by Grade, 1997-2005 

 1997 1998 1999 2000 2001 2002 2003 2004 2005 
1* 835 801 519 481 445 424 345 331 329 
2* 1,239 1,266 1,405 1,283 1,402 1,421 1,459 1,505 1,478 
3* 3,608 3,841 4,726 4,924 5,288 5,584 5,952 6,030 6,052 
4* 1,141 1,202 1,748 1,909 2,138 2,395 2,998 3,162 3,167 
5* 891 914 1,099 1,110 1,112 1,511 1,594 1,610 1,524 
I 0 23 0 0 0 0 0 0 0 
U 374 470 1,406 1,529 1,595 1,624 1,774 1,792 2,378 
N 222 818 600 668 608 895 470 594 1,592 
R 77 154 180 264 254 189 181 163 76 
X  55 205 282 217 161 169 245 140 
Ttl 8,387 9,544 11,888 12,450 13,059 14,204 14,942 15,432 16,736 
Source: GulliverDatabase 
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Table 3.6 shows that the total capacity of the hotel sector increased by over 
80% between 1997 and 2005. The rate of increase was most marked between 
1997 and 1999.  There was a significant fall in the total capacity of one-star 
hotels, with a substantial rise in four-star premises.   

Table 3.6: Total Hotel Capacity (Bedspaces) - by Grade, 1997-2005 

 1997 1998 1999 2000 2001 2002 2003 2004 2005 

1* 4,150 3,805 2,391 2,266 2,112 1,998 1,673 1,600 1,503 
2* 8,756 8,789 9,417 9,039 9,512 9,591 9,564 9,257 8,953 
3* 29,316 32,988 39,805 40,736 44,066 46,603 48,228 47,479 47,783 
4* 7,737 8,031 10,177 10,797 12,738 15,153 17,063 17,823 18,427 
5* 3,873 4,036 4,643 4,647 4,726 5,658 5,979 5,896 5,559 
I 0 202 0 0 0 0 0 0 0 
U 2,113 2,709 8,440 9,710 10,765 10,875 12,333 12,624 15,121 
N 1,486 5,090 4,805 6,328 4,877 4,560 2,932 3,243 6,392 
R 1,036 1,466 1,405 2,098 1,753 1,533 991 933 429 
X  174 983 1,358 1,194 939 988 1,628 1,278 
Ttl 58,467 67,290 82,066 86,979 91,743 96,910 99,751 100,483 105,445 
Source: GulliverDatabase 

 

Figure 3.2 illustrates the trend in total capacity since 1997.  This suggests that 
the tax incentives and other factors have contributed to a dramatic growth in 
hotel capacity.  This will increase further arising from projects which have 
been approved and our analysis suggests a very large pipeline of new hotel 
projects will proceed. 
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Figure 3.2: Total Hotel Capacity, 1997-2005 
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Source: Gulliver Database 

 

Table 3.7 shows the extent of the increase in hotel size between 1997 and 2003.  
In all regions, the average size of hotels increased over the period 1997-2003. 
Significant regional differences remain however. 

Table 3.7: Average Size of Property, by Region (Rooms) 

 1997 1998 1999 2000 2002 2003 

All 94 93 107 104 106 117 

Dublin 140 146 161 137 134 160 

Midlands & East 56 61 73 75 77 81 

South-West 93 82 98 99 87 97 

Western Seaboard 98 105 112 118 121 118 

N. Ireland 69 72 85 85 102 98 

Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 

 

Table 3.8 indicates that the number of guests per room fell slightly between 
1997 and 1999 but has since risen to just above the 1997 level.  
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Table 3.8: Number of Guests per room, by Hotel Size 

 1997 1998 1999 2000 2002 2003 

All 1.6 1.5 1.4 1.5 1.6 1.7 

1-49 Rooms 1.7 1.6 1.4 1.5 1.6 1.7 

50-99 Rooms 1.6 1.5 1.5 1.5 1.6 1.7 

100+ Rooms 1.5 1.4 1.3 1.4 1.6 1.6 

Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 

 

It can be seen from Table 3.9 that this fall and subsequent increase in the 
number of guests per room was most significant in the Dublin region, with 
very little variation elsewhere in the country. 

Table 3.9: Number of Guests per Room, by Region  

 1997 1998 1999 2000 2002 2003 

All 1.6 1.5 1.4 1.5 1.6 1.7 

Dublin 1.5 1.3 1.1 1.5 1.5 1.7 

Midlands & East 1.7 1.5 1.4 1.5 1.6 1.6 

South-West 1.7 1.7 1.7 1.6 1.6 1.7 

Western Seaboard 1.7 1.7 1.7 1.5 1.7 1.7 

N. Ireland 1.4 1.3 1.4 1.6 1.5 1.4 

Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 

 

3.4.1.1 Level of capacity utilisation 

Table 3.10 shows that Room Utilisation fell substantially throughout the 
country between 2000 and 2002. The level of utilisation has since risen but at 
60%, it remains below its level in 2000.  This has important implications for 
any future incentives to expand the stock of hotels. If most of the projects that 
are in the pipeline and have submitted planning applications proceed then, 
unless there is a very marked growth in tourism, pressure on room utilisation 
will intensify. 
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Table 3.10: Room Utilisation (%) 

 2000 2001 2002 2003 2004 

National 65 61 56 60 60 
      
Dublin 75 69 66 68 69 
Midlands East 58 52 54 52 50 
South East 62 54 59 58 58 
South West 67 63 60 61 62 
Shannon 63 62 60 59 57 
West 55 50 47 52 54 
North West 57 54 51 54 51 
Source :Fáilte Ireland Hotel Survey 

 

Table 3.11 indicates that there has been a steady fall in the level of bed 
utilisation nationwide. The downward trend continued after 2002, in spite of 
the increase in room utilisation, indicating the existence of a greater number 
of partially filled larger rooms. 

Table 3.11: Bed Utilisation (%) 

 2000 2001 2002 2003 2004 

National 47 46 45 44 44 
      
Dublin 54 52 49 48 49 
Midlands East 41 41 41 38 36 
South East 46 40 47 45 42 
South West 50 48 47 47 46 
Shannon 42 46 46 43 42 
West 40 39 37 37 39 
North West 40 43 41 41 39 
Source :Fáilte Ireland Hotel Survey 

 

Table 3.12 shows that room occupancy did not vary to a great extent between 
1997 and 2000 and has since fallen slight. The decrease in occupancy rates has 
been more significant in hotel with more than fifty rooms than in smaller 
ones. 
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Table 3.12: Annual Room Occupancy, by Hotel Size (%) 

 1997 1998 1999 2000 2002 2003 

All 66.7 65.1 65.2 66.1 62.8 64.8 
1-49 Rooms 58.8 58 56.2 57 54.8 57.4 
50-99 Rooms 68.5 65.9 65 68.4 63.3 64.3 
100+ Rooms 70 69.5 68.2 68.6 64.6 66.3 
Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 

 

Table 3.13 indicates that there has been a fall in occupancy rates in every part 
of the country. The most substantial decrease was in the Midlands & East area 
where rates fell from 67.7% to 60.6%.  In contrast, occupancy rates in 
Northern Ireland are roughly at their 1997 level, despite have fallen 
somewhat in 2002. 

Table 3.13: Annual Room Occupancy, by Region (%) 

 1997 1998 1999 2000 2002 2003 

All 66.7 65.1 65.2 66.1 62.8 64.8 
Dublin 75.8 72.2 72.7 72.4 70.9 72.7 
Midlands& East 67.7 62.3 61 60.9 61.4 60.6 
South-West 66.7 63.3 67.9 69.4 64.6 62.6 
Western Seaboard 66.7 66.2 66 66.9 64.4 63.8 
N. Ireland 57.9 56.7 58.1 58.8 54.1 57.1 
Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 

 

3.4.1.2 Tourist activity 

Table 3.14 shows that there was a slight fall in the number of nights spent by 
overseas visitors in Ireland. A small increase in the number of those nights 
spent in hotels was offset by a similar decrease in nights spent in guesthouses 
and B&Bs. The shares of other types of accommodation remained broadly the 
same between 2003 and 2004. 
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Table 3.14: Overseas Visits to Ireland by Non-Residents with at least one 
overnight in Ireland - Number of Bednights  000s 

 2003 2004 2004 

Jan-Mar 

2004 

Apr-Jun 

2004 

Jul-Sep 

2004 

Oct-Dec 

Total 46,846 46,604 7,312 12,275 17,729 9,288 
By Accommodation:      
Hotel 10,278 10,633 1,697 2,977 3,867 2,121 
Guesthouse/B&B 7,740 6,979 747 2,150 3,031 1,051 
Rented House 8,744 8,818 1,383 2,588 3,047 1,800 
Caravan/Camping 1,077 970 3 256 676 35 
Hostel 1,709 1,624 319 514 502 289 
Friends/Relatives 13,122 13,031 2,529 2,855 4,392 3,255 
Other 4,446 4,519 634 935 2,214 737 
Source: CSO. 

 

Table 3.15 illustrates that the majority of those spending time in hotels and 
guesthouses were holidaymakers. Rented accommodation was also 
significant for holidaymakers. 

 

Table 3.15: Overseas Visits to Ireland by Non-Residents with at least one 
overnight in Ireland -  Number of Bednights Classified by Type of 

Accommodation used and Reason for Journey, 2004 

 Business Holiday/ 
Leisure/ 

Recreation 

Visits to 
Friends/ 

Relatives 

Other Total 

Total 4,299 23,105 13,871 5,329 46,604 
By Accommodation:     
Hotel 1,929 7,364 906 465 10,663 
Guesthouse/B&B 475 4,981 963 560 6,979 
Rented 
House/Apartment 

963 4,677 1,572 1,606 8,818 

Caravan/Camping 12 896 56 6 970 
Hostel 76 1,196 166 186 1,624 
Friends/Relatives 567 2,365 9,464 634 13,031 
Other 277 1,626 744 1,872 4,519 
Source :CSO 
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Expenditure by visitors to Ireland rose significantly from €2.6b in 2000 to 
€3.2b in 2004, as shown in Table 3.16. The expenditure by those coming to 
Ireland for business purposes, however, fell during that period. The increase 
was mainly due to extra expenditure by holidaymakers and those visiting 
friends and relatives.  

Table 3.16: Visits to Ireland by Non-Residents – Estimated Expenditure 
(Excluding International Fares), € million 

 2000 2001 2002 2003 2004 

Total 2,617 2,893 3,045 3,198 3,204 
Reason for Journey:      
Business 486 460 445 402 424 
      
Holiday/Leisure/Recreation 

1,386 1,594 1,696 1,779 1,774 

Visits to Friends/Relatives 569 648 675 708 755 
Other 175 191 230 309 251 
Source: CSO 

 

3.4.1.3 Profitability in the hotel sector 

Table 3.17 shows that pre-tax profits as a percentage of sales rose between 
1997 and 2003. The increase was evident across all sizes of hotels, but was 
most significant in the case of smaller premises, with profits in hotels with 
less than 50 rooms increasing from 7.4% of sales in 1997 to 13.9% in 2003. 
Profits in most types of hotel actually fell between 1997 and 2000, but have 
since recovered. 

Table 3.17: Hotel Profits, by Hotel Size, Pre-tax profits as a percentage of 
total sales 

 1997 1998 1999 2000 2002 2003 

All 12.7 11.7 11.8 12.6 17.7 17.5 
1-49 Rooms 7.4 7.5 7.3 8.8 14.5 13.9 
50-99 Rooms 12.6 12.3 10.7 11.1 17.9 15.8 
100+ Rooms 15.7 15.3 14.7 15.4 18.4 19.4 
Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 
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Table 3.18 indicates that there has been a substantial increase in pre-tax 
profits per available room between 1997 and 2003. The increase was most 
substantial in smaller hotels with an 85% increase in pre-tax profits per 
available room in hotels with less than 50 rooms. Average pre-tax profits per 
available room increased from €5,509 to €8,853, an increase of nearly 61%. 

Table 3.18: Hotel Profits, by Hotel Size,  Pre-tax profits per available room 
(€) 

 1997 1998 1999 2000 2002 2003 

All 5,509 5,500 5,569 6,649 8,619 8,853 
1-49 Rooms 3,978 4,338 4,559 5,876 7,083 7,395 
50-99 Rooms 5,291 5,217 4,599 5,748 8,820 8,622 
100+ Rooms 6,731 6,606 6,740 7,715 8,889 9,219 
Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 

 

Table 3.19 present pre-tax profits as a percentage of sales broken down by 
region. Profits are significantly higher in Dublin than elsewhere in the 
country. There have been nationwide increases in the level of profits since 
1997, most significantly in the Midland & East and Western Seaboard regions. 

Table 3.19: Hotel Profits, by Region, Pre-Tax Profits as a Percentage of Sales 

 1997 1998 1999 2000 2002 2003 

All 12.7 11.7 11.8 12.6 17.7 17.5 
Dublin 16.3 18.6 16.3 16.4 21.8 20.7 
Midlands& East 9.3 8 8.2 9.4 12.5 15.1 
South-West 13.3 11.4 11 13.4 15.7 15.7 
Western Seaboard 10.6 11.8 11.3 11.9 17.6 16.2 
N. Ireland 10.5 9.6 10.9 10.2 17.4 16.2 
Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 

 

Table 3.20 presents data on the regional differences between hotel pre-tax 
profits per available room Profits are significantly higher in Dublin than in 
any other part of the country. There has been a nationwide increase in the 
level of profits since 1997, though the growth rate has varied substantially 
from region to region. This increase was most substantial in the Midland & 
East region where pre-tax profits more than doubled.  
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Table 3.20: Hotel Profits, by Region - Pre-Tax Profits per available room (€) 

 1997 1998 1999 2000 2002 2003 

All 5,509 5,500 5,569 6,650 8,619 8,853 
Dublin 8,497 8,364 8,376 9,105 12,503 12,687 
Midlands& East 4,575 4,511 4,307 5,533 6,881 9,275 
South-West 4,877 5,085 5,070 6,483 6,833 6,751 
Western Seaboard 3,752 3,889 3,731 4,676 6,996 5,743 
N. Ireland 4,649 4,610 5,372 5,365 5,580 5,105 
Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 

 

Table 3.21 presents information on the change in achieved average room rate 
since 1997. Across all types of hotel the average rate has increased by a third. 
The growth rate was most significant for smaller hotels with the rate 
increasing by 40% between 1997 and 2003 compared with only 21% for hotels 
with more than 100 rooms.  

Table 3.21: Achieved Average Room Rate, by Hotel Size (€) 

 1997 1998 1999 2000 2002 2003 

All 66.28 69.29 74.05 82.56 87.14 88.73 
1-49 Rooms 51.59 55.92 55.94 63.56 69.03 72.37 
50-99 Rooms 68.49 73.06 72.80 82.25 90.31 91.39 
100+ Rooms 73.71 75.44 81.00 92.00 89.64 89.35 
Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 

 

The achieved average room rate is also presented by region in Table 3.22.  
This analysis shows room rates in Dublin to be 27% higher than the State 
average. 



Section 3 Capital Allowances for Hotels and Holiday Camps 
 

 

 October 2005 Page 48 

Table 3.22: Achieved Average Room Rate, by Region (€) 

 1997 1998 1999 2000 2002 2003 

All 66.28 69.29 74.05 82.56 87.14 88.73 
Dublin 80.25 81.58 93.35 101.65 102.94 112.71 
Midlands & East 59.55 62.38 62.98 73.51 85.09 85.67 
South-West 69.24 76.58 85.19 86.23 86.74 80.28 
Western Seaboard 57.23 60.00 61.30 71.41 73.35 73.03 
N. Ireland 62.11 61.70 62.81 66.42 51.59 49.37 
Source: HBC Ireland and Northern Ireland Hotel Industry Surveys 

 

Table 3.23 summarises the change in hotel prices between 2002 and 2005. 
There has been a significant decrease in the price of 5-star hotels over the past 
three years, with prices falling by over 25% in 2004 alone. There have been 
increases in the price of hotels rooms in all other categories. 

Table 3.23: Average Hotel Price Increases, by Grade 

Grade 2002/2003 2003/2004 2004/2005 

1* 9.33 6.02 1.54 
2* 12.46 4.13 2.52 
3* 9.69 3.68 4.76 
4* 2.35 -4.14 2.68 
5* 10 -12.64 -25.13 
N 49.24 8.5 14.2 
U 11.15 -2.19 6.3 
Total 10.43 0.22 2.73 
Source: Fáilte Ireland  

 

3.4.1.4 Level of Incentive Utilisation 

Table 3.24 presents a result of the Indecon Survey of Hotels in Ireland. The 
survey found that 60% of hotels responding to the Indecon survey had 
availed of the tax incentive over the last five years.  The fact that such a high 
percentage of hotels have utilised the incentives is indicative of the level of 
investment and the extent of modernisation of the Irish hotel sector. 
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Table 3.24: Proportion of Hotels that have Utilised the Tax Incentive over 
the past 5 years 

Impact % of Survey Respondents 

Hotels that have availed of the tax 
incentive scheme over the past 5 years 

59.7% 

Hotels that have not availed of the tax 
incentive scheme over the past 5 years 

40.3% 

Total 100.0% 
Source: Indecon Confidential Survey of Hotels in Ireland. 

 

3.4.1.5 Number of Hotel Registrations 

Table 3.25 shows that there has been a steady stream of hotel registrations 
since 2000. Registrations dipped in 2002 and 2003 but climbed again in 2004 
when 30 new hotels, with a total of 2,251 new units, registered. 

Table 3.25: Hotel Registrations 2000-2004 

Detail 2000 2001 2002 2003 2004 

Premises 39 39 19 21 30 
Units 2,046 1,929 795 805 2,251 
Source: Fáilte Ireland 

 

3.4.1.6 Level of Construction Activity 

Table 3.26 indicates that the average number of years since either the 
construction of the hotel (or the last major refurbishment) was 5 years for 
hotels that had availed of the tax incentive, and 17 years in the case of hotels 
that had not availed of the scheme.  A very significant percentage of hotel 
stock has now been modernized and this represents an important base for the 
future development of this sector. 
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Table 3.26: Average Number of Years since Construction / Latest 
Refurbishment – Hotels With and Without Tax Incentive 

Number of Hotel Bedrooms Average Number of Years since 
Construction / Latest Refurbishment 

Hotels that have availed of the tax incentive 
scheme over the past 5 years 

5 

Hotels that have not availed of the tax 
incentive scheme over the past 5 years 

17 

Source: Indecon Confidential Survey of Hotels in Ireland. 

 

Table 3.27 presents the number of planning applications for hotels since 2000.  
The number of application fell somewhat between 2000 and 2002 but has 
since risen significantly with over 400 applications in 2004, four times the 
level in 2002.  This highlights the potential significance of the pipeline for new 
hotel projects to come on stream. 

Table 3.27: Details of Planning Applications for Hotels and Holiday Camps 
- Total Number of Applications, 2000-2004 

Detail 2000 2001 2002 2003 2004 

Number of applications 
received 

138 124 102 220 403 

Number of applications 
approved 

98 94 70 176 174 

Number of applications 
awaiting decision 

11 6 6 5 185 

Source: Indecon Confidential Survey of Local Authorities. 

 

The trend in planning applications and approvals is illustrated in Figure 3.3. 
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Figure 3.3: Details of Planning Applications for Hotels and Holiday Camps 
- Total Number of Applications, 2000-2004 
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Source: Indecon Confidential Survey of Local Authorities. 

 

3.5 Case Study 
Before we examine the detailed impacts of the incentives, it is useful to 
consider a case study of a hotel investment benefiting from the tax incentive.  
This case study is focused on illustrating how the tax incentives work.   

In this section, a case study of a hotel investment is used to examine the 
impact of tax relief.  A cash flow to equity approach is used to measure the 
benefits of the investment.  All tax incentives are discounted using the Euro 
par-yield curve as these amounts are known with certainty8.  A ratio of the 
benefits of investing in a hotel project relative to the cost of the project is used 
to provide a measure of the impact of the tax incentive. 

                                                      

8 This approach follows S.C. Myers ‘Interactions of Corporate Financing and Investment Decisions: 
Implications for Capital Budgeting’, Journal of Finance, 1974.  
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3.5.1 Investor Perspective 

Our hotel case study is based on an investment in an additional 26 bedrooms 
at a cost of €2.88 million9.  The hotel secures gross annual revenue of €2.055m. 
and annual earnings before interest, taxes, depreciation and amortization 
(EBITDA) of €387,00010.    

The investor has a 10 year horizon and a cost of equity of 28% (see Annex 1 
for supporting computations).  The investor finances 75% of the investment 
with a 25 year mortgage at a rate of 5.32%11.  The investor pays taxes at a rate 
of 42%12.  The investor is forecast to earn EBITDA of €387,000 per annum.  
This results in a yield of 13% on the original investment. EBITDA is expected 
to grow at a rate of 3% per annum (a growth rate that reflects the risk free 
interest rate and expected growth in Europe).  Real estate asset prices are also 
assumed to grow at a rate of 3% per annum.   The capital gains tax rate is 20% 
and it is assumed to be payable on the anticipated gain when the investor 
disposes of the Hotel property at the end of the 10th year.  These assumptions 
are summarised in Table 3.28. 

                                                      

9 Tax Reliefs on Hotel Developments: Submission to the Department of Finance, Irish Hotels Federation, March 
2005, p20ff. 

10 This represents an EBITDA/Revenue ratio of 19%.  The comparable ratio for Jurys Doyle is 29%. 

11 Jones Lang LaSalle estimate default spreads on hotel mortgages of 200 basis points.  Using a 10 year par 
yield Euro rate of 3.32%, the cost of debt of 5.32%.   

12 This is the higher income tax rate in Ireland.  It should be noted that additional PRSI at 5% is also likely 
to be payable. 
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Table 3.28:  Key Assumptions 

Item Assumed Level 
Investment ('000) 2880 
Investment Term (years) 10 
Cost of Equity 28% 
Borrowing/Investment 75% 
Cost of Debt 5% 
Term of Loan (years) 25 
Tax Rate 42% 
Yield (EBITDA/Investment) 13% 
Asset Growth Rate 3% 
EBITDA Growth Rate 3% 
Capital Gains Tax (CGT) 20% 
Source: Indecon. 
 

Using these assumptions, the forecasted cash flows for the proposed 
investment are presented in Table 3.29.  

 

Table 3.29:  Hotel Project Valuation 

Period 0 1 2 3 4 5 6 7 8 9 10 
Asset Cost -2880                     
Sale of Asset (net of 
CGT)           3870 
EBITDA  386 397 409 421 434 447 460 474 489 503 
Interest Expense  -115 -113 -110 -108 -105 -102 -99 -96 -93 -89 
Taxes  -114 -120 -126 -132 -138 -145 -152 -159 -166 -174 
Net Cash Flow  157 165 173 182 191 200 210 219 230 4111 
Debt Service - 
Principal 2160 -43 -46 -48 -51 -53 -56 -59 -62 -66 -1676 
Cash Flow to Equity 
(CFE) -720 114 119 125 131 138 144 150 157 164 2434 

    

 
% 

Cost          
Present Value of CFE -104  -4%          
PV Capital Allowance 1096  38%          
PV of Project + CA 992  34%          

            
Source: Indecon. 
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From Table 3.29, it may be seen that the present value of the projected Cash 
Flow to Equity (CFE) is negative €104,000.  Therefore, an investor would 
reject this proposal in the absence of capital allowances.  If capital allowances 
are available (see Annex 1 for computations), the project will have a present 
value of €992,000.  If however, the profitability of the hotel improves due to 
less pressure on utilisation levels, this position can be reversed. 

3.5.2 Sensitivity Analysis 

From an investor perspective, the rate of capital appreciation associated with 
the hotel property may also be critical.  The analysis in the previous section 
assumes that the rate of capital appreciation will match the inflation rate (i.e. 
real growth of 0%).  Figure 3.4 contains a plot of the Incentive Ratio against 
the nominal asset growth rate.  From Figure 3.4, it is clear that an investor will 
not consider this investment unless the assumed asset growth rate exceeds 
6.25%.  Once the expected asset growth rate exceeds this amount, capital 
allowances may not be necessary to encourage investment. 

 

Figure 3.4: Incentive Ratio vs. Asset Growth 
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3.6 Impacts of Tax Incentive 

3.6.1 Impact on the Supply of Hotel Accommodation 

Table 3.30 presents a result from Indecon’s survey of Hotels in Ireland. 
Among the responding hotels that have availed of the tax incentive, the 
number of bedrooms has increased by 41.2% since 2000. This compares to an 
increase of 11.4% in the case of responding hotels that have not availed of the 
tax incentive. 

Table 3.30: Number of Hotel Bedrooms – Hotels With and Without Tax 
Incentive, 2000 and 2005 

Number of Hotel Bedrooms 2000 2005 Growth 
Rate (%) 

Hotels that have availed of the tax 
incentive scheme over the past 5 years 

7,866 11,103 41.2% 

Hotels that have not availed of the tax 
incentive scheme over the past 5 years 

3,108 3,462 11.4% 

Source: Indecon Confidential Survey of Hotels in Ireland. 
 
Table 3.31 presents the views of the hotel sector on the impact of the tax 
incentive. Of major significance is that a majority of hoteliers consider that it 
has resulted in an over-supply of visitor accommodation.  One of the largest 
hotel groups in Ireland was reported as indicating that “the rush by investors 
to avail of tax reliefs on offer for the construction of new hotels is 
undermining the industry”. It is, however, important to note that the Tourism 
Policy Review Group has set high targets for an increase in visitor numbers 
and if official tourism targets are to be met an increase in supply will be 
needed.  Also relevant is the fact that plentiful supply can have positive 
consumer spin-off with greater competition and lower prices.  However, few 
would suggest that on-going incentives to encourage an over-supply outcome 
would represent an appropriate policy position. 



Section 3 Capital Allowances for Hotels and Holiday Camps 
 

 

 October 2005 Page 56 

Table 3.31: Views of the Hotel Sector - Impact of Incentive Scheme on 
Supply Position of Hotels, Hotels With and Without Tax Incentive 

% of Respondents 

View 

Hotels that availed 
of Tax Incentive 

Hotels that did not 
avail of Tax 

Incentive 
Assisted in meeting a shortage of visitor 
accommodation 

44.7% 32.1% 

Contributed to an over-supply of visitor 
accommodation 

51.1% 67.9% 

Other 4.3% 0.0% 
Total 100.0% 100.0% 
Source: Indecon Confidential Survey of Hotels in Ireland. 

 

Figure 3.5 presents these results in chart form. 

 
Figure 3.5: Views of the Hotel Sector - Impact of Incentive Scheme on 

Supply Position of Hotels, Hotels With and Without Tax Incentive 
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Source: Indecon Confidential Survey of Hotels in Ireland. 
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3.6.2 Impact on the Tourism Sector 

Table 3.32 presents the views of the hotel sector on the impact of the tax 
incentive on the tourism sector. Among hoteliers that have availed of the tax 
incentive, there is almost unanimity concerning the fact that the incentive has 
increased economic activity, created jobs and improved the quality of visitor 
accommodation. A smaller, but still significant majority, of hoteliers who 
have not availed of the tax incentive consider those statements to be true. 
73.7% of the former category and 55% of the latter consider that the tax 
incentive has contributed to the extension of the tourist season.  

Table 3.32: Views of the Hotel Sector on the Impacts of the Property-based 
Tax Incentive Scheme on the Tourism Sector, Hotels With and Without Tax 

Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Impact 

Hotels that 
availed of Tax 

Incentive 

Hotels that did not 
avail of Tax 

Incentive 
Increased economic activity 98.9% 82.7% 
Resulted in additional direct jobs in 
tourism 

98.9% 83.0% 

Resulted in additional indirect jobs 96.3% 90.0% 
Contributed to extension of the tourism 
season 

73.7% 54.9% 

Improved the quality of visitor 
accommodation 

98.8% 84.7% 

Source: Indecon Confidential Survey of Hotels in Ireland. 

 

Figure 3.6 illustrates the extent of agreement that exists among hoteliers on 
the positive effect the Tax Incentive Scheme has had on the Tourism Sector. 
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Figure 3.6: Views of the Hotel Sector on the Impacts of the Property-based 
Tax Incentive Scheme on the Tourism Sector, Hotels With and Without Tax 

Incentive 
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Source: Indecon Confidential Survey of Hotels in Ireland. 
 
 

3.6.3 Impact on Capital Expenditure 

Table 3.33 presents further results of the Indecon survey of hotels in Ireland. 
A majority of hoteliers consider that the tax incentive has improved 
accommodation and facilities for both domestic and overseas holidaymakers. 
The proportion of those who consider this is greater in the case of hoteliers 
that have availed of the tax incentive than in the case of those who have not. 
However, only 34.8% of the former category and 23.2% of the latter consider 
that the tax incentive has attracted additional overseas visitors to Ireland. 
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Table 3.33: Views of the Hotel Sector on the Impacts of the Property-based 
Tax Incentive Scheme for Capital Expenditure on Hotels 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Impact 

Hotels that availed of 
Tax Incentive 

Hotels that did 
not avail of Tax 

Incentive 

Attracted additional overseas visitors to 
Ireland 

34.8% 23.2% 

Improved accommodation and facilities for 
overseas visitors who have come to Ireland 

84.3% 66.1% 

Improved accommodation and facilities for 
domestic holidaymakers 

74.2% 60.7% 

No impact 0.0% 17.9% 
Source: Indecon Confidential Survey of hotels in Ireland. 

 

 

Figure 3.7 presents these results in chart form. 

 

Figure 3.7: Views of the Hotel Sector on the Impacts of the Property-based 
Tax Incentive Scheme on for Capital Expenditure on Hotels 
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3.6.4 Impact on Site Prices 

Table 3.34 is derived from Indecon’s survey of Hotels in Ireland. A significant 
majority of hotel owners consider that the tax incentive has contributed to 
higher site prices.  

Table 3.34: Views of the Hotel Sector on the Impact of the Property-based 
Tax Incentive Scheme – Proportion of Respondents believing that the 

Scheme has Resulted in Higher Site Prices, Hotels With and Without Tax 
Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Hotels that 
availed of Tax 

Incentive 

Hotels that did not 
avail of Tax 

Incentive 
   
Hotels 79.7% 81.8% 
   
Source: Indecon Confidential Survey of Hotels in Ireland. 

 

3.6.5 Impact on Construction Costs 

Table 3.35 presents a result from Indecon’s Survey of hotels in Ireland. 73.7% 
of hoteliers that had availed of the tax incentive, and 84.9% of those who had 
not, considered that the tax incentive had resulted in an increase in 
construction costs. 



Section 3 Capital Allowances for Hotels and Holiday Camps 
 

 

 October 2005 Page 61 

Table 3.35: Views of the Hotel Sector on the Impact of the Property-based 
Tax Incentive Scheme – Proportion of Respondents believing that the 

Scheme has Increased Construction Costs, Hotels With and Without Tax 
Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Hotels that 
availed of Tax 

Incentive 

Hotels that did not 
avail of Tax 

Incentive 

   
Hotels 73.7% 84.9% 
   
Source: Indecon Confidential Survey of Hotels in Ireland. 

 

3.6.6 Impact on Level of Investment in Projects 

Table 3.36 highlights the fact that nearly all hotel owners consider that the tax 
incentive has increased investment in hotels and holiday camps. In the case of 
those who have availed of the tax incentive the proportion of respondents 
who responded positively was nearly 99%, while in the case of those who 
have not availed of it, the proportion was 92.5%.  The dramatic increase over 
the past number of years in investment in new hotels and in the 
refurbishment of existing hotels has undoubtedly been stimulated by the 
level of tax incentives available.  The significance of the tax incentives was 
illustrated in the case study presented in this chapter. 
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Table 3.36: Views of the Hotel Sector on the Impact of the Property-based 
Tax Incentive Scheme – Proportion of Respondents believing that the 

Scheme has Increased Investment in Hotels and Holiday Camps, Hotels 
With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Hotels that 
availed of Tax 

Incentive 

Hotels that did not 
avail of Tax 

Incentive 

   
Hotels 98.8% 92.5% 
   
Source: Indecon Confidential Survey of Hotels in Ireland. 

 

3.6.7 Impact on Financial Returns to Promoters 

Table 3.37 shows that a majority of hotelier considered that the hotel tax 
incentives have increased financial returns to promoters. The proportion of 
those who believe this is greater in the case of those who have not availed of 
the tax incentive. 

Table 3.37: Views of the Hotel Sector on the Impact of the Property-based 
Tax Incentive Scheme – Proportion of Respondents believing that the 
Scheme has Increased Financial Return to Promoters, Hotels With and 

Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Hotels that 
availed of Tax 

Incentive 

Hotels that did not 
avail of Tax 

Incentive 

   
Hotels 68.6% 74.5% 
   
Source: Indecon Confidential Survey of Hotels in Ireland. 
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3.6.8 Impact on Property Prices 

Table 3.38 presents the views of hotel owners regarding the impact of the 
property-based tax incentives on property prices.  78% of hotel owners who 
have availed of the tax incentive believe that it has contributed to higher 
property prices compared to non-tax incentive properties. 

Table 3.38: Views of the Hotel Sector on the Impact of the Property-based 
Tax Incentive Scheme – Proportion of Respondents believing that the 

Scheme has led to Higher Property Prices Compared to Non-Tax Incentive 
Properties 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Hotels that 
availed of Tax 

Incentive 

Hotels that did not 
avail of Tax 

Incentive 

   
Hotels 77.9% 83.3% 
   
Source: Indecon Confidential Survey of Hotels in Ireland. 

 

3.7 Evaluation of the Tax Incentive 

3.7.1 Displacement, Deadweight and Opportunity Cost 

Table 3.39 gives the views of the hotel sector on the likelihood that 
developments would have proceeded in the absence of a tax relief. Just over 
half of hoteliers who have not availed of the tax incentive and just under half 
of those who have believe that a majority of project would not have 
proceeded without the tax incentive. The remainder in each category are 
nearly evenly divided between those who believe that projects would have 
proceeded over a longer timeframe and those who believe a minority would 
not have proceeded. Very few hoteliers in either category believe that all 
projects would have proceeded in the absence of the tax incentive. This 
suggests that there is some deadweight associated with the incentives but the 
results, combined with the trends in overall investment levels, suggests that 
the extent of the deadweight has been low. 

 



Section 3 Capital Allowances for Hotels and Holiday Camps 
 

 

 October 2005 Page 64 

Table 3.39: Views of the Hotel Sector on the Impact of the Property-based 
Tax Incentive Scheme – Views on the likelihood that Projects (i.e. Capital 

Expenditure on Hotel Developments) would have proceeded in the 
Absence of the Property-based Tax Incentive Scheme, Hotels With and 

Without Tax Incentive 

% of Survey Respondents 

View 

Hotels that 
availed of Tax 

Incentive 

Hotels that did not 
avail of Tax 

Incentive 

All projects would have proceeded 
within existing timeframe 

3.7% 4.5% 

Projects would have proceeded over a 
longer timeframe 

23.4% 20.9% 

A majority of projects would not have 
proceeded 

46.7% 53.7% 

A minority of projects would not have 
proceeded 

26.2% 20.9% 

Total 100.0% 100.0% 
Source: Indecon Confidential Survey of Hotels in Ireland. 

 

Figure 3.8 presents these results in chart form. 
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Figure 3.8: Views of the Hotel Sector on the Impact of the Property-based 
Tax Incentive Scheme – Views on the likelihood that Projects (i.e. Capital 

Expenditure on Hotel Developments) would have proceeded in the 
Absence of the Property-based Tax Incentive Scheme, Hotels With and 

Without Tax Incentive 
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Source: Indecon Confidential Survey of Hotels in Ireland. 

 

Table 3.40 presents the views of financial institutions, auctioneers and 
accountancy/tax professionals on the likelihood investments in hotels would 
have proceeded in the absence of the tax incentive. Between 40% and 60% of 
each category contend that a majority of projects would not have taken place, 
while few or none in each category believe that all projects would have 
proceeded.  
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Table 3.40: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Expenditure on Hotel Developments) would have proceeded in the 

Absence of the Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 
Financial 

Institutions 
Auctioneers Accountancy/ 

Tax Prof’ns 

All projects would have 
proceeded within existing 
timeframe 

0.0% 5.6% 0.0% 

Projects would have 
proceeded over a longer 
timeframe 

28.6% 21.4% 16.7% 

A majority of projects would 
not have proceeded 

42.9% 56.3% 50.0% 

A minority of projects would 
not have proceeded 

28.6% 16.7% 33.3% 

Total 100.0% 100.0% 100.0% 
Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

Figure 3.9 emphasises that the most prevalent opinion among those surveyed 
was that the majority of projects would not have gone ahead, had there been 
no tax incentive. 
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Figure 3.9: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Expenditure on Hotel Developments) would have proceeded in the 

Absence of the Property-based Tax Incentive Scheme 
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Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

3.7.2 Estimated Investment in the Sector 

3.7.2.1 Level of Certified Capital Expenditure 

Table 3.41 shows the value of Hotel Capital Allowance Certificates issued by 
Fáilte Ireland in 2004 and 2005. Certificates to the value of €226m have been 
issued in 2005, the vast majority for the construction of new hotels rather than 
for improvements to existing premises. Over €110m worth of certificates were 
issued in 2004, with just over half of that allocated to new developments.  
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Table 3.41: Value of Hotel Capital Allowance Certificates Issued under 
Section 268(12) TCA 1997 (€) 

Category 2004 2005 

New Hotel Developments 59,514,000 202,539,766 
Improvements to existing hotels 53,901,432 23,453,091 
Total 113,415,432 225,992,857 
Source: Fáilte Ireland 

 

Table 3.42 presents a regional breakdown of the value of the Hotel Capital 
Allowance Certificates.  Certificates granted to hotels located in Dublin 
accounted for nearly 50% of the total value of those issued since 2003. 
Certificates granted to hotels in the South West made up over 25% of the total 
value over the last three years and nearly half the value in 2005, whereas the 
Shannon and West Regional Tourist Authority Areas over the last five years 
accounted for only 2% and 1.5% respectively of the total value. 

Table 3.42: Value of Hotel Capital Allowance Certificates by Regional 
Tourist Authority Area (€) 

Region 2004 2005 

Dublin 71,816,432 43,340,000 
Midlands/East 14,185,000 10,990,000 
North-West 9,314,000 58,165,000 
Shannon 3,000,000 2,100,000 
South-East 11,200,000 0 
South West 0 105,147,857 
West 3,900,000 6,250,000 
Total 113,415,432 225,992,857 
Source: Fáilte Ireland 

 

Table 3.43 presents results from the Indecon Confidential Survey of Hotels in 
Ireland. The total cumulative value of eligible capital expenditure by hotel 
groups that responded was nearly €600m on hotels and nearly €45m on 
holiday cottages.  Nearly €3m was spent by hotels that did not utilise the 
available tax incentive. 
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Table 3.43: Total Cumulative Value of Eligible Capital Expenditure on 
Hotels and Holiday Camps incurred over the past 5 years 

Total Cumulative Value of Eligible 
Capital Expenditure 

Hotels              
(€’000s) 

Holiday Cottages    
(€’000s) 

Hotels that have availed of the tax 
incentive scheme over the past 5 years 

592,968 44,400 

Hotels that have not availed of the tax 
incentive scheme over the past 5 years 

2,950 0 

Source: Indecon Confidential Survey of Hotels in Ireland. 

 

3.7.2.2 Lending Advanced by Financial Institutions 

Table 3.44 presents the results of the Indecon confidential survey of Financial 
Institutions in Ireland. Total lending to hotel groups was just €223m in 2003 
and €386m in 2004. The financial institutions estimate total capital 
expenditure on hotels and holiday cottages (including promoter’s equity) to 
have been €288m in 2003 and €486m in 2004.  The estimated lending data for 
this and other sectors provided by financial institutions represented best 
estimates, however, caution must be exercised in interpreting these figures 
and in some cases detailed data on sectoral lending was not held in the form 
requested by responding financial institutions. 

 

Table 3.44: Indecon Confidential Survey of Financial Institutions in 
Ireland: Total Value of Annual New Lending Advanced and Estimated 

Total Capital Expenditure on Hotels and Holiday Camps including 
Promoter’s Equity, 2003-2004 

Detail 2003 (€’000) 2004 (€’000) 

Total value of annual new lending 
advanced 

223,505 386,500 

Total capital expenditure on Hotels and 
Holiday Camps including promoter’s 
equity 

288,291 485,950 

Source: Indecon Confidential Survey of Financial Institutions in Ireland. 
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3.7.3 Estimated Gross and Net Cost of Tax Incentive 

3.7.3.1 Capital Expenditure 

Indecon’s estimate of capital expenditure under the tax incentive scheme 
from 2001-2005 is based on our analysis of Fáilte Ireland’s data on certificates 
issued and on the results of our new survey evidence. The Fáilte Ireland 
figures were analysed by the projects’ year of completion gives us complete 
capital expenditure data for the years 2003 and 2004, and indicate a figure of 
€282m over the 2 years. Taking the 2003 figure as being equal to the average 
capital expenditure for the previous three years, we calculate the total capital 
expenditure for the period to be €664,351,000. However, if we take the 2004 
figure as representing the average expenditure in the previous three years, we 
arrive at a figure of €747,109,000. As there is some evidence to suggest that 
the capital expenditure in the years for which we do not have complete data 
was lower than in 2004, we adopt the lower of these figures and estimate total 
capital expenditure at €664,351,000.  This gives an average annual spend of 
€132,870,200.  

While there is likely to be variance in annual investment levels we believe this 
figure of €664m to be the best estimate of expenditure over the period.  This 
compares with an estimate of nearly €600m from the Indecon survey 
although some hoteliers who availed of the incentive may not be included in 
this figure.  While the results from financial institutions would suggest a 
higher level of capital investment we believe that some of this may relate to 
investments which will occur in future years and some may relate to 
expenditure outside of Ireland.  Indecon accepts that if one aggregated the 
results on the assumption that hotels not included in our survey responses 
had the same level of capital spend as those included, this would also suggest 
a higher level of spend.  However, based on a careful examination of Fáilte 
Ireland data and data from other sources we believe these are the best 
estimates feasible. 

It is, however, important to also take account of future investment for projects 
which have qualified under this scheme but for which the investment has not 
yet been completed. In order to calculate the future uptake of the tax 
incentive under this scheme we have estimated future planning permission 
approvals based on outstanding applications and historic approval rates13.  

                                                      

13 This data comes from the Indecon survey of county councils. 
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Given that applications for qualifying developments had to be received by 
the end of 2004, and that Indecon’s survey received responses from all county 
councils, this data gives all of the developments which can now qualify for 
the scheme. If we were to assume that 50% of these schemes will avail of the 
tax incentive, the total remaining investment under this scheme would total 
€1,302,404,000, based on average capital expenditure per hotel as per the 
Fáilte Ireland figures. If, however, only 25% of the projects were to proceed 
then the total expenditure would be half the figure stated above i.e. and 
estimated capital expenditure of the order of €651,202,000.  For the purposes 
of our analysis we assume a mid-point of €977m although the figure could be 
in excess of this level. 

Table 3.45: Estimate of Total Eligible Capital Expenditure on Hotels and 
Holiday Camps under the Tax Incentive Scheme 

Detail Value (€’000) 

Total Cumulative Capital Expenditure to date 664,351 

Forecast for Future Capital Expenditure 651,202 – 1,302,404 

Source :Indecon Calculations 

 

3.7.3.2 Impact of the Capital Expenditure 

The increased levels of investment arising from the existence of the scheme 
have had wider benefits for the economy. In order to take this into account in 
our model we include a ‘multiplier’ effect, which estimates the increase in 
economic activity due to the increased level of investment. For the period 
2001-2005, we have estimated that the level of investment outlined above will 
give rise to €833,761,000 of expenditures to the Irish economy. However, this 
figure must be adjusted for the opportunity cost of resources.  Given the fact 
that the Irish economy is operating at full employment, we believe it is 
appropriate to assume a high opportunity cost of 95%, suggesting an increase 
in economic benefit of the order of €41,688,000.  Indecon accepts that some 
investors in these and other schemes might have invested in overseas 
properties in the absence of these incentives but we do not believe this 
impacts on the overall estimate of opportunity costs. 
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3.7.3.3 Impact on Exchequer Revenues 

In order to calculate the impact on Exchequer revenues of the estimated 
Capital Expenditure, Indecon developed a model based on the workings of 
the tax incentive scheme. This integrates the fact that the tax allowance is 
calculated over 7 years with a 15% allowance in the first 6 years and a 10% 
allowance in the final year. Allowances which will be claimed after 2005 are 
subject to a net present value (NPV) calculation, in order to reflect the current 
value of the future deductions. Current corporate and income tax rates are 
applied and the investor profile is based on responses to the Indecon survey 
of hotels. We therefore calculate the gross cost of the tax allowances to the 
Exchequer, in terms of tax revenue foregone. With regards to the hotel 
scheme, we calculate this gross cost to be of the order of €195,762,000. Of this 
amount, €102,726,000 relates to tax foregone which will be claimed between 
2006 and 2011. 

In order to calculate a net cost of the tax incentive we estimate the gross 
figure for increased tax revenues resulting from the higher levels of economic 
activity due to the initial investment, as outlined above. We estimate the tax 
contribution of this extra expenditure to equal €300,988,000 or 25% of 
expenditures.  This is consistent with other estimates of the percentage tax 
contributions of expenditure and is used throughout this report although the 
actual amounts will differ.  For comparison purposes it is interesting to note 
that the effective tax multiplier implied in the Budget estimates for 2005 
amounted to 29.7% based on net effect on tax projections of budget changes. 
We believe that the impact of the investments funding under these schemes 
may have a slightly low tax impact than the measures in the Budget and that 
it is prudent to use a figure of the order of 25%. However, this figure must be 
adjusted to reflect the opportunity cost of tax revenues.  It is difficult to 
estimate what percentage of these tax revenues would accrue from alternative 
economic activity.  For modelling purposes, we assume only 25% of tax 
revenues represent net tax revenues, giving a tax contribution of €75,247,000. 
Deducting this figure from the gross cost to the Exchequer of the scheme, we 
calculate a net cost of €120,515,000.  If it was assumed that the opportunity 
cost was 95%, as we assume for the economic benefit, this would reduce the 
figure significantly.  
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It should be pointed out that the investor profile used for the above figures is 
based on averages taken from Indecon’s survey of hotels and holiday camps. 
Changing the assumptions on how to determine the investor profile can have 
an impact on the calculation of the gross tax cost figure. For example, were 
we to use the weighted average of investments to determine the investor 
profile, a larger proportion of investors would be taxed at the upper PAYE 
rate and the tax cost would go up. The figure for gross tax foregone in this 
case would be €205,919,000. We have decided, however, to use our earlier 
assumption of a simple arithmetic average of investors. 

Table 3.46: Estimates of Capital Expenditure and Tax Revenue Foregone 
under the Tax Incentive Scheme for Hotels 

Estimate €’000 

  
Capital Expenditure to Date 664,351 
Gross Tax Revenue Foregone 195,762 
Tax contribution adjusted for Indirect Tax 
Revenues 

75,247 

Net Tax Revenue Foregone 120,515 
Future Capital Expenditure 651,202 – 1,302,404 
  
Source: Indecon Confidential Surveys of Hotels and County Councils, Fáilte Ireland. 

