
AN BILLE CANACH CORPARAIDE, 1975 

CORPORATION TAX BILL, 1975

EXPLANATORY MEMORANDUM

INTRODUCTION
The Bill contains the legislative provisions to give effect to the 

proposals in relation to the new system of company taxation out
lined in the White Paper “ Company Taxation in Ireland: Proposals 
for Corporation Tax” (Prl. 3713) issued in March, 1974. A number 
of other proposals are also dealt with in the Bill and are explained 
later. These are the treatment of capital gains for corporation tax 
purposes, the treatment as income in the hands of shareholders of 
certain company distributions not previously treated as income, a 
change in the basis on which wear and tear allowances for machinery 
and plant are given for income tax purposes, the treatment of certain 
loans and payments made by close companies to or for participators 
or their associates and the imposition of a surcharge on the undis
tributed income of close “ service ” companies.

The new tax will be a single tax called corporation tax and 
will replace, so far as resident and most non-resident companies are 
concerned, income tax and corporation profits tax on their income 
and capital gains tax on their capital gains while in general preserving 
the substance of the present position as regards the incidence of those 
taxes on companies. Subject to special relief for certain categories of 
companies, corporation tax will be charged at the rate of 50 per cent 
on the income of companies which is the present maximum combined 
rate of income tax and corporation profits tax and, as explained later, 
effectively at the existing capital gains tax rate of 26 per cent on their 
capital gains. Where, on or after April 6, 1976, a distribution is 
made by a company, part of the corporation tax on the income 
underlying the distribution will be imputed to the shareholder 
by way of a tax credit. The amount of the tax credit to be so 
imputed will be equivalent to income tax at the standard rate for 
the year of assessment in which the distribution is made on the 
aggregate of the distribution and the tax credit in respect of it. For 
income tax purposes, this aggregate will be the measure of the 
shareholder's income represented by the distribution and that 
amount of income will be regarded as having borne tax equal to 
the amount of the tax credit.

Distributions made by an Irish resident company to another 
company will not be subject to corporation tax in the hands of that 
company.

A person not resident in the State will not be entitled to a tax 
credit unless this is provided for in a double taxation agreement 
or unless, in the case of certain individuals, they claim proportional 
personal allowances under section 153 of the Income Tax Act, 1967.

Under existing law an Irish resident company is chargeable to 
income tax on the full amount of its profits whether they are dis
tributed or not. When paying a dividend out of those profits the com
pany is entitled to deduct and retain income tax at the standard 
rate on the gross amount of the dividend and that amount is treated 
in the hands of the shareholder as income taxed by deduction at the 
standard rate. Under the new system the tax credit in respect of a 
distribution will, as already explained, be equivalent to income tax 
at the standard rate on the aggregate of the distribution and the 
tax credit. Accordingly the shareholder will in effect be left in the 
same position under the new system as under the existing system.



Corporation tax will be charged, as in the case of corporation 
profits tax, for accounting periods and not, as in the case of income 
tax and capital gains tax, for years of assessment The rate of 
corporation tax will be fixed for a financial year, i.e., the calendar 
year, on a permanent basis as in the case of income tax. Where a 
company’s accounting period does not coincide with a financial year 
and there is an alteration in the rate of charge the profits of the 
accounting period will be apportioned on a time basis between the 
two financial years concerned for the purpose of determining the 
corporation tax charge for the whole accounting period. The 
present Bill fixes the rate of tax for the “ financial year 1974 ” (i.e., 
the period from April 1 to December 31, 1974) and subsequent 
financial years.

The charge will extend to all the profits, wherever arising, of a 
company resident in the State and to the profits of a non-resident 
company arising in the State in so far as they are attributable to an 
Irish branch or agency. Profits in this context will include, in addition 
to income, the chargeable gains of a resident company and any 
chargeable gains of a non-resident company which are attributable to 
an Irish branch or agency in so far as those gains arise from disposals 
on or after April 6, 1976. Such gains will be charged to corporation 
tax at, in effect, the capital gains tax rate of 26 per cent. Non-resident 
companies will remain liable to income tax and capital gains tax in 
respect of any income and chargeable gains arising in the State which 
are not charged to corporation tax.

Corporation tax will be payable in two equal instalments, the first 
instalment becoming due nine months after the end of the account
ing period and the second instalment six months later. However, in 
order to preserve the present pattern of payment for existing com
panies the second instalment will in most cases be payable on 
January 1 following the date of payment of the first instalment.

Subject to what is said earlier in relation to non-resident companies, 
income tax, corporation profits tax and capital gains tax will cease to 
be chargeable on the income and capital gains of companies with 
effect from April 6, 1976, when the charge to corporation tax will 
commence. However, an existing company will come within the charge 
to corporation tax in respect of a source of income immediately after 
the end of the basis period for income tax for 1975-76 in respect of 
that source. When a source comes within the charge to corporation 
tax it will cease to be within the charge to income tax or corporation 
profits tax.

Companies within the charge to corporation tax will be entitled 
to relief for trading and other losses and for capital expenditure on 
industrial buildings, machinery and plant, etc. The proposed pro
visions in this regard reflect, with some modifications in the field of 
capital allowances which are referred to later in relation to the First 
Schedule, the provisions of the existing income tax law and will pre
serve the continuity and value of the reliefs. Companies will also be 
entitled to relief for annual interest and other annual payments made 
by them except in so far as those payments include interest which 
is subject to restricted relief under existing law. Companies will be 
required to account directly to the Revenue for the income tax 
deducted when those payments are made.

The existing incentive reliefs, namely, export sales relief, Shannon 
relief and the 20 per cent, relief accorded to shareholders in certain 
manufacturing and other companies, will be preserved so as to 
secure the same results as at present for companies and their share
holders. As is the case at present as respects income tax in relation to 
a dividend paid out of profits relieved from tax under the export sales 
relief or Shannon relief, there will be no tax credit or a reduced tax 
credit where the profits out of which a distribution is made are not 
charged to corporation tax or are charged to that tax at a reduced 
rate because of those reliefs.

Provision is made in the Bill for the granting of group relief under 
which trading losses, capital allowances, expenses of management and 
charges on income which, because of an insufficiency of profits, cannot 
be relieved against those profits may be surrendered by the company 
concerned for set-off against the profits for a corresponding
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accounting period of another company in the same group. A similar 
form of relief will be made available to companies which are mem* 
bers of a consortium. Two companies will be treated as members of 
the same group if one is a 75 per cent, subsidiary of the other or 
both are 75 per cent, subsidiaries of a third company. A company 
will be regarded as owned by a consortium if all of its ordinary 
share capital is owned by five or fewer companies each of which 
will be able to claim relief for its share of the losses, etc., of the 
jointly owned company. Consortium relief will also be available 
where the trading company incurring the losses, etc., is owned by the 
members of a consortium through a holding company which owns 
90 per cent, or more of the ordinary share capital of the trading com
pany. At the time of issue of the White Paper referred to, it was 
envisaged that the main legislation required for the introduction of 
corporation tax would precede the legislative provisions governing 
group relief thereunder which would be complex. The deferment of 
the starting date for corporation tax to April 6, 1976, has made it 
possible to prepare a comprehensive Bill which includes group 
relief provisions.