 

The above figures must be further adjusted to take account of deadweight. 
This is due to the fact that in the absence of the tax incentive, some of the 
construction projects would have gone ahead anyway. Based on analysis of 
the trends in investment and our surveys of hotels, financial institutions and 
tax practices, we estimate deadweight under this tax incentive to be of the 
order of 6%.  This is a minimum figure and there is uncertainty regarding the 
extent of deadweight in this and other schemes.  We discuss below the 
implications of using a higher estimate of deadweight. The figure ‘Tax 
contribution adjusted for opportunity cost’ must be adjusted to take this into 
account. We therefore estimate a tax contribution of €70,732,000, reflecting 
deadweight of about €4,500,000 associated with this tax incentive. This means 
that the net tax foregone will be of the order of €125,030,000. 
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Indecon has also undertaken a sensitivity analysis on the assumptions 
underlying the above figures. In order to calculate the gross economic 
benefits of the capital expenditure we have assumed a multiplier of 1.255. If 
we increase this figure to 1.35 the net tax revenue foregone decreases to 
€114,820,000, a fall of around €6.3m. Additionally, we have assumed a 
deadweight figure of 6%. If we adjust this to 10% (holding the multiplier 
figure at 1.255) the net tax forgone figure increases to €128,040,000, an 
increase of around €3m. If we were to further increase the deadweight figure 
to 15% the net tax forgone figure would be of the order of €131,803,000. 

3.7.4 Scope for High-Income Individuals to Reduce Tax 
Liabilities 

Table 3.47 summarises the profile of claimants who have availed of the hotel 
property-based tax incentive. Nearly 35% of claimants responding to the 
Indecon survey were companies. Just over a third described themselves as 
‘passive investors’, while the remainder were individuals in business. 

 

Table 3.47: Profile of Claimants of the Capital Allowances in the case of 
Hotels which have Utilised the Tax Incentive Scheme 

Claimant % of Survey Respondents 

Individuals in business 29.2% 
Company 36.5% 
Passive Investors 34.4% 
Total 100.0% 
Source: Indecon Confidential Survey of Hotels in Ireland. 

 

Figure 3.10 presents these results in chart form.  The chart shows that the 
majority of investors were likely to claim tax at personal tax rates which 
increases the cost to the Exchequer.  The significance of passive investors is 
also noteworthy, as project financing was structured in a way to maximise the 
tax benefits. 
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Figure 3.10: Profile of Claimants of the Capital Allowances in the case of 
Hotels which have Utilised the Tax Incentive Scheme 
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Source: Indecon Confidential Survey of Hotels in Ireland. 
 
Table 3.48 summarises the views of accountancy/tax professionals on the 
profile of those using or likely to be using the hotel tax incentive. All 
respondents felt that investors would be likely to be earning over €100,000, 
while two-thirds believed that investors were likely to be earning in excess of 
€200,000 per year.  It should be noted that detailed individual data was not 
provided by accountancy/tax professionals and in many cases, such 
information is not collected.  The figures therefore represent indicative views 
based on their judgement and expertise. 
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Table 3.48: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors Utilising 

the Hotel Tax Incentive. 

Gross Annual Income Category of Investors % of Survey Respondents 

Majority of investors were likely to be earning 
in excess of €200,000 

66.7% 

Majority of investors were likely to be earning 
between €100,000 and €200,000 

33.3% 

Majority of investors were likely to be earning 
between €50,000 and €100,000 

0.0% 

Majority of investors were likely to be earning 
less than €50,000 

0.0% 

Total 100.0% 
Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 

Figure 3.11 presents these results in chart form.  This clearly shows that, as 
expected, the incentives have been used as a mechanism by high income 
earners to reduce their tax liabilities. 

Figure 3.11: Indecon Confidential Survey of Accountancy/Tax Professions 
in Ireland: Views of Accountancy/Tax Professionals - Estimates of Gross 

Annual Income Category accounting for the Majority of Investors Utilising 
the Hotel Tax Incentive. 
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Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 
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3.7.5 Overall Effectiveness in Achieving Policy Objective 

In considering the merits of extending the hotel incentives beyond the agreed 
period or not a number of issues are relevant.  Firstly, it is important to 
consider separately whether any extension is appropriate for projects which 
have been approved and this is dealt with in our recommendations. 

For projects which have missed approval deadlines arguments have been 
made that the incentives have been effective in increasing supply and we 
consider this issue below.  It has also been suggested that extending 
incentives to such projects could support regional tourism development or 
support quality upgrading or permit projects of particular ecological or 
aesthetic criteria.  There is also the issue of whether the existing and pipeline 
projects would be sufficient to meet the ambitious visitor targets set by the 
Tourism Policy Review Group. 

Indecon has fully taken account of all of these factors and accepts that 
extending incentives could have some of the impacts referred to above.  
However, the extent of oversupply in the sector is significant and this will be 
acerbated by the very large pipeline of projects which have already secured 
approval. 

In the absence of these incentives we would expect on-going investment in 
projects and in upgrading based on normal commercial criteria. If tourism 
demand increases, it will be in the interest of investors to expand supply 
where this is likely to provide a financial return.  Against this background it 
is useful to review in more detail the overall effectiveness of the incentives in 
achieving policy objectives. 

Table 3.49 presents the views of the hotel sector on the effectiveness of the tax 
incentive in increasing the quantity of tourist accommodation. 94.3% of hotel 
owners that had availed of the incentive and 80.6% of those who had not 
believed that the incentive had been effective in increasing the quantity of 
Irish tourism accommodation. 
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Table 3.49: Views of the Hotel Sector on the Effectiveness of Property-
based Tax Incentive Scheme in Increasing the Quantity of Irish Tourism 

Accommodation, Hotels With and Without Tax Incentive 

% of Respondents 

Level of Effectiveness 

Hotels that availed 
of Tax Incentive 

Hotels that did not 
avail of Tax 

Incentive 

Effective 94.3% 80.6% 
Neither effective nor ineffective 5.7% 12.9% 
Ineffective 0.0% 6.5% 
Total 100.0% 100.0% 
Source: Indecon Confidential Survey of Hotels in Ireland. 

 

Figure 3.12 summarises these views in chart form.  The significance of the 
incentives in expanding the hotel accommodation was also illustrated by 
Indecon’s analysis of the trends in investment levels in the sector. 

 

Figure 3.12: Views of the Hotel Sector on the Effectiveness of Property-
based Tax Incentive Scheme in Increasing the Quantity of Irish Tourism 

Accommodation, Hotels With and Without Tax Incentive 
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Source: Indecon Confidential Survey of Hotels in Ireland. 
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Table 3.50 presents the views of the hotel sector on the effectiveness of the 
tax-incentive in increasing the quality of Irish Tourism accommodation. A 
large proportion of hotel owners considered that the measure had been 
successful in this regard. This proportion was greater in the case of those who 
had availed of the tax incentive (86.4%) than those who had not (69.4%), 
however, a clear majority of all hoteliers judged the incentives as effective in 
improving the quality of the hotel stock. In comparing this table with Table 
3.49 it can be seen that, according to hotel owners, the tax incentive was 
successful in increasing both the quantity and quality of accommodation. 

Table 3.50: Views of the Hotel Sector on the Effectiveness of Property-
based Tax Incentive Scheme in Increasing the Quality of Irish Tourism 

Accommodation, Hotels With and Without Tax Incentive 

% of Respondents 

Level of Effectiveness 

Hotels that availed 
of Tax Incentive 

Hotels that did not 
avail of Tax 

Incentive 
Effective 86.4% 69.4% 
Neither effective nor ineffective 12.5% 21.0% 
Ineffective 1.1% 9.7% 
Total 100.0% 100.0% 
Source: Indecon Confidential Survey of Hotels in Ireland. 

 

Figure 3.13 presents these results in chart form. 
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Figure 3.13: Views of the Hotel Sector on the Effectiveness of Property-
based Tax Incentive Scheme in Increasing the Quality of Irish Tourism 

Accommodation, Hotels With and Without Tax Incentive 
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Source: Indecon Confidential Survey of Hotels in Ireland. 
 

Table 3.51 presents the views of Local Authorities on the Effectiveness of the 
Hotel Tax Incentive Scheme. The majority of local authorities also considered 
it to be effective. 

Table 3.51: Views of Local Authorities on the Effectiveness of the Hotel Tax 
Incentive Scheme 

Level of Effectiveness % of Local Authorities 

Effective 60.6% 
Neither effective nor ineffective 33.3% 
Ineffective 6.1% 
Total 100.0% 
Source: Indecon Confidential Survey of Local Authorities. 

 

Figure 3.14 presents these results in chart form. 
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Figure 3.14: Views of Local Authorities on the Effectiveness of the Hotel 
Tax Incentive Scheme 
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Source: Indecon Confidential Survey of Local Authorities. 

 

3.8 Summary of Main Findings 
In this section, we have reviewed the property-based tax incentive for hotels, 
and outlined its effect, both on the supply of hotel accommodation, as well as 
its impact on Exchequer returns. The key findings from our analysis are as 
follows: 

 There have been a number of significant changes in the hotel sector in 
recent years: 

- There has been a considerable increase in the supply of hotel 
rooms in Ireland since 1997. 

- Room and bed utilisation rates have fallen since 2000. 

- The average size of hotels has increased. 

- There has been an increase in average profits throughout the 
sector. 

 There has been a considerable increase in the number of planning 
applications for hotel developments since 2002.  A majority of hoteliers 
consider that the tax incentive has led to over-supply in the sector. 
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 It is generally felt by those operating within the sector that the tax 
incentive has increased both the quality and quantity of hotel 
accommodation available. However, less than a third of hotel operators 
felt that the property-based tax incentive had attracted additional 
overseas visitors to Ireland.  It is, however, clear that the incentives 
have helped this important sector to dramatically modernise the hotel 
infrastructure in Ireland. 

 Most of those experts consulted by Indecon felt that much of the recent 
investment in hotels would either not have taken place in the absence of 
the tax incentive or would have proceeded over a longer time-frame. 
However, according to hotel owners, the tax incentive, in addition to 
increasing investment, it has increased site prices, construction costs, 
financial return to promoters and property prices. 

 We have estimated the total capital expenditure undertaken to date, 
and have provided a forecast for future eligible capital expenditure. 
After taking account of the beneficial effects of extra investment as a 
result of the scheme, allowing for opportunity cost and deadweight, 
Indecon estimates the net cost of the tax incentive to the Irish Exchequer 
as €125 million in terms of tax revenue foregone. 

 The hotel tax incentive has been widely used by high income earners to 
reduce their tax liability. 

 Indecon’s survey of accountancy/tax professionals indicated that the 
tax incentive provided a means for high earners to reduce their tax 
liability. It was felt by most respondents that those availing of the tax 
incentive were likely to be earning in excess of €200,000 per year. 

 



Section 4 Capital Allowances for Registered Holiday Cottages 
 

 

 October 2005 Page 83 

4 Capital Allowances for Registered 
Holiday Cottages 

4.1 Introduction and Background 
In this section, we present our examination of the tax incentive for group-
registered holiday cottage properties, including our assessment of the extent 
to which the scheme has justified its introduction and the contribution that 
the relief has made and can make to the wider policy objectives of the sector.  
We also examine the extent to which high income individuals use the relief to 
reduce their tax liability.  As part of our research in addition to securing 
responses from 156 hotels we also received responses from 13 holiday cottage 
operators. 

4.2 Description of Tax Incentive 
Under certain transitional arrangements, capital allowances are available for 
expenditure incurred up to 31 December 2004 on holiday cottages registered 
with Fáilte Ireland. In order to be registered, a minimum of 9 units is required 
in each scheme, including one unit to serve as a booking office. 

Capital allowances are ring-fenced and are only available for set-off against 
either rental income generally or trading income (if any) which may be 
arising from the holiday cottage. In addition, the capital allowances cannot be 
used to create or augment a loss for set off against other income.  The capital 
allowances are granted at the rate of 10% of qualifying expenditure per 
annum over a 10 year period.  

Section 25 of the 2004 Finance Act provided for an extension of the 
transitional arrangements for the scheme of capital allowances for hotels, 
holiday camps and holiday cottages from 31 December 2004 to 31 July 2006, 
provided a full and valid planning application is received by a planning 
authority on or before 31 December 2004. The extension also applies, as with 
the capital allowances for hotels and holiday camps, in relation to exempted 
development where the same conditions are satisfied by 31 December 2004. 
Finally, the section provides that capital expenditure incurred on the 
construction or refurbishment of holiday cottages will be treated as having 
been incurred on or before 31 July 2006 to the extent that such expenditure is 
attributable to work on the building or structure which is actually carried out 
on or before that date. 
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4.3 Measure of Overall Level of Activity in Sector 

4.3.1 Supply of Self-Catering Accommodation 

Table 4.1 gives details on the number of group registered self-catering 
premises by county. The total number of premises in 2005, at 179 was slightly 
higher than the total in 2001, though is down on its peak of 190 in 2002. 

Table 4.1: Group Registered Self-Catering Premises by County, 2001-2005 

County 2001 2002 2003 2004 2005 

Carlow 0 2 2 2 2 
Cavan 2 2 2 2 2 
Clare 17 20 19 21 21 
Cork 37 40 38 35 34 
Donegal 6 7 8 8 8 
Dublin 5 6 6 6 6 
Galway 17 22 23 22 19 
Kerry  35 39 33 41 42 
Kildare 1 1 1 1 1 
Kilkenny 0 0 0 0 0 
Laois 0 0 0 0 0 
Leitrim 2 2 2 2 2 
Limerick 6 4 4 4 4 
Longford 0 0 0 0 0 
Louth 0 0 0 0 0 
Mayo 7 6 5 5 6 
Meath 0 0 0 0 0 
Monaghan 0 0 0 0 0 
Offaly 1 1 1 1 1 
Roscommon 0 0 0 0 0 
Sligo 1 1 0 0 0 
Tipperary 3 3 3 3 5 
Waterford 14 15 13 10 11 
Westmeath 1 3 3 3 3 
Wexford 9 11 10 8 7 
Wicklow 4 5 6 5 5 
      
Total 168 190 179 179 179 
Source: Gulliver Ireland 
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Table 4.214 gives a regional breakdown of the number of group registered self-
catering premises. The total in 2005 is somewhat greater than the total in 2001, 
though is down slightly on its peak of 189 in 2002. 

Table 4.2: Group Registered Self Catering Premises, by Region, 2001-2005 

Region 2001 2002 2003 2004 2005 

Dublin 3 6 6 6 6 
Midlands East 6 9 10 9 9 
South East 20 29 26 21 22 
South West 48 69 64 68 76 
Shannon 30 36 31 35 27 
Ireland West 23 28 28 27 25 
North West 9 12 12 12 12 
Total 139 189 177 178 177 
Source: Gulliver Ireland 

 

Table 4.3 gives data on the number of group-registered self-catering units in 
the years between 2001 and 2005. There has been a steady increase in the total 
number of units nationally over the last five years, though the extent of the 
increase has varied significantly in different counties. 

                                                      

14 The apparent inconsistency between the regional and county figures in the Gulliver Ireland data arises 
from the fact that some  counties are split in the configuration of tourism regions. In addition to this, 
some cottage schemes span several counties within the same region, so will be only counted once in 
the regional data but several times in the country data. This problem affects Table 4.1, Table 4.2, Table 
4.3, Table 4.4, Table 4.5 and Table 4.6. 
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Table 4.3: Group Registered Self-Catering Units by County, 2001-2005 

County 2001 2002 2003 2004 2005 

Carlow 0 28 28 40 52 
Cavan 58 58 58 58 58 
Clare 227 249 254 255 302 
Cork 578 540 569 615 576 
Donegal 89 97 157 157 150 
Dublin 54 55 55 53 59 
Galway 196 236 270 280 239 
Kerry  486 500 472 597 779 
Kildare 8 8 8 8 8 
Kilkenny 0 0 0 0 0 
Laois 0 0 0 0 0 
Leitrim 21 21 18 24 22 
Limerick 133 54 54 61 55 
Longford 0 0 0 0 0 
Louth 0 0 0 0 0 
Mayo 65 54 46 46 49 
Meath 0 0 0 0 0 
Monaghan 0 0 0 0 0 
Offaly 8 8 8 8 2 
Roscommon 0 0 0 0 0 
Sligo 17 17 0 0 0 
Tipperary 33 44 44 44 104 
Waterford 245 225 347 344 340 
Westmeath 14 47 47 47 34 
Wexford 111 111 105 93 79 
Wicklow 89 109 117 87 92 
      
Total 2,424 2,461 2,657 2,817 3,000 
Source: Gulliver Ireland 

 

Table 4.4 gives a regional breakdown of the nationwide steady increase in 
number of group registered self catering units. The most significant change 
has been in the South West where the number of units has more than doubled 
from 603 in 2001 to 1,355 in 2005. The number of units fell slightly in 
Shannon, the only region where this occurred. 
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Table 4.4: Group Registered Self Catering Units, by Region, 2001-2005 

Region 2001 2002 2003 2004 2005 

Dublin 33 55 55 53 59 
Midlands East 111 164 172 142 134 
South East 245 378 494 491 545 
South West 603 915 945 1,055 1,355 
Shannon 425 425 442 511 389 
Ireland West 253 290 316 326 288 
North West 132 193 233 239 230 
Total 1,802 2,240 2,657 2,817 3,000 
Source: Gulliver Ireland 

 

Table 4.5 details the number of group-registered self-catering rooms 
nationally between 2003 and 2005. There has been a small increase (+10%) 
over that time period. 
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Table 4.5: Group Registered Self-Catering Rooms by County, 2001-2005 

County 2003 2004 2005 
Carlow 98 140 182 
Cavan 165 165 165 
Clare 749 745 872 
Cork 1,456 1,501 1,408 
Donegal 434 377 363 
Dublin 113 117 128 
Galway 709 732 658 
Kerry  1,382 1,719 2,160 
Kildare 16 16 16 
Kilkenny 0 0 0 
Laois 0 0 0 
Leitrim 38 60 54 
Limerick 141 158 143 
Longford 0 0 0 
Louth 0 0 0 
Mayo 170 170 179 
Meath 0 0 0 
Monaghan 0 0 0 
Offaly 24 24 6 
Roscommon 0 0 0 
Sligo 0 0 0 
Tipperary 130 130 175 
Waterford 791 792 769 
Westmeath 117 117 84 
Wexford 279 249 223 
Wicklow 321 246 258 
    
Total 7,133 7,458 7,843 
Source: Gulliver Ireland 

 

Table 4.6 gives a regional breakdown of the number of group-registered self-
catering rooms in Ireland between 2001 and 2005. There has been a 
substantial nationwide increase, most significantly in the South West where 
the number of rooms in 2005 was nearly twice its level in 2001.  
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Table 4.6: Group Registered Self Catering Rooms, by Region, 2001-2005 

Region 2001 2002 2003 2004 2005 

Dublin 99 165 113 117 128 
Midlands East 333 492 453 378 358 
South East 735 1,134 1,210 1,222 1,261 
South West 1,809 2,745 2,597 2,795 3,568 
Shannon 1,275 1,275 1,243 1,439 1,109 
Ireland West 759 870 879 902 837 
North West 396 579 637 602 582 
Total 5,406 7,260 7,132 7,455 7,843 
Source: Gulliver Ireland 

 

4.3.2 Level of Incentive Utilisation 

Table 4.7 presents the results from the Indecon Survey of Holiday Cottages in 
Ireland. 46.2% of those who responded had utilised the tax incentive in the 
last five years.  

Table 4.7: Proportion of Holiday Cottages that have Utilised the Tax 
Incentive over the past 5 years 

Impact % of Survey Respondents 

Holiday cottages that have availed of the 
tax incentive scheme over the past 5 years 

46.2% 

Holiday cottages that have not availed of 
the tax incentive scheme over the past 5 
years 

53.8% 

Total 100.0% 
Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

Table 4.8 presents results from the Indecon Survey of Holiday Cottages. Two 
thirds of those responding who had availed of the tax incentive described 
themselves as ‘individuals in business’, while one third described themselves 
as ‘passive investors’.  None of the respondents indicated company investors 
using the scheme.  While this may reflect the low levels of profitability in 
many of the schemes, it means that the costs to the Exchequer are likely to be 
higher, as investors will be claiming relief from rental income at marginal 
personal tax rates. 



Section 4 Capital Allowances for Registered Holiday Cottages 
 

 

 October 2005 Page 90 

Table 4.8: Profile of Claimants of the Capital Allowances in the case of 
Holiday Cottages which have Utilised the Holiday Cottages Tax Incentive 

Scheme 

Claimant % of Respondents 

Individuals in business 66.7% 
Company 0.0% 
Passive Investors 33.3% 
Total 100.0% 
Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

These findings are also presented graphically in Figure 4.1. 

Figure 4.1: Profile of Claimants of the Capital Allowances in the case of 
Holiday Cottages which have Utilised the Holiday Cottages Tax Incentive 

Scheme 
 

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

80.0%

90.0%

100.0%

Individuals in business Company Passive Investors
 

 

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

4.3.3 Level of Construction Activity 

Table 4.9 details the number of planning applications for the construction of 
holiday cottages between 2000 to 2004. There was a significant increase in the 
number of application (with an associated increase in the number of 
approvals) in 2003 and 2004.  
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Table 4.9: Details of Planning Applications for Holiday Cottages - Total 
Number of Applications, 2000-2004 

Detail 2000 2001 2002 2003 2004 

Number of applications 
received 

54 58 54 77 143 

Number of applications 
approved 

32 31 28 45 56 

Number of applications 
awaiting decision 

6 4 5 2 61 

Source: Indecon Confidential Survey of Local Authorities. 

 

The increasing trends in applications over time can be clearly seen in Figure 
4.2. 

 

Figure 4.2: Details of Planning Applications for Holiday Cottages- Total 
Number of Applications, 2000-2004 
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Source: Indecon Confidential Survey of Local Authorities. 
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Table 4.10 presents the average number of years since the construction or last 
major refurbishment of the holiday cottages survey by Indecon. In the case of 
those that holiday cottage groups that had availed of the tax incentive, the 
number of years was 7. In the case of others, the number of years was 17. 

 

Table 4.10: Average Number of Years since Construction / Latest 
Refurbishment –Holiday Cottages With and Without Tax Incentive 

 Average Number of Years since 
Construction / Latest Refurbishment 

Holiday Cottages that have availed of the tax 
incentive scheme over the past 5 years 

7 

Holiday Cottages that have not availed of 
the tax incentive scheme over the past 5 
years 

17 

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

4.4 Case Study 
Before we examine the detailed impacts of the incentives, it is useful to 
consider a case study of a holiday cottage investment benefiting from the tax 
incentive.  This case study is focused on illustrating how the tax incentives 
work.   

The case study in this section assumes that the registered holiday cottage is 
purchased and operated as a holiday cottage for a 10 year period and 
subsequently resold as residential property/individual holiday home.  
Indecon believes that this is the likely outcome for many schemes as the tax 
incentives end.  This suggests the need to renew the clawback period in any 
future investments to avoid a significant withdrawal of these premises from 
the tourism supply. 
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4.4.1 Investor Perspective 

An investor is considering a €180,000 investment in residential 
accommodation.  The investor can choose either a property that qualifies as a 
holiday home or a residential property that does not qualify for this relief.    
Current annual rental revenue is estimated to be €10,000.  Management 
charges are assumed to be 40% for holiday homes and 10% for residential 
property15.   Finally, a risk free interest rate is used to discount the differential 
cash flows as the differential is assumed to be known with certainty.  These 
assumptions are summarised in Table 4.1116.   

Table 4.11:  Key Assumptions 

Item Assumed Level 
Investment ('000) 180 
Net Yield – Residential Property 5% 
Net Yield - Holiday Home 3.3% 
Tax Rate 42% 
Assumed Revenue Growth 4% 
Risk Free 10 Year Bond 3.3% 
Source: Indecon. 
 

Using these assumptions, it may be shown (Table 4.12) that the net loss 
associated with operating holiday homes is 10% of the construction cost.  
However, in this case study example the current capital allowances for 
Holiday Homes have a present value of 36%.   In this case study, the absence 
of capital allowances, investors would not choose a Holiday Home.  In the 
presence of capital allowances, investors should secure a cumulative present 
value return equal to 26% of the investment cost (€47,000).  However, this 
analysis assumes that the investor captures the entire benefit of the capital 
allowances.  In practice, it is equally possible that the developer captures this 
benefit and that holiday homes sell at a €47,000 premium or that some of this 
is secured in an increased premium by the original site owner. 

                                                      

15 These yields are based on an examination of estate agents’ web sites.   

16 Three simplifying assumptions have been made.  First, fixtures and fittings are ignored since they will 
apply in both cases.  Second, land costs are assumed to be immaterial.  Third, VAT is ignored.  Holiday 
schemes may involve a claim for VAT on construction costs and subsequent collections of VAT on 
revenues. 
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Table 4.12:  Investment in Holiday Homes 

Period 0 1 2 3 4 5 6 7 8 9 10 
Loss - Holiday Home  -3 -3 -3 -4 -4 -4 -4 -4 -4 -4 
Taxes  1 1 1 1 2 2 2 2 2 2 
After Tax Loss  -2 -2 -2 -2 -2 -2 -2 -2 -2 -3 

    
% 

Cost          
Present Value of CFE -104  -4%          
PV Capital Allowance 1096  38%          
PV of Project + CA 992  34%          
            
Source: Indecon. 

 

4.5 Impacts of Tax Incentive 

4.5.1 Impact on Site Prices 

Table 4.13 gives the views of the holiday cottage sector on the effect of the 
incentive on site prices. Approximately 85% of respondents felt that the 
scheme had resulted in higher site prices with little difference between the 
opinions of those who had availed of the tax incentive and those who had 
not. 

Table 4.13: Views of the Holiday Cottage Sector on the Impact of the 
Property-based Tax Incentive Scheme- Proportion of Respondents 

believing that the Scheme has Resulted in Higher Site Prices, Holiday 
Cottages With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Impact 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail 
of Tax Incentive 

Resulted in higher site prices 83.3% 85.7% 

   

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 
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4.5.2 Impact on Construction Costs 

Table 4.14 gives the views of the holiday cottage sector on the effect of the tax 
incentive on construction costs. One half of operators who had availed of the 
tax incentive and 57% of those who had not done so considered that the 
scheme had led to an increase in construction costs. 

Table 4.14: Views of the Holiday Cottage Sector on the Impact of the 
Property-based Tax Incentive Scheme- Proportion of Respondents 

believing that the Scheme has Resulted in Increased Construction Costs,  
Holiday Cottages With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Impact 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail 
of Tax Incentive 

Resulted in increased construction costs 50.0% 57.1% 

   

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

4.5.3 Impact on Level of Investment in Projects 

Table 4.15 presents the views of the holiday cottage sector on the effect of the 
tax incentive on investment. Every respondent felt that the scheme had led to 
an increase in investment in holiday cottages.  Given the potential 
significance of the capital allowances in increasing investor returns as 
illustrated in our case study, this is not surprising. 
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Table 4.15: Views of the Holiday Cottage Sector on the Impact of the 
Property-based Tax Incentive Scheme- Proportion of Respondents 
believing that the Scheme has Resulted in Increased Investment in 

Projects, Holiday Cottages With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Impact 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail 
of Tax Incentive 

Resulted in increased investment in 
projects 

100.0% 100.0% 

   

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

4.5.4 Impact on Financial Returns to Promoters 

Table 4.16 presents the views of the holiday cottage sector on the impact of 
the tax incentive on financial returns to promoters. Nearly 60% of 
respondents believed that it has resulted in an increase in returns with no 
significant difference between the views of those who had availed of the tax 
incentive and those who had not. 

Table 4.16: Views of the Holiday Cottage Sector on the Impact of the 
Property-based Tax Incentive Scheme- Proportion of Respondents 

believing that the Scheme has Resulted in Increased Financial Return to 
Promoters, Holiday Cottages With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Impact 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail 
of Tax Incentive 

Resulted in increased financial return to 
promoters 

60.0% 57.1% 

   

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 
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4.5.5 Impact on Property Prices 

Table 4.17 gives details on the views of the holiday cottage sector with regard 
to the effect of the tax incentive on property prices. Two thirds of respondents 
who had availed of the tax incentive and over 85% of those who had not felt 
that the scheme had resulted in an increase in property prices. 

Table 4.17: Views of the Holiday Cottage Sector on the Impact of the 
Property-based Tax Incentive Scheme- Proportion of Respondents 

believing that the Scheme has Resulted in Property Prices Compared to 
Non Tax-Incentive Properties, Holiday Cottages With and Without Tax 

Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Impact 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail 
of Tax Incentive 

Resulted in higher property prices 
compared to non tax-incentive properties 

66.7% 85.7% 

   

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

4.6 Evaluation of the Tax Incentive 

4.6.1 Displacement, Deadweight and Opportunity Cost 

Table 4.18 presents the views of the Holiday Cottage sector on the likelihood 
of projects proceeding in the absence of the tax incentive. A very substantial 
majority of operators felt that the majority of projects would not have 
proceeded had the tax incentive not been in existence. The majority is more 
significant in the case of operators who had not availed of the tax incentive.  
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Table 4.18: Views of the Holiday Cottage Sector on the Impact of the 
Property-based Tax Incentive Scheme – Views on the likelihood that 

Projects (i.e. Capital Investment in Holiday Cottage developments) would 
have proceeded in the Absence of the Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail of 

Tax Incentive 

All projects would have proceeded 
within existing timeframe 

0.0% 0.0% 

Projects would have proceeded over a 
longer timeframe 

14.3% 12.5% 

A majority of projects would not have 
proceeded 

85.7% 75.0% 

A minority of projects would not have 
proceeded 

0.0% 12.5% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

The extent of the agreement on this issue among holiday cottage operators 
can be seen in Figure 4.3. 
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Figure 4.3: Views of the Holiday Cottage Sector on the Impact of the 
Property-based Tax Incentive Scheme – Views on the likelihood that 

Projects (i.e. Capital Investment in Holiday Cottage developments) would 
have proceeded in the Absence of the Property-based Tax Incentive Scheme 
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Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

Table 4.19 presents the views of financial institutions, auctioneers and 
accountancy/tax professionals on the likelihood of capital investment in 
holiday cottage developments being undertaken in the absence of the tax 
incentive. All of the responding accountants/tax professionals and a 
significant majority of the financial institutions and the auctioneers felt that a 
majority of projects would not have proceeded had the tax incentive not been 
in existence.  
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Table 4.19: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Investment in Holiday Cottage developments)  would have proceeded in 

the Absence of the Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 
Financial 

Institutions 
Auctioneers Accountancy/ 

Tax Prof’ns 

All projects would have 
proceeded within existing 
timeframe 

0.0% 7.2% 0.0% 

Projects would have 
proceeded over a longer 
timeframe 

20.0% 12.0% 0.0% 

A majority of projects would 
not have proceeded 

60.0% 69.2% 100.0% 

A minority of projects would 
not have proceeded 

20.0% 11.5% 0.0% 

Total 100.0% 100.0% 100.0% 
Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

Figure 4.4 also shows the common belief that the majority of projects would 
not have proceeded in the absence of the tax incentive.  
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Figure 4.4: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Investment in Holiday Cottage developments) would have proceeded in 

the Absence of the Property-based Tax Incentive Scheme 
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Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

4.6.2 Estimated Investment in the Sector 

4.6.2.1 Capital Expenditure 

Table 4.20 presents details on the total cumulative value of eligible capital 
expenditure (€4.75 million) by holiday cottage groups and hotel groups that 
have availed of the tax incentive scheme over the last 5 years.  This suggests a 
capital spend of €49m by respondents to our surveys, but this does not 
include all the projects.  The results suggest that a significant number of hotel 
groups have been involved with holiday cottage schemes, some on hotel 
grounds and others independently. 
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Table 4.20: Total Cumulative Value of Eligible Capital Expenditure 
incurred over the past 5 years, Holiday Cottages With Tax Incentive 

 
Total Cumulative Value of Eligible 

Capital Expenditure (€‘000s) 

Holiday Cottages that have availed of the 
tax incentive scheme over the past 5 years 

4,750 

 

Hotel Groups that Have Availed of the 
Holiday Cottage Tax Incentive Scheme 

44,400 

 

Source: Indecon Confidential Survey of Holiday Cottages and Hotels in Ireland. 

 

4.6.2.2 Lending Advanced by Financial Institutions 

Table 4.21 presents a result from Indecon’s survey of Financial Institutions in 
Ireland. Lending advanced by respondents for the construction or 
refurbishment of holiday cottages amounted to €76.2m in 2003 and €86.6m in 
2004. The total capital expenditure on projects including promoter’s equity 
was estimated by the responding financial institutions at just over €101m in 
2003 and just over €107m in 2004. 

 

Table 4.21: Indecon Confidential Survey of Financial Institutions in 
Ireland: Total Value of Annual New Lending Advanced and Estimated 
Total Capital Expenditure on Holiday Cottages including Promoter’s 

Equity, 2003-2004 

Detail 2003 (€’000) 2004 (€’000) 

   

Total value of annual new lending 
advanced 

76,200 86,600 

Total capital expenditure on projects 
including promoter’s equity 

101,600 107,100 

   

Source: Indecon Confidential Survey of Financial Institutions in Ireland. 
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4.6.3 Estimated Gross and Net Cost of Tax Incentive 

4.6.3.1 Capital Expenditure 

Indecon has based it estimate of total capital expenditure under the registered 
holiday cottages scheme on responses to our survey and on our estimate of 
total number of schemes in operation17. Based on average spend per 
development and the total number of registered schemes in the country18, we 
estimate a total capital expenditure of €103,000,000 for the period 2001-2005. 
This gives an annual average expenditure of €20,600,000. 

While there is some uncertainty regarding total investment levels we believe 
this figure of €103m to be the best estimate of expenditure over the period.  
This compares with an estimate of €49m spent by respondents to the Indecon 
survey.  While the results from financial institutions would suggest a higher 
level of capital investment, we believe that some of this investment may occur 
in future years.  

It is important to also take account of future investment for projects which 
have qualified under this scheme but for which the investment has not yet 
been completed.  In order to calculate future uptake of the tax incentive under 
this scheme, we have estimated future planning permission approvals based 
on outstanding applications and historic approval rates19. Given that 
applications for qualifying developments had to be received by the end of 
2004, we can be confident that this data gives all of the developments which 
can now qualify for the scheme. If we were to assume that 50% of these 
schemes will avail of the tax incentive, the total remaining investment under 
this scheme could total €28,870,000, based on average expenditure per scheme 
from our survey. However, our survey a somewhat higher potential uptake 
on the tax incentive scheme, so we estimate that future investment will be of 
the order of €38,494,000.  If all of the projects which have lodged planning 
applications before the deadline were to secure the incentive, the future 
capital spend would be of the order of €58m. 

 

                                                      

17 Indecon confidential survey of holiday cottages 

18 Fáilte Ireland 

19 All of this data comes from the Indecon survey of county councils 
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Table 4.22: Estimate of Total Eligible Capital Expenditure on Holiday 
Cottages under the Tax Incentive Scheme 

Detail Value (€) 

  

Total Cumulative Expenditure to date 103,000,000 

Total Eligible Capital Expenditure Per annum 20,600,000 

Estimate of Future Expenditure 38,494,000 

  

Source :Indecon calculations 

 

4.6.3.2 Impact of the Capital Expenditure 

The increased levels of investment arising from the existence of the scheme 
will give rise to increased economic activity, such as increased employment 
and service requirements in the holiday cottage sector. In order to take this 
into account in our model we include a ‘multiplier’ effect, which estimates the 
increase in economic activity due to the increased level of investment. For the 
period 2001-2005, we have estimated that the level of investment outlined 
above will give rise to expenditure of the order of €129,265,000. However, this 
figure must be adjusted for the opportunity cost of the investment, reflecting 
the fact that had this money not been invested in the holiday cottage sector it 
could have been invested in other sectors of the economy. We assume an 
opportunity cost of 95%, which gives us an economic benefit of €6,463,000. 

4.6.3.3 Impact on Exchequer Revenues 

In order to calculate the gross and net impacts of the tax allowances schemes 
on Exchequer revenues, Indecon has developed a model based on the method 
of calculating allowances of each scheme. In the case of holiday cottages, this 
is based on the method of deducting the capital allowance over 10 years, in 
equal amounts. The tax revenue forgone is then calculated using current 
corporate and income tax rates, while the investor profile is based on 
information from the Indecon survey of holiday cottage operators. The tax 
foregone relating to years after 2005 is subject to a net present value (NPV) 
calculation, which reflects the current value of the future tax foregone. 
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Using this method, we have estimated a gross cost to the Exchequer of 
€37,863,000. However, this figure must be adjusted to reflect the fact that the 
increased level of investment will lead to increased economic activity, as 
outlined above, giving rise to Exchequer tax revenues. Indecon has estimated 
that gross tax revenues arising from the economic activity will be of the order 
of €46,665,000. Adjusting this figure to reflect the opportunity cost of the 
investment (i.e. the fact that the money could have been invested in other 
sectors of the economy), we calculate a net tax contribution of €11,666,000. In 
other words, we assume that 75% of Exchequer revenues from indirect taxes 
such as VAT and other taxes would have occurred in any case. Deducting this 
figure from the gross cost to the Exchequer, we calculate a net cost of 
€26,197,000. 

Table 4.23 presents a summary of Indecon’s estimates for this scheme. 

Table 4.23: Estimates of Capital Expenditure and Tax Revenue Foregone 
under the Tax Incentive Scheme for Holiday Cottages 

Estimate €’000 

  

Capital Expenditure to Date 103,000 

Gross Tax Revenue Foregone 37,863 

Tax contribution adjusted for Indirect Tax 
Revenues 

11,666 

Net Tax Revenue Foregone 26,197 

Future Capital Expenditure 38,494 

  

Source: Indecon Confidential Surveys of Holiday Cottage Schemes and County Councils, Fáilte Ireland. 

 

The above figures must be adjusted to account of the deadweight. This is due 
to the fact that in the absence of the tax incentive, some of the holiday cottage 
schemes would have gone ahead anyway. Based on Indecon’s surveys of 
holiday cottage schemes, auctioneers, financial institutions and the 
accounting profession, we believe that deadweight is low for this incentive 
and estimate this deadweight to be of the order of 5%. The figure ‘Tax 
contribution adjusted for Indirect Tax Revenues’ must be adjusted to take this 
into account. We therefore get a net tax contribution of €11,083,000, reflecting 
deadweight of about €583,000. This means that the net tax foregone due to the 
tax incentive scheme is actually of the order of €26,781,000. 
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Indecon has also undertaken a sensitivity analysis on the assumptions 
underlying the above figures. In order to calculate the gross economic 
benefits of the capital expenditure we have assumed a multiplier of 1.255. If 
we increase this figure to 1.35 the net tax revenue foregone decreases to 
€25,314,000, a fall of around €0.88m, and adjusting this figure for deadweight 
gives us a net figure of €25,942,000, representing a decrease of around €0.84m 
on the base case scenario. If we decrease the multiplier to 1.1, the net tax 
revenue foregone increases to €27,638,000, an increase of around €1.44m, and 
adjusting this figure for deadweight gives us a net figure of €28,149,000, 
representing an increase of around €1.37m on the base case scenario.  
Additionally, we have also assumed a deadweight figure of 5%. If we adjust 
this to 10%, holding the multiplier figure at 1.255, the net tax forgone figure 
increases to €27,364,000, an increase of around €1.75m. 

4.6.4 Scope for High-Income Individuals to Reduce Tax 
Liabilities 

Table 4.24 presents the opinions of the accountancy/tax professionals with 
regard to the profile of those likely to avail of the holiday cottages tax 
incentive scheme. Two-thirds believed that those investing would be likely to 
be earning over €100,000 a year. 

Table 4.24: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors Utilising 

The Holiday Cottages Tax Incentive Scheme 

Gross Annual Income Category of Investors % of Survey Respondents 

Majority of investors were likely to be earning 
in excess of €200,000 

16.7% 

Majority of investors were likely to be earning 
between €100,000 and €200,000 

50.0% 

Majority of investors were likely to be earning 
between €50,000 and €100,000 

33.3% 

Majority of investors were likely to be earning 
less than €50,000 

0.0% 

Total 100.0% 
Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 
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Figure 4.5 presents the opinions of the accountancy/tax professionals in chart 
form.  Our research of the sector indicated that nearly all of the allowances 
were claimed by individuals. 

 

Figure 4.5: Indecon Confidential Survey of Accountancy/Tax Professions in 
Ireland: Average Estimates of which Gross Annual Income Category 

accounted for the Majority of Investors Utilising the Holiday Cottages Tax 
Incentive Scheme 
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Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 

4.6.5 Overall Effectiveness in Achieving Policy Objective 

Table 4.25 presents the views of the holiday cottage sector on the impact of 
the tax incentive on Irish tourism. Two thirds of operators who have availed 
of the tax incentive and one third of those who did not considered it to have 
improved visitor accommodation. Very few respondents considered it to 
have attracted additional visitors to Ireland. 
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Table 4.25: Views of the Holiday Cottage Sector on the Impacts of the 
Property-based Tax Incentive Scheme, Holiday Cottages With and Without 

Tax Incentive 

% of Survey Respondents 

Impact 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail 
of Tax Incentive 

Has attracted additional overseas visitors 
to Ireland 16.7% 0.0% 
Has improved accommodation and 
facilities for overseas visitors who come 
to Ireland 66.7% 33.3% 
Has improved accommodation and 
facilities for domestic holidaymakers 66.7% 33.3% 
Has had no impact 16.7% 50.0% 
Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

This pattern can also be seen in Figure 4.6. 

Figure 4.6: Views of the Holiday Cottage Sector on the Impacts of the 
Property-based Tax Incentive Scheme, Holiday Cottages With and Without 

Tax Incentive 
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Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 
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Table 4.26 presents the views of the Holiday Cottage sector on the impact of 
the tax incentive on the supply of holiday cottages. Half of those operators 
who have availed of the tax incentive and over 70% of those who have not 
believed that the incentive has led to an oversupply of visitor 
accommodation. During our consultation programme a number of individual 
operators indicated their concerns regarding the issue of over-supply and the 
extent of utilisation levels within this sector. 

Table 4.26: Views of the Holiday Cottage Sector on the Impacts of the 
Property-based Tax Incentive Scheme on the Supply of Holiday 

Accommodation, Holiday Cottages With and Without Tax Incentive 

% of Survey Respondents 

Impact 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail 
of Tax Incentive 

Has assisted in meeting a shortage of 
visitor accommodation 

50.0% 14.3% 

Has contributed to an over-supply of 
visitor accommodation 

50.0% 71.4% 

Other  0.0% 14.3% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

These views are also presented graphically in Figure 4.7. 
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Figure 4.7: Views of the Holiday Cottage Sector on the Impacts of the 
Property-based Tax Incentive Scheme on the Supply of Holiday 

Accommodation, Holiday Cottages With and Without Tax Incentive 
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Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

Table 4.27 presents the views of the holiday cottage sector on the effectiveness 
of the tax incentive scheme in increasing the quantity of Irish tourism 
accommodation. A substantial proportion (83.3%) of those who availed of the 
tax incentive considered it to have been successful in this regard.  
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Table 4.27: Views of the Holiday Cottage Sector on the Effectiveness of 
Property-based Tax Incentive Scheme in Increasing the Quantity of Irish 

Tourism Accommodation, Holiday Cottages With and Without Tax 
Incentive 

% of Respondents 

Level of Effectiveness 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail 
of Tax Incentive 

Effective 83.3% 42.9% 

Neither effective nor ineffective 16.7% 14.3% 

Ineffective 0.0% 42.9% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

The survey findings are presented in chart form in Figure 4.8. 

 

Figure 4.8: Views of the Holiday Cottage Sector on the Effectiveness of 
Property-based Tax Incentive Scheme in Increasing the Quantity of Irish 

Tourism Accommodation, Holiday Cottages With and Without Tax 
Incentive 
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Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 
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Table 4.28 presents the views of the Holiday Cottage Sector on the 
effectiveness of the tax incentive scheme in improving the quality of Irish 
visitor accommodation. A significant majority of those who had availed of the 
tax incentive considered it to have been effective in this regard.  

Table 4.28: Views of the Holiday Cottage Sector on the Effectiveness of 
Property-based Tax Incentive Scheme in Improving the Quality of Irish 

Tourism Accommodation, Holiday Cottages With and Without Tax 
Incentive 

% of Respondents 

Level of Effectiveness 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail 
of Tax Incentive 

   

Effective 83.3% 42.9% 

Neither effective nor ineffective 16.7% 14.3% 

Ineffective 0.0% 42.9% 

Total 100.0% 100.0% 

   

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

Figure 4.9 contains an alternative presentation of the views of the Holiday 
Cottage Sector on the effectiveness of the tax incentive scheme in improving 
the quality of Irish visitor accommodation. 
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Figure 4.9: Views of the Holiday Cottage Sector on the Effectiveness of 
Property-based Tax Incentive Scheme in Improving the Quality of Irish 

Tourism Accommodation, Holiday Cottages With and Without Tax 
Incentive 
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Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

Table 4.29 presents the views of the views of the holiday cottage sector on the 
many impacts of the tax incentive on the Irish economy. Those who had 
availed of the tax incentive were positive about its effects, with all 
considering it to have improved the quality of visitor accommodation, most 
considering it to have increased economic activity and slightly over half 
consider it to have resulted in the creation of jobs. Those who had not availed 
of the incentive were less positive with only half of respondents considering it 
to have had positive effects on the Irish economy 
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Table 4.29: Views of the Holiday Cottage Sector on Other Impacts of the 
Property-based Tax Incentive Scheme, Holiday Cottages With and Without 

Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Impact 

Holiday Cottages 
that availed of Tax 

Incentive 

Holiday Cottages 
that did not avail 
of Tax Incentive 

Resulted in increased economic activity 83.3% 50.0% 
Resulted in additional direct jobs in 
tourism 

50.0% 50.0% 

Resulted in additional indirect jobs 66.7% 50.0% 
Contributed to expansion of the tourism 
season 

66.7% 33.3% 

Improved the quality of visitor 
accommodation 

100.0% 50.0% 

Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 

 

Again, a chart of these results is also provided, in Figure 4.10. 

Figure 4.10: Views of the Holiday Cottage Sector on Other Impacts of the 
Property-based Tax Incentive Scheme, Holiday Cottages With and Without 

Tax Incentive 
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Source: Indecon Confidential Survey of Holiday Cottages in Ireland. 
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Table 4.30 presents the views of the Local Authorities on the effectiveness of 
the tax incentive scheme. 60% consider it to have been effective.  

Table 4.30: Views of Local Authorities on the Effectiveness of Holiday 
Cottages Tax Incentive Scheme 

Level of Effectiveness % of Local Authorities 

Effective 60.6% 
Neither effective nor ineffective 33.3% 
Ineffective 6.1% 
Total 100.0% 
Source: Indecon Confidential Survey of Local Authorities. 

 

This is again illustrated in Figure 4.11. 

 

Figure 4.11: Views of Local Authorities on the Effectiveness of Holiday 
Cottages Tax Incentive Scheme 
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Source: Indecon Confidential Survey of Local Authorities. 
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4.7 Summary of Main Findings 
In this section, we have reviewed the property-based tax incentive for holiday 
cottages, and outlined its impact both on the supply of self-catering visitor 
accommodation as well as its impact on Exchequer returns. The key findings 
from our analysis are as follows: 

 Just under half of those groups responding to Indecon’s survey had 
availed of the incentive. There has been a significant increase in the 
supply of self-catering accommodation since 2000. According to those 
operating in the sector, the tax incentive has had the effect of increasing 
investment in projects. It was generally felt both by holiday cottage 
operators and by those experts consulted by Indecon that, in the 
absence of the tax incentive, the majority of recent developments would 
not have proceeded. 

 In addition to increasing investment, it is likely that the incentive had 
led to increased site prices, greater financial returns to promoters and 
higher property prices. 

 There was considerable sentiment among those operating it the sector 
that the tax incentive had led to over-supply. This position is likely to 
be intensified if pipeline projects proceed. 

 The tax incentive scheme has been effective in increasing both the 
quantity and quality of visitor accommodation, however, few 
respondents to Indecon’s surveys considered that the property-based 
tax incentive had had the effect of attracting additional overseas visitors 
to Ireland. 

 We have estimated the total capital expenditure undertaken to date and 
have provided a forecast of future eligible capital expenditure. After 
taking account of the beneficial effect of extra investment as a result of 
the scheme, allowing for opportunity cost and deadweight, Indecon 
estimates the net cost of the tax incentive to the Irish Exchequer as 
nearly €27 million in terms of tax revenue foregone. 

 There is some evidence to support the contention that the scheme 
provides a means for high earners to reduce their tax liability. Most 
respondents to Indecon’s survey of accountancy/tax professionals felt 
that those availing of the tax incentive were likely to be earning in 
excess of €100,000. 
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5 Capital Allowances for Private Hospitals 

5.1 Introduction and Background 
In this section, we present our examination of the tax incentive for private 
hospital properties, including our assessment of the extent to which the 
scheme has justified its introduction and the contribution that the relief has 
made and can make to the wider policy objectives of the sector.  We also 
examine the extent to which high income individuals use the relief to reduce 
their tax liability.   

5.2 Description of Tax Incentive 
A scheme of capital allowances is available for expenditure incurred on or 
after 15 May 2002 on the construction or refurbishment of buildings used as 
private hospitals. The hospital must have the capacity to afford medical or 
surgical services all year round; provide a minimum of 70 in-patient beds, 
out-patient services, operating theatres and on-site diagnostic and therapeutic 
services and have facilities to provide at least 5 specialist services, ranging 
from accident & emergency to oncology and cardiology, etc. Section 24 of the 
Finance Act 2003 extended this relief, with effect from 28 March 2003, to 
private hospitals providing acute services on a day-case basis with 
accommodation for such services of not less than 40 beds.   

Annual allowances in respect of qualifying expenditure are available at the 
rate of 15 per cent for the first 6 years with the balance of 10 per cent being 
written off in year 7. There is no termination date currently for this relief, and 
in our recommendations, we consider the merits of the continuation of this 
relief. 

While the hospital provides services to those patients with private health 
insurance, 20% of the bed capacity must be available for public patients, and 
the hospital must provide a discount of at least 10% to the State in respect of 
the fees to be charged in respect of the treatment of public patients.  Rooms 
used exclusively for the assessment or treatment of patients qualify for the 
capital allowances but consultants’ rooms or offices are excluded. Fulfilment 
of the conditions necessary for qualification for the allowances has to be 
certified annually by the appropriate health board. 
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A company, a property developer (where the property developer or a 
connected person incurred the capital expenditure), an individual involved in 
the operation or management of the hospital and the trustees of a trust do not 
qualify for the capital allowances whether the relevant interest in the capital 
expenditure is held by any such person in a sole capacity or jointly or in 
partnership with another person or persons. 

5.3 Measure of Overall Level of Activity in Sector 

5.3.1 Level of Construction Activity 

Table 5.1 present the results regarding planning applications for private 
hospitals from Indecon’s survey of Local Authorities. There was an average 
of 13 applications per year between 2000 and 2004 with an average of nearly 
11 approvals per year. However, Indecon’s analysis suggests that most of 
these projects have not proceeded and we are aware of two projects which are 
underway or completed. 

Table 5.1: Details of Planning Applications - Total Number of Applications 
for Private Hospitals, 2000-2004 

Detail 2000 2001 2002 2003 2004 

Number of applications 
received 

12 9 9 16 19 

Number of applications 
approved 

10 6 9 13 15 

Number of applications 
awaiting decision 

1 2 0 0 2 

Source: Indecon Confidential Survey of Local Authorities. 

 

The number of applications, and approvals, has risen considerably since 2001 
as illustrated in Figure 5.1. 
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Figure 5.1: Details of Planning Applications for Private Hospitals- Total 
Number of Applications for Private Hospitals, 2000-2004 
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Source: Indecon Confidential Survey of Local Authorities. 

5.4 Case Study 
It is useful to consider a case study of a private hospital investment benefiting 
from the tax incentive.  This case study is focused on illustrating how the tax 
incentives work.  Unlike many other classes of incentive, no non-confidential 
data was available concerning the operating performance of private hospitals 
due to the very small number of relevant projects completed or underway.  In 
the absence of such data, a generalized valuation model is developed that 
may be applied to the private hospital sector.  In addition, US data on medical 
Real Estate Investment Trusts (REITs) is used to arrive at an estimate of the 
incentives that may be necessary. 

5.4.1 Investor Perspective 

From an investor perspective, the valuation model is identical to the 
valuation model that was used for the hotels case study.  Using data from US 
medical REITs, the average EBITDA/Value ratio is 7.2% while the average 
Revenue/EBITDA ratio is 11.23%.  Therefore, 7.2% represents a first 
approximation of the yield from medical real-estate investments.   
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The current provisions require that a 10% discount must be offered to 20% of 
patients.  Two methods (Low and High) were used to estimate the impact of 
these provisions: 

 The Low method adjusts the EBITDA/Revenue multiple for a 10% 
discount to 20% of patients.  This has the effect of decreasing the 
EBITDA/Value multiple from 7.2% to 6.98%.   

 The High method uses financial statement data from HCA, a for-
profit US hospital organisation, to compute the EBITDA impact of a 
10% discount to 20% of customers.  This resulted in a reduction in the 
EBITDA/Value ratio from 7.2% to 6.25%.     

We assume for this case study an investment of €100 million in a new 
hospital.  We also assume the investor intends to dispose of the hospital after 
10 years and the cost of equity is 24% (See Annex 1 for computations).  The 
investor finances 75% of the cost using a 25 year mortgage at 200 points above 
the Euro par yield for 10 year bonds.  The investor is subject to income taxes 
at 42% and capital gains taxes at 20%.  The EBITDA/Cost yield on the 
investment is 6.98% and EBITDA is expected to grow at 6% per annum 
(reflecting medical cost inflation that exceeds general inflation rates).  The 
value of the asset is expected to grow at a rate of 3% reflecting projected price 
changes for the economy more generally.  These assumptions are summarised 
in Table 5.2.     

Table 5.2:  Key Assumptions 

Item Assumed Level 
Investment ('000) 100,000 
Investment Term (years) 10 
Cost of Equity 24% 
Borrowing/Investment 75% 
Cost of Debt 5% 
Term of Loan (years) 25 
Tax Rate 42% 
Assumed Yield 7% 
Assumed Asset Growth  3% 
Assumed Revenue Growth 6% 
Capital Gains Tax (CGT) 20% 
Source: Indecon. 
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Applying these assumptions, three Incentive Ratios are computed.  Firstly, an 
Incentive Ratio is computed using an EBITDA/Value multiple of 6.98% (the 
‘low’ method.  This results in an Incentive Ratio of -10%.  Second, the results 
are re-estimated to include an investment in land of €10 million.  This results 
in a decrease in the Incentive Ratio to -11% and increase the cost of the 
investment to €110 million.  Finally, the cost of land is combined with the 
‘high’ method of computing the discount to public patients.  This lowers the 
Incentive Ratio to -13%.    These results are reported in Table 5.3.   

Table 5.3:  Analysis of Hospital Investment (€ millions) 

Period 0 1 2 3 4 5 6 7 8 9 10 
Asset Cost -100                     
Sale of Asset (net of 
CGT)           143 
EBITDA  7 8 8 9 9 10 10 11 12 13 
Interest Expense  -4 -4 -4 -4 -4 -4 -3 -3 -3 -3 
Taxes  -1 -2 -2 -2 -2 -3 -3 -3 -4 -4 
Net Cash Flow  2 2 3 3 3 4 4 5 5 149 
Debt Service - 
Principal 75 -2 -2 -2 -2 -2 -2 -2 -2 -2 -58 
Cash Flow to Equity 
(CFE) -25 0 1 1 1 1 2 2 2 3 91 
      

   
 

% Cost (Low) 
% Cost (10% 
Land/Low) 

% Cost (10% 
Land/High)   

Present Value of CFE -10  -10%   -11%   -13%    
PV Capital Allowance 38  38%   35%   35%    
PV of Project  + CA 28  28%   24%   22%    

            
Source: Indecon. 

 

5.4.2 Sensitivity Analysis 

In the previous section it was assumed that the value of the real estate asset 
would increase at 3% per annum (a real return of zero).  If it is assumed that 
land constitutes 10% of the investment and the ‘high’ method is used to 
compute the discount to public patients, then the Incentive Ratio is -13%.   
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Figure 5.2 summarises the impact of varying the asset growth assumption 
and also includes the impact of a discount to public patients.  It may be seen 
from Figure 5.2 that a private sector investor is unlikely to consider a hospital 
investment unless asset price appreciation is expected to be 10% per annum 
and it is not necessary to offer a discount to public patients. This highlights 
the significance of the tax incentives in encouraging supply of private 
hospitals. 

Figure 5.2: Investment Ratio Vs. Asset Prices 
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Source: Indecon. 

 

5.5 Evaluation of the Tax Incentive 

5.5.1 Displacement, Deadweight and Opportunity Cost 

Table 5.4 summarises the views of financial institutions, auctioneers and 
accountancy/tax professionals regarding the likelihood that capital 
expenditure in private hospitals would have proceeded in the absence of the 
tax incentive. While most of the financial institutions contend that projects 
would have proceeded over a longer timeframe, most accountancy/tax 
professionals feel that a majority of projects would not have proceeded. 
Nearly half of auctioneers believed that most projects would not have 
proceeded in the absence of the tax incentive. 
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Table 5.4: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Expenditure on Private Hospitals) would have proceeded in the Absence of 

the Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 
Financial 

Institutions 
Auctioneers Accountancy/ 

Tax Prof’ns 

All projects would have 
proceeded within existing 
timeframe 

16.7% 7.4% 0.0% 

Projects would have 
proceeded over a longer 
timeframe 

66.7% 23.8% 16.7% 

A majority of projects would 
not have proceeded 

0.0% 47.1% 83.3% 

A minority of projects would 
not have proceeded 

16.7% 21.7% 0.0% 

Total 100.0% 100.0% 100.0% 
Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

Figure 5.3 emphasises that although there are differences of opinion between 
the various categories of expert consulted by Indecon, very few respondents 
of any type considered that all, or, most, projects would have proceeded 
within the same timeframe. 
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Figure 5.3: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Expenditure on Private Hospitals) would have proceeded in the Absence of 

the Property-based Tax Incentive Scheme 
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Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

5.5.2 Estimated Investment in the Sector 

5.5.2.1 Lending Advanced by Financial Institutions 

Table 5.5 presents a result from Indecon’s survey of Financial Institutions in 
Ireland. The total capital expenditure on relevant projects estimated by 
responding financial institutions was nearly €17m in 2003 and nearly €56m in 
2004.  We believe however that responding institutions may not have 
financed all of the relevant projects and so the figures represent an 
underestimation of capital spend (figures have been rounded).   
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Table 5.5: Indecon Confidential Survey of Financial Institutions in Ireland: 
Total Value of Annual New Lending Advanced and Estimate Total Capital 
Expenditure on Private Hospitals including Promoter’s Equity, 2003-2004 

Detail 2003 (€’000) 2004 (€’000) 

Total value of annual new lending 
advanced 

14,000 42,000 

Total capital expenditure on projects 
including promoter’s equity 

17,000 56,000 

Source: Indecon Confidential Survey of Financial Institutions in Ireland. 

 

5.5.3 Estimated Gross and Net Cost of Tax Incentive 

5.5.3.1 Capital Expenditure 

Initial uptake on the tax allowance scheme has been low, with one hospital 
complete and another under construction20. For confidentiality reasons, 
specific figures are not provided in this report but for illustrative purposes, it 
is useful to consider the impact assuming total eligible capital expenditure of 
€154,000,000. 

It is, however, important to also take account of future investment for projects 
which have qualified under this scheme but for which the investment has not 
yet been completed.  Data on this sector suggests that there are currently 7 
projects which will come on line in the coming years. The total capital 
expenditure of these projects is estimated to be of the order of €810,000,000. 
However, this figure must be adjusted to reflect the fact that the tax 
allowance scheme does not allow for site-acquisition costs. We therefore 
estimate future capital expenditure under this scheme to be of the order of 
€453,600,000. 

                                                      

20 This information comes from Indecon’s survey of private hospitals 
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Table 5.6: Estimate of Total Eligible Capital Expenditure on Private 
Hospitals under the Tax Incentive Scheme 

Detail Value (€) 

  
Assumed Capital Expenditure 154,000,000 
Forecast for Future Expenditure 453,600,000 

  
Source :Indecon Calculations 

 

5.5.3.2 Impact of the Capital Expenditure 

The increased levels of investment arising from the existence of the scheme 
will give rise to increased economic activity.  In order to take this into account 
in our model we include a ‘multiplier’ effect, which estimates the increase in 
economic activity due to the increased level of investment. For the period 
2001-2005, we have estimated that the level of investment outlined above will 
give rise to €193,270,000 of expenditure in the Irish economy. However, this 
figure must be adjusted for the opportunity cost of the investment, reflecting 
the fact that had this money not been invested in the private hospitals sector 
it could have been invested in other sectors of the economy. We assume an 
opportunity cost of 95%. However, in the case of private hospitals, there is 
likely to be a wider benefit to the economy, arising from the role which these 
hospitals play in reducing demands on the public health sector, and this is 
estimated to be equivalent to 10% of the total capital spend.  The net 
economic benefit is therefore estimated to be of the order of €28,991,000.   As 
indicated subsequently, this is greater than the estimated net tax revenue 
foregone (€23,278,000 adjusted for deadweight).  The impact of capital 
expenditure in private hospitals needs to be seen in the context of 
government plans for the sector.  There is a commitment in the Government’s 
Health Strategy to encourage the private sector to provide more treatment for 
public patients. 



Section 5 Capital Allowances for Private Hospitals 
 

 

 October 2005 Page 127 

The Government’s plan for private hospitals in the grounds of public 
hospitals is designed to be a cost effective way of expanding supply.  There 
are nearly 13,000 beds in public hospitals.  Of these, 2,500 are for private 
patients.  The Government initiative aims to move 1,000 of these beds into 
new private hospitals on the campuses of public hospitals and thereby 
expanding supply of new public beds.  The 1,000 new public beds is aimed at 
improving services for patients and alleviating pressure on A&E 
departments. 

The Government’s plans for strategic reform of our hospital services has the 
following objectives: 

- Increasing bed capacity for public patients in public hospitals; 

- Encouraging the participation of the private sector in generating 
extra capacity; 

- Maximising the potential use of public hospital sites; 

- Promoting efficiency among public and private acute service 
providers; 

- Promoting greater competition in the supply of hospital services; 

- Offering improved quality and choice to all patients. 

Against the background of these plans investment in private hospital if 
properly managed will increase supply and competition.  The private 
hospital will also be required to offer at least 20 per cent of its capacity to the 
public sector at a discount of 10% or more. 

The issue of how to ensure cost effectiveness in the Irish health sector is 
critical in the context of ensuring that any increase in the supply of private 
hospitals leads to a reduction in overall costs.  This raises issues such as 
supply constraints of medical personnel (which has implications for the 
higher education sector) as well as the overall level of price competition in the 
private hospital sector.  The overall cost implications will also be influenced 
by the contractual arrangements between the state and investors concerning 
the supply of land as well as the contractual details concerning the costs of 
service provision. 
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The level of competition between private health insurers and how they 
interact with the private hospital sector as well as the impact of supply 
changes in the hospital sector on demand for health insurance is also relevant.  
While suggestions for changes on these fundamental health policy issues are 
outside the scope of this review it is important that associated measures as 
well as the proposed continuation of the tax incentives are considered by 
policymakers to ensure that the development of private hospitals assists in 
providing the highest standards and most cost effective services to patients in 
the overall health sector.  Simply constructing private hospitals will not 
necessarily result in a reduction of demand on the public health sector but the 
resultant increase in supply has the potential combined with other initiatives 
to reduce pressures on the public health sector and to reduce costs. 

One potential amendment to the scheme which was suggested to Indecon in 
order to enhance the impact of the capital spend related to some form of 
regional other needs assessment.  This issue also applies to a range of other 
schemes.  While Indecon understands the rationale for such proposals, our 
view is that there is a danger of the public sector attempting to second guess 
specific private sector decisions and a danger of creating local monopolies or 
supporting existing suppliers at the expense of new entrants.  Similar issues 
applied in relation to pharmacies.  We therefore would not be in favour of 
specific need assessments but of course the overall need for and justification 
of any tax incentives would be evaluated at a scheme level. 

5.5.3.3 Impact on Exchequer Revenues 

In order to calculate the gross and net impacts of the tax allowances schemes 
on Exchequer revenues, Indecon has developed a model based on the method 
of calculating allowances under each scheme. In the case of private hospitals, 
this is based on the method of calculating the capital allowance over 7 years, 
allowing for a 15% deduction during the first 6 years and a 10% deduction in 
the final year. In our model, the tax foregone relating to years after 2005 are 
subject to a net present value (NPV) calculation, which reflects the current 
value of the future tax foregone. 
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Using this method, we have estimated a gross cost to the Exchequer of 
€37,232,000 for the period 2001-2005. However, this figure must be adjusted 
to reflect the fact that the increased level of investment will lead to increased 
economic activity, as outlined above, giving rise to increased Exchequer 
revenues. Indecon has estimated the gross tax revenues arising from the 
increased economic activity to be of the order of €69,770,000. Adjusting this 
figure to reflect the opportunity cost of the investment (i.e. the fact that the 
money could have been invested in another sector of the economy), we 
calculate a net tax contribution of €17,443,000. Deducting this figure from the 
gross cost to the Exchequer, we calculate a net cost of €19,789,000. This figure 
may overestimate the Exchequer costs as it does not take account of the 
Exchequer savings on health costs arising from the projects.  We have, 
however, taken this into account in the economic benefits discussed 
previously. 
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Table 5.7 below gives a summary of Indecon’s estimates for this scheme. 

Table 5.7: Estimates of Capital Expenditure and Tax Revenue Foregone 
under the Tax Incentive Scheme for Private Hospitals 

Estimate €’000 

  

Future Capital Expenditure 453,600 

Gross Tax Revenue Foregone 37,232 

Tax contribution allowing for Opportunity Cost Factor 17,443 

Net Tax Revenue Foregone 19,789 

Assumed Capital Expenditure 154,000 

  

Source: Indecon Confidential Surveys of Private Hospitals and County Councils. 

 

The above figures must be further adjusted to take account of deadweight. 
This arises from the fact that some of the projects built under the tax incentive 
would have gone ahead anyway, in the absence of the tax incentive. Based on 
Indecon’s survey of private hospitals, auctioneers, financial institutions and 
the accountancy profession, we estimate deadweight under this tax incentive 
to be of the order of 20%, although it may be less than this and given the scale 
of investment needed projects might not proceed without the incentives. The 
‘Tax contribution allowing for opportunity cost factor’ figure must be 
reduced to reflect this. We therefore get a tax contribution figure of 
€13,954,000 reflecting deadweight of around €3,500,000. This results in net tax 
revenue foregone of €23,278,000. 

Indecon has also undertaken a sensitivity analysis on the assumptions 
underlying the above figures. In order to calculate the gross economic 
benefits of the capital expenditure we have assumed a multiplier of 1.255. If 
we increase this figure to 1.35 the net tax revenue foregone decreases to 
€18,469,000, a fall of around €1.3m, and adjusting this figure for deadweight 
gives us a net figure of €22,221,000, representing a decrease of around €1m on 
the base case scenario. Additionally, we have also assumed a deadweight 
figure of 20%. If we adjust this to 10%, holding the multiplier figure at 1.255, 
the net tax forgone figure decreases to €21,533,000, a fall of around €1.7m. 
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5.5.4 Scope for High-Income Individuals to Reduce Tax 
Liabilities 

Table 5.8 presents the views of accountancy/tax professionals on the income 
category into which those who avail of the private hospitals tax incentive are 
likely to fall. One half of those surveyed felt that investors were likely to be 
earning between €50,000 and €100,000 per year with the other half 
considering their likely income to be over €200,000.  Indecon believes that, 
given the scale of the investments required by individuals, most if not all are 
earning in excess of €200,000 although it is clearly difficult to be definitive on 
this issue. 

Table 5.8: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors Utilising 

the Private Hospitals Tax Incentive Scheme. 

Gross Annual Income Category of Investors % of Survey Respondents 

Majority of investors were likely to be earning 
in excess of €200,000 

50.0% 

Majority of investors were likely to be earning 
between €100,000 and €200,000 

0.0% 

Majority of investors were likely to be earning 
between €50,000 and €100,000 

50.0% 

Majority of investors were likely to be earning 
less than €50,000 

0.0% 

Total 100.0% 

Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 

Figure 5.4 illustrates these views by way of a chart. 
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Figure 5.4: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors Utilising 

the Private Hospitals Tax Incentive Scheme. 
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Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 

5.5.5 Overall Effectiveness in Achieving Policy Objective 

The objective of the scheme was to increase the supply of private beds and it 
is clear that some progress has been made in achieving this.  The objective of 
the scheme was to increase the supply of private beds and it is clear that 
when projects which are under construction or in planning are completed, 
they will clearly assist in achieving this objective.  While perhaps not an 
explicit objective of the scheme, it is also important to consider the potential 
role of the scheme in either reducing Exchequer costs or in reducing costs.  
The terms of reference for this study recognised this and specifically referred 
to the concentration that the scheme has made to an increase in the supply 
and costs of hospital beds. The effectiveness of the tax incentive scheme in 
reducing the cost of private hospital beds cannot be established as yet due to 
the early stage of this scheme.  However, unlike many tax incentives, a cost 
reduction is built into the eligibility requirements, whereby the hospital must 
provide at least a 10% discount for the treatment of public patients.  Indecon 
therefore believe that the scheme has potential to reduce the costs of private 
hospital beds used by private patients.  By increasing the supply and 
competition for private patients the scheme also has the potential to reduce 
costs for these patients. 
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While actual costs will be influenced by how supply and demand interact and 
the framework for and effectiveness of negotiations between health investors 
and private hospitals and the Exchequer and private hospitals, an expansion 
of supply will facilitate more competitive pricing. 

An issue going forward is whether the scheme could encourage private 
hospitals which would subsequently prove not to be viable.  This is an issue 
which applies to all tax incentives for private investment and we believe this 
should be addressed by claw back provision in the tax legislation.  We are 
not, however, in favour of civil servants attempting to second guess the 
viability of projects prior to permitting the tax incentives.  Such initiatives 
could lead to pressures to maintain local monopolies with the private hospital 
sector with resultant loss of consumer benefits. 

5.6 Summary of Main Findings 
In this section, we have reviewed the property-based tax incentive for private 
hospitals, and outlined its effect both on the supply and cost of private 
hospital beds as well as the impact on Exchequer returns. The key findings 
from our analysis are as follows: 

 There has been an overall increase in planning applications and 
approvals for private hospitals since 2000 but most have not proceeded 
to date.  

 Most of the extra investment in the sector would either not have been 
undertaken, or would have taken longer to come on-line in the absence 
of the tax incentive scheme. 

 After taking account of the beneficial effects of extra investment as a 
result of the scheme allowing for opportunity cost and deadweight, 
Indecon estimates the net cost of the tax incentive to the Irish Exchequer 
at €23.3 million in terms of tax revenue foregone.  

 While it is too early to provide detailed estimates of the impact of the 
scheme on the supply and on the costs of hospital beds, Indecon 
believes the scheme has the potential to address supply shortages in the 
sector and to reduce costs. 
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6 Capital Allowances for Sports Injury 
Clinics 

6.1 Introduction and Background 
In this section, we present our examination of the tax incentive for sports 
injury clinic properties, including our assessment of the extent to which the 
scheme has justified its introduction and the contribution that the relief has 
made and can make to the wider policy objectives of the sector.  We also 
examine the extent to which high income individuals use the relief to reduce 
their tax liability.   

6.2 Description of Tax Incentive 
Capital allowances are available in respect of capital expenditure incurred on 
or after 15 May 2002 on the construction or refurbishment of buildings used 
as private sports injury clinics. In order to qualify for the allowances, the sole 
or main business of the clinic must be the diagnosis, alleviation and treatment 
of sports-related injuries.  

Fulfilment of the qualifying criteria will be certified annually by the 
appropriate health board. Any annual allowances given will be subject to a 
balancing charge if the clinic is sold within 10 years. A company, a property 
developer (where the property developer or a connected person incurred the 
capital expenditure), an individual involved in the operation or management 
of the clinic and the trustees of a trust do not qualify for the capital 
allowances whether the relevant interest in the capital expenditure is held by 
any such person in a sole capacity or jointly or in partnership with another 
person or persons.  

Annual allowances in respect of qualifying expenditure are available at the 
rate of 15 per cent for the first 6 years with the balance of 10 per cent being 
written off in year 7. There is no termination date for this relief. 
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6.3 Measure of Overall Level of Activity in Sector 

6.3.1 Level of Construction Activity 

Table 6.1 details the number of planning applications made for sports injury 
clinics since 2000. There have been an average nearly 11 applications per year 
with an average of nearly 8 approvals.  It is our understanding however that 
most of sports injury clinics have not availed of the tax incentives.  

Table 6.1: Details of Planning Applications - Total Number of Applications 
for Sports Injury Clinics, 2000-2004 

Detail 2000 2001 2002 2003 2004 

Number of applications 
received 

10 10 10 9 14 

Number of applications 
approved 

7 10 7 6 8 

Number of applications 
awaiting decision 

2 0 1 0 3 

Source: Indecon Confidential Survey of Local Authorities. 

 

Figure 6.1 illustrates the number of applications in a line chart. 

Figure 6.1: Details of Planning Applications - Total Number of 
Applications for Sports Injury Clinics, 2000-2004 
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6.4 Case Study 
It is useful to consider a case study of a sports injury clinic investment 
benefiting from the tax incentive.  This case study is focused on illustrating 
how the tax incentives work.   

No data were available on the yields from sports injury clinics.  Assuming 
that a sports injury clinic is a de facto investment in commercial property, it is 
possible to develop a case study by applying a methodology similar to the 
approach used for holiday homes.  

6.4.1 Investor Perspective 

An Investor makes an investment in a sports clinic at a cost of €500,000.  
Rental income for the Sports Injury Clinic is assumed to be 3% per annum, 
while commercial rents are 5.5% per annum.  Management charges for both 
sports clinics and commercial property are 0.5% per annum.  The ten year 
euro rate is used to discount the differential cash flows as this differential is 
known with certainty.  The assumptions are summarized in Table 6.2. 

Table 6.2:  Key Assumptions 

Item Assumed Level 
Investment 500 
Gross Yield 5.5% 
Net Yield – Commercial 5% 
Net Yield – Sports 2% 
Tax Rate 42% 
Assumed Revenue Growth 3% 
Ten Year Euro Bond Rate 3.3% 
Source: Indecon. 
   

Using these assumptions, in this case study example (Table 6.3), the net loss 
associated with operating sports clinics is 11% of the construction cost, 
without capital allowances.  The current capital allowances for Clinics have a 
present value of 38%.   In the presence of capital allowances, investors receive 
a present value of cumulative return of 27%. 
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Table 6.3:  Return on Sports Clinics 

Period 0 1 2 3 4 5 6 7 8 9 10 
Ebitda - Commercial  26 27 27 28 29 30 31 32 33 34 
Ebitda – Sports  13 13 14 14 14 15 15 16 16 17 
Loss – Sports  -13 -13 -14 -14 -14 -15 -15 -16 -16 -17 
Taxes  5 6 6 6 6 6 7 7 7 7 
After Tax Loss  -7 -8 -8 -8 -8 -9 -9 -9 -9 -10 
      

    
% of 
Cost      

Present Value of 
Losses -71  -14%          
PV (Capital 
Allowances) 190  38%          
PV (Losses+ 
Allowance) 119  24%          

            
Source: Indecon. 

 

6.4.2 Sensitivity Analysis 

The differential between rental yields on Sports Clinics and Commercial 
properties is the key driver of the Incentive Ratio.  The impact of differential 
yields is summarized in Figure 6.2.  For example, if the net yield on a sports 
clinic is 1% and the net yield on commercial property is 6%, then the yield 
differential is -5%.  From Figure 6.2, it may be seen that a yield differential of -
5% gives rise to an Incentive Ratio of -29%.  Stated differently, an investor 
would require capital allowances equal to 29% of the capital cost to consider 
an investment in a sports injury clinic, under this example.  However if 
revenues or rental yields are higher than the very low levels assumed the 
clinic could be viable without any tax incentives.  
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Figure 6.2: Incentive Ratio Vs. Yield Differential 
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Source: Indecon. 

 

6.5 Evaluation of the Tax Incentive 

6.5.1 Estimated Investment in the Sector 

6.5.1.1 Lending Advanced by Financial Institutions 

Precise information on lending for sports injury clinics was not available from 
a representative sample of financial institutions.  However, indicative 
estimates developed by Indecon suggest capital expenditure of the order of 
€10m per annum but these may only be taken as illustrative and do not relate 
to those clinics that secured the tax incentive.  
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6.5.2 Scope for High-Income Individuals to Reduce Tax 
Liabilities 

Our analysis suggests very modest levels of investment in the sector and 
most of this is believed not to have benefited from the tax incentives.  While 
there is potential economic benefits of sports injury claims diverted patients 
from the public health sector at weekends we do not believe the incentives as 
structured would achieve this.  Furthermore we believe there would be high 
levels of deadweight and displacement.  If the sports injury incentives were 
utilized our analysis suggests that most of the investors would be high 
income earners. 

6.6 Summary of Main Findings 
In this section we outlined the working of the property-based tax incentive 
for sports injury clinics introduced in 2002. The key findings of our analysis 
are as follows: 

 Indecon’s survey of sports injury clinics revealed that most operators 
either did not know of the scheme’s existence or were unsure as to its 
details. 

 There appears to be fairly modest investment in sports injury claims 
and most have not benefited from the tax incentives. 

 The existing incentives do not in our view address any causes of market 
failure and we believe would be characterised by high level if 
deadweight and displacement impacts. 
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7 Capital Allowances for Nursing Homes 

7.1 Introduction and Background 
In this section, we present our examination of the tax incentive for nursing 
home/convalescent facility properties, including our assessment of the extent 
to which the scheme has justified its introduction and the contribution that 
the relief has made and can make to the wider policy objectives of the sector.  
We also examine the extent to which high income individuals use the relief to 
reduce their tax liability.  As part of our research we received survey 
responses from 66 nursing homes. 

7.2 Description of Tax Incentive 
Capital allowances are available for capital expenditure incurred on or after 3 
December 1997 on the construction, extension or refurbishment of buildings 
used as private, registered nursing homes and for such expenditure on the 
conversion of an existing building into such a nursing home. The capital 
allowances are granted at 15% per annum for the first 6 years and 10% in year 
7. Similar allowances apply for capital expenditure incurred on or after 2 
December 1998 on a building used as a private convalescent facility for which 
approval has been received from the relevant health board.  There is currently 
no termination date for these reliefs and in our recommendations we advise 
on whether the reliefs should continue.  Allowances are also available for 
qualifying residential units where the capital expenditure is incurred in the 
five year period from 25 March 2002. 
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7.3 Measure of Overall Level of Activity in Sector 

7.3.1 Supply of Nursing Homes 

Table 7.1 presents a regional break-down of the 427 Nursing Homes in 
Ireland. Over a quarter are situated in the Eastern Regional Health Authority 
Area. 

Table 7.1: Total Number of Nursing Homes, 2004 

Health Authority Number of Nursing Homes 
Registered 

Eastern Regional Health Authority 121 

Midland Health Board 22 

Mid-Western Health Board 41 

North Eastern Health Board 38 

North Western Health Board 19 

South Eastern Health 50 

Southern Health Board 68 

Western Health Board 68 

  

Total 427 

Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 

 

Table 7.2 presents a regional breakdown of the number of nursing home beds 
in Ireland in 2004. There are 16,461 beds in total, nearly a third of which are 
located with the Eastern Regional Health Authority area. 
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Table 7.2: Total Number of Private Beds in Nursing Homes 2004 

Health Authority Number of Private Beds 

Eastern Regional Health Authority 5,392 

Midland Health Board 830 

Mid-Western Health Board 1,628 

North Eastern Health Board 1,500 

North Western Health Board 901 

South Eastern Health 1,709 

Southern Health Board 2,167 

Western Health Board 2,334 

  

Total 16,461 

Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 

 

Table 7.3 presents data on the number of individuals aged over 65 per 
registered bed in each of the regional health board areas. The ratio is broadly 
similar in the Midlands, Mid-West, North West, South East and South, with a 
greater number of beds per population in the East, South East and West. Beds 
are most plentiful in the Western Health Board area with 21 individuals aged 
over 65 per bed. 
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Table 7.3: Population over 65 per Registered Bed 

Health Authority Number of Persons >65 years of 
age per Registered Bed  

Eastern Regional Health Authority 25.3 

Midland Health Board 31.5 

Mid-Western Health Board 24.2 

North Eastern Health Board 24.3 

North Western Health Board 32.3 

South Eastern Health 29.1 

Southern Health Board 32.0 

Western Health Board 21.1 

Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 

 

Figure 7.1 emphasises the fact that there is considerable regional variation in 
the number of elderly people per private nursing home bed. 

 

Figure 7.1: Population over 65 per Registered Bed 
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Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 
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7.3.2 Occupancy Rates 

Table 7.4 illustrates the fact that there are significant differences between 
occupancy rates in different Health Board areas. Occupancy rates are highest 
in the Eastern Regional Health Authority area at 92.2%. At 70%, rates are 
significantly lower in the Midland Health Authority Area than anywhere else 
in the country.  

Table 7.4: Average Occupancy Rates 

Health Authority  

Eastern Regional Health Authority 92.2% 

Midland Health Board 70% 

Mid-Western Health Board 88% 

North Eastern Health Board 79.8% 

North Western Health Board 79.6% 

South Eastern Health 91.2% 

Southern Health Board 89.2% 

Western Health Board 80.6% 

Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 

 

Figure 7.2 illustrates these figures. 



Section 7 Capital Allowances for Nursing Homes 
 

 

 October 2005 Page 145 

Figure 7.2: Average Occupancy Rates 
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Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 

 

7.3.3 Cost of Nursing Home Beds 

The results in Table 7.5 show that there are significant regional differences in 
the average rate paid for private nursing home beds. Rates for the Midland, 
Mid-Western, North Western and Western areas are broadly similar, at 
between €464 and €495 per week. There are higher rates in the North East, 
South East, South and in particular in the Eastern Regional Health Authority 
Area, with a bed in this area costing on average nearly €700 per week. 
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Table 7.5: Cost of Nursing Home Beds - Average Weekly Rate 

Health Authority Rate (€) 

Eastern Regional Health Authority 697 

Midland Health Board 464 

Mid-Western Health Board 474 

North Eastern Health Board 589 

North Western Health Board 479 

South Eastern Health 528 

Southern Health Board 575 

Western Health Board 495 

Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 

 

Figure 7.3 illustrates the fact that there are significant regional differences in 
the average rate paid for private nursing home beds. 

 

Figure 7.3: Cost of Nursing Home Beds - Average Weekly Rate 
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Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 
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Table 7.6 presents a regional break-down of the average turnover per 
registered bed. There is a cluster of regions around the €21,000 per year mark, 
with turnover lower in the North East, and higher in the South, the South 
East and the East. Average turnover in the Eastern Regional Health Authority 
is significantly higher than elsewhere at over €30,000 per annum. 

Table 7.6: Average Turnover Per Registered Bed 

Health Authority Turnover (€) 

Eastern Regional Health Authority 30,616 

Midland Health Board 21,200 

Mid-Western Health Board 20,317 

North Eastern Health Board 21,146 

North Western Health Board 17,937 

South Eastern Health 25,301 

Southern Health Board 26,492 

Western Health Board 20,311 

Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 

 

Table 7.7 present data on the average weekly food bill in different regions. 
The average bill is significantly less in the North Western ad Western Health 
Board areas than elsewhere in the country, at €20 and €25 per week 
respectively. Weekly food costs are highest in the in the South East (€47) and 
the Mid-West (€46), with the average food bill in the remaining regions 
clustering between €34 and €40. 
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Table 7.7: Average Weekly Food Bill per Resident 

Health Authority Weekly Food Bill (€) 

Eastern Regional Health Authority 39.67 

Midland Health Board 38.50 

Mid-Western Health Board 46.14 

North Eastern Health Board 34.26 

North Western Health Board 20.00 

South Eastern Health 47.33 

Southern Health Board 38.27 

Western Health Board 25.62 

Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 

 

Table 7.8 presents a regional breakdown of the average annual staff costs 
faced by nursing homes. Staff costs are highest in the Eastern North Eastern 
and South Eastern Health Authority areas and are lowest in the Western and 
Midlands areas. 

Table 7.8: Average Annual Staff Cost Per Registered Bed 

Health Authority Annual Cost (€) 

Eastern Regional Health Authority 16,910 

Midland Health Board 10,975 

Mid-Western Health Board 12,965 

North Eastern Health Board 15,364 

North Western Health Board 13,031 

South Eastern Health 15,570 

Southern Health Board 12,325 

Western Health Board 10,938 

Source: Irish Nursing Homes Organisation Annual Private Nursing Homes Survey 2004 

 

7.3.4 Level of Incentive Utilisation 

Table 7.9 presents a result from the Indecon Survey of Nursing 
Homes/Convalescent Facilities in Ireland. 41.5% of respondents had availed 
of the tax incentive in the last five years. 
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Table 7.9: Proportion of Nursing Home/Convalescent Facilities that have 
Utilised the Tax Incentive over the past 5 years 

Impact % of Survey Respondents 

Nursing Home/Convalescent Facilities 
that have availed of the tax incentive 
scheme over the past 5 years 

41.5% 

Nursing Home/Convalescent Facilities 
that have not availed of the tax incentive 
scheme over the past 5 years 

58.5% 

Total 100.0% 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

Table 7.10 presents the result of the Indecon survey on the nature of nursing 
home facilities. The vast majority of facilities were described by respondents 
as either ‘high dependence’ or ‘both high and low dependence’. Only 7.4% of 
homes that have availed of the tax incentive and 10.5% of those that have not 
suggested they were ‘low dependence’ facilities although it is clear that this is 
an issue which is subject to significant judgment. 

Table 7.10: Survey Respondents - Nature of Facilities: High or Low 
Dependence, Nursing Home/Convalescent Facilities With and Without Tax 

Incentive 

% of Survey Respondents 

Impact 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

Low Dependence 7.4% 10.5% 

High Dependence 70.4% 76.3% 

Both High and Low Dependence 22.2% 13.2% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 
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7.3.5 Level of Employment in the Sector 

Table 7.11 presents information from the Indecon Survey of Nursing Homes 
in Ireland on the number of full time equivalent persons employed in the 
Nursing Home Sector who responded to the Indecon Survey. There has been 
a greater tendency for larger homes to avail of the tax incentive than smaller 
homes. The former category has an average of 36.2 full time equivalent 
persons employed while the latter has an average of 26.2 employed. 
However, there is greater variation in the size of establishments availing of 
the tax incentive, indicating that a number of smaller homes have chosen to 
avail of it.  

Table 7.11: Summary Statistics on the Number of Full-Time Equivalent 
Persons Employed, by Respondents to Indecon Survey of Nursing 

Home/Convalescent Facilities  

Number of FTE Persons Employed 

Statistic 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

Total persons employed in the sector 904 839 

Average per facility 36.2 26.2 

Std. Dev. per facility 35.7 15.4 

Maximum per facility 200 70 

Minimum per facility 8 10 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

7.3.6 Level of Construction Activity 

Table 7.12 gives the average number of years since the construction or last 
major refurbishment in homes that responded to the Indecon Survey. The 
average is 5 years in the case of those homes that have availed of the tax 
incentive and 19 years in the case of those that have not.  The figures suggest 
that the tax incentives have played an important role in modernising nursing 
home facilities.  
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Table 7.12: Average Number of Years since Construction / Latest 
Refurbishment – Nursing Home/Convalescent Facilities With and Without 

Tax Incentive 

Number of Nursing Home/Convalescent 
Facility Bedrooms 

Average Number of Years since 
Construction / Latest Refurbishment 

Nursing Home/Convalescent Facilities that 
have availed of the tax incentive scheme 
over the past 5 years 

5 

Nursing Home/Convalescent Facilities that 
have not availed of the tax incentive scheme 
over the past 5 years 

19 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

Table 7.13 presents information on the number of planning application 
submitted to Local Authorities for Nursing Homes over the last five years. 
The number of annual applications has been between 77 and 89 per year. 
With the exception of the 72 approvals in 2002, there have been between 50 
and 56 application approved in each of the years between 2000 and 2004.  

 

Table 7.13: Details of Planning Applications - Total Number of 
Applications: Nursing Homes, 2000-2004 

Detail 2000 2001 2002 2003 2004 

Number of applications 
received 

89 77 87 85 81 

Number of applications 
approved 

50 56 72 53 53 

Number of applications 
awaiting decision 

7 5 4 3 21 

Source: Indecon Confidential Survey of Local Authorities. 

 

These trends can also be seen in Figure 7.4. 
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Figure 7.4: Details of Planning Applications - Total Number of 
Applications: Nursing Homes, 2000-2004 
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Source: Indecon Confidential Survey of Local Authorities. 

 

Table 7.14 presents the number of planning applications for Associated 
Residential Units. There has been a steady increase in applications from 4 in 
2000 to 24 in 2004, with an associated increase in approvals from 2 to 12 over 
the same period.  This increased supply is likely to have been stimulated by 
the tax incentives.  

 

Table 7.14: Details of Planning Applications - Total Number of 
Applications: Associated Residential Units, 2000-2004 

Detail 2000 2001 2002 2003 2004 

Number of applications 
received 

4 7 11 14 24 

Number of applications 
approved 

2 7 9 9 12 

Number of applications 
awaiting decision 

0 0 1 1 7 

Source: Indecon Confidential Survey of Local Authorities. 

 



Section 7 Capital Allowances for Nursing Homes 
 

 

 October 2005 Page 153 

Table 7.15 gives the number of planning applications to local authorities for 
convalescence homes since 2000. There have been only two applications in 
the last five years, one in 2001 and one in 2002. The former application was 
approved while the latter was rejected. 

 

Table 7.15: Details of Planning Applications - Total Number of 
Applications: Convalescence Homes, 2000-2004 

Detail 2000 2001 2002 2003 2004 

Number of applications 
received 

0 1 1 0 0 

Number of applications 
approved 

0 1 0 0 0 

Number of applications 
awaiting decision 

0 0 0 0 0 

Source: Indecon Confidential Survey of Local Authorities. 

 

7.4 Case Study 
Before we examine the detailed impacts of the incentives, it is useful to 
consider a case study of a nursing home investment benefiting from the tax 
incentive.  This case study is focused on illustrating how the tax incentives 
work.  Nursing Homes may be understood as de facto investments in 
residential property.  This observation informs the following analysis. 

7.4.1 Investor Perspective 

Despite the absence of publicly available data concerning nursing home 
yields, they may be compared with the yield from residential property.  
Assume an investor is choosing between an investment in residential 
property and an investment in a nursing home.  A base case involves an 
investment of €1 million, a net yield from residential property of 5% and a net 
yield from nursing home properties of 4%.  Rental income from both classes 
of property is assumed to grow at 4% per annum in nominal terms.  The 
principal assumptions are summarized in Table 7.16. 
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Table 7.16:  Key Assumptions 

Item Assumed Level 
Investment 1000 
Gross Yield 5.5% 
Net Yield - Residential 5% 
Net Yield - Nurse Home 4% 
Tax Rate 42% 
Assumed Revenue Growth 4% 
10 Year Euro Bond Rate  3.3% 
Source: Indecon. 
 

Using these assumptions, in this case study example, the net loss associated 
with operating nursing homes is 6% of the construction cost, without capital 
allowances.  The current capital allowances for nursing homes have a present 
value of 38%.   In the presence of capital allowances, investors receive a 
present value of cumulative return of 32%. 

Table 7.17:  Return on Sports Clinics 

Period 0 1 2 3 4 5 6 7 8 9 10 
Ebitda - Residential  52 54 56 58 61 63 66 68 71 74 
Ebitda - Nurse 
Home  42 43 45 47 49 51 53 55 57 59 
Loss - Nurse Home  -10 -11 -11 -12 -12 -13 -13 -14 -14 -15 
Taxes  4 5 5 5 5 5 6 6 6 6 
After Tax Loss  -6 -6 -7 -7 -7 -7 -8 -8 -8 -9 
      

    
% of 
Cost      

Present Value of 
Losses -60  -6%          
PV (Capital 
Allowances) 381  38%          
PV (Losses+ 
Allowance) 320  32%          

            
Source: Indecon. 
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7.4.2 Sensitivity Analysis 

The differential between rental yields on nursing homes and residential 
properties is the key driver of the Incentive Ratio.  The impact of differential 
yields is summarized in Figure 7.5.  For example, if the net yield on a nursing 
home is 1% and the net yield on residential property is 6%, then the yield 
differential is -5%.  From Figure 7.5, it may be seen that a yield differential of -
5% gives rise to an Incentive Ratio of -30%.  Stated differently, an investor in 
this example would require capital allowances equal to 30% of the capital cost 
to consider an investment in a nursing home. 

Figure 7.5: Incentive Ratio Vs. Yield Differential 
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Source: Indecon. 
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7.5 Impacts of Tax Incentive 

7.5.1 Impact on the Supply of Nursing Home/ 
Convalescent Facility Places Available and Utilised 

Table 7.18 presents results from the Indecon survey of Nursing Homes and 
Convalescent facilities on the growth of the supply of beds available between 
2000 and 2005. The number of beds available in responding facilities that 
have availed of the tax incentive rose by 29.4% to 1,267 while the growth in 
beds in facilities not availing of the tax incentive increased only very 
marginally over the same period. 