There will be a reduced rate of charge on small companies. 
Companies with profits (i.e., income with the addition of chargeable 
gains as reduced for corporation tax purposes) not exceeding £5,000 
will be charged on their income at a rate of 40 per cent, with 
marginal relief where the profits exceed £5,000 but do not exceed 
£10,000. The full rate will apply in the case of companies whose 
profits exceed £10,000.

Companies such as building societies, industrial and provident 
societies, life assurance companies, public utilities, The Agricultural 
Credit Corporation Limited, and certain companies established for 
charitable purposes which enjoy more favourable tax treatment 
under existing law than the generality of companies will be 
accorded similar treatment for corporation tax purposes.

The opportunity presented by the introduction of the legislation 
in relation to corporation tax is being availed of to close loopholes 
which enabled income to be accumulated in the hands of a com
pany and later distributed in the guise of capital with the result that 
a shareholder liable to tax at the higher rates avoided that tax on the 
income thus withdrawn. The most common examples are bonus issues 
of securities or redeemable preference shares followed by the repay
ment of the securities or the redemption of the shares, and the repay
ment of share capital followed by the replacement of the repaid capital 
by a bonus issue. In addition, dividends paid on or after the date of 
circulation of the Bill out of a company’s capital profits will be 
treated as income of the shareholders.

Section 530 of the Income Tax Act, 1967, under which income 
tax at the higher rates is chargeable on the undistributed income of 
a company under the control of a few persons (close company) 
will be repealed and new provisions will be introduced under which 
a surcharge at the rate of 20 per cent, will be levied on the undis
tributed investment or estate income of a close company and on the 
undistributed income of any description of a close company which 
provides professional services, holds an office or supplies facilities of 
any kind to a connected person engaged in those activities. 
Undistributed income not exceeding £500 will be disregarded for 
purposes of the surcharge and there will be marginal relief where 
it is slightly over £500. If income which has been subjected to the 
surcharge is subsequently distributed, the distribution will carry the 
normal tax credit only, that is to say, the surcharge will not be 
capable of being imputed to the shareholder.

The term “ distribution ” will have a wider meaning in the case of 
close companies than in the case of other companies and will cover 
expenses incurred by a close company in providing benefits for 
participators in so far as those benefits are not chargeable under 
existing law. Any loan interest in excess of a prescribed limit paid to a 
director of a close company or an associate of his will also be 
regarded as a distribution.
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Where a loan is made by a close company to a participator or an 
associate of a participator, the company will be required to pay 
income tax on the amount of the loan grossed up at the standard 
rate of income tax for the year of assessment in which the loan is 
made. Excluded from this charge will be loans not exceeding £15,000 
in the case of any borrower who works full-time for the company 
(or its associate company) and has not a material interest in the 
company. If the loan or part of the loan is repaid the appropriate 
amount of income tax will be refunded to the company. If the loan 
or part of the loan is released the borrower will be regarded as then 
having received under deduction of income tax income equivalent 
to the grossed-up amount of the loan released.

Any losses incurred by a company which cannot be set against 
income chargeable to income tax or corporation profits tax or 
against gains chargeable to capital gains tax will be allowed to be 
brought forward and an appropriate measure of relief from cor
poration tax will be granted in respect of them. Similar treatment 
will be accorded in respect of any capital allowances brought for
ward from the period before the company came within the charge 
to corporation tax.

Where a company which was within the charge to income tax in 
respect of a source of income ceases to possess that source on or 
before April 5, 1981, a measure of transitional relief from corporation 
tax on a gradually diminishing basis depending on the date of cesser 
of the source will be granted to the company in order to afford it 
some compensation for the loss of the cessation relief which would be 
available to it if income tax had continued.

Interest on a permanent loan made under an agreement entered 
into before the date of circulation of the Bill will in effect be 
charged to corporation tax in the hands of the lending company 
at the income tax rate only. This is to compensate the lending 
company for the non-chargeability of such interest to corporation 
profits tax in its hands if that tax had continued.

PART I
General System of Taxation

Part 1 is concerned with the introduction for companies of 
corporation tax in place of income tax, corporation profits tax and 
capital gains tax. Provisions are also included for regulating the 
treatment of income tax on payments made or received by companies.

Section 1 provides that, for the financial year 1974 (defined as the 
period of nine months ended on December 31, 1974) and for sub
sequent financial years, corporation tax is to be charged at a rate of 
50 per cent, on profits of resident and, in certain circumstances, of 
non-resident companies and that for years of assessment after 1975- 
76 the income of companies will not be chargeable to income tax. 
The section also secures that in general a company will not be liable 
to capital gains tax as such but rather to corporation tax on charge
able gains accruing on or after April 6, 1976. Corporation profits tax 
will not be chargeable for any accounting period or part of an 
accounting period falling after April 5, 1976. The section also con
tains definitions. Other definitions are contained in section 155 and. 
where they are restricted in their operation, in other sections of the 
Bill.

Section 2 lays down that, except as otherwise specifically pro
vided, dividends paid by an Irish resident company will not be 
chargeable to corporation tax.

Section 3 provides that annual payments, e.g., annual interest, 
annuities or royalties, made by a resident company after April 5. 
1976, are not to be treated as paid out of profits or gains brought into 
charge so as to fall within section 433 of the Income Tax Act, 1967. 
The company will therefore have to account to the Revenue as a 
dfeparate matter for the income tax deductible from such payments. 
The section also provides that where, after April 5, 1976, a resident 
company receives an annual payment under deduction of income tax
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the tax deducted from the payment is to be set off against the cor
poration tax chargeable for the accounting period of the company in 
which the payment is chargeable to corporation tax, and any balance 
repaid.

Section 4 provides that, where a company is entitled to recover 
income tax deducted from any annual payments received by it, the 
recovery is to be given effect to by means of a claim.

Section 5 provides that a warrant or cheque issued in payment of 
any dividend, or interest which is a distribution, is to be accompanied 
by a written statement as to the relevant tax credit.

PART II 
Corporation Tax

Part II is concerned with the general structure of the tax, the com
putation of income and chargeable gains, and the granting of 
allowances and reliefs including relief for losses. The purpose of the 
Part is generally to preserve the existing income tax charging rules 
and relief provisions in the corporation tax system.

Section 6 lays down the general scheme of the tax. A company 
which is chargeable to corporation tax is, subject to certain excep
tions, to be so chargeable on its income and chargeable gains 
wherever arising. The charge will be for the company’s accounting 
period at the rate of corporation tax fixed for the financial year or 
years in which the accounting period falls. Payment of the tax is 
to be in two equal instalments. The first instalment will be payable 
nine months after the end of the accounting period which in practice 
corresponds with the date on which corporation profits tax is pay
able and the second instalment will be payable by existing companies 
on a date corresponding with the date on which income tax is at 
present payable. In the case of new companies the second instalment 
will be payable six months after the date on which the first instal
ment is payable. The section also enables a change in the rate of 
corporation tax to be made by Financial Resolution of Ddil fiireann 
and places on the Revenue Commissioners the same responsibilities 
to account for the tax as are already imposed on them in relation to 
other duties.

Section 7 secures that, in the case of a company in liquidation, an 
assessment (on an estimated basis) can be made, for an accounting 
period falling after the commencement of the winding up. before 
the end of that accounting period.

Section 8 lays down the scope of the charge to corporation tax in 
the case of a non-resident company. The section secures that a non
resident company will not be within the charge to corporation tax 
unless it is carrying on a trade in the State through a branch or 
agency. Where it is carrying on such a trade it will be liable to cor
poration tax on the trading income arising directly or indirectly 
through the branch or agency, on income arising from property 
or rights used or held by the branch or agency and on any chargeable 
gains attributable to the branch or agency in respect of disposals on 
or after April 6, 1976. As in the case of resident companies, income 
tax deducted from payments received by the non-resident company, 
and forming part of the income chargeable to corporation tax, will 
be set off against the liability to corporation tax. (A non-resident 
company which docs not carry on a trade here through a branch or 
agency will, as heretofore, be chargeable to income tax in respect of 
income arising from sources within the State and to capital gains 
tax in respect of any chargeable gains.)

Section 9 deals with the basis of, and periods for, assessment. 
In general a company will be charged to corporation tax on all 
profits arising in an accounting period. Rules are provided for 
determining when an accounting period begins and ends and the 
Revenue Commissioners are empowered to determine the accounting 
date for corporation tax purposes in the unusual case where a com
pany carries on two or more trades and makes up the accounts for
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those trades to different dates. Normally the accounting period will 
be the period of twelve months for which a company makes up its 
accounts. Provision is made in the section for the exceptional case 
of a dormant company which, on or after April 6, 1976, makes a 
chargeable gain or incurs an allowable loss (as defined for capital 
gains tax purposes). In such a case, an accounting period will be 
deemed to begin at the time of the gain or loss and the gain or loss 
will be regarded as accruing in that accounting period. Where a com
pany is being wound up an accounting period will end and a new one 
will begin when the winding up commences. The section enables an 
estimated assessment to be made on a company where the accounting 
period is uncertain because the company has failed to supply accounts 
or other information. In such a case, an assessment may be made 
for any period not exceeding twelve months as appears to the 
Inspector to be appropriate and the assessment will then have effect 
as if it were an assessment for the true accounting period. The esti
mated assessment may be revised on receipt of firm information or 
where, on appeal by the company on some other grounds, the true 
accounting period is shown.

Section 10 provides that certain payments made after April 5, 1976, 
which are called “ charges on income ” are to be set off against the 
total profits of a paying company for corporation tax purposes and 
not against the particular source of income with which the payment 
is connected. The payments to be regarded as charges on income are 
yearly interest, annuities or annual payments and certain other 
interest payments, in so far as they are not deductible in computing 
income or are not in the nature of distributions. The present restric
tions on the allowance of interest in excess of £2,000 will continue to 
apply. Income tax deducted from charges on income will, as explained 
in the note on section 151, have to be accounted for as a separate 
matter to the Revenue.

Section 11 lays down the general rule that the amount of any 
income is to be computed, for corporation tax purposes, in accord
ance with income tax law and practice and makes it clear that 
income arising in any period is not (as it may be for income tax) to 
be measured by the income arising in some other period (except in 
apportioning the income of a whole period to its parts). The income 
tax law to be applied is that relating to income tax for the year of 
assessment in which the company’s accounting period ends. Income 
from each source, computed under the same Schedules and Cases as 
for income tax, is to be aggregated with any chargeable gains (as 
reduced under section 13) to arrive at total profits. The right to 
any exemption from income tax which already exists is also preserved 
for the benefit of a company liable to corporation tax.

Section 12 qualifies the application of section 11 by laying down 
miscellaneous rules concerning the commencement or cessation of 
a trade, the allowance of yearly bank interest in computing the 
income of a trade, the allowance of management expenses in com
puting income from letting mineral rights, the deduction of foreign 
income tax from income from foreign securities and possessions, 
the computation of the income of a trade chargeable under 
Case III of Schedule D, and the charging to corporation 
tax in certain circumstances of the income of a non-resident com
pany from foreign securities and possessions.

Section 13 provides rules for charging a company’s chargeable 
gains to corporation tax as part of its total profits. The amount of 
the net gains for an accounting period computed in accordance with 
the principles applying for capital gains tax is to be included in the 
corporation tax assessment for that period but the amount to be 
so included is to be reduced so that the balance will bear tax at the 
ordinary corporation tax rate. The percentage reduction specified 
is 48 per cent, on the basis of the proposed rate of corporation tax 
of 50 per cent. Thus the rate of charge will be 50 per cent, of 52 per 
cent, or 26 per cent., which equals the rate of capital gains tax.

Section 14 lays down the manner in which capital allowances are 
to be given and balancing charges made for corporation tax pur
poses. The allowances and charges are to be computed in accord
ance with income tax provisions as these are applied to corporation
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tax by section 21 and the First Schedule. It is provided that capital 
allowances or balancing charges will, in the case of a trade, be 
treated as trading expenses or receipts and that a company may 
disclaim entitlement to accelerated capital allowances but not to 
the normal annual allowances. This provision, in effect, preserves 
under corporation tax the income tax position that a company en
titled to export sales relief or Shannon relief may decide not to 
claim the accelerated allowances so as to maximise the relief in 
terms of tax over the life of the asset.

Specific provision is made in the section under which capital 
allowances in relation to non-trading income which are to be 
allowed by way of discharge or repayment of tax or in charging 
income under Case V of Schedule D may, if the income concerned 
is insufficient, be set against other income for the accounting period 
or for the immediately preceding accounting period or carried for
ward for set off against future income of the same class.

Section 15 provides for the deduction of management expenses 
of resident investment companies disbursed on or after April 6, 
1976. A new provision is introduced under which, if the income 
chargeable to corporation tax does not exhaust the amount of 
allowable management expenses, the excess may be carried forward 
for set off against income of a subsequent period. The company 
may also claim to have the excess set off against franked investment 
income of the accounting period in which the excess occurs.

Section 16 preserves, broadly speaking, the existing income tax 
reliefs available to companies in respect of losses. A trading loss 
may be carried forward from one accounting period and set off 
against income of the same trade for a later accounting period. 
Alternatively, a company may claim to have the loss set off against 
other profits of the accounting period or against profits of any kind 
of the immediately preceding accounting period. It is also provided 
that charges on income, laid out wholly and exclusively for trade 
purposes, may be carried forward when they exceed the profits from 
which they are deductible.

Section 17 is designed to apply to corporation tax provisions 
similar to those applicable to income tax under section 27 of the 
Finance Act, 1974. It provides that relief in respect of fanning or 
market gardening losses by way of set-off against other profits will 
not be granted where the farming or market gardening is not 
carried on on a commercial basis and with a view to the realisation 
of profits, or where a loss was incurred in each of the three years 
preceding a given accounting period.

Section 18 applies to corporation tax provisions similar to those 
relating to the terminal loss relief already available for income tax 
under sections 311 to 315 of the Income Tax Act, 1967. A company 
will be able to set a trading loss incurred in the last twelve months 
of the trade against its income from the same trade in the three 
preceding years. There is provision for restriction of loss relief in 
cases where distributions are made out of profits against which the 
relief is claimed. This will ensure that the section will not operate to 
reduce the corporation tax for an accounting period below an amount 
equivalent to the tax credit in respect of distributions made by the 
company in the accounting period after deducting the tax credit in 
respect of any distributions received.