Table 7.18: Number of Nursing Home/Convalescent Facility Beds Available 
– Nursing Home/Convalescent Facilities With and Without Tax Incentive, 

2000 and 2005 

Number of Nursing Home/Convalescent 
Facility Places Available 

2000 2005 Growth 
Rate (%) 

Nursing Home/Convalescent Facilities 
that have availed of the tax incentive 
scheme over the past 5 years 

979 1,267 29.4% 

Nursing Home/Convalescent Facilities 
that have not availed of the tax incentive 
scheme over the past 5 years 

1,142 1,172 2.6% 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

Table 7.19 presents information from Indecon’s survey on the average 
number of beds utilised in 2000 and 2005. The number of beds utilised in 
facilities that have availed of the tax incentive rose by 23.9% from 858 in 2000 
to 1,063, while the number fell slightly in the case of facilities that have not 
availed of the tax incentive. 
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Table 7.19: Number of Nursing Home/Convalescent Facility Beds Utilised – 
Nursing Home/Convalescent Facilities With and Without Tax Incentive, 

2000 and 2005 

Number of Nursing Home/Convalescent 
Facility Places Utilised 

2000 2005 Growth 
Rate (%) 

Nursing Home/Convalescent Facilities 
that have availed of the tax incentive 
scheme over the past 5 years 

858 1,063 23.9% 

Nursing Home/Convalescent Facilities 
that have not availed of the tax incentive 
scheme over the past 5 years 

1,167 1,133 -2.9% 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

7.5.2 Impact on the Cost of Nursing Home/Convalescent 
Facility Places 

Table 7.20 gives results from the Indecon Survey on Nursing Homes and 
Convalescent Facilities on the average weekly cost of nursing home beds. 
There have been significant prices increases between 2000 and 2005. The 
increase is more substantial in the case of facilities that have not availed of the 
tax incentives, among which the average weekly rate has increased by 72.6%. 
The increase among those facilities that have availed of the tax incentive was 
less though still substantial at 47%.  
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Table 7.20: Cost of Nursing Home/Convalescent Facility Places (€ per week) 
– Nursing Home/Convalescent Facilities With and Without Tax Incentive, 

2000 and 2005 

Cost of Nursing Home/Convalescent 
Facility Places (€ per week) 

2000 2005 Growth 
Rate (%) 

Nursing Home/Convalescent Facilities 
that have availed of the tax incentive 
scheme over the past 5 years 

420.2 619.1 47.3% 

Nursing Home/Convalescent Facilities 
that have not availed of the tax incentive 
scheme over the past 5 years 

433.1 747.5 72.6% 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

This pattern is also evident in Figure 7.6. 

 

Figure 7.6: Cost of Nursing Home/Convalescent Facility Places (€ per week) 
– Nursing Home/Convalescent Facilities With and Without Tax Incentive, 

2000 and 2005 
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Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 
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Table 7.21 presents the views of the nursing home/convalescent facility sector 
on the impacts of the tax incentive scheme on the cost of nursing home places. 
Half of homes that have availed of the incentive and 70% of those that have 
not believe that it has had no impact on the cost of places. Most of the other 
respondents consider that it has resulted in either a marginal reduction in 
costs or has resulted in costs growing less rapidly than they would have in 
the absence of a tax incentive. Very few respondents considered that the 
scheme has had a ‘significant’ reduction in costs. 

 

Table 7.21: Views of the Nursing Home/Convalescent Facility Sector on the 
Impacts of the Property-based Tax Incentive Scheme on the Cost of 

Nursing Home/Convalescent Facility Places, Nursing Home/Convalescent 
Facilities With and Without Tax Incentive 

% of Survey Respondents 

Impact 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

No impact on cost of places 50.0% 70.0% 

Resulted in marginal reduction in costs 28.6% 15.0% 

Resulted in significant reduction in costs 7.1% 5.0% 

Resulted in costs growing less rapidly 
than would otherwise have occurred 

14.3% 10.0% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

These results are also presented graphically in Figure 7.7. 
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Figure 7.7: Views of the Nursing Home/Convalescent Facility Sector on the 
Impacts of the Property-based Tax Incentive Scheme on the Cost of 

Nursing Home/Convalescent Facility Places, Nursing Home/Convalescent 
Facilities With and Without Tax Incentive 
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Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

7.5.3 Impact on Site Prices 

Table 7.22 presents the views of the nursing home/convalescent facility on 
the impact of the tax incentive on site prices. Just over 70% of respondents felt 
that the scheme had increased site prices, with a slightly greater proportion of 
facilities that have availed of the tax incentive than have not availed of the tax 
incentive believing this to be the case. 
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Table 7.22: Views of the Nursing Home/Convalescent Facility Sector on the 
Impact of the Property-based Tax Incentive Scheme – Proportion of 

Respondents believing that the Scheme has Resulted in Higher Site Prices, 
Nursing Home/Convalescent Facilities With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

   

Nursing Home/Convalescent Facilities 74.1% 70.0% 

   

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

7.5.4 Impact on Construction Costs 

Table 7.23 presents the views of the nursing home/convalescent facility sector 
on the impact of the nursing home tax incentive scheme on construction costs. 
56% of respondents felt that the incentive had raised construction costs, with 
no significant difference between the views of those who have availed of the 
incentive compared to those who have not. 
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Table 7.23: Views of the Nursing Home/Convalescent Facility Sector on the 
Impact of the Property-based Tax Incentive Scheme – Proportion of 

Respondents believing that the Scheme has Increased Construction Costs, 
Nursing Home/Convalescent Facilities With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

   

Nursing Home/Convalescent Facilities 56.0% 56.3% 

   

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

7.5.5 Impact on Level of Investment in Projects 

Table 7.24 shows that there is little doubt among those involved in the 
nursing home/convalescent facility sector that the scheme has increased 
investment in the sector. All of the responding facilities that had availed of 
the incentive and 90% of those that had not believe it to have increased 
investment. 
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Table 7.24: Views of the Nursing Home/Convalescent Facility Sector on the 
Impact of the Property-based Tax Incentive Scheme – Proportion of 

Respondents believing that the Scheme has Increased Investment, Nursing 
Home/Convalescent Facilities With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

   

Nursing Home/Convalescent Facilities 100.0% 90.0% 

   

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

7.5.6 Impact on Financial Returns to Promoters 

Table 7.25 presents the views of the nursing home/convalescent facility sector 
on the impact of the incentive on the financial returns to promoters.  62% of 
those surveyed believed that the scheme had increased returns, with little 
difference in the opinions of those that had availed and those that had not 
availed of the incentive. 
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Table 7.25: Views of the Nursing Home/Convalescent Facility Sector on the 
Impact of the Property-based Tax Incentive Scheme – Proportion of 

Respondents believing that the Scheme has Increased Financial Return to 
Promoters, Nursing Home/Convalescent Facilities With and Without Tax 

Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

   

Nursing Home/Convalescent Facilities 62.5% 61.1% 

   

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

7.5.7 Impact on Property Prices 

Table 7.26 presents the views of the nursing home / convalescent facility 
sector on the effect of the tax incentive on property prices. 76% of those in the 
sector that had not availed of the incentive and a smaller margin (61.5%) of 
those that had availed of it believe the scheme to have increased property 
prices. 
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Table 7.26: Views of the Nursing Home/Convalescent Facility Sector on the 
Impact of the Property-based Tax Incentive Scheme – Proportion of 

Respondents believing that the Scheme has led to Higher Property Prices 
Compared to Non-Tax Incentive Properties, Nursing Home/Convalescent 

Facilities With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

   

Nursing Home/Convalescent Facilities 61.5% 76.2% 

   

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

7.6 Evaluation of the Tax Incentive 

7.6.1 Displacement, Deadweight and Opportunity Cost 

Table 7.27 presents the views of the nursing home/convalescent facility sector 
on the likelihood of developments recently undertaken proceeding in the 
absence of the tax incentive. A significant proportion of both categories of 
operators believe that in the absence of the incentive projects would either not 
have proceeded or would have proceeded over a longer timeframe. Those 
who had availed of the incentive were more likely to consider this to consider 
this to be the case. Few operators believed that the all or most of the projects 
would have gone ahead in the absence of the tax incentive. 
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Table 7.27: Views of the Nursing Home/Convalescent Facility Sector on the 
Impact of the Property-based Tax Incentive Scheme – Views on the 
likelihood that Projects (i.e. Capital Investment in Nursing Home/ 

Convalescent Facilities) would have proceeded in the Absence of the 
Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 

Homes that availed 
of Tax Incentive 

Homes that did not 
avail of Tax 

Incentive 

All projects would have proceeded 
within existing timeframe 

10.0% 0.0% 

Projects would have proceeded over a 
longer timeframe 

16.7% 25.9% 

A majority of projects would not have 
proceeded 

63.3% 48.1% 

A minority of projects would not have 
proceeded 

10.0% 25.9% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

The views summarised in the above table are also expressed graphically in 
Figure 7.8. 
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Figure 7.8: Views of the Nursing Home/Convalescent Facility Sector on the 
Impact of the Property-based Tax Incentive Scheme – Views on the 

likelihood that Projects (i.e. Capital Investment in Nursing 
Home/Convalescent Facility Buildings) would have proceeded in the 

Absence of the Property-based Tax Incentive Scheme 
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Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

Table 7.28 presents the views of financial institutions, auctioneers and 
accountancy/tax professionals on the likelihood of developments taking 
place in the absence of the tax incentive. A margin of 50% or greater of each 
category considers that in the absence of the scheme, a majority of projects 
would either not have proceeded or would have proceeded over a longer 
timeframe. However a minority of financial institutions (40%) and 
auctioneers (25.2%) believed that either all or a majority of projects would 
have gone ahead. 
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Table 7.28: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Investments in Nursing Homes) would have proceeded in the Absence of 

the Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 
Financial 

Institutions 
Auctioneers Accountancy/ 

Tax Prof’ns 

All projects would have 
proceeded within existing 
timeframe 

20.0% 9.4% 0.0% 

Projects would have 
proceeded over a longer 
timeframe 

20.0% 27.1% 40.0% 

A majority of projects would 
not have proceeded 

40.0% 47.8% 40.0% 

A minority of projects would 
not have proceeded 

20.0% 15.8% 20.0% 

Total 100.0% 100.0% 100.0% 

Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

Figure 7.9 also presents the views of financial institutions. 
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Figure 7.9: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects would have 
proceeded in the Absence of the Property-based Tax Incentive Scheme 
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Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

7.6.2 Estimated Investment in the Sector 

7.6.2.1 Capital Expenditure 

Table 7.29 presents a result from the Indecon survey of nursing homes in 
Ireland. The total cumulative value of eligible capital expenditure undertaken 
by respondents came to just over €25m. 
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Table 7.29: Total Cumulative Value of Eligible Capital Expenditure 
incurred over the past 5 years, Nursing Home/Convalescent Facilities  

With and Without Tax Incentive 
Total Cumulative Value of Eligible 

Capital Expenditure (€’000s) 

  

Nursing Home/Convalescent Facilities 
that have availed of the tax incentive 
scheme over the past 5 years 

25,163 

  

Note: * Respondents did not answer this question. 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

Table 7.30 presents a breakdown of the total value of capital expenditure by 
type of facility undertaking the investment. A significant majority (over 
€19m) of the expenditure was undertaken on nursing homes with €3.5m 
spent on associated residential units and €2m on convalescent homes. 

 

Table 7.30: Total Cumulative Value of Eligible Capital Expenditure 
incurred over the past 5 years, Nursing Home/Convalescent Facilities With 

and Without Tax Incentive, Split by Area of Expenditure 

Total Cumulative Value of Eligible 
Capital Expenditure (€’000s) 

Area of Expenditure 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

Nursing homes 19,663 - 

Associated residential units 3,500 - 

Convalescent homes 2,000 - 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 
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7.6.2.2 Lending Advanced by Financial Institutions 

Table 7.31 presents the result on lending to nursing home facilities from 
Indecon’s Survey of Financial Institutions in Ireland. Lending increased from 
€61m in 2003 to €81m in 2004. The financial institutions estimate total capital 
expenditure, including promoter’s equity, to have been €83m in 2003 and 
€103m in 2004. 

 

Table 7.31: Indecon Confidential Survey of Financial Institutions in 
Ireland: Total Value of Annual New Lending Advanced and Estimated 

Total Capital Expenditure on Nursing Homes including Promoter’s Equity, 
2003-2004 

Detail 2003 (€’000) 2004 (€’000) 

Total value of annual new lending 
advanced 

61,448 81,075 

Total capital expenditure on projects 
including promoter’s equity 

83,298 103,100 

Source: Indecon Confidential Survey of Financial Institutions in Ireland. 

 

7.6.3 Estimated Gross and Net Cost of Tax Incentive 

7.6.3.1 Capital Expenditure 

Indecon’s estimate of investment in the nursing home sector is based on data 
from the Irish Nursing Home Organisation on average numbers of registered 
homes, as well Indecon research on average levels of investment in the 
sector21. This gives a figure on total capital expenditure over the period 2001-
2005 of €171,091,000, or an annual average investment of €34,218,200.  While 
this is less than suggested from the results from financial institutions we 
believe it is the most appropriate basis for our estimates. 

                                                      

21 From the Indecon confidential survey of private nursing homes 
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It is, however, important to also take account of future investment for projects 
which have qualified under this scheme but for which the investment has not 
yet been completed.  As there is currently no time limit to the nursing home 
tax allowance scheme, it is difficult to estimate with certainty future 
investment under the scheme. Indecon have examined estimates on the level 
of planning applications.  We estimate a possible scenario for total future 
investment of the order of €30,169,000 however this depends on whether the 
incentives continue whereby the level of investments could be significantly 
higher.  

Table 7.32: Estimate of Total Eligible Capital Expenditure on Nursing 
Homes under the Tax Incentive Scheme 

Detail Value (€) 

  

Total Cumulative Capital Expenditure 171,091 

Forecast of Future Capital Expenditure 30,169 

  

Source :Indecon Calculations 

 

7.6.3.2 Impact of the Capital Expenditure 

The increased levels of investment arising from the existence of the scheme 
will give rise to increased economic activity.   In order to take this into 
account in our model we include a ‘multiplier’ effect, which estimates the 
increase in economic activity due to the increased level of investment. For the 
period 2001-2005, we have estimated that the level of investment outlined 
above will give rise to €214,719,000 of benefits to the Irish economy. 
However, this figure must be adjusted for the opportunity cost of the 
investment, reflecting the fact that had this money not been invested in the 
hotel sector it could have been invested in other sectors of the economy. We 
assume an opportunity cost of 95%.  However, in the case of nursing homes, 
there is likely to be a wider benefit to the economy, arising from the role 
which these nursing homes play in reducing demands on the public health 
sector, equivalent to 15% to 20% of the total spend.  We assume 20% in our 
estimate. The economic benefit is therefore estimated to be of the order of 
€42,943,000.  While it is difficult to provide precise estimates of this we use an 
estimate of these benefits.  
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7.6.3.3 Impact on Exchequer Revenues  

In order to calculate the gross and net impacts of the tax allowances schemes 
on Exchequer revenues, Indecon has developed a model based on the 
working of each tax incentive scheme. In the case of nursing homes, this is 
based on the method of calculating the capital allowance over 7 years, 
allowing for a 15% deduction during the first 6 years and a 10% deduction in 
the final year. The tax foregone for the years after 2005 is subject to a net 
present value (NPV) calculation, which reflects the current value of the future 
amount. Current corporate and income tax rates are used and the investor 
profile, which determines the tax rate applicable, is based on responses to 
Indecon’s survey of private nursing homes. 

Using this method, we have estimated a gross cost to the Exchequer of 
€54,952,000, €28,498,000 of which is to be claimed after 2005, at current prices. 
This gross figure must be adjusted to reflect the fact that the increased level of 
investment will lead to increased economic activity, as outlined above, giving 
rise to increased Exchequer revenues. Indecon has estimated the gross tax 
revenues arising from the increased economic activity to be of the order of 
€77,513,000. Adjusting this figure to reflect the opportunity cost of this tax 
revenue we calculate a net tax contribution of €19,378,000. Deducting this 
figure from the gross cost to the Exchequer, we calculate a net cost of 
€35,574,000. 

The investor profile used in the above calculations is based on survey data 
gathered by Indecon. This assumption affects the results as different types of 
investors pay differing tax rates, i.e. the corporate tax rate or the PAYE rate. 
We have tested the sensitivity of our results to this assumption by calculating 
a weighted average of investors responding to the Indecon survey, as 
opposed to an arithmetic average. This increases the gross tax cost to 
€60,236,000 and the net tax cost to €40,858,000. 

Table 7.33  gives a summary of Indecon’s estimates for this scheme. 
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Table 7.33: Estimates of Capital Expenditure and Tax Revenue Foregone 
under the Tax Incentive Scheme for Private Nursing Homes 

Estimate €’000 

  

Capital Expenditure to Date 171,091 

Gross Tax Revenue Foregone 54,952 

Tax Contribution allowing for  Indirect Tax Revenues   19,378 

Net Tax Revenue Foregone 35,574 

Future Capital Expenditure 30,169 

  

Source: Indecon Confidential Surveys of Private Nursing Homes and County Councils, Irish Nursing 
Home Organisation. 

 

The above figures must be further adjusted to take account of deadweight. 
This arises from the fact that some of the projects built under the tax incentive 
would have gone ahead anyway, in the absence of the tax incentive. Based on 
Indecon’s survey of nursing homes, auctioneers, financial institutions and the 
accountancy profession, we estimate deadweight under this tax incentive to 
be of the order of 15%. The ‘Tax contribution allowing for opportunity cost 
factor’ figure must be reduced to reflect this. We therefore get a tax 
contribution figure of €16,472,000, reflecting deadweight of around 
€3,000,000. This results in a net tax revenue foregone of €38,480,287. 

Indecon has also undertaken a sensitivity analysis on the assumptions 
underlying the above figures. In order to calculate the gross economic 
benefits of the capital expenditure we have assumed a multiplier of 1.255. If 
we decrease this figure to 1.1 the net tax revenue foregone increases to 
€37,967,000, while adjusting it to 1.35 decreases net tax foregone to 
€34,107,000. This gives a range of €3.8M. In addition to this we have assumed 
a deadweight for the tax incentive equal to 15%, based on survey responses. 
Reducing this figure to 5% give a net tax foregone of €36,542,000, while 
increasing it to 25% gives a figure of €40,418,000. This corresponds to a range 
of around €4M. 
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7.6.4 Scope for High-Income Individuals to Reduce Tax 
Liabilities 

Table 7.34 presents the profile of respondents to the Indecon survey who 
have availed of the tax incentive. Over half described themselves as 
‘individuals in business’, while just over a quarter were companies. 18.5% of 
those availing of the incentive were ‘passive investors’. 

 

Table 7.34: Profile of Claimants of the Capital Allowances in the case of 
Nursing Home/Convalescent Facilities which have Utilised the Tax 

Incentive Scheme 

Claimant % of Respondents 

Individuals in business 55.6% 

Company 25.9% 

Passive Investors 18.5% 

Total 100.0% 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

Figure 7.10 illustrates the profile of respondents to the Indecon survey who 
have availed of the tax incentive. 
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Figure 7.10: Profile of Claimants of the Capital Allowances in the case of 
Nursing Home/Convalescent Facilities which have Utilised the Tax 

Incentive Scheme 
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Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

Table 7.35 presents the views of accountancy/tax professionals on the likely 
income category of investors availing of the tax incentive. All felt that 
investors were likely to be earning over €100,000, with 16.7% of respondents 
considering it likely that investors would be earning over €200,000.  
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Table 7.35: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors Utilising 

the Nursing Home Tax Incentive 

Gross Annual Income Category of Investors % of Survey Respondents 

Majority of investors were likely to be earning 
in excess of €200,000 

16.7% 

Majority of investors were likely to be earning 
between €100,000 and €200,000 

83.3% 

Majority of investors were likely to be earning 
between €50,000 and €100,000 

0.0% 

Majority of investors were likely to be earning 
less than €50,000 

0.0% 

Total 100.0% 

Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 

Figure 7.11 emphasises the fact that, in the opinion of accountancy/tax 
professionals, most investors are likely to be high-earners. 

Figure 7.11: Indecon Confidential Survey of Accountancy/Tax Professions 
in Ireland: Estimates of Gross Annual Income Category accounting for the 

Majority of Investors Utilising the Nursing Home Tax Incentive 
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Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 
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7.6.5 Overall Effectiveness in Achieving Policy Objective 

Table 7.36 presents the views of the nursing home/convalescent facility sector 
on the effectiveness of the tax incentive scheme in increasing the supply of 
places. A majority of both categories operators believed that the scheme has 
been effective in this regard.  

 

Table 7.36: Views of the Nursing Home/Convalescent Facility Sector on the 
Effectiveness of Property-based Tax Incentive Scheme in Increasing the 

Supply of Nursing Home/Convalescent Facility Places, Nursing 
Home/Convalescent Facilities With and Without Tax Incentive 

% of Respondents 

Level of Effectiveness 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

Effective 88.5% 85.7% 

Neither effective nor ineffective 7.7% 14.3% 

Ineffective 3.8% 0.0% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

The extent of this belief is evident from Figure 7.12. 



Section 7 Capital Allowances for Nursing Homes 
 

 

 October 2005 Page 179 

Figure 7.12: Views of the Nursing Home/Convalescent Facility Sector on 
the Effectiveness of Property-based Tax Incentive Scheme in Increasing the 

Supply of Nursing Home/Convalescent Facility Places, Nursing 
Home/Convalescent Facilities With and Without Tax Incentive 
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Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 
Table 7.37 summarise the views of Local Authorities on the effectiveness of 
the tax incentive in increasing the supply of nursing home accommodation. 
Nearly two-thirds of local authorities consider the scheme to have been 
successful in this regard, with most of the remainder considering it to have 
been ‘neither effective nor ineffective’. 
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Table 7.37: Views of Local Authorities on the Effectiveness of Property-
based Tax Incentive Scheme in Increasing the Supply of Nursing 

Homes/Convalescence Accommodation 

Level of Effectiveness % of Local Authorities 

Effective 62.1% 

Neither effective nor ineffective 31.0% 

Ineffective 6.9% 

Total 100.0% 

Source: Indecon Confidential Survey of Local Authorities. 

 

Figure 7.13 illustrates these views graphically. 

 

Figure 7.13: Views of Local Authorities on the Effectiveness of Property-
based Tax Incentive Scheme in Increasing the Supply of Nursing 

Homes/Convalescence Accommodation 
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Source: Indecon Confidential Survey of Local Authorities. 
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Table 7.38 details the fact that few operating in the nursing home/ 
convalescent facility sector consider that the tax incentive scheme has been 
successful in reducing the cost of places, with less than 4% of operators that 
have availed of the incentive and less than 11% of those that have not 
considering it to have been effective in this regard. Just over half of the former 
category and over 60% of latter consider it to have been ineffective, with the 
remainder not expressing an opinion. It is clear that while those in the sector 
are positive about the effect of the incentive on the supply of nursing home 
beds, they are less inclined to consider that it has had any significant effect on 
prices. 

 

Table 7.38: Views of the Nursing Home/Convalescent Facility Sector on the 
Effectiveness of Property-based Tax Incentive Scheme in Reducing the 

Cost of Nursing Home/Convalescent Facility Places, Nursing 
Home/Convalescent Facilities With and Without Tax Incentive 

% of Respondents 

Level of Effectiveness 

Homes that 
availed of Tax 

Incentive 

Homes that did 
not avail of Tax 

Incentive 

Effective 3.8% 10.7% 

Neither effective nor ineffective 42.3% 28.6% 

Ineffective 53.8% 60.7% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

 

Figure 7.14 illustrates the fact that few operating in the nursing home/ 
convalescent facility sector consider that the tax incentive scheme has been 
successful in reducing the cost of places 
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Figure 7.14: Views of the Nursing Home/Convalescent Facility Sector on 
the Effectiveness of Property-based Tax Incentive Scheme in Reducing the 

Cost of Nursing Home/Convalescent Facility Places, Nursing 
Home/Convalescent Facilities With and Without Tax Incentive 

 
 

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

Effective Neither effective nor ineffective Ineffective

Homes that availed of Tax Incentive Homes that did not avail of Tax Incentive  
 

Source: Indecon Confidential Survey of Nursing Home/Convalescent Facilities in Ireland. 

. 

7.7 Summary of Main Findings 
In this we have reviewed the property-based tax incentive for nursing homes 
and outlined its effect both on the supply and cost of nursing home 
accommodation as well as its impact on Exchequer returns. The key findings 
from our analysis are as follows: 

 There is regional heterogeneity in the current profile of nursing homes 
in Ireland. There is considerable variation across different regions in the 
number of nursing homes beds per capita, the costs to the operator per 
bed, the rate charged per bed, and the average occupancy rates. 

 It is widely held, both among operators in the sector and in local 
authorities that the tax incentive has been effective in increasing the 
supply of nursing home places.  It is also likely that many projects 
would either not have proceeded in the absence of the tax incentive or 
would have taken longer to come on-line.  
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 The weekly cost of places has risen over the last number of years.   
Indecon survey evidence suggests that the tax incentive scheme had 
been ineffective in reducing, the increase in the cost of nursing home 
accommodation.   Indecon however believes that in the absence of 
investment in the sector cost increases would be likely to be greater.  

 We have estimated the capital expenditure to date, and presented a 
forecast for expenditure on eligible projects in the future. After taking 
account of the beneficial effects of extra investment as a result of the 
scheme, allowing for opportunity cost and deadweight, Indecon 
estimates the net cost of the tax incentive as €38.5m in terms of tax 
revenue foregone. 

 Those availing of tax relief due to investment in nursing homes were 
likely to be earning in excess of €100,000 per year. 
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8 Capital Allowances for Third Level 
Educational Buildings 

8.1 Introduction and Background 
In this section, we present our examination of the tax incentive for third-level 
educational buildings, including our assessment of the extent to which the 
scheme has justified its introduction and the contribution that the relief has 
made and can make to the wider policy objectives of the sector.  We also 
examine the extent to which high income individuals use the relief to reduce 
their tax liability.  As part of our research we received survey responses from 
11 major third level institutions. 

8.2 Description of Tax Incentive 
This relief provides for the granting of capital allowances in respect of capital 
expenditure incurred on certain buildings used for the purposes of third level 
education. Such expenditure must be approved by the Minister for Education 
and Science and have the consent of the Minister for Finance. The measure 
covers both construction expenditure and expenditure on the provision of 
machinery or plant. Capital allowances are provided for in respect of 
qualifying expenditure at the rate of 15 per cent per annum for 6 years with 
the balance (10 per cent) being written off in year 7. 

 To be eligible for the allowances, the premises must be let to an approved 
institution. In addition, the approved institution must have raised a sum of 
money from private sources equivalent to at least 50 per cent of the total 
qualifying expenditure before construction begins. The Minister for Finance 
must certify that this is the case and that this sum is to be used solely for the 
purpose of paying interest, rent and eventually buying back the new 
premises at the end of the lease period. The section covers projects 
undertaken in the period from 1 July 1997 to 31 July 2006, provided a 
Ministerial certificate was received in the Department of Finance by 31 
December 2004. 
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8.3 Measure of Overall Level of Activity in Sector 

8.3.1 Level of Incentive Utilisation 

Table 8.1 presents a result from Indecon’s survey of Third Level Institutions 
in Ireland. 45.5% of respondents have availed of the tax incentive in the last 
five years. 

Table 8.1: Proportion of Third Level Institutions that Utilised the Section 
843 Scheme for Investment in Third Level Educational Buildings 

Impact % of Survey Respondents 

Third Level Institutions that have availed 
of the Section 843 investment scheme 

45.5% 

Third Level Institutions that have not 
availed of the Section 843 investment 
scheme 

54.5% 

Total 100.0% 

Source: Indecon Confidential Survey of Third Level Educational Institutions in Ireland. 

 

8.4 Case Study 
Before we examine the detailed impacts of the incentives, it is useful to 
consider a case study of a third level educational building investment 
benefiting from the tax incentive.  This case study is focused on illustrating 
how the tax incentives work.   

These incentives are very different from the other incentives since the State is 
likely to hold the residual (or equity) interest in the facilities22.  In exchange 
for tax incentives, the Exchequer receives a real estate investment at the end 
of seven years.  It is therefore appropriate to see the incentive as an 
alternative to public expenditure or to the institutions borrowing the funds. 

                                                      

22 If private sector third level institutions avail of this scheme, then the analysis is similar to that of 
hospitals. 
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8.4.1 Investor Perspective 

An investor plans to purchase a €50 million facility on behalf of a University.  
The investor pays taxes at 42% and will lease the facility back to the 
University.  At the end of a 7 year lease term, the University has the right to 
purchase the facility for €0.01.  The investor’s cost of capital is equal to the 7 
year Euro par rate.  These assumptions are summarised in Table 8.2. 

Table 8.2:  Key Assumptions 

Item Assumed Level 
Cost of Asset (€ million) 50 
10 Year Bond Rate 3% 
Lease Term (Years) 7 
Tax Rate 42% 
Source: Indecon. 
 

Using these assumptions, the investor could charge the University annual 
lease payments of €8 million and break-even on this transaction.   However, if 
the investor avails of capital allowances, the transaction becomes highly 
profitable.  The capital allowances are €3.2 million in the first 6 years and €2.1 
million in the seventh year (see Table 8.3).   The present value of these 
allowances is €19 million (38% of the cost of the asset). 

Table 8.3:  Return on Third Level Education Buildings 

Period 0 1 2 3 4 5 6 7 
Interest Revenue  1.5 1.3 1.1 0.9 0.7 0.5 0.2 
Principal Repaid  6.5 6.7 6.9 7.1 7.3 7.6 7.8 
Cash Flow -50 8.0 8.0 8.0 8.0 8.0 8.0 8.0 
     
Capital Allowance  3.2 3.2 3.2 3.2 3.2 3.2 2.1 
CA As % of Cash 
Flow   39% 39% 39% 39% 39% 39% 26% 
Source: Indecon. 
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In practice, some form of gain-sharing is likely to take place.  Largely, this 
will depend upon the relative bargaining power of the investor and the 
University.  For example, if there is a 50-50 effective sharing of the benefits 
allocation of the capital allowances, then the present value of the transaction 
to the investor is €9.5 million and the University will make lease payments of 
€6.4 million in each of the first 6 years and €7 million in the final year.  From 
the perspective of the University, the transaction results in a saving of €9.5 
million (19% of the cost of the asset).  In practice, research undertaken by 
Indecon suggests that many third level institutions may benefit less than 
indicated in this case study. 

8.5 Impacts of Tax Incentive 

8.5.1 Impact on Cost of Educational Buildings 

Table 8.4 gives a summary of the views of the Third Level Education sector 
on the impact of the tax incentive scheme on the cost of educational 
buildings. Two thirds of those respondents who had utilized the scheme felt 
that it enabled their institution to lease a building at a lower cost than 
financing, while a third felt that it enabled their institution to lease a building 
without having to borrow. 

Table 8.4: Views of the Third Level Education Sector on the impact of the 
Section 843 Scheme on the Cost of Educational Buildings, in the case of 

Third Level Institutions which have Utilised the Scheme 

Main Impact % of Respondents 

Enabled institution to lease a building at 
a lower cost than financing, i.e. directly 
through borrowings 

66.7% 

Facilitated institution to lease a building 
without recourse to borrowings 

33.3% 

Other 0.0% 

Total 100.0% 

Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 
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A number of third level institutions have also indicated to Indecon that the 
scheme involves what in their view is an onerous and complicated 
certification for each project. 

In relation to the 50% private funding requirement before construction some 
third level institutions have indicated that they are experiencing smaller 
individual donations over a period and that they believe it would be 
preferable to proceed with projects prior to reaching the 50% funding 
provided they were confident that targets for the generation of private funds 
could be achieved.  Permitting colleagues to proceed with prudent plans 
based on normal borrowing financing could reduce overall costs if delays to 
projects were avoided in periods of high cost inflation. 

8.6 Evaluation of the Tax Incentive 

8.6.1 Displacement, Deadweight and Opportunity Cost 

Table 8.5 details the views of financial institutions, auctioneers and 
accountancy/tax professionals on the likelihood of realised capital 
expenditure proceeding in the absence of the tax incentive. Few respondents 
in any of the categories felt that all projects would have proceeded within the 
existing timeframe. Over a third of auctioneers, a third of accountancy/tax 
professionals and nearly 60% of respondents in financial institutions felt that 
projects would have proceeded over a longer timeframe, while over a third of 
auctioneers and a third of accountants felt that a majority of projects would 
not have proceeded at all.  The third level institutions and other agencies of 
government are likely to be in a better position than these other groups to 
evaluate the likelihood of projects proceeding in the absence of the property 
based tax incentives.  This is, however, more difficult to judge than might at 
first be thought.  Third level institutions who we consulted were of the view 
that the buildings funded were of critical importance.  However, whether 
they would have been able to proceed with the projects within the timescale 
would have depended on the willingness of the Exchequer to provide the 
funds or the feasibility of the institutions raising the funding through 
borrowings, donations or own resources.  In many ways as these projects 
represent public goods this issue is less relevant than for some of the other 
schemes. 
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Table 8.5: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects would have 
proceeded in the Absence of the Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 
Financial 

Institutions 
Auctioneers Accountancy

/ Tax Prof’ns 
All projects would have proceeded 
within existing timeframe 

14.3% 10.4% 0.0% 

Projects would have proceeded over 
a longer timeframe 

57.1% 35.7% 33.3% 

A majority of projects would not 
have proceeded 

0.0% 36.8% 33.3% 

A minority of projects would not 
have proceeded 

28.6% 17.0% 33.3% 

Total 100.0% 100.0% 100.0% 

Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 
Figure 8.1 illustrates the views of financial institutions and auctioneers/ 
accountancy professionals. 

Figure 8.1: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects would have 
proceeded in the Absence of the Property-based Tax Incentive Scheme 
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Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 



Section 8 Capital Allowances for Third Level Educational Buildings 
 

 

 October 2005 Page 190 

8.6.2 Estimated Investment in the Sector 

8.6.2.1 Capital Expenditure 

Table 8.6 presents an overview of the project certified for funding under the 
first and second cycle of the Programme for Research in Third Level 
Institutions. For cycle 2 the figure was €43.147 and for non PRTLI the 
estimated capital spend was €147.508. 

 

Table 8.6: Capital Spend on Section 843 Projects 

   Section 843 Projects 

€m 

PRTLI Cycle 1 157.329 

PRTLI Cycle 2 43.147 

Non PRTLI  147.508 

  347.984 

Source: Department of Education and Science 

 

In addition to projects approved there are three more projects to be 
considered for approval and the value of these have been estimated to be 
€79m.  We have not included these projects in our estimates. 

Table 8.7 gives some indicative estimates of the timing of the projects 
approved as eligible to utilise the Section 843 scheme between 1997 and 2005 
based on our survey responses.  

Table 8.7: Total Number of Approved Projects (i.e. Third Level 
Educational Buildings) Utilising the Section 843 Scheme, 1997-2005 

 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Number of 
projects 

0 1 1 2 2 2 1 0 1 

          

Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 
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Table 8.8 details results from Indecon’s survey of Third Level Institutions in 
Ireland. The average percentage cost savings for institutions utilising the 
Section 843 scheme compared to borrowing funds was 6.8%. As illustrated in 
our case study, the NPV to investors of the capital allowances could be as 
high as 38% of the capital costs in cases where personal investment was used 
on non PRTLI projects. This indicates that the Exchequer is paying multiples 
to the investors of the benefits secured by the universities. The scheme 
therefore represents an extremely costly mechanism for the state to fund the 
much needed investment in our third level sector. The funds could be secured 
at a fraction of the cost of the tax incentives.  Even in cases where corporate 
investment is used we believe the scheme is not cost-effective. 

Table 8.8: Average percentage cost savings compared to borrowing funds 
secured in the case of Third Level Institutions which have Utilised the 

Section 843 Scheme 

Item %  

Average percentage cost savings 6.8% 

  
Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 

8.6.2.2 Sources of Funding for Capital Expenditure 

Table 8.9 gives the breakdown in funding sources for capital investments in 
third level buildings. Nearly 40% came from direct sponsorship or gift, with 
30% coming from the government and just under a quarter borrowed from 
banks.  

Table 8.9: Breakdown of Funding Sources, in the case of Third Level 
Institutions which have Utilised the Scheme 

Source of funding % 

Bank borrowings 23.6% 

Private sector equity on projects subsequently leased to institution 4.7% 

Direct sponsorship/gifts 39.4% 

Government grant 29.9% 

Own resources 2.4% 

Total 100.0% 

Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 
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Figure 8.2 graphically depicts these figures. 

 

Figure 8.2: Breakdown of Funding Sources, in the case of Third Level 
Institutions which have Utilised the Scheme 
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Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 

 

8.6.3 Estimated Gross and Net Cost of Tax Incentive 

8.6.3.1 Capital Expenditure 

Under the tax allowance scheme for third level educational buildings, all 
schemes must be certified by either the Higher Education Authority or the 
Department of Finance. As Indecon has had access to this data, we are able to 
estimate levels of investment under this scheme. Overall capital expenditure 
is estimated to be €348m. 

It is, however, important to also take account of future investment for projects 
which have qualified under this scheme but for which the investment has not 
yet been completed.  Based on information from the Department of Finance, 
we understand that there are 3 more schemes to be approved under this 
scheme with estimated value of €79m. 
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Table 8.10: Estimate of Total Eligible Capital Expenditure on Third Level 
Educational Buildings under the Tax Incentive Scheme 

Detail Value (€’000s) 

Total Cumulative Capital Expenditure to date 347,984 

Estimated Future Capital Expenditure 79,000 

  

Source :Indecon Calculations 

 

8.6.3.2 Impact of the Capital Expenditure 

The impact of this investment will give rise to increased capital formation 
which in turn will give rise to increased economic activity. It is therefore 
important to estimate the knock-on macro-economic effect of the investment 
on the economy as a whole in order to calculate the net effect on the 
Exchequer. In order to do this, Indecon has applied a ‘multiplier’ to the 
capital investment, which effectively multiplies the investment by an integer 
calculated by past empirical research. For the Third Level Educational Sector, 
we have estimated that the initial investment will give rise to overall 
economic expenditure of the order of €436,720,000. However, this figure must 
be adjusted to reflect the opportunity cost of the investment, which is due to 
the fact that the money could have been invested in another part of the 
economy. We assume an opportunity cost of 95% suggesting a macro-
economic benefit of €21,835,996.  This however does not take account of the 
very important impact of investment in the third level sector on human 
capital. Indecon believes that continued investment in the third level sector is 
essential and we believe that based on previous evaluations that these 
projects can have a significant economic return. We have not attempted to 
evaluate these benefits as part of this assignment but would strongly support 
on-going investment in the sector. 
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8.6.3.3 Impact on Exchequer Revenues 

In order to calculate the gross and net impacts of the tax allowances schemes 
on Exchequer revenues, Indecon has developed a model based on the 
working of each tax incentive scheme. In the case of third level educational 
buildings, this is based on the method of calculating the capital allowance 
over 7 years, allowing for a 15% deduction over the first 6 years and a final 
10% deduction in the 7th year. The tax foregone relating to years after 2005 are 
subject to a net present value (NPV) calculation, which reflects the current 
value of the future tax foregone. Current corporate and income tax rates are 
applied. 

The issue of what tax rate to utilise in our estimates is a difficult one to decide 
in the case of third level buildings and in general it can be assumed that 
investors will utilise the structure which maximise their net benefit.  In this 
case this suggests the appropriateness of assuming the allowances have been 
claimed at the personal tax rates and we are aware of utilisation of this 
incentive by personal investors.  This is the assumption used for non PRTLI 
projects.  For PRTLI projects, investors are obliged to apply corporate tax 
rates and provide an estimate of their tax savings arising from the scheme. 
Indecon has had access to this information and our tax figures for PRTLI 
projects are based on the original estimates by financial institutions at the 
time of the tender for the PRTLI scheme. The total gross tax foregone under 
this scheme is of the order of €29,162,000. Adding this to our estimate for the 
gross tax cost of the non-PRTLI scheme, we estimate a total gross tax cost of 
€87,075,000. 

This gross figure must be adjusted to reflect the fact that the increased level of 
investment will lead to increased economic activity, as outlined above, giving 
rise to increased Exchequer revenues. Indecon has estimated the gross tax 
revenues arising from the increased economic activity to be of the order of 
€157,656,000.  

Adjusting this figure to reflect the opportunity cost of the tax revenues we 
calculate a net tax contribution of €39,414,000 as a result of the investment in 
new facilities. Deducting this figure from the gross cost to the Exchequer, we 
estimate a net cost of €47,661,000.  Table 8.11 gives a summary of Indecon’s 
estimates for this scheme. 
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Table 8.11: Estimates of Capital Expenditure and Tax Revenue Foregone 
under the Tax Incentive Scheme for Third Level Educational Buildings 

Estimate €m 

  

Capital Expenditure  348 

Gross Tax Revenue Foregone 87 

Tax Contribution allowing for Indirect Tax Revenues 39 

Net Tax Revenue Foregone 48 

  

Source: Department of Finance, Higher Education Authority, Indecon survey of Universities. 

 

The above figures must be further adjusted to take account of deadweight. 
This arises from the fact that some of the projects built under the tax incentive 
would have gone ahead anyway, in the absence of the tax incentive. Based on 
Indecon’s survey of universities, auctioneers, financial institutions and the 
accountancy profession, we estimate deadweight under this tax incentive to 
be of the order of 15%. The ‘Tax Contribution allowing for Opportunity Cost’ 
figure must be reduced to reflect this. We therefore get a tax contribution 
figure of €33,502,000, reflecting deadweight of around €5.9m. This results in 
net tax revenue foregone of €53,573,000. 

Indecon has undertaken a sensitivity analysis on the above figures, in relation 
to the multiplier and deadweight assumptions. The multiplier used for the 
above estimates is 1.255. Reducing this to 1.1 gives a net tax cost figure of 
€52,529,000, while increasing it to 1.35 gives a figure of €44,678,000; a range of 
around €8m. A deadweight figure of 15% was applied to the net tax 
contribution arising from the capital expenditure. Reducing this to 10% 
increases the net tax foregone figure to €51,602,000, while increasing it to 25% 
results in a figure of €57,515,000.  Therefore, a 15% change in the deadweight 
assumption leads to a €6m change in the net tax foregone. 
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8.6.4 Scope for High-Income Individuals to Reduce Tax 
Liabilities 

Table 8.12 gives the opinion of accountancy/tax professionals on the income 
category of investors availing of the tax incentive. All respondents felt that 
investors were likely to be earning in excess of €200,000 per years.  

Table 8.12: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors utilising 

the Third Level Educational Buildings Tax Incentive. 

Gross Annual Income Category of Investors % of Survey Respondents 

Majority of investors were likely to be earning 
in excess of €200,000 

100.0% 

Majority of investors were likely to be earning 
between €100,000 and €200,000 

0.0% 

Majority of investors were likely to be earning 
between €50,000 and €100,000 

0.0% 

Majority of investors were likely to be earning 
less than €50,000 

0.0% 

Total 100.0% 

Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 
 
This decisive result is illustrated in Figure 8.3, below. 
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Figure 8.3: Indecon Confidential Survey of Accountancy/Tax Professions in 
Ireland: Estimates of Gross Annual Income Category accounting for the 

Majority of Investors utilising the Third Level Educational Buildings Tax 
Incentive. 
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Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 

8.6.5 Overall Effectiveness in Achieving Policy Objective 

Table 8.13 presents the views of the Third Level Education sector on the 
effectiveness of the tax incentive in attracting additional investment in third 
level educational facilities. While 75% of those responding institutions which 
had availed of the tax incentive felt that the scheme had been successful in 
this regard, none of the respondents from institutions that had not availed the 
incentive felt this to be the case.  
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Table 8.13: Views of the Third Level Education Sector on the Effectiveness 
of the Section 843 Capital Allowance Scheme in Attracting Additional 

Investment In Third Level Educational Facilities , Third Level Institutions 
With and Without Tax Incentives 

% of Respondents 

Level of Effectiveness 

Institutions that 
availed of Tax 

Incentive 

Institutions that 
did not avail of 
Tax Incentive 

Effective 75.0% 0.0% 

Neither effective nor ineffective 25.0% 50.0% 

Ineffective 0.0% 50.0% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Third Level Educational Institutions in Ireland. 

 
The differences in the opinions of those institutions which availed of the tax 
incentive and those that did not is emphasised by Figure 8.4. 
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Figure 8.4: Views of the Third Level Education Sector on the Effectiveness 
of the Section 843 Capital Allowance Scheme in Attracting Additional 

Investment In Third Level Educational Facilities , Third Level Institutions 
With and Without Tax Incentives 
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Source: Indecon Confidential Survey of Third Level Educational Institutions in Ireland. 
 

 

Table 8.14 displays the views of the third level education sector on the 
impacts of the Section 843 Capital Allowance Scheme. All respondents who 
had availed of the incentive felt it had facilitated the development of R&D 
activities, while 60% felt it had facilitated an expansion in student numbers, 
improved facilities for students and staff and made possible the provision of 
new facilities.  
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Table 8.14: Views of the Third Level Education Sector on the Impacts of 
the Section 843 Capital Allowance Scheme on Investment in Third Level 
Educational Facilities, Third Level Institutions With and Without Capital 

Allowances 

% of Survey Respondents 

Impact 

Institutions 
that availed of 
Tax Incentive 

Institutions 
that did not 
avail of Tax 

Incentive 

Facilitated development of R & D activities 100.0% - 

Facilitated an expansion in student numbers 60.0% - 

Improved existing facilities for students and staff 60.0% - 

Made possible the provision of new facilities 60.0% - 

Other 40.0% - 

Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 

 

Figure 8.5 illustrates these responses. 

Figure 8.5: Views of the Third Level Education Sector on the Impacts of the 
Section 843 Capital Allowance Scheme on Investment in Third Level 

Educational Facilities, Third Level Institutions With and Without Capital 
Allowances 
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Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 
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8.7 Summary of Main Findings 
In this section we have described the property-based tax incentive for third 
level educational buildings and outlined its effect both on third level 
institutions and on Exchequer returns. The key findings from our analysis are 
as follows: 

 Among those institutions that have availed of the incentive there is 
broad support for the contention that it has facilitated investment in 
research and led to the development of new R&D facilities as well as an 
improvement in existing ones. Among those institutions that have not 
availed of the incentive there is a tendency to consider that the scheme 
has been ineffective in this regard. 

 We have estimated the total capital expenditure undertaken to date. 
After taking account of the beneficial effect of extra investment as a 
result of the scheme allowing for opportunity cost and deadweight, 
Indecon estimates the net cost of the tax incentive as €53.6 million in 
terms of tax revenue foregone. 

 The investments supported by the Section 843 incentives are likely to 
have had significant economic benefits and Indecon believes continued 
investment in this sector is needed. 

 Our analysis however has indicated that the incentives resulted in very 
little cost savings for the institutions and that these were a fraction of 
the Exchequer costs. A much more cost effective way would be for the 
institutions to have borrowed the funds. 

 The incentives which have been used primarily by high income earners 
represent a very costly way to fund the needed investment. Public 
expenditure could have achieved the same results at much lower 
Exchequer costs. 
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9 Section 23 Relief for Student 
Accommodation 

9.1 Introduction and Background 
In this section, we present our examination of the tax incentive for student 
accommodation properties, including our assessment of the extent to which 
the scheme has justified its introduction and the contribution that the relief 
has made and can make to the wider policy objectives of the sector.  We also 
examine the extent to which high income individuals use the relief to reduce 
their tax liability.   

9.2 Description of Tax Incentive 
This scheme was introduced in Finance Act 1999 with the intention of 
increasing the supply of suitable student accommodation in the vicinity of 
3rd level institutions. The scheme applies to capital expenditure incurred in 
the period between 1 April 1999 and 31 July 2006 (Finance Act 2004) where an 
application for full planning permission has been received by the planning 
authority by 31 December 2004.  The extension also applies, as in other 
schemes (hotels, holiday cottages) in relation to exempted development 
where the relevant conditions are satisfied by 31 December 2004. Expenditure 
on the construction, conversion or refurbishment of rented residential 
accommodation for third level students qualifies for "Section 23" type relief. 
The relief provides for a deduction of 100% of the construction, conversion or 
refurbishment expenditure, which may be off-set against all Irish rental 
income - whether derived from the premises in question or from other 
lettings. The development must conform with guidelines issued by the 
Minister for Education and Science. These guidelines deal with various 
features of the scheme, including the institutions which qualify, conditions 
relating to the standards and location of accommodation and the categories of 
students whose accommodation will be covered. 
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The accommodation must be provided within an 8km radius of the main 
campus and must be approved by the relevant third level institution.  One of 
the provisions of the section was that the first letting must be to students of 
the certifying educational institution and this is an understandable provision.  
In cases, however, where a unit was first completed and available for letting 
outside of the academic year it had the potential to cause a loss of summer 
business and a vacant property. 