Section 19 permits a loss under Case IV of Schedule D to be set 
off against Case IV income for the same accounting period or 
against Case IV income of a subsequent accounting period. In 
addition, a Case V loss incurred in an accounting period will be 
permitted to be set off against Case V income of the immediately 
preceding accounting period or carried forward for set off against 
Case V income of subsequent accounting periods.

Section 20 enables the right to capital allowances (and liability to 
balancing charges) and relief for losses to be transferred from one 
company to another where, on or after April 6, 1976, a trading 
company ceases to carry on a trade and thereafter another com
pany carries it on, provided that there is substantial identity of 
ownership of the trade before and after the change. The condition 
as to ownership will be satisfied if the same persons own at least a
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75 per cent, share in the trade at some time within one year before 
the change and at some time within two years thereafter. It is also 
provided that if the successor ceases to carry on the trade within 
four years after the change, relief for so much of a terminal loss 
as cannot be given to the successor will be given to the prede
cessor.

Section 21 provides for the system of capital allowances which at 
present applies for income tax to apply also for corporation tax. The 
detailed adaptations necessary to that end are effected in the sections 
substituted for the existing sections by the First Schedule.

Section 22 lays down the general rule that the existing enact
ments relating to double taxation relief and existing double taxation 
agreements are to have effect for corporation tax as they now have 
effect for corporation profits tax.

Section 23 provides rules for computing the corporation tax 
attributable to any income or chargeable gains in respect of which, 
under double taxation arrangements, credit for foreign tax is to be 
allowed.

Section 24 defines “ franked investment income ” and “ franked 
payment Franked investment income means the sum of the 
amount of a distribution received by a resident company from 
another resident company and the amount of the tax credit in 
respect of it and franked payment means the sum of the amount of 
the distribution made by a resident company and the tax credit in 
respect of it.

Section 25 provides, where a company with franked investment 
income has losses, charges on income or capital allowances which 
because of an insufficiency of profits charged to corporation tax for 
an accounting period cannot be relieved against those profits, that 
it may claim to have the excess losses, etc., set off against the franked 
investment income for that period and so to secure payment to it of 
the tax credit comprised in that income. It is also provided that a 
company to which relief was allowed under this section or under the 
corresponding section relating to management expenses and which 
subsequently claims to have the losses, etc., set off against the profits 
chargeable to corporation tax of a subsequent period will be assessed 
to income tax under Case IV of Schedule D in an amount which will 
recover the tax equivalent to the tax credit paid.

Section 26 extends, in the case of financial concerns, the provisions 
of section 25 so as to enable a trading loss in an accounting period 
to be carried forward or a terminal loss in an accounting period to 
be carried back for purposes of relief against the franked invest
ment income of a subsequent or earlier accounting period, as the 
case may require. There is provision similar to that in section 25 for 
the recovery of tax equivalent to the tax credit paid where the com
pany later claims to have the loss in respect of which relief against 
franked investment income has been given set off against the profits 
charged to corporation tax of a subsequent accounting period.

Section 27 reproduces, with the adaptations required to make it 
apply to corporation tax, section 39 of the Finance Act, 1973, 
which counters in the field of income tax and corporation profits 
tax the tax avoidance device known as “ loss buying ”.

PART III
Special Classes of Companies

Part 111 lays down rules for the treatment, for purposes of corpora
tion tax, of special classes of companies, namely, small companies, 
companies carrying on mutual business, industrial and provident 
societies, building societies, companies involved in partnerships and 
life assurance companies.

8



Section 28 provides for a reduced rate of tax of 40 per cent, on a 
company’s income where its total profits for an accounting period of 
twelve months do not exceed £5,000 and for marginal relief where 
the total profits fall within the range from £5,000 to £10,000. Where 
the company is a member of a group or where the accounting period 
is less than twelve months appropriate adjustments are to be made in 
the limits of £5,000 and £10,000.

Section 29 deals with distributions made by a company carrying 
on a mutual business or not carrying on any business. The broad 
effect will be that such distributions will not carry tax credits except 
to the extent that they are made out of profits charged to corporation 
tax or out of franked investment income.

Section 30 adapts for corporation tax purposes the existing income 
tax provisions relating to the treatment of industrial and provident 
societies. It secures that the exemption from tax of certain profits of 
agricultural and fishery societies will be continued under corporation 
tax and that payments of share and loan interest will be made 
without deduction of income tax and will not be regarded as distribu
tions. The restriction on the allowance of interest contained in 
existing law will apply for corporation tax purposes.

Section 31 provides, with effect from 1976-77, a statutory basis for 
the administrative arrangements which have been entered into between 
the Revenue Commissioners and certain building societies regarding 
the tax treatment of their profits and interest paid or received by 
them. The only change in existing practice proposed relates to the 
treatment of dividends or interest paid or credited by a building 
society to a company. Such income is regarded for income tax 
purposes as taxed income in the hands of the company which is, how
ever, charged to corporation profits tax on the basis of the actual 
amount received by it The section secures that the charge to corpora
tion tax will be based on the grossed up interest or dividends with a 
credit against that tax for the income tax included in the grossed up 
amount.

A new relief is being provided under which the actual amount of 
dividends or interest paid or credited to an individual by a building 
society will be available to cover charges, for example, annuities, 
payable by him.

In recognition of the special position of building societies by reason 
of their exemption from corporation profits tax, the section provides 
that they will be charged to corporation tax on their retained profits 
at the reduced rate provided for by section 79, that is, at a rate 
equivalent to the standard rate of income tax.

A transitional problem will arise on the changeover from income 
tax to corporation tax. This is catered for in the section by the allow
ance, in computing profits for corporation tax, for an accounting 
period ending before April 6, 1976, of interest and dividends paid 
for the accounting period with the addition of the income tax in 
respect thereof.

Section 32 lays down rules for the assessment to corporation tax 
of a company’s share of the profits of a trade in which it is a 
partner. The section regulates for a company’s accounting period the 
treatment for corporation tax purposes of its share of the partnership 
profit or loss, charges on income, capital allowances and balancing 
charges and provides for the necessary apportionments.

Section 33 provides for relief in respect of management expenses, 
similar to that available to investment companies under section 15, 
to be given to life assurance companies which are charged to cor
poration tax under Case III of Schedule D and lays down detailed 
rules for the calculation of such relief. The relief is similar to that 
provided for income tax purposes by section 214 of the Income Tax 
Act, 1967, for the year of assessment 1975-76 and earlier years.

Section 34 provides for the separate assessment to corporation tax 
of an assurance company’s life assurance business and its other
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insurance business. It also secures that, in computing a trading loss 
incurred in its life assurance business for purposes of relief from 
corporation tax, the investment income of the life assurance fund 
must be taken into account.

Section 35 provides that, in computing profits of a life assurance 
business under Case I of Schedule D, any part of the profits allocated 
to, reserved for or expended on behalf of policy holders or annuitants 
is to be excluded. If any excluded amounts cease to be reserved for the 
benefit of the policy holders or annuitants they will be treated as 
profits of the accounting period in which the cessation takes place. 
Ordinary life business and industrial life business are to be treated as 
separate businesses, and the management expenses relief provisions 
are to be applied separately to each.

Section 36 is complementary to section 35. It provides that where 
the rate of corporation tax for any financial year exceeds the 
standard rate of income tax for the year of assessment in which 
that year ends, relief will be given to reduce the corporation tax borne 
on the policy holders’ share of unrelieved income to the amount of tax 
which would have been borne on it if the corporation tax rate had 
been equal to the standard rate of income tax.

Section 57 charges to corporation tax the chargeable gains 
reserved for policy holders at a rate of 26 per cent, of the gains so 
reserved and provides that the reserved gains so charged are not 
to be reduced for charging purposes in accordance with section 13. 
The amount chargeable will be a net amount after deducting the 
policy holders’ share of relevant reliefs such as those in respect of 
charges on income and management expenses.

Section 38 secures that, notwithstanding section 2 which excludes 
franked investment income from the computation of Case I profits, 
such income of a resident company which is attributable to the invest
ments of the company’s life assurance fund shall, for the purposes of 
sections 33, 36 and 37, be taken into account in computing the 
company’s trading income in accordance with Case I of Schedule 
D.

Section 39 provides that an assurance company’s profits from 
annuity business are to be separately charged to tax under Case IV 
of Schedule D without any deduction for expenses of management. 
(These expenses are relieved under section 33 against investment 
income.) The section also provides that pension business and general 
annuity business are to be regarded as separate businesses for the 
purposes of the section and that a loss incurred in either business can 
be carried forward only against subsequent profits of the same class.

A deduction will be allowed for any part of profits belonging or 
allocated to, or reserved for, holders of policies referable to pension 
business and, notwithstanding that a purchased life annuity is re
garded as containing a capital element under section 239 of the 
Income Tax Act, 1967, the whole annuity may be allowed as a 
deduction in computing profits or as a charge on income.

Section 40 deals with the charging under Case IV of Schedule D 
of the profits of the general annuity business of a life assurance 
company and the treatment of annuities referable to that business.

Section 41 grants exemption from corporation tax on income 
from, and chargeable gains referable to, the pension business of a 
life assurance company. The section also provides rules relating to 
the computation of the company’s profits from pension business 
which under section 39 are chargeable to corporation tax under 
Case IV of Schedule D and for the treatment, for purposes of that 
section, of annuities payable by the company in connection with its 
pension business.
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Section 42 provides that, where foreign investments are held by 
the foreign life assurance fund of a life assurance company, the 
liability to corporation tax on the income from such investments is 
to be computed on the remittance basis as in the case of individuals 
not domiciled in the State. It also extends to income from certain 
Government and other securities forming part of the investments 
of the foreign life assurance fund of a life assurance company the 
exemption from tax in respect of such income accorded to persons 
not domiciled in the State. Provision is made for corresponding 
relief from the charge under Case IV of Schedule D in respect of 
general annuity and pension business and for a proportionate re
striction of management expenses relief.

Section 43 secures that a proportion of the total world income 
(including distributions from resident companies) from the invest
ments of the life assurance fund (excluding the pension and general 
annuity funds) erf a non-resident assurance company (which in this 
section and the following four sections is referred to as an overseas 
life assurance company) is to be charged to corporation tax under 
Case III of Schedule D. The proportion is that which the company’s 
actuarial liabilities on foot of its Irish business bear to its total 
liabilities to policy holders (excluding in all cases liabilities referable 
to pension and general annuity business). The same treatment is 
accorded to the chargeable gains of such a company.

Section 44 secures that the charge on an overseas life assurance 
company to corporation tax under section 39 in respect of profits 
arising from general annuity business carried on in the State will 
extend only to a proportion of the profits arising from that business 
in the same manner as, under section 43, such a company is 
charged only on a proportion of its income from the investments 
of the life assurance fund (excluding the pension and general 
annuity funds).

Section 45 prevents, in the case of an overseas life assurance 
company, the deduction of foreign tax in computing income or gains 
since the portion of income and gains chargeable to corporation tax 
is regarded as the measure of the income arising from the Irish 
branch business. The section modifies section 8 so as to restrict the 
amount of income tax deducted from payments received which may 
be set off against corporation tax chargeable under section 43 or 44 
to a sum not exceeding income tax at the standard rate on the 
portion of the income chargeable under either of those sections.

Where, under a double taxation agreement, an overseas life 
assurance company is entitled to a tax credit in respect of distribu
tions received from resident companies, the credit will be available 
for set off against corporation tax but the restrictions mentioned 
above will be based on the aggregate of the tax credit and the in
come tax deducted from payments received.

Section 46 enables an overseas life assurance company to obtain 
a tax credit in respect of distributions received from a resident 
company in circumstances where the overseas company is not en
titled to a tax credit under a double taxation agreement.

Section 47 lays down the basis on which expenses of management 
are to be computed for the purposes of relief under section 33 in 
the case of an overseas life assurance company carrying on business 
in the State. Overall management expenses are apportioned between 
the different classes of business on the basis of mean liabilities as 
defined in the section and the amounts so apportioned are to be 
further apportioned to arrive at the expenses attributable to the 
Irish business falling into each class.

....

Section 48 provides that where under a life policy a policy holder 
obtains an asset other than cash the asset is to be valued at market 
value for capital gains tax purposes and for the purpose of com
puting income under Case I or Case IV of Schedule D.
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Section 49 enables a life assurance company to recover from a 
policy holder, by deduction from the benefit payable on termina
tion of his policy, the capital gains tax attributable to the invest
ments underlying the policy where it is an 44 investment-linked ” 
policy taken out before the coming into operation of capital gains 
tax.

Section 50 is concerned with the interpretation of the provisions 
dealing with the taxation of life assurance companies.

Section 51 brings into charge to corporation tax foreign interest 
and dividends arising to a non-resident bank, insurance company 
or company dealing in securities, which carries on business in the 
State, in so far as such interest and dividends are attributable to 
that business.

The section also provides that any expenses (other than interest) 
incurred by non-resident banking, etc., companies carrying on busi
ness in the State which are attributable to the acquisition or holding 
of Government and certain other securities the income from which 
is exempt from tax in the hands of non-residents, and any profits or 
losses on the disposal of such securities, are to be disregarded in com
puting profits or losses for corporation tax purposes.

In computing under section 43 the amount of the investment in
come of the life assurance fund of a non-resident assurance com
pany foreign interest and dividends are to be included. In addition, 
where interest on Government, etc., securities is excluded in a com
putation under section 43, a corresponding reduction will be made 
in the amount of the expenses of management to be allowed for 
corporation tax purposes. A similar restriction will apply as regards 
the pension and general annuity business of a non-resident 
company.

Section 52 prevents relief from tax being given in respect of 
interest on money borrowed for the purposes of a business carried 
on in the State by a non-resident bank, insurance company or 
company dealing in securities and used for the purchase of the 
exempt Government and certain other securities referred to in 
section 51. Such interest is not dealt with in section 51 (2) and is 
therefore catered for as a separate matter in the present section 
which provides detailed rules for the exclusion of the appropriate 
part of such interest in computing on the basis of Case I of 
Schedule D the profits for corporation tax purposes of a non
resident bank, insurance company or company dealing in securities 
which carries on business in the State. It also provides for an 
appropriate restriction, by reference to the interest referred to, of 
the expenses of management in the case of a non-resident life 
assurance company carrying on business in the State whose liability 
to corporation tax is computed under Case III of Schedule D in 
accordance with section 43. The section applies similar restrictions 
in the computation of the profits of the pension business and 
general annuity business of a non-resident assurance company.