9.3 Measure of Overall Level of Activity in Sector 

9.3.1 Supply of Student Accommodation 

Table 9.1 presents the views of the third level education sector on the current 
supply of student accommodation. Of institutions that have availed of the 
incentive, 44.4% consider there to be currently excess supply of student 
accommodation. Concerns over over-supply were also expressed to Indecon 
by a number of parties during our research. This supply problem will also be 
influenced by the significant pipeline of projects which have met the 2004 
planning deadline. If all of these projects proceed there is likely to be a 
significant oversupply situation.  Of those responding institutions that had 
not availed of he the tax incentive, 100% consider the current supply of 
student accommodation to be adequate. 

Table 9.1: Views of the Third Level Education Sector on the Current Supply 
of Student Accommodation,  Third Level Institutions With and Without 

Tax Incentive 

% of Survey Respondents 

Impact 

Institutions that 
availed of Tax 

Incentive 

Institutions that 
did not avail of 
Tax Incentive 

Currently excess supply of 
accommodation available on market 

44.4% 0.0% 

Currently adequate supply 33.3% 100.0% 

Currently significant shortages of supply 22.2% 0.0% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 
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Figure 9.1 presents the above views graphically. 

 

Figure 9.1: Views of the Third Level Education Sector on the Current 
Supply of Student Accommodation, Third Level Institutions With and 

Without Tax Incentive 
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Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 

 

9.3.2 Level of Incentive Utilisation 

Table 9.2 presents the proportion of respondents to the Indecon survey who 
have availed of the tax incentive (90%). 
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Table 9.2: Proportion of Third Level Education Institutions that have 
Certified Projects that qualify for Section 23 Type Relief Capital 

Allowances for Student Accommodation 

 % of Survey Respondents 

Institutions that have certified projects 
qualifying for Section 23 type relief 
capital allowances 

90.0% 

Institutions that have not certified 
projects qualifying for Section 23 type 
relief capital allowances 

10.0% 

Total      100.0% 

Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 

 

Table 9.3 details the type of accommodation used by third level students in 
2000 and in 2005. The proportion of students residing in student 
accommodation approved under the scheme rose by 16.6% percentage points. 
There has been an associated fall in the proportion of students living in other 
accommodation provided by the market (20.1 percentage points).  

Table 9.3: Details of Student Accommodation, Percentage of Students 
Residing in Types of Accommodation: 2000-2005 

Detail 2000 
% 

2005 
% 

Change 
2000-2005 

(%) 
Students residing in student 
accommodation approved under the 
scheme 

3.6% 20.1% 16.6% 

Students residing at home 44.8% 44.5% -0.3% 
Students in other accommodation 
provided by the market 

47.7% 27.6% -20.1% 

Other 3.9% 7.7% 3.8% 
Total 100.0% 100.0% - 

Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 
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The proportion of students residing at home has remained relatively constant 
as can be seen in Figure 9.2. 

Figure 9.2: Details of Student Accommodation, Percentage of Students 
Residing in Types of Accommodation: 2000-2005 
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Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 

 

9.3.3 Level of Construction Activity 

The Department of the Environment and Local Government have to date 
issued Certificates of Reasonable Cost23 or Certificates of Compliance24 to 
4,718 completed units25 to be used as student accommodation. These units 
have been completed. Table 9.4 illustrates the locations of these units. 

 
                                                      

23 A certificate of Reasonable Cost is issued by the Department of Environment and Local Government in 
cases where the builder does not sell the property on. It certifies that the cost of construction was 
reasonable, that the building regulations have been complied with and that the floor area is in line with 
that set out in the guidelines issued by the Department of Education and Science. 

24 A Certificate of Compliance is issued by the Department of Environment and Local Government where a 
property is sold on by a builder. It certifies that the building regulations have been complied with and 
that the floor area is in line with that set out in the guidelines issued by the Department of Education 
and Science. 

25 A unit in this instance refers to an apartment or house. 
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Table 9.4: Section 50 Units Approved - 01/04/1999 – 18/02/2005 

Location No. of units 

Carlow 79 
Castlebar 22 
Cork 570 
Letterkenny 112 
Dublin 641 
Galway 819 
Tralee 264 
Maynooth 183 
Limerick 1061 
Sligo 356 
Waterford 512 
Athlone 99 
Total 4718 

Source: The Department of Education and Science 

 

Table 9.5 presents the number of bedspaces developed or under construction 
in each year between 1999 and 2004. There has been a steady increase with a 
total of 15,317 new bedspaces developed over the 6 year period.  

Table 9.5: Details of Student Accommodation Schemes Developed or 
Under Construction, in the case of Third Level Institutions availing of Tax-

Relief- Number of Bed spaces. 

Detail 1999 2000 2001 2002 2003 2004 

       

Number of bedspaces in 
schemes 

0 1,416 2,242 2,253 4,919 4,487 

       

Source: The Department of the Environment and Local Government 
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This trend is illustrated in Figure 9.3. 

 

Figure 9.3: Details of Student Accommodation Schemes Developed or 
Under Construction, in the case of Third Level Institutions availing of Tax-

Relief- Number of Bed spaces. 
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Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 

 

Table 9.6 gives details on the number of units in schemes developed or under 
construction in each year using the tax incentive. A total of 3,560 units were 
constructed between 1999 and 2004.  (This differs from numbers approved). 

 

Table 9.6: Details of Student Accommodation Schemes Developed or 
Under Construction, in the case of  Third Level Institutions availing of the 

Tax-Relief- Number of Units in Schemes: 1999-2004 

Detail 1999 2000 2001 2002 2003 2004 

       

Number of units 0 356 413 538 1,215 1,038 

       

Source: The Department of Education and Science. 
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9.4 Case Study 
It is useful to consider a case study of a student accommodation investment 
benefiting from the tax incentive.  This case study is focused on illustrating 
how the tax incentives work.   

The analysis in this section assumes that a property will be purchased, 
operated as student accommodation for a 10 year period and subsequently 
resold as residential property. While this may be unlikely for accommodation 
located on college campuses it is the most likely outcome for accommodation 
outside of the campuses. 

9.4.1 Investor Perspective 

In our case study the investor makes an investment in a provincial student 
accommodation.  Properties are available at a cost of €180,000.  The student 
accommodation in our illustrative case study has a low yield due to lower 
occupancy rates in the summer months and additional security charges, 
resulting in a yield of €6,400 per annum26.   Finally, a risk free interest rate is 
used to discount the differential cash flows as the differential is assumed to 
be known with certainty.  These assumptions are summarised in Table 9.727.   

Table 9.7:  Key Assumptions 

Item Assumed Level 
Investment (€’000) 180 
Gross Yield 6% 
Net Yield – Student Accomm. 3.6% 
Tax Rate 42% 
Assumed Revenue Growth 4% 
Risk Free 10 Year Bond 3.3% 
Source: Indecon. 
 

                                                      

26 These yields are based on an examination of estate agents’ web sites.  A valuation formula is presented in 
Appendix A1.4 that may be used to examine alternative assumptions.  

27 Two simplifying assumptions have been made.  First, fixtures and fittings are ignored since they will 
apply in both cases.  Second, land costs are assumed to be immaterial.     
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In this case study it may be shown (Table 9.8) that the net loss associated with 
operating student accommodation in the absence of tax incentives is 9% of the 
construction cost.  The current capital allowances for student accommodation 
have a present value of 41%28.   Therefore an investor would be prepared to 
pay a premium of up to 32% (i.e. a selling price of €238,000 rather than 
€180,000) to acquire a residential property that is designated as student 
accommodation. 

Table 9.8:  Student Accommodation 

Period 0 1 2 3 4 5 6 7 8 9 10 
Ebitda – Residential  9 10 10 11 11 11 12 12 13 13 
Ebitda – Student 
Accom.  7 7 7 8 8 8 8 9 9 10 
Loss - Student Accom  -3 -3 -3 -3 -3 -3 -3 -4 -4 -4 
Taxes  1 1 1 1 1 1 1 1 2 2 
After Tax Loss  -2 -2 -2 -2 -2 -2 -2 -2 -2 -2 

      

    
% of 
Cost      

Present Value of 
Losses -16  -9%          
PV (Capital 
Allowances) 74  41%          
PV (Losses+ 
Allowance) 58  32%          

            
Source: Indecon. 

 

                                                      

28 If the investor has sufficient rental income, 100% of the construction cost could be deducted in the first 
year.  At a 42% tax rate, this has a present value of 41%.   
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9.4.2 Sensitivity Analysis 

The differential between rental yields on student housing and residential 
properties is the key driver of the Incentive Ratio.  The impact of differential 
yields is summarized in Figure 9.4.  For example, if the net yield on student 
accommodation is 1% and the net yield on residential property is 6%, then the 
yield differential is -5%.  From Figure 9.4, it may be seen that a yield 
differential of -5% gives rise to an Incentive Ratio of -30%.  Stated differently, 
an investor in our case study would require capital allowances equal to 30% 
of the capital cost to consider an investment in student housing.  

Figure 9.4: Incentive Ratio Vs. Yield Differential 
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Source: Indecon. 
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9.5 Evaluation of the Tax Incentive 

9.5.1 Displacement, Deadweight and Opportunity Cost 

Table 9.9 presents the views of financial institutions, auctioneers and 
accountancy/tax professionals on the likelihood of developments proceeding 
in the absence of the tax incentive. In the case of financial institutions and 
auctioneers, a substantial majority believed that a majority of projects would 
not have proceeded. There was less consensus among the accountancy/tax 
professionals. A third contended that a minority of projects would not have 
proceeded, a third contended that a majority of projects would not have gone 
ahead, with the remaining third believing that project would have proceeded 
over a longer timeframe. 

Table 9.9: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Expenditure on Student Accommodation Developments) would have 

proceeded in the Absence of the Property-based Tax Incentive Scheme. 

% of Survey Respondents 

View 
Financial 

Institutions 
Auctioneers Accountancy/ 

Tax Prof’ns 

All projects would have 
proceeded within existing 
timeframe 

0.0% 5.5% 0.0% 

Projects would have 
proceeded over a longer 
timeframe 

16.7% 15.1% 33.3% 

A majority of projects would 
not have proceeded 

83.3% 69.8% 33.3% 

A minority of projects would 
not have proceeded 

0.0% 9.5% 33.3% 

Total 100.0% 100.0% 100.0% 

Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 
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Figure 9.5 emphasises the fact that while most of the financial institutions and 
auctioneers believe that most projects would not have proceeded without the 
tax incentive, the accountancy/tax professionals were less convinced as to the 
importance of the scheme. 

Figure 9.5: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Expenditure on Student Accommodation Developments) would have 

proceeded in the Absence of the Property-based Tax Incentive Scheme. 
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Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

Table 9.10 presents the views of auctioneers on the current supply situation 
for third level institutions. Exactly one third believe that there is currently 
excess supply and just over one third believe that the market is in or near 
equilibrium.  
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Table 9.10: Views of Auctioneers on Current Supply Position 

View % of Survey Respondents 

Reasonable Balance between Supply/Demand 36.8% 

Current Excess Supply 33.3% 

Current Significant Shortage of Supply 29.9% 

Total 100.0% 

Source: Indecon Confidential Survey of Auctioneers in Ireland. 

 

Figure 9.6 illustrates the views of auctioneers on the current supply situation 
for third level institutions. 

 

Figure 9.6: Views of Auctioneers on Current Supply Position 
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Source: Indecon Confidential Survey of Auctioneers in Ireland. 
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9.5.2 Estimated Investment in the Sector 

9.5.2.1 Capital Expenditure 

Table 9.11 presents a result from Indecon’s survey of Third Level Institutions 
in Ireland. It gives the level of capital expenditure by institutions availing of 
the tax incentive, on relevant projects.  

Table 9.11: Details of Student Accommodation Schemes Developed or 
Under Construction, in the case of Third Level Institutions availing of the 

Tax-Relief-Level of Capital Expenditure: 1999-2004. €m 

Detail 2000 2001 2002 2003 2004 2005 

       

Level of capital expenditure 
€m 

32.8 51.0 69.5 98.4 137.5 30.0 

       

Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 

 

There was an upward trend between 2000 and 2005, with a total expenditure 
over the period of €419.1.  

9.5.2.2 Lending Advanced by Financial Institutions 

Table 9.12 details a result from Indecon’s Survey of Financial Institutions in 
Ireland. The total value of lending to third level institutions by those who 
responded to the survey was €201m in 2003 and €366m in 2004. The 
responding institutions estimated total capital expenditure including 
promoter’s equity to be €258m in 2003 and €440m in 2004. 
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Table 9.12: Indecon Confidential Survey of Financial Institutions in 
Ireland: Total Value of Annual New Lending Advanced and Estimated 

Total Capital Expenditure on Student Accommodation including 
Promoter’s Equity, 2003-2004 

Detail 2003 (€’000) 2004 (€’000) 

Total value of annual new lending 
advanced 

201,000 366,500 

Total capital expenditure on projects 
including promoter’s equity 

258,000 440,700 

Source: Indecon Confidential Survey of Financial Institutions in Ireland. 

 

9.5.3 Estimated Gross and Net Cost of Tax Incentive 

9.5.3.1 Capital Expenditure 

In order to qualify for relief under the tax incentive scheme for student 
accommodation, developers must be issued with a ‘certificate of compliance’ 
and certificates of reasonable cost by the Department of Environment, 
Heritage and Local Government. If developers plan to run these 
developments themselves (i.e. not sell them on the open market after 
construction) they must be issued with a ‘certificate of reasonable cost’ and 
their costs will be assessed. As records are kept on all applications under this 
scheme, and reports eligible capital expenditure for schemes issued with 
certificates of reasonable cost, Indecon has been able to estimate the total 
capital expenditure based on the actual number of schemes and a limited 
amount of actual cost data. 

In order to calculate the total capital expenditure to date, Indecon applied 
average cost per apartment/house to all completed and approved schemes. 
Under this method, we calculate that total capital expenditure to date under 
this scheme is of the order of €510,474,000.  
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It is, however, important to also take account of future investment for projects 
which have qualified under this scheme but for which the investment has not 
yet been completed.  For the schemes which have not yet been completed, 
Indecon applied the cost-per-apartment measure to come up with a total 
capital expenditure remaining under the scheme. This figure is of the order of 
€935,574,000. However, this assumes that all of the projects which have 
applied for the tax relief will proceed. To the extent that some do not proceed 
the level of capital spent will be reduced accordingly. For example, were only 
80% of projects to proceed then the future capital spend would be equal to 
€748,459,000. 

 

Table 9.13: Estimate of Total Eligible Capital Expenditure on Student 
Accommodation under the Tax Incentive Scheme 

Detail Value (€’000s) 

  

Total Cumulative Capital Expenditure to date 510,474 

Forecast of Future Capital Expenditure 935,574 

  

Source :Indecon Calculations 

 

9.5.3.2 Impact of the Capital Expenditure 

Taking account of multiplier effects, we have estimated that the investment 
will give rise to overall economic expenditure of the order of €640,644,000. 
However, this figure must be adjusted to reflect the opportunity cost of the 
investment, which is due to the fact that the money could have been invested 
in another sector of the economy. We assume a 95% opportunity cost 
suggesting an economic benefit of the order of €32,032,000. 
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9.5.3.3 Impact on Exchequer Revenues 

In order to calculate the gross and net impacts of the tax allowances schemes 
on Exchequer revenues, Indecon has developed a model based on the method 
of calculating allowances of each scheme. This is particularly simple in the 
case of student accommodation as 100% of the allowance is given in the year 
of completion. This also removes the issue of performing a net present value 
calculation on tax foregone after 2005, as there isn’t any. Current corporate 
and income tax rates are used and applied 

Using this method, we have estimated a gross cost to the Exchequer of 
€214,399,000. This gross figure must be adjusted to reflect the fact that the 
increased level of investment will lead to increased economic activity, as 
outlined above, giving rise to increased Exchequer revenues. Indecon has 
estimated the gross tax revenues arising from the increased economic activity 
to be of the order of €231,273,000. Adjusting this figure to reflect the 
opportunity cost of the investment (i.e. the fact that the money could have 
been invested in another sector of the economy) we calculate a net tax 
contribution of €57,818,000. Deducting this figure from the gross cost to the 
Exchequer, we estimate a net cost to the Exchequer of €156,581,000. 

Table 9.14 gives a summary of Indecon’s estimates for this scheme. 

Table 9.14: Estimates of Capital Expenditure and Tax Revenue Foregone 
under the Tax Incentive Scheme for Student Accommodation 

Estimate €’000 

  

Capital Expenditure to Date 510,474 

Future Capital Expenditure 935,574 

Gross Tax Revenue Foregone 214,399 

Tax Contribution allowing for Indirect Tax Revenues 57,818 

Net Tax Revenue Foregone 156,581 

  

Source: Department of Education, Indecon survey of Universities. 
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The above figures must be further adjusted to take account of deadweight. 
This arises from the fact that some of the projects built under the tax incentive 
would have gone ahead anyway, in the absence of the tax incentive. Based on 
Indecon’s survey of universities, auctioneers, financial institutions and the 
accountancy profession, we estimate deadweight under this tax incentive to 
be of the order of 5%. The ‘Tax Contribution allowing for Opportunity Cost’ 
figure must be reduced to reflect this. We therefore get a tax contribution 
figure of €54,927,000 reflecting deadweight or around €3,000,000. This results 
in a net tax revenue foregone figure of the order of €159,472,000. 

Indecon has also undertaken a sensitivity analysis on the assumptions 
underlying the above figures. In order to calculate the gross economic 
benefits of the capital expenditure we have assumed a multiplier of 1.255. If 
we increase this figure to 1.35 the net tax revenue foregone decreases to 
€152,204,000, a fall of around €4.4m, and adjusting this figure for deadweight 
gives us a net figure of €15,314,000, representing a decrease of around €4.2m 
on the base case scenario. If we decrease the multiplier to 1.1, the net tax 
revenue foregone increases to €163,722,000, an increase of around €7.1m, and 
adjusting this figure for deadweight gives us a net figure of €166,225,000, 
representing an increase of around €6.8m on the base case scenario.  
Additionally, we have also assumed a deadweight figure of 5%. If we adjust 
this to 15%, holding the multiplier figure at 1.255, the net tax forgone figure 
increases to €165,253,000, an increase of around €5.8m.   

9.5.4 Scope for High-Income Individuals to Reduce Tax 
Liabilities 

Table 9.15 presents views on the income category of investors in student 
accommodation. All respondents considered that investors were likely to be 
earning more than €50,000, 66.7% felt that they would be earning over 
€100,000 and 16.7% that the likely category was incomes of over €200,000. 
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Table 9.15: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors Utilising 

the Student Accommodation Tax Incentive  

Gross Annual Income Category of Investors % of Survey Respondents 

Majority of investors were likely to be earning 
in excess of €200,000 

16.7% 

Majority of investors were likely to be earning 
between €100,000 and €200,000 

50.0% 

Majority of investors were likely to be earning 
between €50,000 and €100,000 

33.3% 

Majority of investors were likely to be earning 
less than €50,000 

0.0% 

Total 100.0% 

Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 

The income distribution of investors is presented in and Figure 9.7. 

 

Figure 9.7: Indecon Confidential Survey of Accountancy/Tax Professions in 
Ireland: Estimates of Gross Annual Income Category accounting for the 

Majority of Investors Utilising the Student Accommodation Tax Incentive 
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Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 
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9.5.5 Overall Effectiveness in Achieving Policy Objective 

The policy objective of the student accommodation scheme as stated in the 
guidelines was the provision of additional rented accommodation to relieve 
the supply pressures on the private rented market.  The underlying implicit 
objective involved improving the quality of student accommodation and 
potential positive impacts on the wider housing market.  The increase in 
supply which occurred could also be expected to have helped bring down 
costs. 

Table 9.16 summarises the opinion of the third level education sector on the 
effectiveness of the tax incentive scheme in reducing the cost of adequate 
student accommodation. Nearly 78% of respondents felt that it had had the 
effect of reducing costs, with over 22% considering the scheme did not have 
any impact on costs of adequate student accommodation. 

 

Table 9.16: Views of the Third Level Education Sector on the Effectiveness of 
Property-based Tax Incentive Schemes in Reducing the Cost of Adequate 

Student Accommodation, Third Level Institutions  

% of Respondents  
 

Impact 
Institutions that availed of Tax Incentive 

No impact 22.2% 

Minor Impact in Reducing Costs 44.4% 

Significant Impact in Reducing Costs 33.3% 

Total 100.0% 

Source: Indecon Confidential Survey of Third Level Institutions in Ireland. 

 

9.6 Summary of Main Findings 
In this section, we have reviewed the property-based tax incentive for student 
accommodation and outlined its effect both on the supply of accommodation 
and on Exchequer returns. The key findings from our analysis are as follows: 

 Since the institution of this particular incentive in 1999, 15,000 new 
bedspaces have been created.   
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 The level of investment in student accommodation has been 
extraordinarily high reflecting the attractiveness of investing in what 
effectively represents residential property combined with a very 
generous tax incentive. 

 The scheme has undoubtedly expanded the supply of high quality 
student accommodation but at a very high cost to the Exchequer. 

 This has occurred at a time of a significant increase in the wider private 
rented property market. 

 Concerns exist of potential over-supply of student accommodation and 
this will be significantly affected if pipeline projects proceed. 

 We have estimated the total capital expenditure undertaken to date and 
have provided a forecast of expenditure on eligible projects yet to come 
on-line. After taking account of the beneficial effects of extra investment 
as a result of the scheme, and allowing for opportunity cost and 
deadweight, Indecon estimates the net cost of the tax incentive to be 
approximately €159 million in terms of tax revenue forgone. 

 The scheme has been used by high income earners to reduce their tax 
liabilities.
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10 Capital Allowances for Childcare 
Facilities 

10.1 Introduction and Background 
In this section, we present our examination of the tax incentive for childcare 
facility properties, including our assessment of the extent to which the 
scheme has justified its introduction and the contribution that the relief has 
made and can make to the wider policy objectives of the sector.  We also 
examine the extent to which high income individuals use the relief to reduce 
their tax liability.  As part of our research we received responses from 90 
childcare operators. 

10.2 Description of Tax Incentive 
Capital allowances are available for expenditure incurred on or after 2 
December 1998 on childcare facilities which meet the required standards for 
such facilities as provided in the Childcare Act, 1991. The allowances apply to 
expenditure incurred on the construction, extension and refurbishment of a 
building or part of a building used as a childcare facility as well as to 
expenditure on the conversion of an existing building or part of a building for 
use as a childcare facility. There will be a clawback of the allowances, in the 
form of a balancing charge, if the building ceases to be used as a childcare 
facility within 10 years. Relief is provided at 100 per cent in year one (with 
100 per cent free depreciation for owner occupiers) or at 15% per annum for 
the first 6 years and 10% in year 7. There is no termination date for incurring 
qualifying expenditure in respect of this relief. 

10.3 Measure of Overall Level of Activity in Sector 

10.3.1 Supply of childcare places 

Table 10.1 details the number of childcare places available in each county in 
the Border, Midland & West regions. In 2004, there were slightly over 20,000 
places available. According to the 1999 census, there were 14,060 children 
attending childcare services in that year. 
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Table 10.1: Estimated Provision of Childcare Places: BMW Region 

1999 Census 2004 Census 2004 Health 
Boards Survey 

Region 

Number of 
children attending 
childcare services 

No. of places at 
any one time: 

Number of Places 
for Age Group 0-6 

Cavan 709 1,481 1,108 
Donegal 2,224 2,204 1,960 
Galway City and 
County 

2,387 3,951 5,325 

Laois 663 1,266 1,278 
Leitrim 441 847 559 
Longford 714 718 637 
Louth 1,175 2,312 2,564 
Mayo 1,283 1,800 2,056 
Monaghan 1,295 1,133 632 
Offaly 819 1,055 1,319 
Roscommon 579 737 795 
Sligo 857 1,003 1,037 
Westmeath 914 1,775 1,831 
BMW Region 14,060 20,282 21,101 
Source: Childcare Directorate, Department of Justice Equality and Law Reform 
 

Table 10.2 overleaf details the number of childcare places available in each 
county in the South & East regions. According to the 2004 Health Boards 
Survey, there were 55,900 places available for children aged 0-6 in that year. 
According to the 2004 census, there were 57,760 paces available. The 
corresponding figures for the national total are 77,001 and 78,042 respectively. 
According to the 1999 census, there were 42,743 children attending childcare 
services in the South & East regions, with 56,803 attending nationally. 
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Table 10.2: Estimated Provision of Childcare Places: SE Region 

1999 Census 2004 Census 2004 Health 
Boards Survey 

Region 

Number of 
children attending 
childcare services 

No. of places at 
any one time: 

Number of Places 
for Age Group 0-6 

 Carlow   868 1,144 920 
 Clare  1,290 2,230 2,114 
 Cork City   2,243 1,668  
 Cork County   4,753 2,936  
 Cork City and 
County  

6,996 4,604 7,548 

 Dublin City   7,864 10,354  
 Dublin Fingal*  3,292 9,280  
 Dublin South  2,503 4,605  
 D. L.-Rathdown  3,256 3,099  
 Dublin City and 
County  

16,915 27,338 22,933 

 Kerry  1,682 1,896 1,909 
 Kildare  2,028 4,559 2,251 
 Kilkenny   806 1,831 1,685 
 Limerick City  1,014 1,236  
 Limerick County  1,202 1,684  
 Meath  1,457 2,434 3,676 
 Tipperary North  1,074 1,151  
 Tipperary South  1,370 537  
 Waterford City  1,007 1,233  
 Waterford 
County  

725 981  

 Wexford  1,877 2,360 2,396 
 Wicklow   2,432 2,542 2,382 
 SE Region  42,743 57,760 55,900 
 National Total  56,803 78,042 77,001 
Source: Childcare Directorate, Department of Justice Equality and Law Reform 
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Table 10.3 gives the number of childcare facilities by age group and type in 
2004. Over 45% of the total number of facilities were sessional-type, with 
nearly 33% providing full day-care. Nearly 65% of the former category 
catered for children between the ages of 3 and 5, with the bulk of the 
remainder catering for toddlers (1 to 2 years). After school and drop-in 
facilities make up a relatively small proportion of the total. 

 

Table 10.4 details the total number of childcare providers operating in Health 
Board areas according to respondents to Indecon’s survey of Health Service 
Executives. There has been a steady upward trend in the number of providers 
operating since 1999, with the level in 2005 nearly 50% higher than the level 
in 1999. Growth was most impressive in the East where the number of 
providers more than doubled, however this is likely to reflect the dramatic 
increase in demand for childcare. 

 

Table 10.3:  Number of Available Facilities by Age Group and Service Type 

Age Group 

Full 
Day 
Care 

Full 
Day 
Care 

% 
Sess-
ional  

Sess-
ional   

% 
Drop 

in 
Drop 
in % 

After 
School 

After 
School 

% 

Babies (up to 1 year) 247 26.7% 98 7.6% 22 19.5% -  

Toddlers (1 and 2 
years) 

334 36.1% 259 20.1% 39 34.5% -  

Preschool children (3 
to 5 years) 

343 37.1% 835 64.7% 29 25.7% 60 12.1% 

After school (6 to 9 
years) 

-  68 5.3% 12 10.6% 292 58.9% 

After school (10 to 14 
years) 

-  31 2.4% 11 9.7% 144 29.0% 

Total 924 100.0% 1291 100.0% 113 100.0% 496 100.0% 

Source: EOCP Beneficiaries Survey 2004  
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Table 10.4: Total Number of Childcare Providers Operating in Health Board 
areas, 1999-2005 

 1999 2000 2001 2002 2003 2004 2005 

Western 314 343 385 418 462 493   
Midlands 160 190 200 213 222 233 237 
South Eastern 285 295 340 414 433 436 451 
Southern   527 544 522 543 555 556 
North Eastern 272 309 296 317 353 399 404 
North Western 200 209 199 223 227 228 240 
Mid-Western   346 348 371 438 548 
South-western 362 457 511 539 557 584 595 
Northern 335 404 437 450 478 501 515 
East 163 286 279 307 327 339 334 
        
Total29 2964 3366 3537 3751 3973 4206 4373 
Source: Indecon Confidential Survey of HSE 

 

Table 10.5 details the progress towards targets for childcare places set in the 
National Development Plan. By 2004 new childcare places accounted for 
nearly 75% of the EOCP II target in the S&E region and over 85% of the target 
in the BMW region. There has been more progress made in the creation of 
part time places than full time place. This is particularly the case in the SE 
region, where the actual increase in the provision of part-time childcare place 
has exceeded the target. 

 

                                                      

29 To avoid including an artificial trend due to gaps in the data, in calculating the totals, the total for the 
Western Health Board in 2005 was assumed to be equal to its value in 2004. The total for the Southern 
Area in 1999 was assumed to be equal to its value in 2000 and the values for the Mid-Western area in 
1999 and 2000 were assumed to be equal to the value in 2000. 



Section 10 Capital Allowances for Childcare Facilities 
 

 

 October 2005 Page 228 

Table 10.5: EOCP II  Targets for New and Existing Childcare Places and 
Actual Impact of the Programme to End December 2004 

Childcare Places SE  Childcare Places BMW 

Targets 
Part 

Time 
Full 

Time 
Total  Part 

Time 
Full 

Time 
Total 

        
ACTUAL 
Number of 
Childcare Places 

10,682 19,943 30,625  3,790 12,099 15,889 

Increase in 
childcare places 

+7,470 +8,499 +15,969  +2,883 +5,784 +8,667 

NDP target 
increase 

+7,036 +14,336 +21,372  +3,292 +6,708 +10,000 

        
 New Up-

graded 
Total  New Up- 

graded 
Total 

Childcare 
Facilities 

349 675 1,024  178 420 598 

Source: Report for Regional Operational Programme, Spring 2005. 

 

10.3.2 Demand for Childcare Places 

This analysis of demand can be presented alternatively by examining total 
estimated childcare hours as set out Table 10.6. Focusing on the number of 
families paying for childcare, the data indicate that the majority (36,500) 
require more than 21 hours, with 8,300 requiring 1-10 hours and 15,000 
requiring 10-20 hours.  Classifying the hours by pre-school and primary only, 
a higher percentage of families with pre-school children utilise more hours of 
childcare.  



Section 10 Capital Allowances for Childcare Facilities 
 

 

 October 2005 Page 229 

 

Table 10.7 gives a breakdown of the type of facility attended by those 
children using childcare facilities. Nearly 60% of the total number of children 
availing of childcare service attended a sessional facility. The proportion of 
children aged 3 to 5, (making up over 60% of the total of children attending 
childcare facilities) attending sessional facilities is even higher at over 80%. In 
the case of children younger than 3 years, more attend full day-care than 
attend sessional facilities.  

 

Table 10.6: Families Mainly Dependent on Non-parental Childcare 
(distinguishing those using unpaid childcare), Classified by Number of 
Hours of Childcare Required Weekly, and September- November 2002. 

Pre-school 
only 

 Primary Only  Both  Total 

 
Non-

parental 
Paid  Non-

parental 
Paid  Non-

parental 
Paid  Non-

parental 
Paid 

            
All 
children 

38.0 24.0  38.8 17.1  28.5 18.6  105.4 59.8 

 
Total childcare hours required 
1-10 2.6 1.5  14.9 5.2  3.0 1.6  20.6 8.3 
11-20 8.3 4.3  14.0 6.7  5.8 4.0  28.1 15.0 
21-30 9.8 6.2  5.5 2.9  4.8 3.0  20.1 12.1 
31-40 11.2 7.5  2.8 1.4  4.6 3.0  18.7 11.9 
41+ 6.0 4.6  1.6 0.9  10.3 7.1  17.9 12.5 
Source: Quarterly National Household Survey, Quarter 4, 2002 
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Table 10.8 examines in detail the different childcare options that are used. 
Examining the pre-school families initially, the data indicate that the vast 
majority of families are paying for childminding.  The main options are paid 
carer (21,500) and crèche/Montessori (19,800) with 8,000 families paying a 
relative.  Interestingly, out of the 73,100 pre-school families, 31,000 have both 
pre-school and older children. 

Table 10.7:   Number of Children Attending All Facilities by Age Group and Service 
Type 

Age Group 

Full 
Day 
Care 

Full 
Day 
Care 

% 
Sess-
ional  

Sess-
ional 

% 
Drop 

in 
Drop 
in % 

After 
School 

After 
School 

% 

         
Babies (up to 1 year) 1,080 12.6% 412 2.0% 89 12.0% - - 
Toddlers (1 and 2 
years) 

3251 38.0% 2,350 11.4% 262 35.4% - - 

Preschool children (3 
to 5 years) 

4235 49.4% 16,552 80.4% 244 32.9% 400 7.2% 

After school (6 to 9 
years) 

- - 870 4.2% 86 11.6% 3,534 63.9% 

After school (10 to 14 
years) 

- - 408 2.0% 60 8.1% 1,594 28.8% 

Total 8,566 100.0% 20,592 100.0% 741 100.0% 5,528 100.0% 
         

Source: EOCP Beneficiaries Survey 2004  
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Table 10.8 : Families Classified by use of Non-Parental Care for Pre-School or Primary School-going Children (‘000), September – November 2002. 

 Unpaid Relative        Paid Relative      Paid Carer  Crèche/Montessori  Other  Total  
Pre-

school 
Primary  

 
Pre- 

school 
Primary  Pre-

school 
Primary  

 
Pre- 

school 
Primary  Pre-

school 
Primary  Pre-

school 
Primary 

All Families 22.8 31.1  8.8 9.5  21.5 21.5  19.8 4.1  5.4 2.9  73.1 67.5 

Number of Children-
Total 

                 

 1 11.5 14.6  4.2 3.0  7.7 6.3  8.0 1.3  1.5 1.0  31.0 25.7 

 2 7.4 12.0  3.1 4.4  8.6 9.3  7.8 2.0  2.2 0.9  26.9 27.8 

 3 3.1 3.8  1.0 1.8  4.4 5.1  3.3 0.7  1.3 0.8  12.3 11.9 

 4+ 0.7 0.7  0.5 0.4  0.8 0.9  0.8 *  0.5 *  2.8 2.1 

Family Structure                  

 Pre-school 
children only 

14.4 _  5.2 _  11.4 _  11.5 _  2.7 _  42.1 _ 

 Primary school-
going children 
only. 

_ 22.7  _ 6.0  _ 12.6  _ 1.8  _ 2.1  _ 44.2 

 Both 8.4 8.4  3.5 3.5  10.2 9.0  8.3 2.3  2.8 0.8  31.0 23.3 

Source: Quarterly National Household Survey, Quarter 4, 2002. 
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Table 10.9 shows that over half of all pre-school children are minded by a 
parent.  The number is estimated to be 106,900 out of a total number of 
families with pre-school children of 172,200.  This includes situations where 
the mother is on maternity leave or has left the labour force for a longer 
period. Regarding families with primary school children, they are purchasing 
a very modest amount of childcare relative to families with pre-school 
children and the survey indicates that parents are the principal minders.   
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Table 10.9 : Families Classified by Main Type of Childcare Arrangement Used for Pre-school or Primary School 

Parent   Unpaid 
Relative        

    Paid Relative    Paid Carer Crèche/Montessori  Other  Total  

Pre-
school 

Primary  
 

Pre- 
school 

Primary  Pre-
school 

Primary  
 

Pre- 
school 

Primary 

 

Pre-
school 

Primary  Pre-
school 

Primary  Pre-
school 

Primary 

All Families 106.9 207.4  19.1 25.1  7.9 8.5  19.8 19.7  15.8 3.7  2.7 2.2  172.2 266.6 

No. of Children                     

 1 33.5 75.1  9.7 11.9  3.9 2.7  7.4 5.8  6.8 1.3  0.6 1.0  61.8 98.0 

 2 39.0 79.7  6.3 9.5  2.7 3.9  7.8 8.4  6.0 1.6  1.1 0.7  62.9 103.9 

 3 22.8 37.9  2.6 3.2  1.0 1.6  4.0 4.7  2.5 0.6  0.6 0.3  33.5 48.4 

 4+ 11.6 14.7  0.5 0.4  0.3 0.3  0.6 0.8  0.5 *  0.3 *  13.9 16.4 

 Pre-school 
children 
only 

48.1 _  12.2 _  4.9 _  10.7 _  9.2 _  1.1 _  86.1 _ 

 Primary 
school-
going 
children 
only. 

_ 141.7  _ 18.4  _ 5.6  _ 11.5  _ 1.8  _ 1.7  _ 180.6 

 Both 58.8 65.8  6.9 6.7  3.0 3.0  9.2 8.2  6.5 1.9  1.6 0.5  86.1 86.1 

Source: Quarterly National Household Survey, Quarter 4, 2002. 
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10.3.3 Cost of Childcare 

Table 10.10 gives a regional breakdown of the average cost of childcare. The 
average weekly cost is more substantial in the case of families with pre-school 
children only than in the case of families with just primary school children. It 
is more expensive again for families with both pre-school and primary school 
children. As would be expected childcare is most expensive in Dublin and the 
Mid-East with an average weekly cost of €118.96 and €107.16 respectively. 
Childcare is cheapest in the Border and South-East regions with a weekly cost 
of €79.42 and €80.83 respectively.  

 

Table 10.10 : Average cost of paid childcare per household per week for pre-school and 
primary-school going children, September – November 2002. 

 
Pre-school only  Primary Only  Both  Total 

 

No. 
Families 

(‘000) 

Average 
(€) 

 No. 
Families 

(‘000) 

Average 
(€) 

 No. 
Families 

(‘000) 

Average 
(€) 

 No. 
Families 

(‘000) 

Average 
(€) 

All families 24.0 105.36  17.1 75.54  18.6 107.37  59.8 97.47 
Region            
 Border 2.2 80.78  1.6 68.32  1.5 89.19  5.3 79.42 

 Midlands 1.2 94.74  1.1 68.05  1.1 96.47  3.4 87.02 

 West 3.0 89.62  1.6 63.03  1.9 93.14  6.5 84.21 

 Dublin 6.9 131.12  4.8 91.33  5.5 127.97  17.3 118.96 

 Mid-East 3.2 118.93  2.7 74.63  2.2 129.15  8.1 107.16 

 Mid-
West 

2.0 95.21  1.3 67.19  1.5 84.89  4.8 84.33 

 South-
East 

2.2 85.87  1.8 65.27  2.1 88.98  6.0 80.83 

 South-
West 

3.4 92.07  2.2 73.10  2.7 99.02  8.3 89.30 

Source: Quarterly National Household Survey, Quarter 4, 2002 
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Table 10.11 gives the proportion of the 352,800 families relying on childcare 
who use paid childcare. It also shows the average weekly cost of childcare 
which is significantly higher in the case of families requiring pre-school 
children minded than in the case of families whose only childcare 
requirements concern primary school children. 

 

Table 10.11 : Number of Families Relying on Paid Childcare and Average 
Weekly Cost  

 Pre-school 
Only 

Primary only Both Total 

Total no. of families (‘000) 86.1 180.6 86.1 352.8 

No. families using paid 
childcare (‘000) 

24.0 17.1 18.6 59.8 

Average cost of paid childcare 
(€) 

€105.36 €75.54 €107.37 €97.47 

Source: Quarterly National Household Survey, Quarter 4, 2002. 

 

10.3.4 Level of Incentive Utilisation 

Table 10.12 illustrates the fact that just under 35% of childcare providers that 
responded to Indecon’s survey had utilised the tax incentive over the past 5 
years. 

Table 10.12: Proportion of Childcare Providers that have Utilised the Tax 
Incentive over the past 5 years 

Impact % of Survey Respondents 

Childcare Providers that have availed of 
the tax incentive scheme over the past 5 
years 

34.8% 

Childcare Providers that have not availed 
of the tax incentive scheme over the past 
5 years 

65.2% 

Total 100.0% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 
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10.3.5 Level of Government Grants 

Table 10.13 presents the result from Indecon’s survey of childcare providers 
in Ireland. 60% of childcare providers responding to the Indecon survey were 
in receipt of grants from the government. 

 

Table 10.13: Proportion of Childcare Providers that have Received any 
Government Grants 

Impact % of Survey Respondents 

Childcare Providers that have received 
any Government Grants 

58.6% 

Childcare Providers that have not 
received any Government Grants  

41.4% 

Total 100.0% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

10.3.6 Level of Construction Activity 

Table 10.14 gives the average number of years since the construction or last 
major refurbishment of Irish childcare facilities. The average is 4 years in the 
case of facilities that have utilised the incentive in the last 5 years and 6 in the 
case of those who have not.  This suggests a significant level of modernisation 
in the sector. 

Table 10.14: Average Number of Years since Construction / Latest 
Refurbishment – Childcare Providers With and Without Tax Incentive 

Number of Childcare Provider Bedrooms Average Number of Years since 
Construction / Latest Refurbishment 

Childcare Providers that have availed of the 
tax incentive scheme over the past 5 years 

4 

Childcare Providers that have not availed of 
the tax incentive scheme over the past 5 
years 

6 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 
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Table 10.15 summarises the data from the Local Authorities on the planning 
applications for childcare facilities between 2000 and 2004. There has been a 
steady increase in both applications and approvals with the former doubling 
and the latter increasing by over a half of the period under consideration.  

Table 10.15: Details of Planning Applications for Childcare Facilities- Total 
Number of Applications, 2000-2004 

Detail 2000 2001 2002 2003 2004 

Number of applications 
received 

305 376 370 470 626 

Number of applications 
approved 

203 265 239 328 311 

Number of applications 
awaiting decision 

50 30 30 24 118 

Source: Indecon Confidential Survey of Local Authorities. 

 

The trends in applications and approvals are illustrated in Figure 10.1. 

 

Figure 10.1: Details of Planning Applications for Childcare Facilities- Total 
Number of Applications, 2000-2004 
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Source: Indecon Confidential Survey of Local Authorities. 
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10.4 Case Study 
Before we examine the detailed impacts of the incentives, it is useful to 
consider a case study of a childcare facility investment benefiting from the tax 
incentive.  This case study is focused on illustrating how the tax incentives 
work.   

The analysis in this section assumes that a property will be purchased, 
operated as a childcare facility for a 10 year period and subsequently resold 
as residential property. 

10.4.1 Investor Perspective 

An Investor makes an investment in a childcare facility.  The property in this 
case study involves investment costs of €300,000.  It is assumed that net rental 
rates for childcare facilities are 3% per annum.  The 10 year par yield rate is 
used to discount the differential cash flows as the differential is assumed to 
be known with certainty.  These assumptions are summarised in Table 10.16. 

 

Table 10.16:  Key Assumptions 

Item Assumed Level 

Investment (€’000) 300 
Gross Yield 5.5% 
Net Yield – Residential 5% 
Net Yield – Childcare 3% 
Tax Rate 42% 
Assumed Revenue Growth 4% 
10 Year Par Yield Rate 3.3% 
Source: Indecon. 

 

Using these assumptions, it may be shown (Table 10.17) that the net loss 
associated with operating childcare facilities is 12% of the construction cost.  
The current capital allowances for these facilities have a present value of 41%, 
if the investor can use the relief immediately.    
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Table 10.17:  Return on Childcare Facilities 

Period 0 1 2 3 4 5 6 7 8 9 10 
Ebitda - Residential  16 16 17 18 18 19 20 21 21 22 
Ebitda – Childcare  9 10 10 11 11 11 12 12 13 13 
Loss – Childcare  -6 -6 -7 -7 -7 -8 -8 -8 -9 -9 
Taxes  3 3 3 3 3 3 3 3 4 4 
After Tax Loss  -4 -4 -4 -4 -4 -4 -5 -5 -5 -5 
      

    
% of 
Cost      

Present Value of 
Losses -36  -12%          
PV (Capital 
Allowances) 114  41%          
PV (Losses+ 
Allowance) 78  29%          
            

Source: Indecon. 

 

10.4.2 Sensitivity Analysis 

The differential between rental yields on childcare facilities and residential 
properties is the key driver of the Incentive Ratio.  The impact of differential 
yields is summarized in Figure 10.2.  For example, if the net yield on childcare 
facilities is 1% and the net yield on residential property is 6%, then the yield 
differential is -5%.  From Figure 10.2, it may be seen that a yield differential of 
-5% gives rise to an Incentive Ratio of -30%.  Stated differently, an investor in 
our case study would require capital allowances equal to 30% of the capital 
cost to consider an investment in childcare facilities.  If, however, revenues 
from the provision of childcare facilities increased the returns above the 3% 
implicit rental levels assumed, the required investment would be less.  The 
case study also assumes the investor has not secured a capital grant under the 
EOCP programme. 



Section 10 Capital Allowances for Childcare Facilities 
 

 

 October 2005 Page 240 

Figure 10.2: Incentive Ratio Vs. Yield Differential 
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Source: Indecon. 

 

10.5 Impacts of Tax Incentive 

10.5.1 Impact on the Supply of Childcare Provider Places 
Available and Utilised 

Table 10.18 displays the number of childcare places available in 2000 and 2005 
by institutions responding to Indecon’s survey.  There was considerable 
growth in places by providers that have and those that have not availed of the 
incentive. In the former category, there was a growth of 170% between 2000 
and 2005, whereas in the latter category, the growth rate was a more modest, 
but still considerable, 81.4%.  
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Table 10.18: Number of Childcare Provider Places Available – Childcare 
Providers With and Without Tax Incentive, 2000 and 2005 

Number of Childcare Provider Places 
Available 

2000 2005 Growth 
Rate (%) 

Childcare Providers that have availed of 
the tax incentive scheme over the past 5 
years 

801 2,164 170.2% 

Childcare Providers that have not availed 
of the tax incentive scheme over the past 
5 years 

1,639 2,973 81.4% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

Table 10.19 indicates that in the case of childcare providers the growth rate in 
the utilised childcare places has been very rapid. 

Table 10.19: Number of Childcare Provider Places Utilised – Childcare 
Providers With and Without Tax Incentive, 2000 and 2005 

Number of Childcare Provider Places 
Utilised 

2000 2005 Growth 
Rate (%) 

Childcare Providers that have availed of 
the tax incentive scheme over the past 5 
years 

705 1,878 166.4% 

Childcare Providers that have not availed 
of the tax incentive scheme over the past 
5 years 

1,406 2,653 88.7% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

Table 10.20 details the opinions of auctioneers on the current supply situation 
with regard to childcare facilities. Nearly 57% of those responding to 
Indecon’s survey believe that the market is characterised by significant 
shortages of supply with the bulk of the remainder considering the market to 
be in or near equilibrium. 
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Table 10.20: Views of Auctioneers on Current Supply Position 

View % of Survey Respondents 

Reasonable Balance between Supply/Demand 37.2% 

Current Excess Supply 6.0% 

Current Significant Shortage of Supply 56.7% 

Total 100.0% 

Source: Indecon Confidential Survey of Auctioneers in Ireland. 

 

Figure 10.3 illustrates the views of auctioneers on the current supply position 
with regard to childcare facilities. 

 

Figure 10.3: Views of Auctioneers on Current Supply Position 
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Source: Indecon Confidential Survey of Auctioneers in Ireland. 
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10.5.1.1 Number of Children Accommodated 

Table 10.21 gives details on the average number of children accommodated in 
2000 and 2005. There has been significant growth. The number of children 
accommodated in facilities that have used the incentive over the past five 
years has risen by 220% since 2000. The growth rate was a less spectacular, 
but still considerable 82% in the case of those facilities that did not use the tax 
incentive. 

Table 10.21: Number of Children Accommodated – Childcare Providers 
With and Without Tax Incentive, 2000 and 2005 

Number of Children Accommodated 2000 2005 Growth 
Rate (%) 

Childcare Providers that have availed of 
the tax incentive scheme over the past 5 
years 

550 1,762 220.4% 

Childcare Providers that have not availed 
of the tax incentive scheme over the past 
5 years 

1,635 2,972 81.8% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

10.5.2 Impact on the Cost of Childcare Places 

Table 10.22 details the fact that there has been a very significant increase in 
the cost of childcare since 2000. The rate of increase has been similar for 
providers who received the incentive and for other providers. 

Table 10.22: Cost of Childcare Places (€ per week) – Childcare Providers 
With and Without Tax Incentive, 2000 and 2005 

Cost of Childcare Places (€ per week) 2000 2005 Growth 
Rate (%) 

Childcare Providers that have availed of 
the tax incentive scheme over the past 5 
years 

95 139 47.5% 

Childcare Providers that have not availed 
of the tax incentive scheme over the past 
5 years 

85 126 47.9% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 
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Figure 10.4 illustrates the increased cost of childcare places in 2005 compared 
to those rates in 2000. 

 

Figure 10.4: Cost of Childcare Places (€ per week) – Childcare Providers 
With and Without Tax Incentive, 2000 and 2005 
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Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

Table 10.23 gives the views of childcare providers on the impact of the 
incentive on the cost of childcare places. A substantial majority fell that it has 
had no effect on the cost. Nearly 34% of those who utilised the incentive 
however feel it had some impact on costs. 
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Table 10.23: Views of the Childcare Provider Sector on the Impacts of the 
Property-based Tax Incentive Scheme on the Cost of Childcare Places, 

Childcare Providers With and Without Tax Incentive 

% of Survey Respondents 

Impact 

Providers that 
availed of Tax 

Incentive 

Providers that did 
not avail of Tax 

Incentive 

No impact on cost of places 65.8% 76.3% 

Resulted in marginal reduction in costs 23.7% 15.8% 

Resulted in significant reduction in costs 10.5% 7.9% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

The views of childcare providers on the impact of the tax incentives on costs 
are presented in Figure 10.5.   

 

Figure 10.5: Views of the Childcare Provider Sector on the Impacts of the 
Property-based Tax Incentive Scheme on the Cost of Childcare Places, 

Childcare Providers With and Without Tax Incentive 
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Source: Indecon Confidential Survey of Childcare Providers in Ireland. 
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10.5.3 Impact on Site Prices 

Table 10.24 gives the opinion of the childcare provider sector on the effect of 
the incentive on site prices. A majority would contend that it has led to an 
increase in site prices.  

Table 10.24: Views of the Childcare Provider Sector on the Impact of the 
Property-based Tax Incentive Scheme – Proportion of Respondents 

believing that the Scheme has Resulted in Higher Site Prices, Childcare 
Providers With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Providers that 
availed of Tax 

Incentive 

Providers that did 
not avail of Tax 

Incentive 

   

Childcare Providers 54.8% 64.3% 

   

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

10.5.4 Impact on Construction Costs 

Table 10.25 gives the opinion of the childcare provider sector on the effect of 
the property-based tax incentive scheme on construction costs. Over half of 
those who have not availed of the incentive and 40% those who have, 
consider it to have led to an increase in construction costs 
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Table 10.25: Views of the Childcare Provider Sector on the Impact of the 
Property-based Tax Incentive Scheme – Proportion of Respondents 

believing that the Scheme has Increased Construction Costs, Childcare 
Providers With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Providers that 
availed of Tax 

Incentive 

Providers that did 
not avail of Tax 

Incentive 

   

Childcare Providers 40.7% 53.7% 

   

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

10.5.5 Impact on Level of Investment in Projects 

Table 10.26 illustrates that there is considerable support among both 
categories of childcare provider for the view that the property-based tax 
incentive has increased investment in relevant projects. This is also consistent 
with the data analysed by Indecon indicating a very significant expansion in 
the sector. 

Table 10.26: Views of the Childcare Provider Sector on the Impact of the 
Property-based Tax Incentive Scheme – Proportion of Respondents 

believing that the Scheme has Increased Investment in Projects, Childcare 
Providers With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Providers that 
availed of Tax 

Incentive 

Providers that did 
not avail of Tax 

Incentive 

   

Childcare Providers 90.3% 78.6% 

   

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 
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10.5.6 Impact on Financial Returns to Promoters 

Table 10.27 illustrates the fact that half of childcare providers who have not 
availed of the tax incentive and nearly 45% of those who have, consider the 
one of its effects to have been increased financial returns to promoters. 

Table 10.27: Views of the Childcare Provider Sector on the Impact of the 
Property-based Tax Incentive Scheme – Proportion of Respondents 

believing that the Scheme has Increased Financial Return to Promoters, 
Childcare Providers With and Without Tax Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Providers that 
availed of Tax 

Incentive 

Providers that did 
not avail of Tax 

Incentive 

   

Childcare Providers 44.4% 50.0% 

   

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

10.5.7 Impact on Property Prices 

Table 10.28 displays the fact that a majority of childcare providers believe that 
the scheme has led to higher property prices compared to non-tax incentive 
properties. In the case of those who have not availed of the incentive the 
proportion who believe this is over three quarters. 
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Table 10.28: Views of the Childcare Provider Sector on the Impact of the 
Property-based Tax Incentive Scheme – Proportion of Respondents 

believing that the Scheme has led to Higher Property Prices Compared to 
Non-Tax Incentive Properties, Childcare Providers With and Without Tax 

Incentive 

% of Survey Respondents Believing 
Impact to be a Result of the Tax 

Incentive 

Respondent Group 

Providers that 
availed of Tax 

Incentive 

Providers that did 
not avail of Tax 

Incentive 

   

Childcare Providers 50.0% 78.6% 

   

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

10.6 Evaluation of the Tax Incentive 

10.6.1 Displacement, Deadweight and Opportunity Cost 

Table 10.29 gives the views of childcare providers on the likelihood that 
projects would have proceeded in the absence of the tax incentive. Very few 
believe that all of the projects would have proceeded within the existing 
timeframe. 
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Table 10.29: Views of the Childcare Provider Sector on the Impact of the 
Property-based Tax Incentive Scheme – Views on the likelihood that 
Projects (i.e. Capital Investment in Childcare Buildings) would have 

proceeded in the Absence of the Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 

Providers that 
availed of Tax 

Incentive 

Providers that did 
not avail of Tax 

Incentive 

All projects would have proceeded 
within existing timeframe 

6.1% 12.7% 

Projects would have proceeded over a 
longer timeframe 

21.2% 25.5% 

A majority of projects would not have 
proceeded 

42.4% 30.9% 

A minority of projects would not have 
proceeded 

30.3% 30.9% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

Figure 10.6 illustrates the views of the childcare providers on the likelihood of 
projects proceeding in the absence of the tax incentive. 
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Figure 10.6: Views of the Childcare Provider Sector on the Impact of the 
Property-based Tax Incentive Scheme – Views on the likelihood that 
Projects (i.e. Capital Investment in Childcare Buildings) would have 

proceeded in the Absence of the Property-based Tax Incentive Scheme 
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Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

Table 10.30 gives the opinions of the financial institutions, auctioneers and 
accountancy/tax professionals on the likelihood of projects proceeding in the 
absence of the tax incentive scheme. The prevailing opinion among the 
accountants is that a majority of projects would not have proceeded. Among 
financial institutions responding to Indecon’s survey, half believed that 
projects would have proceeded over a longer time frame.  Few respondents in 
any category believed that all projects would have gone ahead within the 
existing timeframe. 
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Table 10.30: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects would have 
proceeded in the Absence of the Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 
Financial 

Institutions 
Auctioneers Accountancy/ 

Tax Prof’ns 

All projects would have 
proceeded within existing 
timeframe 

16.7% 7.9% 0.0% 

Projects would have 
proceeded over a longer 
timeframe 

50.0% 22.7% 20.0% 

A majority of projects would 
not have proceeded 

0.0% 47.3% 60.0% 

A minority of projects would 
not have proceeded 

33.3% 22.2% 20.0% 

Total 100.0% 100.0% 100.0% 

Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

Figure 10.7 presents the views of financial institutions, auctioneers, and 
accountancy/tax professionals on the likelihood of projects proceeding in the 
absence of the tax incentive. 
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Figure 10.7: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects would have 
proceeded in the Absence of the Property-based Tax Incentive Scheme 
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Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

10.6.2 Estimated Investment in the Sector 

10.6.2.1 Capital Expenditure 

Table 10.31 gives the total cumulative value of capital expenditure eligible for 
tax relief by childcare facilities responding to Indecon’s survey. The total was 
nearly €5.7m in the case of childcare providers who had availed of the 
incentive. 
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Table 10.31: Total Cumulative Value of Eligible Capital Expenditure on 
Childcare Facilities incurred over the past 5 years 

Total Cumulative Value of Eligible 
Capital Expenditure 

Childcare Providers                     
(€’000s) 

Childcare Providers that have availed of 
the tax incentive scheme over the past 5 
years 

5,687 

Childcare Providers that have not availed 
of the tax incentive scheme over the past 
5 years 

20 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

10.6.2.2 Lending Advanced by Financial Institutions 

Table 10.32 presents the total value of new lending for childcare facilities by 
the Financial Institutions responding to Indecon’s survey. The institutions 
also estimated total capital expenditure on childcare facilities (including 
promoter’s equity) to have been over €61m in 2003 and just under €50m in 
2004.  Some of the lending will have been an investment in existing buildings 
and not all of the investment in new projects or refurbishment will be eligible 
due to expenditure on site costs, etc. 

Table 10.32: Indecon Confidential Survey of Financial Institutions in 
Ireland: Total Value of Annual New Lending Advanced and Estimated 
Total Capital Expenditure on Childcare Facilities including Promoter’s 

Equity, 2003-2004 

Detail 2003 (€’000) 2004 (€’000) 

Total value of annual new lending 
advanced 

47,650 43,100 

Total capital expenditure on projects 
including promoter’s equity 

61,560 49,600 

Source: Indecon Confidential Survey of Financial Institutions in Ireland. 
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10.6.3 Estimated Gross and Net Cost of Tax Incentive 

10.6.3.1 Capital Expenditure 

Indecon has based its estimate of total capital expenditure under the tax 
incentive scheme for childcare facilities on data from our survey of private 
childcare facilities as well as census data on the total number of childcare 
places in the economy. Under this method, we have estimated a total capital 
expenditure over the period 2001-2005 of €30,710,000. 

While the results from financial institutions would suggest a higher level of 
capital investment we believe that some of this investment may not represent 
eligible expenditure.  

It is, however, important to also take account of future investment for projects 
which have qualified under this scheme but for which the investment has not 
yet been completed.  However, given that there is currently no time limit on 
approvals under this scheme, it is difficult to estimate future investment 
accurately. Indecon has therefore estimated likely investment based on 
current planning applications for childcare facilities. Indecon has estimated 
illustrative investment levels for existing planning applications of between 
€12,597,000 and €21,211,000, while there is significant uncertainty regarding 
future investment levels. 

Table 10.33: Estimate of Total Eligible Capital Expenditure on Childcare 
Facilities under the Tax Incentive Scheme 

Detail Value (€’000s) 

  
Total Cumulative Capital Expenditure to Date 30,710 

Forecast for Future Expenditure 12,597 – 21,211 

  

Source :Indecon Calculations 
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10.6.3.2 Impact of the Capital Expenditure 

The increased levels of investment will give rise to increased capital 
formation which in turn will give rise to increased economic activity. Indecon 
has applied a ‘multiplier’ to the capital investment, which effectively 
multiplies the investment and for the childcare sector, we have estimated that 
the initial investment will give rise to overall expenditures of the order of 
€38,541,000. However, this figure must be adjusted to reflect the opportunity 
cost of the investment, which is due to the fact that the money could have 
been invested in another part of the economy, assuming an opportunity cost 
of 95%, reflecting the full employment status of the Irish economy. However, 
childcare facilities are likely to lead to very significant externalities in terms of 
assisting in the development of children and in facilitating labour force 
participation.  We believe that these are likely to be fairly high and while 
precise estimates of such benefits are not feasible, we estimate these as 
equivalent to 15% of the total expenditure.  The economic benefit of 
investment in projects to date is therefore estimated to be of the order of 
€7,708,000. 

10.6.3.3 Impact on Exchequer Revenues 

In order to calculate the gross and net impacts of the tax allowances schemes 
on Exchequer revenues, Indecon has developed a model based on the 
workings of each scheme. In the case of childcare facilities, this is based on 
the method of calculating the capital allowance over 7 years, allowing for a 
15% deduction during the first 6 years and a 10% deduction in the final year. 
The tax foregone relating to the years after 2005 are subject to a net present 
value (NPV) calculation, which calculates the current value of the future 
amounts. Current corporate and income tax rates are used and the investor 
profile, which determines the tax rate applicable, is based on responses to 
Indecon’s survey of private childcare facilities. 
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Using this method, we have estimated a gross cost to the Exchequer of 
€8,610,000, €4,465,000 of which will be claimed after 2005, though this figure 
has been deflated by a net present value (NPV) calculation. This gross figure 
must be adjusted to reflect the fact that the increased level of investment will 
lead to increased economic activity, as outlined above, giving rise to 
increased Exchequer revenues. Indecon has estimated the gross tax revenues 
arising from the increased economic activity to be of the order of €13,913,000. 
Adjusting this figure to reflect the opportunity cost of the investment (i.e. the 
fact that the money could have been invested in another sector of the 
economy), we calculate a net tax contribution of €3,478,000. Deducting this 
figure from the gross cost to the Exchequer, we calculate a net cost of 
€5,131,000.   

Table 10.34 below gives a summary of Indecon’s estimates for this scheme. 

Table 10.34: Estimates of Capital Expenditure and Tax Revenue Foregone 
under the Tax Incentive Scheme for Private Childcare Facilities 

Estimate €’000 

  

Capital Expenditure to Date 30,710 

Gross Tax Revenue Foregone 8,610 

Tax Contribution Adjusted for Indirect Tax 
Revenues 

3,478 

Net Tax Revenue Foregone 5,132 

Future Capital Expenditure 12,597 – 21,211 

  

Source: Indecon Confidential Surveys of Private Childcare Facilities and County Councils, Census 1999 
and 2004. 

 

The above figures must be further adjusted to take account of deadweight. 
This arises from the fact that some of the projects built under the tax incentive 
would have gone ahead anyway, in the absence of the tax incentive. Based on 
Indecon’s survey of private childcare facilities, auctioneers, financial 
institutions and the accountancy profession, we estimate deadweight under 
this tax incentive to be of the order of 15%. The ‘Tax contribution’ figure must 
be reduced to reflect this. We therefore get a tax contribution figure of 
€2,957,000, reflecting deadweight or around €522,000. This results in net tax 
revenue foregone of €5,654,000. 
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Indecon has also undertaken a sensitivity analysis on the assumptions 
underlying the above figures. One of the assumptions used in the calculation 
of the central estimate above concerns the split of the profile of investors On 
the basis of the Indecon survey, we have used a 59% to 41% split between 
corporate and personal investors. If we change the proportion of investment 
sourced from corporate investors to 20%, the result is that the net tax revenue 
foregone is increased to €7,407,000, an increase of about €1.7m.  In order to 
calculate the gross economic benefits of the capital expenditure we have 
assumed a multiplier of 1.255. If we increase this figure to 1.35 the net tax 
revenue foregone decreases to €4,868,000, a fall of around €0.26m, and 
adjusting this figure for deadweight gives us a net figure of €5,430,000. If we 
decrease the multiplier to 1.1, the net tax revenue foregone increases to 
€5,562,000, an increase of around €0.43m, and adjusting this figure for 
deadweight gives us a net figure of €6,019,000, representing an increase of 
around €0.37m on the base case scenario.  Additionally, we have also 
assumed a deadweight figure of 15%. If we reduce this to 5%, holding the 
multiplier figure at 1.255, the net tax forgone figure decreases to €5,306,000, 
an decrease of around €0.35m.  If the deadweight is increased to 25%, the net 
tax foregone increases to €6,002,000, an increase of around €0.35m.   

10.6.4 Scope for High-Income Individuals to Reduce Tax 
Liabilities 

Table 10.35 indicates that while there is likely to be substantial company 
investment in childcare facilities, most investors are individuals involved in 
the business or ‘passive investors’. Nearly half of claimants were individuals 
in business, while over 40% described themselves as ‘companies’. The lower 
level of passive investors in this sector may reflect the small scale nature of 
many childcare businesses. 
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Table 10.35: Profile of Claimants of the Capital Allowances in the case of 
Childcare Providers which have Utilised the Tax Incentive Scheme 

Claimant % of Respondents 

Individuals in business 48.1% 

Company 40.7% 

Passive Investors 11.1% 

Total 100.0% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

Figure 10.8 illustrates the profile of those that have availed of the tax 
incentive. 

Figure 10.8: Profile of Claimants of the Capital Allowances in the case of 
Childcare Providers which have Utilised the Tax Incentive Scheme 
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Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

Table 10.36 details the views of the accountancy/tax professionals on the 
likely income category into which most of those availing of the childcare tax 
incentive. Most believed that investors were likely to be earning between 
€50,000 and €100,000 per year.  Interestingly, none believed that investors 
were likely to be earning in excess of €200,000. 
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Table 10.36: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors Utilising 

the Childcare Facilities Tax Incentive 

Gross Annual Income Category of Investors % of Survey Respondents 

Majority of investors were likely to be earning 
in excess of €200,000 

0.0% 

Majority of investors were likely to be earning 
between €100,000 and €200,000 

20.0% 

Majority of investors were likely to be earning 
between €50,000 and €100,000 

80.0% 

Majority of investors were likely to be earning 
less than €50,000 

0.0% 

Total 100.0% 

Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 

Figure 10.9 illustrates the views of accountancy/tax professionals as to likely 
incomes of those availing of the childcare tax incentive. 
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Figure 10.9: Indecon Confidential Survey of Accountancy/Tax Professions 
in Ireland: Average Estimates of which Gross Annual Income Category 

accounted for the Majority of Investors Utilising the Childcare Facilities 
Tax Incentive 
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Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

10.6.5 Overall Effectiveness in Achieving Policy Objective 

Table 10.37 gives the views of the childcare sector on the effectiveness of the 
incentive in increasing the supply of childcare places. A substantial majority 
of respondents considered the scheme to have been effective in this regard.  

Table 10.37: Views of the Childcare Provider Sector on the Effectiveness of 
Property-based Tax Incentive Scheme in Increasing the Supply of 

Childcare Places, Childcare Providers With and Without Tax Incentive 

% of Respondents Level of Effectiveness 

Providers that 
availed of Tax 

Incentive 

Providers that did 
not avail of Tax 

Incentive 

Effective 71.0% 63.5% 

Neither effective nor ineffective 22.6% 21.2% 

Ineffective 6.5% 15.4% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 
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These patterns in the opinions of those operating in the childcare sector can 
be seen in Figure 10.10. 

Figure 10.10: Views of the Childcare Provider Sector on the Effectiveness of 
Property-based Tax Incentive Scheme in Increasing the Supply of 

Childcare Places, Childcare Providers With and Without Tax Incentive 
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Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

Table 10.38 illustrates the fact that 50% of the regional areas within the Health 
Service Executive consider that the scheme was effective in increasing the 
supply of childcare facility places, but the remainder did not share this view. 

Table 10.38: Views of the Health Services Executive on the Effectiveness of 
Property-based Tax Incentive Scheme in Increasing the Supply of 

Childcare Facility Places 

Level of Effectiveness % of Respondents 

Effective 50.0% 

Neither effective nor ineffective 0.0% 

Ineffective 50.0% 

Total 100.0% 

Source: Indecon Confidential Survey of HSEs. 
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Table 10.39 gives the views of the Local Authorities on the effectiveness of the 
Tax Incentive Scheme in increasing the supply of childcare places. Nearly two 
thirds consider it to have been effective. 

Table 10.39: Views of Local Authorities on the Effectiveness of Property-
based Tax Incentive Scheme in Increasing the Supply of Childcare Places 

Level of Effectiveness % of Local Authorities 

Effective 62.1% 

Neither effective nor ineffective 31.0% 

Ineffective 6.9% 

Total 100.0% 

Source: Indecon Confidential Survey of Local Authorities. 

 

Figure 10.11 illustrates these results. 

 

Figure 10.11: Views of Local Authorities on the Effectiveness of Property-
based Tax Incentive Scheme in Increasing the Supply of Childcare Places 
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Source: Indecon Confidential Survey of Local Authorities. 
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Table 10.40 presents the views of the childcare providers on the effectiveness 
of the property-based tax incentive in reducing the cost of childcare places. 
Very few respondents considered it to have been effective in this regard. A 
comparison of these figures with those in Table 10.37 indicate that, in the 
opinion of those operating in the childcare sector, the tax incentives have 
been much more effective in increasing the supply than they have been in 
reducing the cost of places. 

Table 10.40: Views of the Childcare Provider Sector on the Effectiveness of 
Property-based Tax Incentive Scheme in Reducing the Cost of Childcare 

Places, Childcare Providers With and Without Tax Incentive 

% of Respondents Level of Effectiveness 

Providers that 
availed of Tax 

Incentive 

Providers that did 
not avail of Tax 

Incentive 

Effective 9.7% 11.5% 

Neither effective nor ineffective 51.6% 30.8% 

Ineffective 38.7% 57.7% 

Total 100.0% 100.0% 

Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

Figure 10.12 illustrates these findings regarding the effectiveness of the tax 
incentive in reducing the cost of childcare facilities. 
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Figure 10.12: Views of the Childcare Provider Sector on the Effectiveness of 
Property-based Tax Incentive Scheme in Reducing the Cost of Childcare 

Places, Childcare Providers With and Without Tax Incentive 
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Source: Indecon Confidential Survey of Childcare Providers in Ireland. 

 

Table 10.41 illustrates the fact that the Health Service Executive consider that 
the scheme was ineffective in reducing the cost of childcare places.  This is 
consistent with the very significant increase in childcare costs evident in 
recent years.  Indecon, however, believes that in the absence of the 
investment, which contributed to increased supply to meet demand, costs 
would have accelerated faster. 
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Table 10.41: Views of the Health Services Executive on the Effectiveness of 
Property-based Tax Incentive Scheme in Reducing the Cost of Childcare 

Facility Places 

Level of Effectiveness % of Respondents 

Effective 0.0% 

Neither effective nor ineffective 0.0% 

Ineffective 100.0% 

Total 100.0% 

Source: Indecon Confidential Survey of HSEs. 

 

10.7 Summary of Main Findings 
In this section, we have reviewed the property-based tax incentive for 
childcare facilities and have outlined its effect both on the supply and cost of 
facilities, as well as its impact on Exchequer returns. We have presented data 
on the number of children requiring a place in such facilities, the profile of 
families demanding childcare as well as the number of childcare places 
currently available. The key findings from our analysis are as follows: 

 Data from the Health Service Executive, as well as responses from 
Indecon’s survey of childcare operators indicate that there has been a 
considerable increase in the number of childcare places available in 
recent years. In spite of this increase in the places available, Indecon 
believes that the sector is currently characterised by significant 
shortages of supply. 

 It was felt by those operating within the sector as well as by those 
experts consulted by Indecon that most of the recent investment in 
childcare facilities either would not have proceeded in the absence of 
the tax incentive or would have taken longer to come on-line.  
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 The scheme had been successful in increasing the supply of childcare 
facilities, although this has not been sufficient to reduce the costs of 
childcare. Indeed, an analysis of Indecon’s survey of childcare 
providers indicates significant increases in costs over the last number of 
years.  Indecon, however, believes that increasing supply is very 
important in this sector due to the dramatic increase in demand.  In the 
absence of means to enhance supply, Indecon believes that cost 
increases would have been much faster. 

 We have estimated the total capital expenditure undertaken to date, 
and have provided a forecast of future eligible capital expenditure. 
After taking account of the beneficial effects of the extra investment as a 
result of the scheme, allowing for opportunity cost and deadweight, 
Indecon estimates the net cost of the tax incentive to the Irish Exchequer 
as around €5.7 million. 

 Indecon’s surveys of accountancy/tax professionals indicated that most 
of those availing of the tax incentive are likely to be earning between 
€50,000 and €100,000 per year. 
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11 Capital Allowances and Other Reliefs 
for Park & Ride Facilities 

11.1 Introduction and Background 
In this section, we present our examination of the tax incentive for park & 
ride facilities, including our assessment of the extent to which the scheme has 
justified its introduction and the contribution that the relief has made and can 
make to the wider policy objectives of the sector.  We also examine the extent 
to which high income individuals use the relief to reduce their tax liability.   

11.2 Description of Tax Incentive 
Various allowances are available in respect of qualifying expenditure 
incurred on park and ride facilities in the larger urban areas. In the case of 
capital allowances for park and ride facilities and associated commercial 
premises, relief is denied to property developers where the property 
developer or a person connected with the property developer constructed or 
refurbished the building or structure involved. Park and ride facilities are 
defined as a building or structure served by a bus or train service with the 
purpose of providing, for members of the public intending to continue a 
journey by bus or rail and on payment of an appropriate charge, parking 
space for vehicles.  

The scheme is subject to guidelines issued by the Minister for the 
Environment and Local Government.  The local authorities empowered to 
certify areas for park and ride facilities are, Cork, Dublin, Galway, Limerick 
and Waterford Corporations, Dun Laoghaire/Rathdown, Fingal, Kildare, 
South Dublin and Wicklow County Councils and the Urban District Councils 
in Kildare, Meath and Wicklow. The scheme commenced on 1 July 1999 and 
is due to terminate on 31 July 2006.  

The scheme was due to terminate on 31 December 2004 but this deadline was 
extended until 31 July 2006 by Section 26 of the 2004 Finance Act. The 
extension to 31 July 2006 will apply where an application for full planning 
permission is received by a relevant planning authority by 31 December 2004. 
The extension also applies, as in other schemes (hotels, holiday cottages) in 
relation to exempted development where the relevant conditions are satisfied 
by 31 December 2004.  The allowances available are detailed overleaf. 
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11.2.1.1 (a) Park & Ride Facilities 

Expenditure incurred on the construction or refurbishment of qualifying park 
and ride facilities, qualifies for the following allowances 

 Owner Occupier: 

- 100% Free Depreciation or 

- 50% Initial Allowance; 

- 4% Annual Allowance; 

- Maximum 100%.  

 Lessor: 

- 50% Initial Allowance; 

- 4% Annual Allowance;  

- Maximum 100%.  

 

In the case of refurbishment expenditure, the allowances are available only if 
the expenditure is not less than 10% of the value of the premises before 
refurbishment. 

Where the local authority is unable to give the required certification for a 
qualifying park and ride facility due to a delay in the provision of the public 
transport element, then the availability of the capital allowances may be 
suspended until the public transport element is in place and the development 
is certified.  

11.2.1.2 (b) Commercial Premises 

Expenditure incurred on the construction or refurbishment of certain 
commercial premises located on the site of a park and ride facility qualifies 
for the same allowances as shown above for park and ride facilities. The 
definition of commercial premises is restricted to premises in use for the 
purposes of retailing of goods or the provision of services only within the 
State. Specifically excluded are buildings or structures in use as offices or for 
the provision of mail order or financial services. However the total amount of 
capital expenditure which qualifies for allowances is restricted, so that, only 
expenditure which, when combined with expenditure on any residential 
accommodation at a park and ride facility, does not exceed 50% of the total 
allowable expenditure at the facility, will qualify for relief. 
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11.2.1.3 (c) Rented Residential Accommodation 

Expenditure incurred on the construction of certain rented residential 
accommodation located on the site of a park and ride facility qualifies for 
"Section 23" type relief. The relief is a deduction of 100% of the construction 
expenditures against all Irish rental income whether it arises from the 
premises in question or from other lettings. There is an overall limit on the 
amount of expenditure which will qualify for this relief, so that, only 
expenditure which, when combined with any expenditure on owner-occupier 
accommodation at a park and ride facility, does not exceed 25% of total 
allowable expenditure at the facility, will qualify for relief. 

11.2.1.4 (d) Owner-occupied Residential Premises 

Relief is available for expenditure incurred on the construction of owner-
occupied residential accommodation located on the site of a park and ride 
facility. An annual deduction of 5% of the expenditure incurred may be 
claimed by the owner occupier as a deduction from total income for 10 years 
provided the dwelling is the sole or main residence of the individual. There is 
an overall limit on the amount of expenditure which will qualify for this 
relief, so that, only expenditure which, when combined with any expenditure 
on "Section 23" accommodation at a park and ride facility, does not exceed 
25% of the total allowable expenditure at the facility, will qualify for relief. 

11.3 Measure of Overall Level of Activity in Sector 

11.3.1.1 Number of Schemes Certified by Local Authorities 

Table 11.1 details the number of schemes certified by local authorities as 
eligible for tax relief. Two schemes were certified, one in 1999 and one in 
2005. 
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Table 11.1: Total Number of Schemes Certified by Local Authorities, 1999-
2005 

Detail 1999 2000 2001 2002 2003 2004 2005 

        
No. of schemes certified 
by local authorities and 
developed or under 
construction 

1 0 0 0 0 0 1 

        
Source: Indecon Confidential Survey of Local Authorities. 

 

11.3.1.2 Level of Construction Activity 

Table 11.2 details the trend in planning applications for Park & Ride facilities 
between 2000 and 2005. There has been an average of just over 4 applications 
per year, with an average of 1.6 approvals, though as indicated above most of 
these have not to date secured certification. 

Table 11.2: Details of Planning Applications - Total Number of 
Applications for Park & Ride Facilities, 2000-2004 

Detail 2000 2001 2002 2003 2004 

Number of applications 
received 

4 3 3 4 7 

Number of applications 
approved 

2 2 0 3 1 

Number of applications 
awaiting decision 

0 0 0 2 3 

Source: Indecon Confidential Survey of Local Authorities. 

 

Figure 11.1 overleaf presents this data in graphical form. 
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Figure 11.1: Details of Planning Applications  - Total Number of 
Applications for Park & Ride Facilities, 2000-2004 
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Source: Indecon Confidential Survey of Local Authorities. 

 

11.4 Case Study 
It is useful to consider a case study of a park and ride investment benefiting 
from the tax incentive.  This case study is focused on illustrating how the tax 
incentives work.   

Park and ride facilities are likely to be large scale investments and a realistic 
case study is likely to be readily identifiable.  The following case study 
attempts to identify the principal characteristics of these schemes. 

1.1.1 Investor Perspective 

An investor is considering a €200 million investment in a 
commercial/residential development.   The development consists of 50% 
commercial property and 50% residential property.  Alternatively, the 
investor could choose a location that may be designated as a Park and Ride.  
This will entail an additional investment of €200 million and will result in 
capital allowances for the entire facility of €153 million (i.e. 38% of the 
original €400 million investment).   However, these additional capital 
allowances must be weighed against: 
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 Park and Ride facilities are likely to have relatively low yields; 

 The commercial and residential yields are likely to be lower than 
centre city locations. 

To evaluate the impact of these factors, the proposed investment was 
considered over a 50 year horizon.  Yield differentials are discounted using 
the Euro par yield curve and the value of the parking facility was computed 
for a number of scenarios.  The results are presented in Figure 11.2. 

 

Figure 11.2: Incentive Ratio Vs. Differential Yield 
 

 

 
 

Source: Indecon. 

 

Figure 11.2 contains estimates of the Incentive Ratio (expressed as a 
percentage of the total cost - €400 million in this case study).  The relationship 
between the Incentive Ratio and the differential yield on the 
commercial/residential portion is estimated for three levels of EBITDA/Cost 
for the parking facility - 0%, 1% and 2%.  It may be seen from Figure 11.2 that 
the Incentive Ratio is highly sensitive to the differential yield associated with 
the commercial/residential property and the yield on car parks.  Two 
observations: 
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 If the commercial/residential yield is similar to other properties and 
the parking facility generates zero EBITDA, then the Incentive Ratio is 
-50%.  If the parking facility generates 1% EBITDA (i.e. €2 million per 
annum in this case study), then the Incentive Ratio is -37%.  Therefore, 
an investment in Park and Ride facilities will be marginal unless the 
EBITDA rate on the parking facility exceeds 1%.  

 If the differential yield on the commercial/residential portion is 
negative, then park and ride facilities will become less attractive.  In 
the presence of a capital allowances with a present value of 38% of the 
cost, the investment will be rejected unless the yield differential is -
0.5% (-1%) when the EBITDA/Cost ratio for the parking facility is 
1.5% (2%). 

 

11.5 Evaluation of the Tax Incentive 

11.5.1 Displacement, Deadweight and Opportunity Cost 

Table 11.3 presents the views of financial institutions, auctioneers and 
accountancy/tax professionals on the likelihood that projects would have 
proceeded had the tax incentive not been instituted. Half of respondents from 
financial institutions, nearly 60% of auctioneers and 60% of accountancy/tax 
professionals felt that a majority of projects would not have proceeded in the 
absence of the tax incentive. Most other respondents felt either that projects 
would have proceeded over a longer timeframe or that a minority of them 
would not have proceeded at all.  In discussion with some respondents it was 
clear that these views related to the park and ride element and not to the 
associated commercial or residential developments.  
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Table 11.3: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Expenditure on Park & Ride Facilities) would have proceeded in the 

Absence of the Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 
Financial 

Institutions 
Auctioneers Accountancy/ 

Tax Prof’ns 

All projects would have 
proceeded within existing 
timeframe 

16.7% 6.1% 0.0% 

Projects would have 
proceeded over a longer 
timeframe 

0.0% 16.6% 40.0% 

A majority of projects would 
not have proceeded 

50.0% 57.5% 60.0% 

A minority of projects would 
not have proceeded 

33.3% 19.9% 0.0% 

Total 100.0% 100.0% 100.0% 

Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

This data is shown in graphical form in Figure 11.3 below. This clearly shows 
that the majority of nearly all respondents believed that the projects would 
not have gone ahead without the tax incentive. 
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Figure 11.3: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Expenditure on Park & Ride Facilities) would have proceeded in the 

Absence of the Property-based Tax Incentive Scheme 
 

0.00%

10.00%

20.00%

30.00%

40.00%

50.00%

60.00%

70.00%

All projects would have
proceeded within existing

timeframe

Projects would have
proceeded over a longer

timeframe

A majority of projects would
not have proceeded

A minority of projects would
not have proceeded

Financial Institutions Auctioneers Accountancy/ Tax Prof’ns
 

 

Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

There is a very significant shortage of Park & Ride facilities in Ireland, 
according to Indecon’s survey of auctioneers. Table 11.4 shows that nearly 
three quarters of those surveyed believed such facilities to be in short supply 
with most of the remainder considering the market to be in or near 
equilibrium. Very few respondents felt that there is currently an excess 
supply of Park & Ride facilities. This is consistent with Indecon’s own 
analysis which suggests a shortage of park and ride facilities in selected 
suburban and outer suburban areas in some major urban centres. 
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Table 11.4: Views of Auctioneers on Current Supply Position 

View % of Survey Respondents 

Reasonable Balance between Supply/Demand 22.4% 

Current Excess Supply 3.5% 

Current Significant Shortage of Supply 74.1% 

Total 100.0% 

Source: Indecon Confidential Survey of Auctioneers in Ireland. 

 

The extent of the feeling among auctioneers that there are significant supply 
shortages is evident from Figure 11.4. 

 

Figure 11.4: Views of Auctioneers on Current Supply Position 
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Source: Indecon Confidential Survey of Auctioneers in Ireland. 
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11.5.2 Estimated Investment in the Sector 

11.5.2.1 Capital Expenditure 

Table 11.5 details the value of the capital expenditure certified by local 
authorities as eligible for tax relief. Just under €1 million was spent on a park 
& ride facility in 1999. In 2005, €15 million of eligible expenditure was 
undertaken on a commercial premises associated with a park & ride facility.  
While the figures appear to suggest that the commercial investments breach 
the 50% rule this is due to a complex structure whereby a much larger sum 
was spent on the park and ride facility but this was subsequently sold as part 
of an overall contractual arrangement and tax allowance was not claimed on 
the balance of the park and ride element of the investment. 

 

Table 11.5: Average Certified Capital Expenditure per Local Authority, 1999-
2005 (€) 

Detail 1999 2000 2001 2002 2003 2004 2005 

        
Capital expenditure 900,000 0 0 0 0 0 15,000,000 

of which:         

Expenditure on park 
& ride facilities 

900,000 0 0 0 0 0 0 

Expenditure on 
commercial premises 

0 0 0 0 0 0 15,000,000 

Expenditure on 
residential 
accommodation on 
site 

0 0 0 0 0 0 0 

        
Source: Indecon Confidential Survey of Local Authorities. 
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11.5.3 Estimated Gross and Net Cost of Tax Incentive 

11.5.3.1 Capital Expenditure 

Available evidence on capital expenditure under the tax incentive scheme for 
park and ride facilities shows that there has been a limited uptake of the 
scheme and correspondingly limited private investment. Based on survey 
responses from county councils, Indecon estimates that eligible expenditure 
under the tax incentive scheme totals around €15,900,000. 

Indecon believes that in general the economics of stand alone park and ride 
facilities, which are characterised by low levels of fees and revenues, high site 
costs and low levels of capital expenditure, are in general not amenable to 
incentivisation via the tax incentives and we are therefore not surprised at the 
low level of take up. Unless an accommodation element is included the 
returns are likely to be very low and including eligibility for tax incentives for 
private accommodation in suburban and outer suburban areas is extremely 
costly from an Exchequer position. 

It is, however, important to also take account of future investment for projects 
which have qualified under this scheme but for which the investment has not 
yet been completed.  Based on existing planning approvals and Indecon 
survey responses on average construction costs for park and ride facilities 
and eligible related investments, we estimate that future investment under 
this scheme could be in the region of €25,000,000, though it must be noted 
that this figure probably represents a maximum potential investment and we 
would not be surprised if no investment occurred unless subsidised by tax 
relief on associated investment.   Table 11.6 below summarises these figures. 

 

Table 11.6: Estimate of Total Eligible Capital Expenditure on Park & Ride 
Facilities under the Tax Incentive Scheme 

Detail Value (€’000s) 

  

Total Eligible Capital Expenditure to date 15,900 

Forecast for Future Capital Expenditure 25,000 

  

Source :Indecon Calculations 
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11.5.3.2 Impact of Capital Expenditure 

The investment in park and ride schemes will have an economic impact on 
the economy as a whole. The increased levels of investment will lead to a 
higher level of economic activity in general. By applying a ‘multiplier’ to the 
capital investment, Indecon estimates that the overall economic spend of this 
scheme is of the order of €19,954,000. However, this figure must be adjusted 
for the opportunity costs of the investment, which reflects the fact that had 
this money not been invested in Park and Ride facilities it could have been 
invested in other sectors of the economy, assuming an opportunity cost of 
95%, reflecting the full employment status of the Irish economy. However, in 
the case of Park and Ride, there is likely to be a wider benefit to the economy, 
arising from reduction in congestion costs, and this is estimated to be 
equivalent to 5% of the total capital spend.  The net economic benefit is 
therefore estimated to be of the order of €1,996,000. 

11.5.3.3 Impact on Exchequer Revenues 

In order to calculate the gross and net impacts of the tax allowances schemes 
on Exchequer revenues, Indecon has developed a model based on the 
workings of each scheme. In the case of park and ride facilities, this is based 
on assuming that €15m of the expenditure qualified for relief under the 
rented residential accommodation scheme and that this did not exceed 25% of 
the total expenditure. 

Using this method, we have estimated a gross cost to the Exchequer of 
€5,775,000. This figure does not include the tax costs of the original €900,000 
project although we take account of this in estimating tax revenue from 
indirect expenditure. This slightly underestimates the overall tax cost. 
However, we believe that our estimates represent a measured upper limit as 
it assumes that all of the €15m is eligible for an allowance in year 1 against 
rental income on rented residential accommodation. To the extent that this is 
not the case tax costs reduce accordingly.  This gross figure must be adjusted 
to reflect the fact that the increased level of investment will lead to increased 
economic activity, as outlined above, giving rise to increased Exchequer 
revenues. Indecon has estimated the gross tax revenues arising from the 
increased economic activity to be of the order of €7,204,000. Adjusting this 
figure to reflect the opportunity cost of the investment (i.e. the fact that the 
money could have been invested in another sector of the economy), we 
calculate a net tax contribution of €1,801,000. Deducting this figure from the 
gross cost to the Exchequer, we calculate a net cost of €3,974,000. 
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Table 11.7 below gives a summary of Indecon’s estimates for this scheme. 

Table 11.7: Estimates of Capital Expenditure and Tax Revenue Foregone 
under the Tax Incentive Scheme for Park and Ride Facilities 

Estimate €’000 

  

Capital Expenditure to Date 15,900 

Gross Tax Revenue Foregone 5,775 

Tax Contribution Allowing for Indirect Tax Revenues 1,801 

Net Tax Revenue Foregone 3,974 

Future Capital Expenditure 25,000 

  

Source: Indecon Confidential Surveys of County Councils. 

 

The above figures must be further adjusted to take account of deadweight. 
This arises from the fact that some of the projects built under the tax incentive 
would have gone ahead anyway, in the absence of the tax incentive. Indecon 
believes deadweight under this tax incentive to be extremely high on the 
accommodation element. However, the indirect tax contribution may be 
higher than estimated as it did not take account of the fact that the €15m was 
assumed to only equate to a maximum of 25% of total investment. We are 
assuming these two factors cancel out. Unlike other incentives where there 
have been a large number of projects the results here should be seen as 
indicative, as for confidentiality reasons we have utilised some illustrative 
assumptions to highlight the potential costs of these incentives where 
accommodation investment is incentivised.  
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Indecon has also undertaken a sensitivity analysis on these figures, in relation 
to our assumptions for the multiplier and deadweight. We have assumed a 
multiplier of 1.255 for the capital expenditure under this tax incentive. If we 
were to reduce this figure to 1.1 the net tax cost of the scheme would be 
€4,196,000, while were we to increase it to 1.35 the corresponding figure 
would be €3,837,000. This represents a range of around €360,000. In relation to 
the deadweight assumption, we have assumed that the deadweight of the 
incentive will be offset by the extra tax revenues generated. Disregarding 
these revenues, if we take a deadweight of 10% the corresponding net tax 
foregone will equal €4,154,000, while a deadweight of 20% gives a figure of 
€4,334,000. In other words, a variation of 10% in the deadweight assumption 
causes a €180,000 variation in the net cost of the tax incentive to the 
Exchequer. 

11.5.4 Scope for High-Income Individuals to Reduce Tax 
Liabilities 

Table 11.8 presents the views of accountancy/tax professionals on the income 
bracket into which likely investors in Park & Ride facilities are likely to fall. 
80% of respondents to Indecon’s survey felt that investors were likely to be 
earning in excess of €200,000 per year.  

 

Table 11.8: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors Utilising 

the Park & Ride Tax Incentive. 

Gross Annual Income Category of Investors % of Survey Respondents 

Majority of investors were likely to be earning 
in excess of €200,000 

80.0% 

Majority of investors were likely to be earning 
between €100,000 and €200,000 

0.0% 

Majority of investors were likely to be earning 
between €50,000 and €100,000 

20.0% 

Majority of investors were likely to be earning 
less than €50,000 

0.0% 

Total 100.0% 

Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 



Section 11 Capital Allowances and Other Reliefs for Park & Ride Facilities 
 

 

 October 2005 Page 283 

Figure 11.5 presents the above data in graphical form. 

 
Figure 11.5: Indecon Confidential Survey of Accountancy/Tax Professions 
in Ireland: Estimates of Gross Annual Income Category accounting for the 

Majority of Investors Utilising the Park & Ride Tax Incentive. 
 

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

80.0%

90.0%

<€50,000 €50,000-€100,000 €100,000-€200,000 >€200,000

 
 

Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 

11.5.5 Overall Effectiveness in Achieving Policy Objective 

 

Table 11.9 details the results from Indecon’s survey of Local Authorities on 
the question of the effectiveness of the tax incentive. Almost half of 
respondents felt that the tax incentive for Park & Ride facilities was ‘neither 
effective nor ineffective’. Of those that expressed a definite opinion, more 
considered the scheme to have been ineffective than considered it to have 
been effective. It is clear that the scheme is potentially very costly from an 
Exchequer perspective but there has been limited take up. Indecon however 
strongly supports measures to increase the supply of adequate park and ride 
facilities as they have significant benefits in reducing the costs of congestion 
and encouraging use of public transport. We however believe that public 
expenditure may be a more effective and lower cost mechanism to achieve 
this objective. 
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Table 11.9: Views of Local Authorities on the Effectiveness of Park & Ride 
Tax Incentive 

Level of Effectiveness % of Local Authorities 

Effective 18.5% 

Neither effective nor ineffective 48.1% 

Ineffective 33.3% 

Total 100.0% 

Source: Indecon Confidential Survey of Local Authorities. 

 

Figure 11.6 illustrates the above data in a bar chart. 

 

Figure 11.6: Views of Local Authorities on the Effectiveness of Park & Ride 
Tax Incentive. 
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Source: Indecon Confidential Survey of Local Authorities. 
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11.6 Summary of Main Findings 
In this section, we have reviewed the property-based tax incentives for park 
& ride facilities as well as commercial and residential premises associated 
with such areas. We have outlined the effect of the tax incentive on the supply 
of park & ride facilitates as well as its impact on Exchequer returns. The key 
findings from our analysis are as follows: 

 Although there has been a number of planning approvals granted by 
local authorities, only 2 certified projects have proceeded since 1999.  

 Indecon believes there is currently a significant shortage of park & ride 
facilities. 

 We have estimated the total capital expenditure undertaken to date, 
and have provided a forecast of eligible capital expenditure in the 
future. Indicative estimates suggest the scheme could have cost the 
Exchequer of the order of €4m. 

 This scheme provides a means for high earners to reduce their tax 
liability.  

 Park and Ride facilities have very beneficial economic benefits in terms 
of reducing congestion costs and encouraging use of public transport. 

 The tax incentives, if associated private accommodation is not eligible, 
are unlikely to be effective. If a tax incentive is provided for private 
accommodation the cost to the Exchequer is likely to be very significant 
and public expenditure could be a more cost effective mechanism to 
achieve the objectives. 
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12 Capital Allowances for Investment in 
Multi-storey Car Parks 

12.1 Introduction and Background 
In this section, we present our examination of the tax incentive for multi-
storey car park properties, including our assessment of the extent to which 
the scheme has justified its introduction and the contribution that the relief 
has made and can make to the wider policy objectives of the sector.  We also 
examine the extent to which high income individuals use the relief to reduce 
their tax liability.   

12.2 Description of Tax Incentive 
The 1995 Finance Act provided for a scheme of capital allowances in respect 
of capital expenditure incurred in the qualifying period on the construction or 
refurbishment of certain multi-storey car parks in certain urban areas. To 
qualify, a multi-storey car park must be certified by the relevant local 
authority as having been developed in accordance with criteria laid down by 
the Minister for the Environment, Heritage and Local Government following 
consultation with the Minister for Finance.  