PART IV

Profits from Export of Certain Goods

Part IV substitutes new provisions, suitably framed for the pur
poses of corporation tax, for the existing provisions relating to 
relief from income tax of profits from certain export sales contained 
in Chapter IV of Part XXV of the Income Tax Act, 1967, and subse
quent amending legislation, and the corresponding provisions relating 
to relief from corporation profits tax.

The only changes of significance which will be effected by the
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proposed new provisions are mentioned in the notes following the 
table below which provides cross references from the proposed new 
provisions to the corresponding existing provisions.

Subject matter

Corporation 
Tax Bill, 1975

Corresponding existing 
provision

Section Section Act

Definition of “relevant accounting 
period”...................................

eonmelytq b ,.g.e) noi’udrtlsi
53 398 Income Tax Act,

1967

Meaning of “goods” 54 399 ibid.

Ship building and repair .. 55 400 ibid.

Export of certain goods .. 56 68 Finance Act, 1974

Standard period........................

Basis of relief from corporation tax

!*; r,•}{■/. r.) yiiTi'ii i "* 1 2 nprtiif 
-Odhf'b n '1 I'tob:’

V-Hrr :r»q/‘; V, •:

57

r.H Jiboi>.r
58 (see

Note 1)

7 ’ J '

403 Income Tax Act,
1967

404 ibid.
409 ibid.
410 (1) (b) ibid.

13 Finance (Miscell
aneous Provisions) 
Act, 1956

Certain manufacturing services .. 59 406 Income Tax Act,
1967

Relief for engineering services in 
relation to works outside the 
State ................................... 60 34 Finance Act, 1968

Adjustments of certain amounts 61 (see
Note 1)

411 Income Tax Act,
1967

Transactions between associated 
persons and company succeeding 
to trade of another company 62 412 ibid.

Production of documents and 
records ................................... 63 413 ibid.

Distributions ........................
moil tylr: s

64 (see 
Note 2)

410 ibid.

Dividends and other distributions 
at gross rate or of gross amount

anMil • -I-’ q ,
65 (see

Note 3)
No corresponding pro

vision

Effect of reduction of tax credit
<nr. \o *• - ■•■ : t 'r r

66 410 Income Tax Act,
1967

4 Finance Act, 1974 
(proviso)

Distributions to non-resident in
dividuals ...........................

- .
67 (see 

Note 4)
No corresponding pro

vision

Appeals....................................... 68 414 Income Tax Act,
1967

NOTES

1. —Section 58 lays down, in subsections (/) and (J), rules, which 
maintain the effect of existing law, for determining the relief from 
tax in respect of excess export sales or total export sales, as the case 
may be. It also provides for any necessary apportionments where a 
relevant accounting period constitutes part of a period for which a 
company makes up its accounts. (Similar apportionments are provided 
for in section 61.)

2. —Section 64 contains a new provision to deal with the situation 
where a dividend was paid for a period for which there were no 
taxable profits and consequently no export sales relief. Hitherto, it
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was the practice to deduct income tax at the standard rate from a 
dividend paid for such a period. The new provision ensures that 
where the distributions exceed the distributable income for the 
accounting period, the tax credit in respect of the excess will be 
calculated having regard to any export sales relief for the immediately 
preceding accounting period. Where the profits of the latter account
ing period are insufficient, recourse will be had to the next imme
diately preceding accounting period and so on.

•

3. —Section 65 deals with the case where a tax credit, reduced 
under section 64, is in respect of a distribution to which section 178 
applies. The latter section provides that an obligation created before 
April 6, 1976, to make a fixed rate distribution (e.g., a preference 
dividend) will as from that date be satisfied by payment of such an 
amount as will, with the addition of the normal tax credit in force 
on that date, be equal to the gross distribution which the company 
was previously obliged to make. In these circumstances the section 
requires the company to make a supplementary payment equal to 
the amount by which the tax credit as reduced under section 64 
falls short of the normal tax credit.

4. —Section 67 provides that, in computing the liability to income 
tax at the higher rates of certain non-resident individuals, a distribu
tion (without the addition of the tax credit) out of export-relieved 
profits will be reduced in the same proportion as the income (i.e., 
the distribution with the addition of the tax credit) would be reduced 
in the case of a resident individual.

PART V

Profits from Trading within Shannon Airport

Part V substitutes new provisions, suitably framed for the purposes 
of corporation tax, for the legislation contained in Chapter I of 
Part XXV of the Income Tax Act, 1967, relating to relief from 
taxation of certain profits from trading operations carried on within 
Shannon Airport. Apart from adaptations there are no changes of 
significance in the new provisions as compared with the existing 
provisions.

The table below provides cross references from the proposed new 
provisions to the corresponding existing provisions.

Subject matter

Corporation 
Tax Bill, 

1975

Corresponding existing 
provision of

Income Tax Act, 1967

Section Section

Definitions....................................... 69 373

Exempted trading operations 70 374

Disregard of income or losses in 
the case of exempted trading 
operations ........................... 71 375

Transactions between associated 
persons ........................................ 72 376

Delivery of statements, etc. 73 377

Exception from Part IV .. 74 378

Reduction of capital allowances 75 379

Distributions ........................... 76 380

Provision for charges on income.. 77 381
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PART VI

Associated Companies: Relief under Parts IV and V

Section 78 reproduces, with the necessary adaptations to make it 
applicable to corporation tax, section 36 of the Finance Act, 1968, 
which provides for the giving of export sales relief or Shannon 
relief, as the case may be, in respect of profits arising from sales 
between associated companies operating in the State which, apart 
from such sales, do not sell goods on the home market.

PART VII 

Special Exemptions

Section 79 is designed to secure that certain income which is at 
present exempt from corporation profits tax but which is liable to 
income tax will be charged to corporation tax at a rate equal to the 
standard rate of income tax. Examples of income to which the sec
tion applies are the income of certain public utility companies, the 
income of The Agricultural Credit Corporation Limited, the income 
of a company which is precluded from distributing any part of its 
profits to its members and certain income of companies established 
for charitable purposes.

Section 80 preserves under corporation tax the existing exemption 
from income tax in respect of the trading profits of the Voluntary 
Health Insurance Board provided for in section 347 of the Income 
Tax Act, 1967. The existing exemption from corporation profits tax 
in respect of the whole of the Board’s income is in effect carried 
into corporation tax by section 79 which provides for a reduced 
rate of corporation tax in the case of companies precluded from 
making distributions.

PART VIII

Distributions out of Certain Profits from Mining

Section 81 reproduces section 387 of the Income Tax Act, 1967, 
suitably adapted for corporation tax purposes, and takes account of 
the changes introduced by the Finance (Taxation of Profits of Certain 
Mines) Act, 1974. The tax relief in respect of certain mining profits 
terminated on April 5, 1974, and the section is concerned with distri
butions made out of tax-relieved income which arose before that date. 
It provides that such distributions are not to rank as income for any 
purpose of the Income Tax Acts in the hands of the recipient. 
Where the recipient is another company the distribution is to be 
treated as if it were exempted income, with the same consequences 
as if the recipient company had itself been granted mining relief in 
respect of the income represented by the distribution.