The scheme was to originally run for the period 1 July, 1995 to 30 June, 1998 
and has been extended on a number of occasions for projects outside the 
Dublin and Cork City Council areas. The latest extension which was provided 
for in Finance Act 2004 extended the scheme from 31 December 2004 until 31 
July 2006 for projects where at least 15 per cent of total costs were incurred by 
30 September, 2003.  The scheme provides for relief as set out in Table 12.1. 
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Table 12.1: Rates of Capital Allowances 

Capital Allowances (Section 344) Owner-Occupier 
(Trader) 

Lessor 

Qualifying Multi-Storey Car Parks Construction or 
Refurbishment         
Total of  100% 

Construction or 
Refurbishment         
Total of  100% 

   

Year One Allowance 50% 50% 

OR   

Free Depreciation  100% None 

Annual Allowance 4% 4% 

  

Balancing Charge none after 13 years 

   

Source: Department of Finance. 

 

12.3 Measure of Overall Level of Activity in Sector 

12.3.1 Number of Schemes Certified by Local Authorities 

Table 12.2 gives details of the number of Multi-Storey Car Parks certified by 
Local Authorities as eligible for tax relief. A total of 21 projects were certified 
over the period 1999-2005. 

Table 12.2: Total Number of Schemes Certified by Local Authorities, 1999-
2004 

Detail 1999 2000 2001 2002 2003 2004 

       

No. of schemes certified 
by local authorities and 
developed or under 
construction 

1 4 2 2 7 5 

       

Source: Indecon Confidential Survey of Local Authorities. 
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Figure 12.1 shows the trend in schemes certified. 

 

Figure 12.1: Total Number of Schemes Certified by Local Authorities, 1999-
2005 
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Source: Indecon Confidential Survey of Local Authorities. 

 

12.3.2 Level of Construction Activity 

Table 12.3 presents data on the number of planning applications for multi-
storey car-parks received and approved over the period 2000 to 2004. A total 
of 44 applications (an average of 8.8 per year) was received and of those, a 
total of 33 were approved (an average of 6.6 per year).  
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Table 12.3: Details of Planning Applications - Total Number of 
Applications  for Multi-Storey Car Parks, 2000-2004 

Detail 2000 2001 2002 2003 2004 

Number of applications 
received 

11 10 4 11 8 

Number of applications 
approved 

8 7 3 9 6 

Number of applications 
awaiting decision 

0 2 0 0 1 

Source: Indecon Confidential Survey of Local Authorities. 

 

The trends in applications and approvals are illustrated in Figure 12.2. 

 

Figure 12.2: Details of Planning Applications - Total Number of 
Applications for Multi-Storey Car Parks, 2000-2004 
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Source: Indecon Confidential Survey of Local Authorities. 
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12.4 Case Study 
It is useful to consider a case study of a multi-storey car park investment 
benefiting from the tax incentive.  This case study is focused on illustrating 
how the tax incentives work.   

For the car parking case study, yields were estimated using the published 
financial data for Central Parking Corporation.   

12.4.1  Investor Perspective 

An investor makes an investment in the construction of a parking facility at a 
cost of €10 million.  The cost of equity is 49% (Annex 1) and the facility is 75% 
debt financed at 300 basis points above the Euro par yield curve.  The 
investment will yield 8%.  Both revenues and the cost of the asset are 
assumed to grow at 3% per annum.  These assumptions are summarised in 
Table 12.4. 

Table 12.4:  Key Assumptions 

Item Assumed Level 
Investment ('000) 10,000 
Investment Term (years) 13 
Cost of Equity 49% 
Borrowing/Investment 75% 
Cost of Debt 6% 
Term of Loan (years) 25 
Tax Rate 42% 
Assumed Yield 8% 
Assumed Asset Growth  3% 
Assumed Revenue Growth 3% 
Capital Gains Tax (CGT) 20% 
Source: Indecon. 
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The Incentive Ratio is computed in Table 12.5 and it may be seen that an 
investor in this example would require an incentive equal to 22% of the 
construction cost.  The current level of incentive is 37% and this exceeds the 
Incentive Ratio.  However, unlike many other classes of real estate 
investment, land costs are likely to be high relative to the construction cost of 
the facility.  The incentive will be sufficient to encourage investment if the 
land costs are less than or equal to 80% of the construction cost. If, however, 
yields are greater than indicated, or if asset growth is faster, the returns to 
investors will increase accordingly.  The value of the tax incentive will also be 
influenced by whether the investor is an owner-occupier or lessor and 
whether they claim 50% allowance in year one or free depreciation of 100%. 

Table 12.5:  Multi Storey Car Parks 

Period 0 1 2 3 4 5 6 7 8 9 10 11 12 13 
Asset Cost -10000                         
Sale of Asset 
(net of CGT)              14685 
EBITDA  824 849 874 900 927 955 984 1013 1044 1075 1107 1141 1175 
Interest 
Expense  -450 -442 -433 -424 -414 -404 -393 -381 -369 -356 -342 -327 -312 
Taxes  -157 -171 -185 -200 -216 -232 -248 -266 -283 -302 -322 -342 -363 
Net Cash Flow  217 236 256 276 298 320 343 367 391 417 444 472 15186 
Debt Service – 
Principal 7500 -137 -145 -154 -163 -173 -183 -194 -206 -218 -231 -245 -259 -5194 
Cash Flow to 
Equity (CFE) -2500 80 91 102 114 125 137 149 161 174 186 199 212 9992 

                 
    % Cost  % Cost 20% Land % Cost 80% Land    
Present Value 
of CFE -2237  -22%   -21%    -20%      
Capital 
Allowance 3719  37%   31%    +20%      
PV Project + 
Allow 1482  15%   10%    0%      

               

Source: Indecon. 
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12.5 Evaluation of the Tax Incentive 

12.5.1 Displacement, Deadweight and Opportunity Cost 

Table 12.6 presents the views of financial institutions, auctioneers and 
accountancy/tax professionals on the likelihood that capital expenditure on 
multi-storey car parks would have gone ahead in the absence of the tax 
incentive. Two thirds of respondents from financial institutions, two-thirds of 
accountancy/tax professionals and over 70% of auctioneers believed that 
without the tax incentive either a majority of projects would not have gone 
ahead or projects would have proceeded over a longer timeframe. The 
remainder (not more than a third for any of the three categories) believed 
either that all or all but a minority of projects would have proceeded without 
the existence of the incentive. 

Table 12.6: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Expenditure on Multi-Storey Car Parks) would have proceeded in the 

Absence of the Property-based Tax Incentive Scheme 

% of Survey Respondents 

View 
Financial 

Institutions 
Auctioneers Accountancy/ 

Tax Prof’ns 

All projects would have 
proceeded within existing 
timeframe 

16.7% 11.3% 0.0% 

Projects would have 
proceeded over a longer 
timeframe 

33.3% 23.7% 50.0% 

A majority of projects would 
not have proceeded 

33.3% 46.9% 16.7% 

A minority of projects would 
not have proceeded 

16.7% 18.0% 33.3% 

Total 100.0% 100.0% 100.0% 

Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

Figure 12.3 presents these views graphically. 
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Figure 12.3: Views of Financial Institutions, Auctioneers and 
Accountancy/Tax Professionals on the Impact of the Property-based Tax 

Incentive Scheme –Views on the likelihood that Projects (i.e. Capital 
Expenditure on Multi-Storey Car Parks) would have proceeded in the 

Absence of the Property-based Tax Incentive Scheme 
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Source: Indecon Confidential Surveys of Financial Institutions, Auctioneers and Accountancy/Tax 
Professionals in Ireland. 

 

12.5.2 Estimated Investment in the Sector 

12.5.2.1 Capital Expenditure 

Table 12.7 presents a summary of the total capital expenditure on multi-
storey car parks certified by local authorities between 2000 and 2004. Total 
expenditure over the period equalled over €61m. Average expenditure was 
over €14.5m per year. Certified capital expenditure peaked in 2003 when the 7 
projects cost a total of approximately €21.1m.   
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Table 12.7: Total Capital Expenditure Certified by Local Authorities, 1999-
2004 (€) 

Detail 2000 2001 2002 2003 2004 

      

Capital 
expenditure 

3,000,000 11,604,322 13,500,000 21,131,000 11,810,000 

      

Source: Indecon Confidential Survey of Local Authorities. 

 

12.5.2.2 Lending Advanced by Financial Institutions 

Table 12.8 presents a result from Indecon’s survey of financial institutions in 
Ireland. Respondents to the Indecon survey estimated the total capital 
expenditure including promoter’s equity at €38m in 2003 and €43m in 2004. 

Table 12.8: Indecon Confidential Survey of Financial Institutions in 
Ireland: Total Value of Annual New Lending Advanced and Estimated 

Total Capital Expenditure on Multi-Storey Car Parks including Promoter’s 
Equity, 2003-2004 

Detail 2003 (€’000) 2004 (€’000) 

Total value of annual new lending 
advanced 

20,000 35,000 

Total capital expenditure on projects 
including promoter’s equity 

38,000 43,000 

Source: Indecon Confidential Survey of Financial Institutions in Ireland. 
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12.5.3 Estimated Gross and Net Cost of Tax Incentive 

12.5.3.1 Capital Expenditure 

Figures on investment in multi-storey car parks come directly from the 
county councils, who have to certify each scheme30. These figures show that 
the cumulative investment in these facilities, as well as related investment 
eligible for the allowances, totalled €61,045,000 for the period 2000-2004.  

While there is likely to be variance in annual investment levels we believe this 
figure of €61m to be the best estimate of expenditure over the period.  While 
the results from financial institutions would suggest a higher level of capital 
investment we believe that some of this investment may occur in future years 
and some may relate to expenditure outside of Ireland.  

It is, however, important to also take account of future investment for projects 
which have qualified under this scheme but for which the investment has not 
yet been completed. Under the extension of the scheme approved under the 
Finance Act 2004, a development must have had incurred at least 15% of its 
total costs before 30/09/2003. In order to calculate the remaining capital 
expenditure under this scheme, Indecon has examined the planning 
approvals up until 2003 and determined how many have not yet gone ahead. 
This figure is given in Table 12.9 below. 

Table 12.9: Estimate of Total Eligible Capital Expenditure on Multi-Storey 
Car Parks under the Tax Incentive Scheme 

Detail Value (€’000s) 

  

Total Cumulative Capital Expenditure to date 61,045 

Forecast for Future Capital Expenditure 12,792 

  

Source :Indecon Calculations 

 

                                                      

30 Indecon’s confidential survey of county councils 
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12.5.3.2 Impact of the Capital Expenditure 

In relation to capital expenditure on multi-storey car parks, we have 
estimated that the initial investment will give rise to overall economic 
expenditure of the order of €76,612,000. However, this figure must be 
adjusted to reflect the opportunity cost of the investment, which arises from 
the fact that the money could have been invested in another part of the 
economy. We assume a 95% opportunity cost suggesting a net economic 
benefit of the order of €3,831,000. 

12.5.3.3 Impact on Exchequer Revenues 

In order to calculate the gross and net impacts of the tax allowances schemes 
on Exchequer revenues, Indecon has developed a model based on the method 
of calculating tax allowances under each scheme. In the case of multi-storey 
car parks, this is based on the method of calculating the capital allowance 
over 14 years, allowing for an initial 50% deduction, a subsequent deduction 
of 4% for the next 12 years and a final deduction of 2% in the 14th year. The 
tax foregone relating to years after 2005 are subject to a net present value 
(NPV) calculation, which gives the current value of the future amounts. 
Current corporate and income tax rates are applied. 

Using this method, we have estimated a gross cost to the Exchequer of 
€22,878,000, €8,464,000 of which will be claimed after 2005, though the figure 
has been deflated by a net present value (NPV) calculation. This gross figure 
must be adjusted to reflect the fact that the increased level of investment will 
lead to increased economic activity, as outlined above, giving rise to 
increased Exchequer revenues. Indecon has estimated the gross tax revenues 
arising from the increased economic activity to be of the order of €27,657,000. 
Adjusting this figure to reflect the opportunity cost of the investment (i.e. the 
fact that the money could have been invested in another sector of the 
economy) we calculate a net tax contribution of €6,914,000. This means that 
the net cost to the Exchequer from this tax incentive is of the order of 
€15,964,000.  Table 12.10 below gives a summary of Indecon’s estimates for 
this scheme. 
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Table 12.10: Estimates of Capital Expenditure and Tax Revenue Foregone 
under the Tax Incentive Scheme for Multi-storey Car Parks 

Estimate €’000 

  

Capital Expenditure to Date 61,045 

Future Capital Expenditure 12,792 

Gross Tax Revenue Foregone 22,878 

Tax Contribution allowing for Opportunity Cost 6,914 

Net Tax Revenue Foregone 15,964 

  

Source: Indecon Confidential Survey of County Councils. 

 

The above figures must be further adjusted to take account of deadweight. 
This arises from the fact that some of the projects built under the tax incentive 
would have gone ahead anyway, in the absence of the tax incentive. Based on 
Indecon’s survey of multi-storey car park operators, auctioneers, financial 
institutions and the accountancy profession, we use a deadweight 
assumption under this tax incentive of the order of 20%. The ‘Tax 
contribution allowing for opportunity cost factor’ figure must be reduced to 
reflect this. We therefore estimate a tax contribution figure of €5,531,000 
reflecting deadweight or around €1.4m. This results in a net tax revenue 
foregone figure of €17,347,000. 
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Indecon has also undertaken a sensitivity analysis on the assumptions 
underlying the above figures. In order to calculate the gross economic 
benefits of the capital expenditure we have assumed a multiplier of 1.255. If 
we increase this figure to 1.35 the net tax revenue foregone decreases to 
€15,441,000, a fall of around €0.5m, and adjusting this figure for deadweight 
gives us a net figure of €16,928,000, representing a decrease of around €0.4m 
on the base case scenario. If we decrease the multiplier to 1.1, the net tax 
revenue foregone increases to €16,818,000, an increase of around €0.85m, and 
adjusting this figure for deadweight gives us a net figure of €18,030,000, 
representing an increase of around €0.68m on the base case scenario.  
Additionally, we have also assumed a deadweight figure of 20%. If we adjust 
this to 10%, holding the multiplier figure at 1.255, the net tax forgone figure 
decreases to €16,656,000, an decrease of around €0.7m.  If the deadweight is 
increased to 30%, the net tax foregone figure increases to €18,039,000, an 
increase of around €0.7m.   

12.5.4 Scope for High-Income Individuals to Reduce Tax 
Liabilities 

Table 12.11 presents a result from Indecon’s survey of Accountancy/Tax 
Professionals. All respondents felt that investors availing of the multi-storey 
car park tax incentive were likely to have an income of over €100,000. 83.3% 
of respondents felt that such investors were likely to be earning more than 
€200,000. 

Table 12.11: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors Utilising 

the Multi-Storey Car Park Tax Incentive. 

Gross Annual Income Category of Investors % of Survey Respondents 

Majority of investors were likely to be earning 
in excess of €200,000 

83.3% 

Majority of investors were likely to be earning 
between €100,000 and €200,000 

16.7% 

Majority of investors were likely to be earning 
between €50,000 and €100,000 

0.0% 

Majority of investors were likely to be earning 
less than €50,000 

0.0% 

Total 100.0% 

Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 
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Figure 12.4 presents the investor profile graphically. 

 

Figure 12.4: Views of Accountancy/Tax Professionals - Estimates of Gross 
Annual Income Category accounting for the Majority of Investors Utilising 

the Multi-Storey Car Park Tax Incentive. 
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Source: Indecon Confidential Survey of Accountancy/Tax Professions in Ireland. 

 

12.5.5 Overall Effectiveness in Achieving Policy Objective 

Table 12.12 presents results from Indecon’s survey of Local Authorities. 80% 
of respondents felt that the multi-storey car park tax incentive was an 
effective way of providing car park spaces. 
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Table 12.12: Views of Local Authorities on the Effectiveness of the Multi-
Storey Car Park Tax Incentive 

Level of Effectiveness % of Local Authorities 

Effective 80.0% 

Neither effective nor ineffective 13.3% 

Ineffective 6.7% 

Total 100.0% 

Source: Indecon Confidential Survey of Local Authorities. 

 

The positive feeling in relation to the tax incentive for Multi-Storey Car Parks 
on the part of the Local Authorities is evident from Figure 12.5. 

 

Figure 12.5: Views of Local Authorities on the Effectiveness of Multi-Storey 
Car Park Tax Incentive 
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Source: Indecon Confidential Survey of Local Authorities. 
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12.6 Summary of Main Findings 
In this section we reviewed the property-based tax incentive for multi-storey 
car parks, and outlined its effect both on the supply of such facilities and on 
returns to the Exchequer. The key findings from our analysis are as follows: 

 There has been considerable uptake of the incentive, and a very 
considerable majority of local authorities consider that the incentive has 
been successful in increasing the supply of multi-storey car-parks.  

 We see no cause of market failure which would justify government 
subsidies for multi-storey car parks. Pricing of parking meters, parking 
fines and compliance measures should be sufficient to encourage 
appropriate level of investment in multi-storey car parks without any 
government subsidies. 

 We have provided data from the local authorities on the value of 
certified capital expenditure to date and have provided a forecast of 
future capital expenditure under the scheme. After taking account of 
the beneficial effects of extra investment as a result of the scheme, and 
allowing for opportunity cost and deadweight, Indecon estimates the 
net cost of the tax incentive to the Irish Exchequer at just over €17.3m in 
terms of tax revenue foregone. 

 Most of those investing in multi-storey car parks are likely to earning in 
excess of €200,000 per year. 
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13 Relief for the Refurbishment of Certain 
Rented Residential Properties 

13.1 Introduction and Background 
In this section, we present our examination of the tax incentive for the 
refurbishment of certain rented residential properties, including our 
assessment of the extent to which the scheme has justified its introduction 
and the contribution that the relief has made and can make to the wider 
policy objectives of the sector.  We also examine the extent to which high 
income individuals use the relief to reduce their tax liability.   

13.2 Description of Tax Incentive 
Under this scheme tax relief is available to lessors in respect of the 
expenditure incurred on the refurbishment of certain rented residential 
accommodation throughout the country.  The relief is available in respect of 
all existing rented residential properties that meet the required criteria. These 
include compliance with any guidelines issued by the Minister for the 
Environment and Local Government.  Also the lesser of the premises must 
comply with various regulations in relation to Standards of Rental Houses, 
Rent Books, and Registration of Rented Houses. Premises which qualified or 
which would qualify for tax relief under any other tax incentive scheme do 
not qualify for relief under this scheme.  

Expenditure incurred on a building which, before and after the 
refurbishment, contains one or more residential units, is allowable against 
rental income receivable by the lesser of the qualifying residential units - in so 
far as the expenditure incurred is attributable to such qualifying units.  

Relief for expenditure incurred is available for set off against all rental income 
arising in the State but, unlike other schemes, such relief must be drawn 
down over a 7 year period, i.e. 15% per annum in years 1 to 6 and 10% in year 
7. 

No relief is available to owner-occupiers under this scheme. 
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13.3 Measure of Overall Level of Activity in Sector 

13.3.1 Level of Awareness and Utilisation of the Scheme 

Table 13.1 presents the views of the local authorities on the level of awareness 
in their area concerning tax relief available on the refurbishment of certain 
types of residential accommodation. 87.1% of local authorities felt that there 
was ‘little or no’ awareness of the scheme in there area.  Indecon’s own 
research suggests that this scheme has not been widely publicised or 
marketed by tax practices and we were not able to identify any investment 
which qualified under the scheme.  The recent changes in the Revenue 
Commissioners’ requirements to notify use of capital allowances does not 
include this scheme.  While we do not see this as significant, we believe an 
amendment to the Revenue requirements should be included to capture any 
potential investment under this scheme. 

Table 13.1: Views of Local Authorities on the Level of Awareness and 
Utilisation of the Scheme of the Property-based Tax Incentive Scheme 

Response % of Local Authorities 

Little or no awareness of any utilisation 
of this scheme in our local authority area 

87.1% 

Source: Indecon Confidential Survey of Local Authorities. 

 

13.4 Case Study 
It is useful to consider a case study of a Countrywide Refurbishment Scheme 
investment benefiting from the tax incentive.  This case study is focused on 
illustrating how the tax incentives work.   

13.4.1 Investor Perspective 

From an investor perspective, the refurbishment scheme results in a capital 
allowance equal to 38% of the expenditure.  

For the case study, consider a refurbishment that costs €100,000.  Assume a 
15% cost of equity and 75% debt finance at 100 basis points above the Euro 
par yield curve.  The rental yield is assumed to be zero, but it is assumed that 
the investor will enjoy a 6% p.a. increase in the market value of the 
refurbishment.   These assumptions are summarised in Table 13.2. 
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Table 13.2:  Key Assumptions 

Item Assumed Level 
Investment ('000) 100 
Investment Term (years) 10 
Cost of Equity 15% 
Borrowing/Investment 75% 
Cost of Debt 4% 
Term of Loan (years) 25 
Tax Rate 42% 
Assumed Yield 0% 
Assumed Asset Growth  6% 
Assumed Revenue Growth 0% 
Capital Gains Tax (CGT) 20% 
Source: Indecon. 
 

Using these assumptions, the incentive that the investor will require is 17% of 
the refurbishment cost.  However, in practice we believe that the increased 
rental income and the enhanced capital appreciation will be more than 
sufficient to incentivise investment in refurbishment without tax incentives. 

Table 13.3:  Return on Countrywide Refurbishment Scheme investment 

Period 0 1 2 3 4 5 6 7 8 9 10 
Asset Cost -100                     
Sale of Asset (net of 
CGT)           163 
EBITDA  0 0 0 0 0 0 0 0 0 0 
Interest Expense  -3 -3 -3 -3 -3 -3 -3 -3 -3 -2 
Taxes  1 1 1 1 1 1 1 1 1 1 
Net Cash Flow  -2 -2 -2 -2 -2 -2 -2 -2 -1 162 
Debt Service – 
Principal 75 -2 -2 -2 -2 -2 -2 -2 -2 -2 -57 
Cash Flow to Equity 
(CFE) -25 -4 -4 -4 -4 -4 -4 -4 -4 -4 105 

      
  % Cost     
Present Value of CFE -17  -17%          
PV Capital Allowance 38  38%          
PV of Project + CA 21  21%          

            
Source: Indecon. 
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13.5 Deficiencies in Residential Properties 
Indecon accepts that there remains a significant amount of sub-standard 
private rented accommodation.  Local authority returns show a high 
proportion of dwellings inspected not meeting regulatory standards e.g. in 
Dublin City Council 4,354 inspections were reported in 2004 with 1,467 
recorded as not meeting regulatory requirements.  This represents around 
one in three – in fact the proportion is probably higher as the inspection 
figure is likely to include some repeat inspections of the same dwelling.  Also 
of relevance is the fact that the Irish National Survey of Housing Quality 
published by DEHLG in association with ESRI in November 2003 indicated 
that 17% of all private rented households experienced problems with the 
general condition of the dwelling and 11% experienced problems with space.  
A similar picture emerges from a survey published by the independent 
housing organisation Threshold on rent supplement tenants in Cork which 
indicated that the accommodation of half the rent supplement recipients 
surveyed failed to comply with the minimum standard requirements and that 
1,090 complaints received in 2004 (almost 20% of the total) related to 
accommodation standards. 

There is also evidence that vulnerable individuals and families are living in 
unsatisfactory rented accommodation.  Indecon believes that a range of 
programmes and measures are needed to address this but we do not believe 
this specific tax incentive measure is an appropriate policy response.  A 
significant percentage of tenants in the private rented sector are in receipt of 
rent supplements and there is a need for the state to ensure adequate 
protection for both this group and for others renting private accommodation.  
It has, for example, been suggested in a recent newspaper article by Sr. 
Stanislaus Kennedy that “Government firstly needs to ensure that standards 
in the private rental sector are adequate by enforcing registration and 
undertaking regular inspections to ensure compliance with legal regulations”.  
Indecon agree with this and with other appropriate measures. 

13.6 Summary of Main Findings 
In this section we reviewed the property-based tax incentive on certain types 
of rental accommodation. The details of the scheme’s operation were 
presented. Indecon’s survey of local authorities revealed that there is very 
little awareness regarding the availability of these incentives.   
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Indecon believes that there has been little or no investment under this scheme 
but also that there is no justification for this incentive. In a period of rapidly 
rising property prices, property owners are investing in refurbishment to 
ensure quality lettings and to capture escalating capital appreciation.  We see 
no cause of market failure which would justify this incentive.  
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14 Conclusions and Recommendations 

14.1 Introduction 
In previous sections, we have examined the operation of each of the property-
based tax incentives and assessed the effectiveness of the incentive in 
achieving policy aims.  Having examined each of the incentives in detail and 
their economic costs and benefits, in this section we outline our 
recommendations for the future of the property-based tax incentive schemes. 

14.2 General Recommendations on Property-based 
Tax Incentive Schemes 

In Table 14.1 we present our general recommendations, applicable across all 
of the tax incentive schemes, which are discussed in subsequent paragraphs. 
The general recommendations are designed to improve the appraisal and 
monitoring of tax incentives and also to reduce Exchequer costs and improve 
equity for taxpayers.  Recommendation 1 will apply only to those schemes 
which are recommended to continue or to any new schemes which may be 
introduced.  Recommendation 2 does not relate to the specific schemes under 
review but concerns any new initiatives and is informed by our assessment of 
the existing schemes.  Recommendation 3 is a general recommendation for 
new schemes but has applicability particularly in relation to investments in 
third level buildings and in park and ride facilities and this is reflected in our 
recommendation on the specific schemes.  Recommendations 5-8 apply to 
existing and new schemes.  
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Table 14.1  General Recommendations on Property-based Tax Incentive 
Schemes 

1. All tax incentives schemes should require full disclosures of key information to 
the Exchequer by investors/promoters via a certification scheme or other 
mechanism to enable the full cost and impact of the schemes to be monitored. 

2. The decision to introduce any new tax incentives should be informed by a 
formal assessment of the likely costs and benefits. 

3. Where there is justification for government incentives the option of direct 
public expenditure as an alternative to tax incentives should be considered. 

4. Any tax incentive schemes which are introduced should have a defined 
lifespan of a maximum of 3 years and extensions should only be considered 
after evaluation of the results of a formal cost-benefit appraisal. 

5. Developers/investors in any tax incentive scheme should be responsible for 
securing independent certification that the conditions of the schemes have been 
met. 

6. Restrictions on capital allowances which focus exclusively on shelters on rental 
income rather than on personal income should be refocused. 

7. Consideration should be given to introducing a cap on total annual allowances 
which can be claimed by any individual. 

8. Differential allowances in any tax incentive scheme should be introduced 
depending on whether these allowances are being claimed at corporate or 
personal tax rates. 

 

General Recommendation 1 

All tax incentives schemes should require full disclosures of key 
information to the Exchequer by investors/promoters via a certification 
scheme or other mechanism to enable the full cost and impact of the 
schemes to be monitored. 
A major problem from a public policy perspective which applies to many of 
the property schemes under review is an absence of information on the level 
of investment, the nature of investors and the costs of the schemes.  With 
rigorous and innovative approaches Indecon has been able to overcome these 
significant information gaps for this study.  Without this information it is not 
possible for policymakers to know the costs of the schemes or whether their 
continuation is valid or otherwise.  This applies to all tax incentive schemes 
and it is in our view essential that policymakers have full and up to date 
information on an ongoing basis regarding such schemes.   
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We therefore recommend that all tax incentives schemes should require full 
disclosures of key information to the Exchequer by investors/promoters via a 
certification scheme or other mechanism to enable the full cost and impact of 
the schemes to be monitored.  If this is done via a certification scheme as 
exists in relation to third level buildings it will be feasible to know in advance 
the likely annual tax costs.  If, however, the tax return mechanisms is utilised 
a delay in obtaining information will arise.  The purpose of this information is 
to inform policymakers in the Department of Finance and other parent 
departments.  Details of whether a certification scheme or a tax return basis is 
used should be decided on a case by case basis.   

General Recommendation 2 

The decision to introduce any new tax incentives should be informed by a 
formal assessment of the likely costs and benefits. 
There is a danger for policymakers that tax incentive schemes will be 
introduced without being informed of their likely costs and benefits.  We 
therefore strongly recommend that a formal assessment of the likely costs and 
benefits should be undertaken for any new tax incentives schemes.  We are 
aware of the uncertainty in measuring future costs and uptake of schemes but 
it is clear that policymakers have not always had the benefit of a detailed 
assessment of the likely costs and benefits of potential new tax incentives.  
Without this, it is not possible for the Government to make informed 
decisions in this important area.  The approach used in this study and 
outlined in Section 1.2 may be a useful format for such assessments.  Indecon, 
however, accepts that a formalised ex ante cost benefit appraisal will 
inevitably be faced with difficulties in predicting scheme uptake but this 
applies to all investment or taxation decisions and does not take away from 
the value of ex ante appraisals.  Ex post analyses and reviews are also 
important and this is reflected in Recommendation 4. 
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General Recommendation 3 

Where there is justification for government incentives the option of direct 
public expenditure as an alternative to tax incentives should be considered. 
Where a detailed analysis suggests that there is market failure and that there 
is a justification for government incentives we believe that in all cases the 
option for providing direct public expenditure as an alternative to a tax 
incentive should be considered.  In a number of these schemes under review, 
such as third level educational buildings, we believe that the tax incentives 
are a very inappropriate way to find the much needed investment in this 
sector.  In certain cases where there is no real sharing of risk tax incentives 
represent a very expensive form of public sector borrowing.  We therefore 
recommend that where there is justification for government incentives the 
option of direct public expenditure as an alternative to tax incentives should 
be considered. 

General Recommendation 4 

Any tax incentive schemes which are introduced should have a defined 
lifespan of a maximum of 3 years and extensions should only be 
considered after evaluation of the results of a formal cost-benefit appraisal. 
Tax incentives frequently result in a much greater level of activity than was 
originally envisaged.  In many cases incentives may be needed to address 
specific issues at a particular time but are unnecessary after a period.  Many 
of the tax incentives reviewed in this report have had benefits, but their 
purpose has now been served. We therefore recommend that any tax 
incentive schemes which are introduced should be introduced on a pilot basis 
with a defined lifespan of a maximum of 3 years and extensions should only 
be considered after evaluation of the results of a formal cost-benefit appraisal.  
Indecon accepts that there is time needed to generate information and 
analyses on the impact of schemes and there is a danger in stop/start 
schemes.  Significant investment with high levels of tax costs can, however, 
arise over a 3 year period and we therefore believe a review after 3 years is 
appropriate. 

General Recommendation 5 

Developers/investors in any tax incentive scheme should be responsible for 
securing independent certification that the conditions of the schemes have 
been met. 
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To qualify for a number of the property tax schemes requires compliance 
with a range of non-tax issues including planning and health issues.  At 
present Revenue Commissioners officials in undertaking audits are required 
to make judgements on the compliance of these non tax issues.  Indecon 
recommends that legislation on tax incentives should require 
developers/investors to secure independent certification that the conditions 
of the schemes have been met.  At present a range of professionals such as 
architects are used to certify conditions of planning permission have been met 
and we envisage a similar approach in relation to areas such as floor 
certificates or other conditions of tax incentives.  The Revenue Commissioners 
Powers of Audit would of course remain.  In some cases this information 
could be provided by state agencies or by government departments where 
this information is collected and needed for other purposes (for example, 
hotel registrations). 

General Recommendation 6 

Restrictions on capital allowances which focus exclusively on shelters on 
rental income rather than on personal income should be refocused. 
Under a number of the property tax incentives schemes the capital 
allowances are only available as a shelter on rental income rather than on 
personal incomes.  We fully understand the origins of such restrictions which 
may have been designed to attempt to limit the Exchequer costs or the scope 
for sheltering income of the schemes.  However, the evidence in this report 
indicates that there has been an extraordinarily high level of take up in many 
of the schemes and that restricting allowances to rental income has not 
dampened demand for the schemes.  We do not believe that this change will 
fuel demand.  The existing restriction has had three impacts.  Firstly, it has 
largely focused the incentives on owners of multiple properties who have 
rental income and has contributed to the inequity of the schemes.  Secondly, it 
has encouraged investor demand in non tax incentive properties to secure 
rental income which could be sheltered under the schemes thereby fuelling 
inflation in the property market.  Finally, it has restricted the number of 
potential investors thereby increasing the effective price which the Exchequer 
has paid for the incentives.  If the allowances were permitted against all 
income then some investors would, in our judgement, have been willing to 
make the investment with a lower level of capital allowances.  This would 
reduce the net cost to the Exchequer.  While this recommendation therefore 
stands on its own merit it also opens up the possibility of altering allowances 
and thereby reducing Exchequer costs.  An example of one change in 
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allowance is discussed below in relation to differential allowances between 
corporate and personal investors.  This will reduce the near monopoly on the 
use of the incentives by high income earners.  This combined with 
Recommendation 7 will help address the equity issue.  This change will not 
only facilitate middle or lower income individuals to invest but will when 
combined with the proposed cap on allowances fundamentally impact on the 
equity issue. 

General Recommendation 7 

Consideration should be given to introducing a cap on total annual 
allowances which can be claimed by any individual. 

Our analysis has indicated that the property tax incentives have been utilised 
primarily by high income earners to reduce or eliminate their taxable income.  
To promote equity in the tax system we recommend consideration is given to 
introducing a cap on the total annual capital allowances which can be claimed 
by any individual in any one chargeable period.  The level of the allowances 
needs to be set so as to ensure that any desirable schemes can be effectively 
operated while also addressing the important equity issue. 

General Recommendation 8 

Differential allowances in any tax incentive scheme should be introduced 
depending on whether these allowances are being claimed at corporate or 
personal tax rates. 
The net cost to the Exchequer of property tax incentives varies significantly 
by whether the allowances are being claimed by companies or by private 
individuals.  However, the net benefit of the incentives remains constant and 
in general there is no control over who claims the allowances.  We 
recommend that differential allowances in any tax incentive scheme should 
be introduced depending on whether these allowances are being claimed at 
corporate or personal tax rates.  For example, it may be appropriate to permit 
corporate investors to secure 100% capital allowances and for a lower level 
for private investors.  Differential refers to different levels of relief being 
available (i.e. based on percentage of expenditure) to individuals and 
corporates at their marginal tax rates.  The main rationale for this is to reduce 
Exchequer costs for any given impact.  
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14.3 Specific Recommendations for each Tax 
Incentive Scheme 

Indecon has also made recommendations specific to each incentive scheme.  
Our specific recommendations are contained in Table 14.2.  In many cases 
while the schemes have had a benefit our analysis suggests they have served 
their purpose and there is absolutely no case for future government 
incentives.  Continuing to approve new projects would contribute to 
oversupply and represent a clear waste of scarce public resources.   

In a number of cases on-going government support for the activity is needed 
(for example in case of third level buildings) but the tax incentives are an 
extremely high cost and wasteful mechanism to achieve the objectives.  In a 
limited number of cases (private hospitals, nursing homes and childcare 
facilities) increased private sector investment is needed to address the 
economic and social needs in these sectors and would reduce demands on the 
public sector and have significant economic estimates.   

For the incentives which we believe should not continue there is an important 
issue for the timing of projects which have already secured approval.  We see 
little or no merit in requiring all of these projects to be completed in a very 
short timeframe.  Such an approach would damage the construction sector 
and increase inflationary pressures.   Permitting a much longer timeframe 
with an associated adjustment in allowable capital expenditure would reduce 
Exchequer costs and have other economic efficiency benefits.   
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Table 14.2  Specific Recommendations for each Property-based Tax 
Incentive Scheme 

1. There should be no further extension of capital allowances for hotels and 
holiday camps for projects which have not lodged a full and valid planning 
application before 31 December 2004. 

2. There should be no further extension of capital allowances for registered 
holiday cottages which have not lodged a full and valid planning application 
before 31 December 2004. 

3. The capital allowances scheme for sports injury clinics should be ended with 
immediate effect at the earliest feasible date. 

4. There should be no extension of the capital allowances for third level education 
buildings for projects which have not secured Ministerial certificate of approval 
by 31 December 2004. 

5. Additional public expenditure resources for third level education buildings 
should be provided. 

6. There should be no extension of the capital allowances for student 
accommodation for projects which had not lodged full planning applications 
by December 2004. 

7. The tax relief to lessors in respect of the expenditure incurred on the 
refurbishment of certain rented residential accommodation should be ended 
with immediate effect. 

8. There should be no further extension to the capital allowances for investment 
in multi-storey car parks for projects which had not incurred at least 15 per cent 
of costs by 30 September 2003. 

9. The capital allowance scheme for associated commercial or residential 
investments with park and ride facilities should be ended with immediate 
effect.  We would support continuation of the incentive for specific investment 
in park and ride facilities. 

10 Public expenditure to support park and ride facilities should be provided. 

11. Capital allowances for childcare facilities should continue subject to certain 
amendments. 

12 Capital allowances for private hospitals should continue subject to certain 
amendments. 

13. Capital allowances for private nursing homes should continue subject to certain 
amendments. 

14. For projects under the hotel, holiday cottages, third level buildings, student 
accommodation and multi-storey car parks, which have already met the 
requirements for planning and/or Ministerial or other approvals a five year 
extension to the timescale for completion of the projects should be introduced 
but the level of all capital allowances claimed should be restricted to 50%. 
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Specific Recommendation 1 

There should be no further extension of capital allowances for hotels and 
holiday camps for projects which have not lodged a full and valid planning 
application before 31 December 2004. 

The hotel and holiday camp incentives have had a dramatic impact on the 
level of investment in the hotel sector and on the quality of the hotel stock.  
The quality and range of hotel accommodation in Ireland is now better than it 
has ever been with beneficial impacts for the sector and for Irish tourism.  
However, there is now a potential oversupply of hotel accommodation and 
we see no case of market failure which would justify any further extension of 
capital allowances for hotels and holiday camps.  Indeed there is a significant 
pipeline of projects which have lodged planning before December 2004.  We 
therefore recommend that there should be no further extension of capital 
allowances for hotels and holiday camps for projects which have not lodged a 
full and valid planning application before 31 December 2004.  (All references 
to capital allowances relate to the property based tax incentives capital 
allowances which are the subject of this review and not to 4% capital 
allowances for hotels/holiday camps which were not examined in this study). 

Specific Recommendation 2 

There should be no further extension of capital allowances for registered 
holiday cottages which have not lodged a full and valid planning 
application before 31 December 2004. 

Registered holiday cottages have had some beneficial impact on the supply of 
tourism but as they are less labour intensive and in general focused on lower 
spend tourist their economic impact may in many cases have been less than 
the hotel investments.  The rapid increase in supply also means that there 
may be potential oversupply in many areas.  We see no case of market failure 
which would justify any further extension of capital allowances for such 
holiday cottages. 
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Specific Recommendation 3 

The capital allowances scheme for sports injury clinics should be ended 
with immediate effect. 

There appears to be very little, if any, take up of capital allowances for sports 
injury clinics although there are a large number of sports injury clinics in 
operation.  In our survey work there was a low level of awareness within the 
sector of these allowances.  We do not see any strong externalities or other 
justification for this scheme.  We therefore recommend that the capital 
allowances for sports injury claims should be ended with immediate effect.  
The precise date of termination is a matter for policymakers but we would 
support cessation at the earliest feasible date. 

Specific Recommendation 4 

There should be no extension of the capital allowances for third level 
education buildings for projects which have not secured Ministerial 
certificate of approval. 

We believe that a quality third level educational infrastructure is of 
fundamental importance to Ireland’s continuing economic success in the 
context of an increasing knowledge based international economy.  We are 
therefore very supportive of continued expansion of investment in third level 
educational buildings but believe that the current tax incentives are a very 
costly and inefficient way of achieving this.  Interestingly one university 
indicated to us that in their view “direct grant funding to universities is 
significantly more economical from the Exchequer point of view than the 
mechanism used in Section 843”.  We recommend that there should be no 
extension of the capital allowances for third level education buildings for 
projects which have not secured Ministerial certificate of approval. 

Specific Recommendation 5 

Additional public expenditure resources for third level education buildings 
should be provided. 

In view of the economic merits of investment in appropriate third level 
educational infrastructure we would support the establishment of an 
additional public expenditure fund for third level education buildings.  Such 
a fund could provide an effective financial subsidy to the third level sector in 
excess of the benefits of the existing schemes and could also be achieved at 
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much lower Exchequer costs.  This fund could have the same conditions for 
third level institutions as the tax scheme namely require 50% private income 
etc.  Third level institutions could use this fund to subsidise borrowing at a 
much lower cost to the Exchequer than leasing premises funded under the tax 
incentives. 

Specific Recommendation 6 

There should be no extension of the capital allowances for student 
accommodation for projects which had not lodged full planning 
applications by December 2004. 

The objective of the scheme was to encourage the provision of additional 
rental accommodation to students and it was widely accepted that student 
accommodation generally was of a very low standard. The objectives of the 
schemes have been largely met and there has been an extensive expansion of 
student accommodation to a level where we would have concerns in some 
cases regarding utilisation rates.  While students will have benefited from the 
significant improvement in accommodation funded under these schemes, 
students also have access to the improved overall stock of rented 
accommodation.  We see no economic or social justification for further 
supports for this area and we recommend that there should be no extension 
of the capital allowances for student accommodation for projects which had 
not lodged full planning applications by December 2004.   

Specific Recommendation 7 

The tax relief to lessors in respect of the expenditure incurred on the 
refurbishment of certain rented residential accommodation should be 
ended with immediate effect. 

There is no monitoring and very little awareness of the tax relief on 
refurbishment of certain rented residential accommodation and we believe 
there has been very little, if any, take up under this scheme.  We, however, 
see no economic justification for this scheme and we recommend that the tax 
relief to lessors in respect of the expenditure incurred on the refurbishment of 
certain rented residential accommodation should be ended with immediate 
effect.  Indecon accepts that there remains a significant amount of sub-
standard private rented accommodation and that a range of programmes and 
measures are needed to assist vulnerable individuals and families to secure 
adequate accommodation.  We do not, however, believe that this tax 
incentive is an appropriate mechanism to achieve this objective. 
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Specific Recommendation 8 

There should be no further extension to the capital allowances for 
investment in multi-storey car parks for projects which had not incurred at 
least 15 per cent of costs by 30 September 2003. 

Subsidisation of multi-storey car parks either reduces the net cost of parking 
in cities or simply provides additional profits for investors/owners of such 
facilities.  We believe that provision of such car parks at below full economic 
costs can accelerate congestion where they are in city areas.  There is no 
economic or transport policy case for subsidising such investment.  We 
therefore recommend that there should be no further extension to the capital 
allowances for investment in multi-storey car parks for projects which had 
not incurred at least 15 per cent of costs by 30 September 2003. 

Specific Recommendation 9 

The capital allowance scheme for associated commercial or residential 
investments with park and ride facilities should be ended with immediate 
effect.  We would support continuation of the incentive for specific 
investment in park and ride facilities. 

Park and ride facilities which encourage commuters to use public transport 
and thereby reduce congestion in general have the opposite impact of city 
centre multi-storey car parks and can reduce congestion.  This can have 
significant positive economic externalities and is in line with government 
transport policy objectives.  Our assessment, however, is that park and ride 
facilities are by design in suburban areas where in general the cost of parking 
is low.  The capital costs excluding site costs of park and ride facilities also 
tend to be low.  Tax incentives for such facilities are usually not effective in 
encouraging supply.  In cases where they are, we would support their 
continuation but believe that take-up is likely to be limited. If, however, the 
allowances are provided to associated developments it is very costly for the 
benefits achieved, and we recommend that allowances for associated 
commercial and residential elements should be ended. 

Specific Recommendation 10 

Public expenditure to support park and ride facilities should be provided. 

We believe that funds saved from ceasing tax incentives to park and ride 
facilities should be used to provide increased public expenditure to support 
park and ride investments. 
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Specific Recommendation 11 

Capital allowances for childcare facilities should continue subject to 
certain amendments. 

There is a growing demand for childcare facilities and a need to support 
increased supply.  Effective childcare provision has important economic and 
social externalities.  We would therefore recommend the continuation of 
capital allowances for childcare facilities but subject to certain amendments.  
There are a number of specific amendments proposed for the childcare 
scheme as follows: 

• An option should be provided to investors to claim all relief in year 1. 
However, this relief should be restricted to 50% for non owner occupier 
investors who claim relief at personal tax rates. (Owner occupiers are 
currently permitted to claim 100% relief in year 1 and this should 
continue thus not reducing the current incentives in the light of the 
need to expand supply.)  Investors who wish to, as an alternative, claim 
relief at 100% over 7 years, as at present, should be allowed to do so but 
this should be reviewed on an on-going basis in the light of supply-
demand position. Corporate investors who claim relief at 12.5% should 
be permitted to claim 100% relief in year 1. The impact of these changes 
would be to reduce net Exchequer costs in cases where investors wish 
to claim relief in year 1. 

• For any new projects where relief is claimed at personal tax rates, a 
clawback period of 15 years should apply. In order to encourage 
corporate investment with the resultant lower tax relief, a 10 year 
clawback period should apply. 

• Tax relief should not be provided on facilities which secure grants 
under the EOCP programme. 
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Specific Recommendation 12 

Capital allowances for private hospitals should continue subject to certain 
amendments. 

There is a need for on-going investment in private hospitals.  This could free 
beds in public hospitals currently used by private patients, assisting to reduce 
demands on the public hospital sector and provide a valuable service for 
those in need of care.  We therefore recommend continuation of capital 
allowances for private hospitals subject to certain amendments 

There are a number of specific amendments proposed as follows: 

• An option should be permitted to investors to claim all relief in 
year 1.  However, this relief should be restricted to 50% for 
investors who claim relief at personal tax rates. Corporate 
investors who claim relief at 12.5% should be permitted to 
claim 100% relief in year 1. (Investors who wish, as an 
alternative, to claim 100% relief over 7 years, as at present, 
should be permitted to do so but this should be reviewed on an 
on-going basis in the light of supply-demand position. 

• For any new projects where relief is claimed at personal tax 
rates, a clawback period of 15 years should apply. In order to 
encourage corporate investment with the resultant lower tax 
relief, a 10 year clawback period should apply. 

 

Indecon would point out that the proposal to permit the claiming of 100% 
capital allowances in year one against corporate tax would only be feasible if 
the EU restriction on companies claiming under this scheme is lifted.  We 
believe this issue should be re-visited by the Irish Government with the 
European Commission.  We believe the impact of removing this restriction 
would be to reduce the level of state aid provided and we do not see any 
reason on competition criteria for the current restriction. 
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Specific Recommendation 13 

Capital allowances for private nursing homes should continue subject to 
certain amendments. 

There is a need for on-going investment in private nursing homes.  This could 
assist in reducing demands on the public sector and provide a valuable 
service for those in need of nursing homes.  We therefore recommend 
continuation of capital allowances for private nursing homes subject to 
certain amendments.   

• An option should be permitted to investors to claim all relief in 
year 1.  However, this relief should be restricted to 50% for 
investors who claim relief at personal tax rates. Corporate 
investors who claim relief at 12.5% should be permitted to 
claim 100% relief in year 1. (Investors who wish, as an 
alternative, to claim 100% relief over 7 years, as at present, 
should be permitted to do so but this should be reviewed on an 
on-going basis in the light of supply-demand position. 

• For any new projects where relief is claimed at personal tax 
rates, a clawback period of 15 years should apply. In order to 
encourage corporate investment with the resultant lower tax 
relief, a 10 year clawback period should apply. 