Section 82 provides for a reduction in the tax credit in respect of 
distributions made after April 5, 1976, out of profits derived from 
the mining of coal, gypsum and anhydrite on which tax relief was 
given for years up to and including 1968-69 under the Finance 
(Miscellaneous Provisions) Act, 1956, and Chapter III of Part XXV 
of the Income Tax Act, 1967.

PART IX

Schedule F and Company Distributions

Part IX sets up a new Schedule, Schedule F, under which company 
distributions are to be charged to income tax for the year 1976-77 and 
subsequent years. It defines the meaning of “ distribution ” and lays 
down rules for the giving of a tax credit in respect of dividends and 
other distributions made by an Irish resident company. Where the

15



profits out of which a distribution is made did not bear tax, e.g., a 
capital profit accrued before April 6, 1974, or bore tax at a rate less 
than the rate of tax credit, e.g., a capital profit accrued on or 
after April 6, 1974, and taxed at 26 per cent, provision is made for 
the collection from the company of the difference between the 
amount of the tax credit and the tax (if any) borne on the profits.

Section 83 imposes a charge to income tax under the new 
Schedule F on dividends and other distributions made by resident 
companies. The measure of the income to be charged under 
Schedule F will be the aggregate of the distribution and the tax 
credit in respect of it to which the recipient is entitled under 
section 88. A non-resident recipient will not be entitled to a tax 
credit except by virtue of a double taxation agreement or where he 
is entitled to proportional personal allowances under section 153 of 
the Income Tax Act, 1967.

Section 84 defines “ distribution Briefly, a distribution will com
prise any dividend, including a capital dividend, any distribution in 
respect of shares (except a bona fide repayment of capital or a dis
tribution in respect of share capital on a winding up), the redemp
tion of bonus securities, certain interest which is in the nature of a 
distribution, the value of assets or liabilities of a company trans
ferred to its members in so far as it exceeds any consideration given 
for the transfer and, in the case of a close company, certain pay
ments to or for participators or directors (or to or for any associate of 
a participator or director) which are distributions by virtue of section 
96 or 97.

Section 85 is designed to prevent tax avoidance where a company 
repays share capital and at the time of the repayment, or thereafter, 
replaces the share capital by a bonus issue. The section provides 
that the amount of the bonus issue, up to the amount of the 
share capital repaid, is to be regarded as a distribution. It is 
provided that, in the case of a non-close company, a bonus issue of 
share capital which is not redeemable and which is made more than 
ten years after the capital repayment is not to be treated as a 
distribution.

Section 86 covers the converse situation to that dealt with in 
section 85, that is, a bonus issue followed by a repayment of share 
capital. There is an exclusion on the same lines as that in section 
85 where a non-close company is concerned.

Section 87 provides further definitions for the purposes of this 
Part. The section also contains provisions to prevent avoidance of 
tax by means of collusive arrangements between companies to make 
distributions to each other’s members.

Section 88 provides for the tax credit to be given in respect 
of distributions made by Irish resident companies to persons 
resident in the State. Except where the incentive reliefs are 
involved, the value of the tax credit will be a fraction of the 
distribution arrived at by reference to the standard rate of income 
tax for the year of assessment in which the distribution is made. 
The application of this fraction to the distribution will, by virtue 
of section 83 (2), have the effect that the income represented by the 
distribution will be equivalent to the amount of the distribution 
grossed up at the standard rate. An Irish resident company which 
receives a distribution to which a tax credit attaches may claim 
payment of the credit from the Revenue if such company, for 
example a charity, is entitled to any special relief from tax on the 
income represented by the distribution. A person (other than an 
Irish resident company) who is entitled to a tax credit may set the tax 
credit against his income tax liability, and may claim payment of any 
excess of the tax credit over that liability. This applies also to a non
resident person who is entitled (for example, under a double taxation 
agreement) to a tax credit in respect of a distribution.

Section 89 deals with the case where the profits of a company are 
stripped by way of a distribution which is, or arises out of, an issue
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of bonus shares or the repayment of a security and which is to be 
treated as a distribution by virtue of section 84 (2) (c) or {d), 
85 or 86 (7).-It applies to any recipient of such..a distribu
tion and provides that, except in so far as the recipient obtains a 
normal return on his investment, no account will be taken of such 
distributions or the tax credit in respect of them for the purposes of 
any exemption, relief or set-off against tax liability.

Section 90 provides that, where a company makes a distribution, 
after April 5, 1976, out of a capital profit made before April 6, 1974 
(the base date for the capital gains tax), the company will be assessed 
to income tax at the standard rate to recover from it tax equivalent to 
the tax credit in respect of that distribution. The section also deals 
with the case where a distribution is made out of a capital gain which 
accrues on or after April 6, 1974, and which therefore bears either 
capital gains tax (i.e. at the rate of 26 per cent.), or an equivalent 
amount of corporation tax, at a rate lower than the rate of tax credit 
in respect of the distribution. In these circumstances the company will 
be obliged to account to the Revenue for the deficiency. Provision is 
made for the case where a close company makes a payment to or 
for a participator or his associate or pays interest to a director or 
his associate in such circumstances that the payment is a distribution 
by virtue of section 96 or 97. If such a distribution is greater than 
the profits of the company then, for the purpose of recovering from 
the company an amount equivalent to the tax credit in respect of the 
excess, the excess will be deemed to be made out of capital profits 
which have not been charged to capital gains tax or to corporation 
tax.

Section 91 is designed to prevent a loss of tax where a company 
which has begun to be resident in this country makes a distribution 
out of profits which were not charged to Irish tax during the period 
of non-residence. A distribution made out of such profits will carry 
a normal tax credit and, in appropriate circumstances, a recipient 
could claim payment of it from the Revenue. The company making 
the distribution will therefore be charged to income tax at the standard 
rate under Case IV of Schedule D on an amount which will produce 
tax equivalent to the tax credit in respect of the distribution.

Section 92 provides that certain distributions made on or after the 
date of circulation of the Bill and up to and including April 5, 1976, 
will be deemed to have been made on April 6, 1976. The section 
has effect for the purposes of sections 83, 88 and 90 but does not 
apply to any dividends which, under existing law, are income for in
come tax purposes or to other distributions which are declared or 
publicly announced before the date of circulation of the Bill but are 
not made until after that date. The purpose of the section is to pre
vent forestalling by the extraction of funds from companies so that 
the provisions of this Part in relation to the taxation of distribu
tions would not apply.

Section 93 secures that dividends paid out of exempt farming 
profits arising before April 6, 1974, or out of exempt profits from 
woodlands or from the sale of the services of a stallion will not 
carry a tax credit, will be disregarded for tax purposes in the hands 
of an individual and will rank as exempt profits when received by a 
resident company.

PART X 

Close Companies

Part X is designed to counter the avoidance of income tax at the 
higher rates by means of the device of allowing the profits of close 
companies to be accumulated rather than distributed to shareholders 
in whose hands the distributions would attract income tax at the 
higher rates. It does this by imposing a surcharge at the rate of 20 per 
cent, on the undistributed after-tax investment and estate income of
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close companies. Broadly speaking, a close company is one which is 
under the control of five or fewer participators or of participators who 
are directors. This Part also extends the meaning of the term “ dis
tribution ” so far as close companies are concerned and imposes a 
charge to tax where loans are made by a close company to a 
participator. (Further provisions are made in section 162 for close 
“ service ” companies and section 180 provides for the commence
ment of the surcharge under sections 101 and 162.)