 

Specific Recommendation 14 

For projects under the hotel, holiday cottages, third level buildings, student 
accommodation and multi-storey car parks, which have already met the 
requirements for planning and/or Ministerial or other approvals a five year 
extension to the timescale for completion of the projects should be 
introduced but the level of all capital allowances claimed should be 
restricted to 50%. 

In our view there should be no further extensions whatsoever to any projects 
in hotel, holiday cottages, third level building, student accommodation and 
multi-storey car parks if they have not met all of the requirements for 
planning and other approvals. 
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In cases where approvals have been met the requirement to incur the 
investment in the period before July 2006 will result in significant pressures 
on the construction sector and give rise to rapid inflationary pressures in this 
key sector.  While we are concerned with potential over-supply in some of 
these sectors the proposed extension relates to timing of approved projects 
and not to additional projects.  While we accept that the extension could 
result in some projects proceeding over the five year period which would not 
otherwise proceed, we believe the primary impact will be on the timing of 
projects.  In circumstances of potential oversupply phasing of projects over 
the five years will ease oversupply concerns. Incentivising all of the 
investment in this very short period will also damage the medium term 
prospects for the construction sector.  We therefore support an extension of 
the timescale for completion of approved projects by five years.  Developers 
would have the choice of remaining with the existing tax relief which would 
imply no allowance for qualifying expenditure after end July 2006 or opting 
for all expenditure to qualify for 5 year extension relief under the new terms.  
The level of capital allowances on such projects should be restricted to 50% 
where allowances are claimed at personal tax rates. 

It is not suggested that the cessation of capital allowances on the specified 
schemes would cause a slowdown in the construction sector but it could 
accelerate any decline in the sector.  Providing the proposed 5 year extension 
would remove this impact, would reduce inflationary pressures in the sector 
in the period to July 2006 and, if combined with other changes proposed, 
would reduce Exchequer costs. 

Indecon accepts that EU state aid approval would be needed to extend this 
relief for the hotel sector but believe that as no new projects would be eligible 
and relief would be restricted to 50%, there is a strong case which could be 
made for this extension. 
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Annex 1 Case Studies: Conclusions on 
Financing Structures and 
Background Calculations 

A1.1 Financing Structures1 

The case studies presented in this report involved a calculation of the fiscal 
incentive that is necessary to encourage investment (the Incentive Ratio).  
This ratio was compared with the present value of the tax incentive, assuming 
that optimal utilization of the incentive was possible.  The purpose of this 
section is to evaluate the barriers to optimal utilization and the rationale for 
financing structures. 

The table that follows summarises the case studies.  A number of general 
observations may be made from the case studies: 

 In all cases, the Incentive Ratio is negative.  Investors are unlikely to 
consider any of these investments in the absence of a tax incentive. 

 The present value of the tax incentive, if it is optimally utilized, 
substantially exceeds the Incentive Ratio.  Part of this excess is 
attributable to the decline in interest rates since the late 1990s.  As 
interest rates decline, the Incentive Ratio declines while the present 
value of the tax incentive increases. 

 There is no apparent relationship between the Incentive Ratio and the 
value of the tax incentive.  There is no evidence of fine tuning the 
incentives for particular circumstances. 

 There is substantial variation in the scale of these investments – Park 
and Ride facilities may exceed €100 million while a refurbishment 
may involve €50,000. 

 The annual yield from each of these investments is, in many cases, 
too low to ensure optimal utilization of the tax incentives. 

 

                                                      

1 Third Level Education Structures are not discussed in this section as they are a particular financial 
structure and do not involve permanent ownership of the assets by the investor. 
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Incentive Incentive Ratio PV (Tax Incentive) 
Park and Ride -25% 38% 
Hospital -13% 35% 
Car Park -21% 31% 
Hotel -4% 38% 
Nursing Home -6% 38% 
Sports Clinic -14% 38% 
Childcare -12% 41% 
Holiday Cottage -10% 36% 
Student 
Accommodation -9% 41% 
Refurbishment -17% 38% 

 

The latter observation is the starting point for creating financial structures.  
Optimal utilization of the tax incentives requires: 

 Ensuring that the capital allowances are transferred to entities that 
have sufficient tax liabilities to immediately utilize the incentives. 

 Creating pass-through structures that ensure that these incentives are 
utilized by individuals that are subject to a 42% tax rate. 

The economic significance of these two conditions is best understood by 
considering a simple example.  A real estate investment has an EBITDA/Cost 
Ratio of 4.5%, an EBITDA growth rate of 3% and 75% debt finance.  For an 
investment of this nature, it will take 25 years to recover the initial 
investment.  Therefore, a 100% capital allowance will not be fully utilized 
until the twenty fifth year.   The following table compares this scenario with 
optimal utilization of the tax shields. 

 

Tax Shield Value as a % of Construction Cost –  

25 year vs. Optimal Utilization 

Tax 
Rate 25 Year Optimal 

12.5% 7% 11% 
25% 15% 23% 
42% 25% 38% 
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The previous table values tax incentives at the three tax rates2 under two 
assumptions.  First, the present value is computed assuming that the recovery 
of the capital allowance will take 25 years.  Second, the present value is 
computed assuming that recovery takes place at a rate of 15% for the first 6 
years and 10% in year 7 (Optimal).  It should be evident from the table that 
the benefits of ensuring that capital allowances are passed to entities that are 
taxable at 42% and can utilize the investment immediately are substantial.  
Consider a €5 million investment.  If capital allowances are used over 25 years 
and form part of the active income of a corporation, then the present value of 
the capital allowances is €0.37 million.  Conversely, if the income is received 
by a 42% tax payer that can optimally utilize the incentive, the present value 
of the capital allowance will be €1.9 million.   

Therefore partnerships and the separation of ownership from the operation of 
the assets (e.g. leases) are likely to be commonplace.   These arrangements are 
a means of ensuring the optimal utilization of tax shields.  Given that there 
are substantial contracting costs3 associated with these financial 
arrangements, they are unlikely to be used for transactions of less than €1-5 
million.  Therefore, holiday homes and refurbishment are less likely to attract 
sophisticated financial structures.  Rather, optimal utilization of these three 
schemes is restricted to individuals with unrelieved rental income.  For larger 
schemes, the design of the incentives encourages the creation of sophisticated 
financial structures.   

A1.2 Tax Shield Valuation 

Using the Par-Yield Curve for the Euro on June 20, 2005, assume a $1 Million 
investment and tax shields in the amount of 15% for the first six years and 
10% in the Seventh year.  Further, assume a personal income tax rate of 42%, 
that construction is completed within 12 months and that all tax relief is used 
immediately. 

 

                                                      

2 These rates reflect the Corporation Tax Rates for active  (12.5%)  and passive income (25%).  For 
completeness, the personal tax rate is included. 

3 Contracting costs include legal and taxation advice.  Sophisticated partnership and leasing arrangements 
are likely to exceed €100,000 per transaction. 
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Computation of Tax Shield 

Year 0 1 2 3 4 5 6 7 
Tax Shield %  15% 15% 15% 15% 15% 15% 10% 
Deduction  63000 63000 63000 63000 63000 63000 42000 
Interest Rate  1.99 2.13 2.33 2.52 2.7 2.86 3 
Present Value   61771 60400 58794 57030 55143 53194 34150 

 

The sum of the present values in the table is €380,481.  For convenience, one 
can express this as a percentage of the original investment (38.05%).  This 
approach may be applied to the various property based tax incentives to 
arrive at the tax shield as a percentage of the original investment (full 
computations available on request).  This analysis is presented in the table 
below. The results in the table consist of two columns.  First, the ‘Cost’ 
column consists of the tax shield as a percentage of the original allowable 
cost.  Second, the ‘Factor’ column may be used to compute the cost based on 
different marginal tax rates.  For example, if one assumes a marginal tax rate 
of 47%, the cost to the Exchequer of a capital allowance of 10% of 10 years is 
40.28% (i.e. 47% * .857). 

Tax Shields associated with Capital Allowance Schemes 

Capital Allowance Scheme Cost Factor 
15% years 1-6 and 10% year 7 38.05% 0.906 
50% year 1 and 4% for 12.5 years 37.19% 0.886 
10% for 10 years 35.97% 0.857 
4% for 25 years 27.61% 0.657 
5% for 10 years 17.99% 0.428 

 

In general, Indecon believes that the form of financing structure should not be 
of any particular concern to policymakers, provided the targeted benefits of 
the incentives in terms of increased investment are realised.  It can be 
assumed that structures will be introduced to maximise investor returns.  
However, an issue for policymakers is that differential levels of allowances 
should be permitted depending on whether personal or corporate tax is 
sheltered, and equity questions also need to be addressed. 
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A1.3 Cost of Capital Computation 

The Weighted Average Cost of Capital (WACC) is computed as4: 

de k
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This formula states that the cost of capital is a weighted average of the cost of 
equity and the cost of debt.  The weights consist of the amount of equity and 
the amount of debt in the capital structure. 

The following formulae are used to calculate the cost of equity and debt 
respectively: 

 

 

 

The cost of equity ( ek ) is a function of the risk free rate ( fr ), the risk (or Beta) 

of the asset (β ) and a market risk premium.  The cost of debt ( dk ) depends 

upon the risk free interest rate, the tax rate and the default spread on the debt.  
For the purposes of this analysis, the following values are assumed. 

 The debt to total assets ratio is 75% 

 Risk free rate equal to the 10 year rate on the par yield curve for the 
Euro.  A yield curve is used since the current 1 year interest rate of 
2% is likely to be transitory and will overstate the present value of 
future cash flow streams.  The 10 year rate on June 20, 2005 was 
3.32%. 

 The market risk premium is 4.5%.  This consists of a mature market 
premium of 4% and an additional country risk premium of 0.5%. 

 The default spread associated with real estate investments is assumed 
to be 100 basis points when the loan to value ratio is 75%. 

 A tax rate of 42% is assumed. 

                                                      

4 This is a generally accepted valuation procedure.  For example, A. Damodaran, Damodaran on Valuation, 
New York: Wiley, 1994. 
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Beta is the final component of the weighted average cost of capital.  
Essentially, it is necessary to calculate Betas for residential, commercial, retail, 
tourist and healthcare properties.  In addition, some adjustment is necessary 
to compensate investors for the relative illiquidity of property investments. 

In the absence of suitable Irish data, median sector Betas were computed 
using Value Line estimates for 118 US Real Estate Investment Trusts (REITS).  
These vehicles are publicly listed entities and hence it is possible to compute 
meaningful Betas.  The median unlevered Betas as of January 2005 are: 

 

Sector Beta 
Commercial 0.65 
Health 0.60 
Hospitality 0.90 
Residential 0.65 
Retail 0.65 

 

A Beta of 1 implies that a security has the same risk as an investment in a 
diversified equity portfolio.  A Beta of less than 1 implies a lower level of risk.  
Real estate investments generally lag equity markets and have a Beta of less 
than one.  Hospitality investments are more closely related to economic 
conditions more generally since occupancy rates and prices are reset on a 
daily basis. 

To validate the applicability of this approach in an Irish setting, an unlevered 
Beta was computed for Jury Doyle Hotels.  Using Bloomberg data on January 
1, 2005, the unlevered Beta for Jury Doyle is 0.905.  This would suggest that 
the Betas are meaningful in an Irish context. 

Two adjustments are necessary to these Betas.  First, Beta is adjusted for the 
effects of leverage using an assumed debt/equity ratio of 3.  Second, an 
adjustment is necessary to reflect total risk rather than market risk as Irish 
real estate investments are not publicly traded.   This adjustment is based 
upon the median correlation of the market model for each of these sectors.  
The resultant Weighted Average Cost of Capital is presented in the table that 
follows. 
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Weighted Average Cost of Capital 

Sector 
Beta - 
U Beta - L Corr. Beta - P k(equity) WACC 

Commercial 0.65 1.78 0.39 4.57 23.87 7.85 
Health 0.60 1.64 0.36 4.57 23.87 7.85 
Hospitality 0.90 2.47 0.45 5.48 27.98 8.87 
Residential 0.65 1.78 0.36 4.95 25.58 8.27 
Retail 0.65 1.78 0.31 5.75 29.17 9.17 

 

 

The table consists of unlevered Beta (Beta-U) adjusted for 75% debt to total 
assets and a tax rate of 42% to arrive at a levered Beta (Beta-L).  These Betas 
are then adjusted to reflect total risk since it is more appropriate for 
investments that are not publicly traded.  This adjustment is achieved by 
dividing levered Beta (Beta-L) by the correlation coefficient with a broad 
based equity portfolio.   The resultant privately held Beta (Beta-P) is 
significantly higher.  Costs of equity capital (k-equity) are then computed 
using these Betas and range from 23.87% for commercial properties to 29.17% 
for retail properties.  Finally, a weighted average cost of capital (WACC) is 
calculated and these range from 7.87% for commercial properties to 9.17% for 
retail properties. 

For the parking industry, Central Parking Corporation (CPC) was the only 
publicly listed firm that represented a pure play.  Value Line estimates a Beta 
of 1.05.  Using the procedure described above, this results in a cost of equity 
for car parks of 49%.   
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A1.4 The Incentive Ratio 

The Incentive Ratio is the Present Value of the Cash Flows to Equity divided 
by the Cost of a Project.  Formally, the ratio is: 

 

 

 

 

 

 

 

 

Essentially the Ratio is driven by three components: 

1. The operating cash flows less debt service arising from the 
project 

2. The gain/loss arising from  disposal of the asset 

3. The extent to which the project is financed by debt 

 

The following notation is used: 
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Annex 2 Additional Sectoral Case Studies 
 

 

In the following pages, we present some additional sectoral case studies of 
projects that were eligible for the property-based tax incentive schemes.  
These are illustrative examples which supplement the detailed case studies 
presented in the main report. 

 



Annex 2 Additional Sectoral Case Studies 
 

 

 October 2005 Page 334 

 

 

CASE STUDY 1 

 

Sector:    Hotel 

 

Scale of Project: 

Over 200 bedrooms and suites, and a number of meeting rooms. 

 

Financing Structure:  

The owner builds the hotel to an agreed specification and grants the operator 
a long-term lease. A put and call option is in place to allow the tenant to 
acquire the property seven years after the opening of the hotel. 

The levels of rent and buyback price will be determined by details of the 
specification.  The transaction on this basis is dependent on the tenant 
providing suitable security for the annual rent and contributing to a sinking 
fund for the ultimate acquisition of the hotel. 

  

Benefits of Project:   

The city in question has been designated as one of the regional hubs as part of 
the National Spatial Strategy Plan. This development provides the area with a 
hotel, conference and leisure centre.  
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CASE STUDY 2 

 

Sector:    Holiday Cottage 

Scale of Project:  18 detached cottages 

 

Financing Structure:  

A management company is set up to manage the development and ensure 
compliance with the tax conditions. All rents will be paid to this company. All 
rents will be paid to this management company, which will also be 
responsible for the payment of all expenses relating to the properties. A rent 
of €8,000 per annum is guaranteed to the management company for the first 
three years. The surplus arising (from the guaranteed rent after payment of 
expenses) will be paid out as an annual rent to cottage owners. After the 
initial three year period, there is a pooling of rent. 

The management company is 100% owned by the cottage owners. Each 
individual who purchases a cottage joins this management company. These 
individuals then lease their cottages to the company. The lease is of 21 years 
duration, with a break clause after 10 years. The cottages must remain 
registered with Fáilte Ireland for 10 years to avoid a claw back of the capital 
allowances. After the 10 years, the owners are free to decide to continue 
letting the cottage, or they may retain them for private use, or sell them as 
private residences or holiday cottages. 

 

Benefits of Project:   

The cottages are registered with Fáilte Ireland for at least 10 years and must 
be occupied solely by tourists between the months of April and October. The 
new holiday cottages serve as a valuable addition to the tourist infrastructure 
in the region. 
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CASE STUDY 3 

 

Sector:    Student Accommodation 

 

Scale of Project:   

Over 50 two-bedroom apartments, three-bedroom townhouses and three-
bedroom duplexes. 

  

Financing Structure: 

A professional management company is established. Tax relief is available to 
those purchasers who let the properties to students.  

 

Benefits of Project:   

These premises are available for student rental for at least 10 years at a lower 
cost than would be secured on the open market. The accommodation is also 
of a high quality standard. 

 

Other Comments:   

The development is located within walking distance of the collage campus. 

Off-street car parking included (1 space per residence).  In Indecon’s view, 
there is a likelihood that the premises will be sold as private accommodation 
after the ten year period. 
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CASE STUDY 4 

 

Sector:    Third Level Education Buildings, Section 843 

 

Scale of Project:  Estimated investment of almost €12m  

 

Financing Structure:  

A sinking fund was established by the institution. Donor funding as well as 
Exchequer payments were placed in this fund. The funds were used to pay 
the rent to the developers of the educational facility 

 

Benefits of Project:   

The building provides additional research& development capabilities to the 
institution. 

 

Other Comments: 

The third level institution leased the site from the local authority for 150 years 
and has leased the site to developer for 50 years 
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Annex 3 Technical Assumptions and 
Modelling of Exchequer Costs and 
Economic Impact 

 

General Schema for Modelling 

Indecon has based its calculations for the economic impact and total 
Exchequer cost of each tax incentive on estimates of the capital expenditure 
under each scheme. The method used for estimating capital expenditure 
varies according to each scheme, due to availability of data sources for each 
one. Estimation methods for the various schemes are outlined in the second 
part of this annex. 

The ‘Gross Exchequer Cost’ of each scheme is calculated by simply applying 
the investor profile and the applicable tax rates to the capital expenditure 
figures. The investor profile is based on Indecon survey responses and the 
applicable tax rates are the current corporation and PAYE tax rates. The 
‘Gross Exchequer Cost’ is the sum of the annual costs over the lifetime of the 
scheme. As the initial investment is recuperated over a number of years for 
the majority of the schemes, the costs for years after 2005 are subject to a Net 
Present Value calculation, which discounts the actual value of the cost to 
reflect its current value. A discount rate of 5% has been used. 

The ‘Gross Economic Benefit’ of each scheme is calculated by applying a 
multiplier to the total capital expenditure of each scheme. We have applied a 
multiplier of 1.255. The ‘Gross Tax Contribution’ of this activity is calculated 
by applying a tax contribution rate of 36% to the ‘Gross Economic Benefit’. 
The ‘Net Tax Contribution’ is calculated by assuming an opportunity cost of 
75%. This relates to the investment forgone in some other part of the economy 
as investors took advantage of the tax incentive scheme. We have also 
undertaken a sensitivity analysis of the impact of changing core underlying 
assumption. 
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The ‘Net Exchequer Cost’ of each tax scheme is calculated by deducting the 
‘Net Tax Contribution’ arising from increased economic activity from the 
‘Gross Exchequer Cost’ figure. This ‘Net Exchequer Cost’ figure is further 
adjusted for Deadweight, which accounts for projects which would have gone 
ahead in the absence of the tax incentive, to give the ‘Net Tax Foregone’ 
figure. The deadweight figure varies for the different scheme and is based on 
Indecon survey responses of professionals. 

This model is outlined in Table 1 below. 

 

Table 1: Calculation of 'Net Tax Contribution' and 'Net Tax Foregone' 
 

Total Capital Allowances

multiplier factor: 1.255

Gross Economic Benefit

tax contribution: 36%

Gross Tax Contribution

opportunity cost: 75%

Net Tax Contribution

Total Capital Allowances

less: applicable tax rates

Gross Exchequer Cost

less: Net Tax Contribution

Net Exchequer Cost

less: Deadweight

Net Tax Foregone

Calculation of Net Tax Contribution

Calculation of Net Tax Foregone

 
 

 

Source: Indecon 
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Computation of Capital Allowances 

The total capital allowances for each scheme are calculated differently, in 
function of the data available to Indecon.  The following provides a brief 
description of the estimation of total eligible tax allowances under each 
scheme.  We also provide details of how we calculated our projections of 
future investment under the tax incentive schemes as well as the overall costs 
and economic impact of the schemes. 

Hotels and Holiday Camps 

Indecon’s estimate of capital expenditure under the tax incentive scheme 
from 2001-2005 is based on our analysis of Fáilte Ireland’s data on certificates 
issued and on the results of our survey evidence. The Fáilte Ireland figures 
were analysed by the projects’ year of completion, giving us complete capital 
expenditure data for the years 2003 and 2004. Taking the 2003 figure as being 
equal to the average capital expenditure for the previous three years, we 
calculate the total capital expenditure for the period to be €664,351,000. 
However, if we take the 2004 figure as representing the average expenditure 
in the previous three years, we arrive at a figure of €747,109,000. As there is 
some evidence to suggest that the capital expenditure in the years for which 
we do not have complete data was lower than in 2004, we adopt the lower of 
these figures and estimate total capital expenditure at €664,351,000.  This 
gives an average annual spend of €132,870,000.  

In order to calculate the future uptake of the tax incentive under this scheme 
we have estimated future planning permission approvals based on 
outstanding applications and historic approval rates. If we were to assume 
that 50% of these schemes will avail of the tax incentive, the total remaining 
investment under this scheme would total €1,302,404,000, based on average 
capital expenditure per hotel as per the Fáilte Ireland figures. If, however, 
only 25% of the projects were to proceed then the total expenditure would be 
half the figure stated above i.e. and estimated capital expenditure of the order 
of €651,202,000.  For the purposes of our analysis we assume a mid-point of 
€858m although the figure could be in excess of this level.  

Table 2 below outlines the calculation of the economic impact and foregone 
Exchequer revenues for this tax incentive scheme. 
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Table 2: Calculation of Exchequer Costs and Economic Impact for the Hotel 
and Holiday Camps Tax Incentive Scheme 

 2001-2005 2006-2011 

 €'000 €'000 

Estimation of Annual Capital Allowances   

Total Expenditure 664,351  

Total Capital Allowances 294,820 369,531 

   

Estimation of Gross Tax Cost   

Investor Profile   

PAYE (42%) 64.60% 

Corporate (12.5%) 35.40% 

Gross Exchequer Cost 2001-2005 93,036  

Gross Exchequer Cost 2006-2011 (subject to NPV 
calculation) 

 102,726 

Total Gross Exchequer Cost 195,762 

   

Estimation of Economic Benefits   

Total Capital Allowances 664,351  

Gross Economic Benefits (Multiplier = 1.255) 833,761  

Gross Tax Contribution (36.1%) 300,988  

Net Tax Contribution (adjusted for opportunity cost) 75,247 

   

Net Exchequer Cost 120,515 

   

Tax Contribution Adjusted for Deadweight (6%) 70,732 

Net Tax Foregone 125,030 

Source:: Indecon Analysis 
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Registered Holiday Cottages 

Indecon has based it estimate of total capital expenditure under the registered 
holiday cottages scheme on responses to our survey and on our estimate of 
total number of schemes in operation. Based on average spend per 
development and the total number of registered schemes in the country, we 
estimate a total capital expenditure of €103,000,000 for the period 2001-2005. 
This gives an annual average expenditure of €20,600,000. 

In order to calculate future uptake of the tax incentive under this scheme, we 
have estimated future planning permission approvals based on outstanding 
applications and historic approval rates. If we were to assume that 50% of 
these schemes will avail of the tax incentive, the total remaining investment 
under this scheme could total €28,870,000, based on average expenditure per 
scheme from our survey. However, in our survey we observe a somewhat 
higher potential uptake on the tax incentive scheme, so we estimate that 
future investment will be of the order of €38,494,000.  If all of the projects 
which have lodged planning applications before the deadline were to secure 
the incentive, the future capital spend would be of the order of €58m. 

Table 3 outlines the method used by Indecon to calculate the impact of the tax 
incentive on Exchequer revenues. 
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Table 3: Calculation of Exchequer Costs and Economic Impact for  the 
Registered Holiday Cottage Tax Incentive Scheme 

 2001-2005 2006-2011 

 €'000 €'000 

Estimation of Annual Capital Allowances   

Total Expenditure 103,000  

Total Capital Allowances 30,900 72,100 

   

Estimation of Gross Tax Cost   

Investor Profile   

PAYE (42%) 80% 

Corporate (12.5%) 20% 

Gross Exchequer Cost 2001-2005 12,978  

Gross Exchequer Cost 2006-2011 (subject to NPV 
calculation) 

 24,885 

Total Gross Exchequer Cost 37,863 

   

Estimation of Economic Benefits   

Total Capital Allowances 103,000  

Gross Economic Benefits (Multiplier = 1.255) 129,265  

Gross Tax Contribution (36.1%) 46,664  

Net Tax Contribution (adjusted for opportunity cost) 11,666 

   

Net Exchequer Cost 26,197 

   

Tax Contribution Adjusted for Deadweight (5%) 11,082 

Net Tax Foregone 26,780 

Source:: Indecon Analysis 
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Private Hospitals 

Initial uptake on the tax allowance scheme has been low, with one hospital 
completed and another under construction. For confidentiality reasons, 
specific figures are not provided in this report but in this report we estimate 
the total capital expenditure under this scheme to be of the order of 
€154,000,000. 

Data on this sector suggests that there are currently 7 projects which will 
come on line in the coming years. The total capital expenditure of these 
projects is estimated to be of the order of €810,000,000. However, this figure 
must be adjusted to reflect the fact that the tax allowance scheme does not 
allow for site-acquisition costs. We therefore estimate future capital 
expenditure under this scheme to be of the order of €453,600,000. 

Table 4 presents the calculations of Exchequer costs and economic impact for 
the private hospital scheme. 
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Table 4: Calculation of Exchequer Costs and Economic Impact for  the 
Private Hospital Tax Incentive Scheme 

 2001-2005 2006-2011 

 €'000 €'000 

Estimation of Annual Capital Allowances   

Total Expenditure 154,000  

Total Capital Allowances 31,500 122,500 

   

Estimation of Gross Tax Cost   

Investor Profile   

PAYE (42%) 50.0% 

Corporate (12.5%) 50.0% 

Gross Exchequer Cost 2001-2005 8,584  

Gross Exchequer Cost 2006-2011 (subject to NPV 
calculation) 

 28,648 

Total Gross Exchequer Cost 37,232 

   

Estimation of Economic Benefits   

Total Capital Allowances 154,000  

Gross Economic Benefits (Multiplier = 1.255) 193,270  

Gross Tax Contribution (36.1%) 69,770  

Net Tax Contribution (adjusted for opportunity cost) 17,443 

   

Net Exchequer Cost 19,789 

   

Tax Contribution Adjusted for Deadweight (20%) 13,954 

Net Tax Foregone 23,278 

Source:: Indecon Analysis 
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Sport Injury Clinics 

Indecon has not provided estimates of capital expenditure under this scheme 
as reliable information was not available. 

Nursing Homes 

Indecon’s estimate of investment in the nursing home sector is based on data 
from the Irish Nursing Home Organisation on average numbers of registered 
homes, as well as Indecon research on average levels of investment in the 
sector35. This gives a figure on total capital expenditure over the period 2001-
2005 of €171,091,000, or an annual average investment of €34,218,200.   

As there is currently no time limit to the nursing home tax allowance scheme, 
it is difficult to estimate with certainty future investment under the scheme. 
Indecon have examined estimates on the level of planning applications.  We 
estimate a possible scenario for total future investment of the order of 
€30,169,000 however this depends on whether the incentives continue 
whereby the level of investments could be significantly higher. 

Table 5 presents Indecon’s calculations for the economic impact and 
Exchequer costs of this scheme. 

                                                      

35 From the Indecon confidential survey of private nursing homes 
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Table 5: Calculation of Exchequer Costs and Economic Impact for  the 
Nursing Homes Tax Incentive Scheme 

 2001-2005 2006-2011 

 €'000 €'000 

Estimation of Annual Capital Allowances   

Total Expenditure 171,091  

Total Capital Allowances 76,991 94,100 

   

Estimation of Gross Tax Cost   

Investor Profile   

PAYE (42%) 74.1% 

Corporate (12.5%) 25.9% 

Gross Exchequer Cost 2001-2005 26,454  

Gross Exchequer Cost 2006-2011 (subject to NPV 
calculation) 

 28,498 

Total Gross Exchequer Cost 54,952 

   

Estimation of Economic Benefits   

Total Capital Allowances 171,091  

Gross Economic Benefits (Multiplier = 1.255) 214,719  

Gross Tax Contribution (36.1%) 77,513  

Net Tax Contribution (adjusted for opportunity cost) 19,378 

   

Net Exchequer Cost 35,574 

   

Tax Contribution Adjusted for Deadweight (15%) 16,472 

Net Tax Foregone 38,480 

Source:: Indecon Analysis 
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Third Level Buildings 

Under the tax allowance scheme for third level educational buildings, all 
schemes must be certified by either the Higher Education Authority or the 
Department of Finance. As Indecon has had access to this data, we are able to 
provide exact levels of investment under this scheme. Capital expenditure to 
date has been €`347,984,000.  

Based on information from the Department of Finance, we understand that 
there are 3 more schemes to be approved under this scheme with an 
estimated value of €79m. 

Indecon’s estimation for the Exchequer and overall economic impact for this 
scheme is presented in Table 6. There have been two elements of this scheme, 
PRTI and non-PRTI projects. Investors in PRTLI schemes have been obliged 
to claim tax back at the corporate rate and we have had access to the 
estimations of these figures, provided by the investors. The non-PRTLI 
estimations are based on Indecon’s assumption of 100% private investment.   
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Table 6: Calculation of Exchequer Costs and Economic Impact for  the 
Third Level Educational Buildings Tax Incentive Scheme 

 2001-2005 2006-2011 

 €'000 €'000 

Estimation of Annual Capital Allowances   

Total Expenditure 347,984  

Total Capital Allowances (non-PRTLI) 66,378 81,129 

   

Estimation of Gross Tax Cost   

Gross Exchequer Cost PRTLI Schemes 29,162 

Gross Exchequer Cost non-PRTLI Schemes 57,913 

Total Gross Exchequer Cost 87,075 

   

Estimation of Economic Benefits   

Total Capital Allowances 347,984  

Gross Economic Benefits (Multiplier = 1.255) 436,720  

Gross Tax Contribution (36.1%) 157,656  

Net Tax Contribution (adjusted for opportunity cost) 39,414 

   

Net Exchequer Cost 47,661 

   

Tax Contribution Adjusted for Deadweight (15%) 33,502 

Net Tax Foregone 53,573 

Source:: Indecon Analysis 
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Student Accommodation 

Indecon’s estimate of capital expenditure under this scheme is based on 
certificates issued by the Department of Education. In order to calculate the 
total capital expenditure to date, Indecon applied average cost per 
apartment/house to all completed and approved schemes. Under this 
method, we calculate that total capital expenditure to date under this scheme 
is of the order of €510,474,000.  

The Department of Education also lists schemes which have yet to be 
completed and Indecon has applied the cost-per-apartment measure to 
calculate the total remaining capital expenditure. This figure is of the order of 
€935,574,000. However, this assumes that all of the projects which have 
applied for the tax relief will proceed. To the extent that some do not proceed 
the level of capital spent will be reduced accordingly. 

Indecon’s calculation of the economic impact and Exchequer cost for this tax 
incentive scheme are outlined in Table 7. It should be noted that under this 
scheme all of the capital expenditure can be reclaimed in the year of 
certification, so there is no capital allowances after 2005. 
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Table 7: Calculation of Exchequer Costs and Economic Impact for  the 
Student Accommodation Tax Incentive Scheme 

 2001-2005 

 €'000 

Estimation of Annual Capital Allowances  

Total Expenditure 510,574 

Total Capital Allowances 510,574 

  

Estimation of Gross Tax Cost  

Investor Profile  

PAYE (42%) 100,0% 

Corporate (12.5%) 0.0% 

Total Gross Exchequer Cost 214,399 

  

Estimation of Economic Benefits  

Total Capital Allowances 510,474 

Gross Economic Benefits (Multiplier = 1.255) 640,644 

Gross Tax Contribution (36.1%) 231,273 

Net Tax Contribution (adjusted for opportunity cost) 57,818 

  

Net Exchequer Cost 156,581 

  

Tax Contribution Adjusted for Deadweight (5%) 54,927 

Net Tax Foregone 159,472 

Source:: Indecon Analysis 
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Childcare Facilities 

Indecon has based its estimate of total capital expenditure under this scheme 
on data from our survey of private childcare facilities as well as census data 
on the total number of childcare places in the economy. Using this method, 
we have estimated a total capital expenditure over the period 2001-2005 of 
€30,710,000. 

Given that there is currently no time limit on approvals under this scheme, it 
is difficult to estimate future investment accurately. Indecon has therefore 
estimated likely investment based on current planning applications for 
childcare facilities. Indecon has estimated illustrative investment levels for 
existing planning applications of between €12,597,000 and €21,211,000, while 
there is significant uncertainty regarding future investment levels. 

Indecon’s calculations of the economic and Exchequer impact of this tax 
incentive are outlined in Table 8. 
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Table 8: Calculation of Exchequer Costs and Economic Impact for  the 
Childcare Facilities Tax Incentive Scheme 

 2001-2005 2006-2011 

 €'000 €'000 

Estimation of Annual Capital Allowances   

Total Expenditure 30,710  

Total Capital Allowances 13,820 16,890 

   

Estimation of Gross Tax Cost   

Investor Profile   

PAYE (42%) 59.3% 

Corporate (12.5%) 40.7% 

Gross Exchequer Cost 2001-2005 4,145  

Gross Exchequer Cost 2006-2011 (subject to NPV 
calculation) 

 4,465 

Total Gross Exchequer Cost 8,610 

   

Estimation of Economic Benefits   

Total Capital Allowances 30,710  

Gross Economic Benefits (Multiplier = 1.255) 38,541  

Gross Tax Contribution (36.1%) 13,913  

Net Tax Contribution (adjusted for opportunity cost) 3,478 

   

Net Exchequer Cost 5,132 

   

Tax Contribution Adjusted for Deadweight (15%) 2,957 

Net Tax Foregone 5,653 

Source:: Indecon Analysis 
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Park & Ride Facilities 

Available evidence on capital expenditure under the tax incentive scheme for 
park and ride facilities shows that there has been a limited uptake of the 
scheme and correspondingly limited private investment. Based on survey 
responses from county councils, Indecon estimates that eligible expenditure 
under the tax incentive scheme totals around €15,900,000. 

Based on existing planning approvals and Indecon survey responses on 
average construction costs for park and ride facilities and eligible related 
investments, we estimate that future investment under this scheme could be 
in the region of €25,000,000, though it must be noted that this figure probably 
represents a maximum potential investment and we would not be surprised 
if no investment occurred unless subsidised by tax relief on associated 
investment.    

Indecon’s calculations of economic and Exchequer impact are presented in 
Table 9. 
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Table 9: Calculation of Exchequer Costs and Economic Impact for  the Park 
& Ride Tax Incentive Scheme 

 2001-2005 2006-2011 

 €'000 €'000 

Estimation of Annual Capital Allowances   

Total Expenditure 15,900  

Total Expenditure used for calculation of Gross Cost 15,000  

Total Capital Allowances 9,300 5,700 

   

Estimation of Gross Tax Cost   

Investor Profile   

PAYE (42%) 0.0% 

Corporate (12.5%) 100.0% 

Gross Exchequer Cost 2001-2005 3,906  

Gross Exchequer Cost 2006-2011 (subject to NPV 
calculation) 

 1,869 

Total Gross Exchequer Cost 5,775 

   

Estimation of Economic Benefits   

Total Capital Allowances 15,900  

Gross Economic Benefits (Multiplier = 1.255) 19,955  

Gross Tax Contribution (36.1%) 7,204  

Net Tax Contribution (adjusted for opportunity cost) 1,801 

   

Net Exchequer Cost 3,974 

   

Tax Contribution Adjusted for Deadweight - 

Net Tax Foregone 3,974 

Source:: Indecon Analysis 
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Multi-Storey Car Parks 

Figures on investment in multi-storey car parks come directly from the 
county councils, who have to certify each scheme. These figures show that the 
cumulative investment in these facilities, as well as related investment 
eligible for the allowances, totalled €61,045,000 for the period 2000-2004.  

Under the extension of the scheme approved under the Finance Act 2004, a 
development must have had incurred at least 15% of its total costs before 
30/09/2003. In order to calculate the remaining capital expenditure under 
this scheme, Indecon has examined the planning approvals up until 2003 and 
determined how many have not yet gone ahead. This gives us a forecast of 
€12,792,000. 

Indecon’s calculations of economic and Exchequer impact are presented in 
Table 10. 
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Table 10: Calculation of Exchequer Costs and Economic Impact for  the 
Multi-storey Car Park Tax Incentive Scheme 

 2001-2005 2006-2011 

 €'000 €'000 

Estimation of Annual Capital Allowances   

Total Expenditure 61,045  

Total Capital Allowances 34,320 26,725 

   

Estimation of Gross Tax Cost   

Investor Profile   

PAYE (42%) 100.0% 

Corporate (12.5%) 0.0% 

Gross Exchequer Cost 2001-2005 14,415  

Gross Exchequer Cost 2006-2011 (subject to NPV 
calculation) 

 8,464 

Total Gross Exchequer Cost 22,878 

   

Estimation of Economic Benefits   

Total Capital Allowances 61,045  

Gross Economic Benefits (Multiplier = 1.255) 76,612  

Gross Tax Contribution (36.1%) 27,657  

Net Tax Contribution (adjusted for opportunity cost) 6,914 

   

Net Exchequer Cost 15,964 

   

Tax Contribution Adjusted for Deadweight (20%) 5,531 

Net Tax Foregone 17,347 

Source:: Indecon Analysis 
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1.0 Introduction

Introduction
This report is a case study based analysis of hotel 
development under the Government Capital 
Allowance Scheme (Finance Act 1997).  It forms 
part of an independent review of property-based tax 
incentives by Indecon Economic Consultants for the 
Department of Finance.

Significant large-scale investment in hotels has resulted 
in a quantum of new and refurbished hotels opening 
across the country that have benefited directly from 
the Capital Allowance Scheme. This case study will 
evaluate the contribution made to the public realm 
by a selected hotel development under the Capital 
Allowance Scheme.  The design-based evaluation is 
preceded by an examination of the planning context 
and procedure.  The aim is to understand and elaborate 
on the tangible benefits brought to the public by 
facilitating development of this type.  
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2.0 Assignment Approach

Assignment Approach
The approach undertaken in this study is qualitative, 
combining an analysis of statutory legislation and 
guidelines with specific on-site assessment. An 
urban design audit is used to observe and appraise 
an unnamed case study site.  The audit sets out a 
number of design considerations that relate directly to 
the interaction of public and private realms.  The audit 
is generic which means it can be applied to any other 
development of this type.  The audit process allows 
for a discourse on the tangible benefits that a hotel 
scheme can bring, highlighting the key issues that 
should be addressed.  

In reviewing potential case study examples for this 
report hotels are divided into the following categories: 
small (10 -30 bedrooms), medium (30 – 100 
bedrooms) and (large 100 – 200+).  The hotel that has 
been selected for this case study falls into the large 
category.  It is a typical model of this building typology 
and was chosen by virtue of its urban context and 
its significant landscape setting.  In our opinion it is 
representative of many similar hotels built under the 
Capital Allowance Scheme.
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3.0 Key Actors in the Development Process

Planning Framework
The Planning and Development Act 2000 consolidated 
all previous Planning Acts and set the framework for 
strategic planning policy at each level of government.  
The national planning structure consists of a hierarchy 
of planning policy documents from the broad scale of 
the National Spatial Strategy and Regional Planning 
Guidelines, to the localised context of Development 
Plans, Integrated Area Plans and Local Area Plans.

The implementation of planning policy is the 
responsibility of local government.  In order to receive 
planning permission for any type of development or 
redevelopment afforded under the Capital Allowance 
Scheme a design proposal must adhere to the stated 
objectives and requirements set out in the Development 
Plan for that area.  The Development Plan maps out 
the zoning classification for land that falls within the 
administrative boundary of a City or County Council.  
It is a statutory binding document and is renewed 
every six years.  

Typically, Development Plans allow for hotel 
development on a wide range of zoning classifications, 
which is set out in the form of a zoning matrix.  The 
applicability of hotel development to a wide range of 
zoning classifications is understandable, as hotels are 
a very versatile land use type that can provide local 
employment, promote tourism, and facilitate urban 
regeneration. 

Department of Finance
Under the Tax Consolidation Act 1997, the Department 
of Finance introduced a seven year Capital Allowance 
Scheme for investment in hotels.  Under the scheme 
allowances of 15% are available in the first 6 years 
and 10% in the seventh year up until 31 December 
2004. 
The Finance Act 2004 (Section 25) provides for an 
extension of the transitional arrangements for the 
existing Capital Allowance Scheme from 31 December 
2004 to 31 July 2006, provided a full and valid planning 
application is received by the planning authority on 
or before 31 December 2004.  The extension to the 
2006 deadline also applies where the work involved 
is exempted development for the purposes of the 
Planning and Development Act 2000, provided the 
following conditions are met by 31 December 2004: 
a detailed plan in relation to the development work 
is prepared, a binding contract in writing exists under 
which expenditure is incurred, and work to the value 
of 5% of the development costs have been incurred.

Failte Ireland (formerly Bord Failte)
Failte Ireland set out the regulations for hotel 
certification in accordance with the powers conferred 
on it by the Tourist Traffic Acts 1939 to 2003, 
and under the Hotel and Renewal of Registration 
Regulations 2003, The regulations include the 
minimum design standards and specifications for such 
criteria as internal layout, room sizes, facilities and 
available services.  Following on from the Finance Act 
2005 hotel developers must first receive certification 
from Failte Ireland in order to qualify for Capital 
Allowances.
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4.0 Case Study

Case Study
The Study Team undertook both desktop and field 
studies as part of the compilation of base material 
for the urban design audit. The research was carried 
out within the localised context of the case study and 
included the following task items:

Desktop Study
Planning Context Review 
Environmental Context Appraisal

Field Study
Photographic Survey
Landscape and Visual Study
Human Patterns: social infrastructure, desire lines, 
magnet/destinations, amenity/tourism attractors

Urban Design Audit
The urban design audit adheres to the following 
structure: a description of the site location and hotel, 
and a review of the contextual response, the interface 
with the public realm and the urban linkages it 
creates. The response of the hotel design to what are 
considered key urban design considerations forms the 
basis of the summary of findings. 

Location
The hotel overlooks a significant landscape asset, 
which forms part of larger picturesque setting that 
has national prominence.  It is located within walking 
distance of an urban centre and forms a gateway to 
one of main approach roads to the town centre.  The 
hotel is located adjacent to a multi-modal transport 
hub. 

Description of building
The hotel complex is between four and six storeys 
in height and includes multi-story basement car 
parking provision.  Entry to the hotel is off the main 
thoroughfare and the space is enclosed by adjacent 
buildings which include a leisure facility and mixed use 
accommodation currently under construction.   

Existing Context



Review of Property Based Tax Incentive Schemes

4.0 Case Study

Contextual response
The hotel complex has acted as a catalyst and provided 
the platform for significant new development 
schemes.  In this sense the hotel has acted as a magnet, 
allowing other activities to cluster in the locality.   
The culmination of this volume of development has 
contributed to the creation of a new high-end retail 
and apartment quarter which has been stitched into 
the urban fabric of the town centre. The development 
has therefore brought forward a new urban context 
to what was previously a greenfield site with a single 
dwelling, adjacent to a low grade surface car park. 
The surrounding area is now characterised by a mix 
of architectural styles and consists of residential and 
mixed use multistory buildings.  

Interface with public realm
The design of the external perimeter of a building 
has significant impact on the public realm: that is the 
streets, public squares, parks, playgrounds etc. The 
significance of the ground floor use as a means of 
providing animation to the public realm is one of the 
basic principles of good design. The hotel building in 
itself provides a good, strong edge to the landscape 
asset it fronts onto. A series of terraces bring the 
landscape into the building. However, the terraces 
are set back from the building line, creating a divide 
between the lively hotel congregation spaces and the 
public street outside. The main entrance is also located 
away from the public thoroughfare with limited visual 
presence and access for the passerby.  

Movement Network
Significantly this development provided the basis for 
the opening up of a new road and consequent series 
of potential connections to the transport hub and the 
town centre. There are three entry and exit points 
allowing for efficient vehicular circulation around the 
building, reducing the risk of congestion on the main 
road. There are spaces for both hotel patrons and pay 
parking for the general public, all accommodated in 
basement carparking.  The single service access point 
for deliveries, which fronts onto the landscape asset 
is quite conspicuous and does not relate positively to 
its setting. 
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4.0 Case Study

Case Study findings
In this case study it is felt that the design of this hotel has 
contributed positively to the public realm, principally in 
the macro urban context scale.  The siting of the hotel 
shows a clear understanding of the synergy between 
its proximity to the adjacent transport hub and town 
centre, in particular contributing an overlapping 
public car park supply that has contributed to the 
existing social infrastructure. The siting of the hotel 
has also acted as a catalyst to appropriate town centre 
development opportunities and importantly opened 
up connection routes back to the transport hub and 
alternative modes of transport.  

The building is less successful on a micro level.  While 
the design of the hotel did respond to the significant 
landscape asset in terms of taking advantage afforded 
by the views at the upper levels, more interaction 
at street level would have contributed to the public 
thoroughfare and promoted a much needed 
animated frontage to the new streets created by the 
development. An opportunity for a new sense of place 
and integration into the existing context was not fully 
grasped in the context of the external perimeter of 
the building at ground floor level.  Finally, while the 
main entrance to the hotel fulfills a number of criteria 
with regards to sense of arrival, adequate space for 
pedestrian and vehicular movements, it could have 
done more to interface with the street and to provide 
linkages back to the desire lines of the adjacent 
transport hub and town centre.  

Macro Response

Micro Response
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5.0 Summary of Findings

Summary of Findings
This report has assessed the contribution made to the 
public realm by a hotel complex which was financed 
with the aid of the Capital Allowance Scheme by the 
use of an urban design audit.  The audit has shown that 
such a template of urban design considerations could 
apply across a diverse range of hotel developments 
and indeed building types.  An audit of this kind serves 
to demonstrate that the development of a hotel goes 
beyond one single isolated development and is in 
real terms a legacy to our social infrastructure, public 
realm and environmental assets. 

The audit clearly shows that location and response to 
contextual factors is very important for the ultimate 
successful integration into the public realm. A 
characteristic of this particular Capital Allowance 
Scheme is that location parameters are not part of 
the eligibility criteria governing this scheme.  In the 
case of Capital Allowances for Section 50 Student 
Accommodation, a series of design guidelines are 
set out, one of which states that the scheme must 
be located within an 8 Km radius of the main student 
campus.  Planning authorities must have regard to 
these design guidelines in assessing applications for 
planning permission.

The Development Plan with its land use zoning 
framework and in particular the detailed zoning 
matrix provided under each land use category is the 
method by which location parameters can be assessed.  
The Development Plan review and the Strategic 
Environment Assessment process is an important 
mechanism to monitor and review the immediate 
effects generated by an upsurge in development in 
one particular category as it allows for the control 
of specific land use types.  Furthermore, as a new 
Development Plan is issued every six years, strategic 
policy issues can be formulated and implemented in 
time to respond to perceived development pressures.

In conclusion, the recently defined statutory link 
between eligibility for Capital Allowances and Failte 
Ireland certification process is positive.  It provides 
a valuable quality control mechanism for new hotel 
developments and is also regulated by an ongoing 
review process which maintains standards set out 
under certification. 
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