Section 94 defines “ close company ”. Non-resident companies, 
registered industrial and provident societies and building societies 
covered by Part III of the Bill, companies controlled by the State or 
controlled by a non-close company will not be regarded as close 
companies.

Section 95 sets out the conditions which must be satisfied by a 
company with quoted shares before it can be regarded as a non
close company.

Section 96 extends for close companies the meaning of “ distribu
tion ” and secures that expenses incurred by such a company in pro
viding benefits for participators will be regarded as distributions 
where those benefits are not chargeable under the existing provisions 
for the taxation of benefits in kind. Expenses incurred in providing 
pensions and similar benefits are excluded. There is a provision to 
counter the possibility that two or more companies might arrange to 
make payments to each other’s participators.

Section 97 treats as a distribution interest in excess of a reasonable 
limit paid on or after April 6, 1976, by a close company to a director 
or his associate where the director has a material interest in the close 
company or in another company by which it is controlled. A person 
will be regarded as having a “ material interest ” in a company if he 
on his own, he and his associates, or his associates by themselves, 
hold beneficially either directly or indirectly more than 5 per cent of 
the ordinary share capital. The “ reasonable limit ” is to be deter
mined by applying the rate of 12 per cent, or such other rate as may 
be prescribed by the Minister for Finance to the total of the loans or 
(if less) the issued share capital plus any share premium account. 
There is a provision to prevent avoidance by an arrangement for com
panies to make payments to each other’s participators.

Section 98 imposes on a close company a charge to income tax at 
the standard rate on the grossed up equivalent of a loan or advance 
made on or after April 6, 1976, to a participator or his associate by 
the company if its business does not include the making of loans. 
The amount assessed will not be regarded as a charge deductible 
for corporation tax purposes. There are provisions for giving relief 
to the company, on due claim, in respect of any part of the loan or 
advance repaid to the company. To prevent forestalling a loan made 
between the date of circulation of the Bill and April 6, 1976, to 
the extent to which it is not repaid in that period, will be deemed 
to have been made on April 6, 1976, and consequently will be 
within the scope of the section. The section will not apply where 
the loan does not exceed £15,000 and the borrower works full-time 
for the company or an associated company and has not a material 
interest (within the definition in section 97) in the company.

Section 99 provides that, where a company which is assessed to in
come tax under section 98 releases or writes off the whole or part of 
the debt created by the loan or advance, the person benefiting by that 
release will be regarded as having received at the time of the release 
income of an amount which after deduction of income tax at the 
standard rate is equal to the amount written off or released. The 
income tax so attributed will not be repayable and the amount 
treated as income will not be assessed to tax at the standard rate or 
reduced rate, but will be included in total income chargeable to tax 
at the higher rates subject to a credit for the tax at the standard 
rate. The amount released will not be available to relieve the reci
pient of any obligation to account for tax on any annual payments 
made by him.
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Where a company which is assessable under section 98 in respect 
of a loan made between the date of circulation of the Bill 
and April 6, 1976, writes off any part of the debt before April 6, 
1976, the writing off will be deemed to have been made on April 6, 
1976, and consequently the section will apply to the recipient of the 
loan.

Section 100 defines certain terms which are used in this Part for 
the purpose of identifying income liable to the surcharge under 
section 101.

The distributions of a company for an accounting period are 
defined as the sum of the dividends declared for that period and paid 
or payable not later than 18 months from the end of the period and 
any distributions, other than dividends, made during the accounting 
period.

For surcharge purposes, the income of a company for an account
ing period is to be computed without regard to any losses or 
allowances carried forward from a previous accounting period or 
carried back from a later accounting period, but losses or allowances 
of the accounting period are deductible. The income referred to here 
is that directly chargeable to corporation tax and is exclusive of 
franked investment income of the company. From the amount of the 
income so ascertained is deducted the corporation tax which would 
be payable by the company for the accounting period if the tax were 
computed on the basis of that amount. The effect of the adjustments 
is to ascertain the amount of the income arising in the accounting 
period after deduction of the relevant corporation tax.

“ Distributable income ” of a company for an accounting period is 
defined as the amount of the after-tax income with the addition of 
any distributions received in the period.

“ Investment income ’* of a company means income other than 
estate income which in the hands of an individual would not rank as 
earned income for income tax purposes.

“ Estate income ” means income in the nature of rent from land 
or buildings which is chargeable to tax under Case m, IV or V of 
Schedule D.

“ Trading income ” means income arising from a trade (including 
farming) or profession and a “trading company” is any company 
which exists wholly or mainly for the purpose of carrying on a trade 
and any other company whose income does not consist wholly or 
mainly of investment or estate income.

“ Distributable investment income ** of a company for an account
ing period is in effect that part of its distributable income which is 
attributable to investment income.

“ Distributable estate income ** of a company for an accounting 
period is in effect that part of its distributable income which is 
attributable to estate income.

In the case of a trading company reductions of 5 per cent, and 
1\ per cent, will be made in arriving at the amounts of its distribu
table investment income and distributable estate income respectively 
in order to allow for any management or other overhead expenses 
attributable to that income.

Section 101 provides for an additional charge of corporation tax 
(referred to as a surcharge) on close companies at the rate of 20 per 
cent, of the excess of the aggregate of the distributable investment 
income and the distributable estate income over the distributions 
made for an accounting period. There will not be a surcharge where 
the excess is £500 or less and marginal relief is provided where the 
excess is slightly greater than that amount. There are provisions to 
prevent the relief being abused by the setting up of a number of 
associated comoanies.

It is provided that the amount on which the surcharge will be made 
is not to exceed the accumulated undistributed income at the end of 
the accounting period with the addition of any transfers to capital 
reserves, bonus issues or other transactions which occur after the date 
of circulation of the Bill and which would reduce the accumulated 
income available for distribution.
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A normal tax credit only will attach to any amount on which a 
surcharge has been imposed and which is later distributed. Accord
ingly there will be no tax credit in respect of the surcharge.
.u !i" x no f'U'irfn 5v . Oj ! wti\ ■ a . i ’'* on i

Section 102 defines “ associated company ” and “ control ”.
A company is to be regarded as another’s associated company if, at 

a given time or within one year previously, one has control of the 
other or both are under common control.

The definition of control covers direct and indirect control of a 
company’s affairs. A person will be regarded as having control of a 
company if he on his own, with another person or persons or through 
a nominee has or is entitled to acquire the majority of the share 
capital, voting power or rights. The rights and powers of a person’s 
associates and of any company controlled by him or by him and his 
associates or their nominees are to be regarded as belonging to that 
person. If, by the application of those provisions, a company could 
be treated as under the control of five or fewer participators, it is to 
be so treated.

Section 103 provides further definitions for the purposes of this 
Part.

“ Participator ” is defined as a person having a share or interest 
in the income or capital of a company including any person holding 
present or future rights to share capital, voting rights, loan capital 
(except in respect of an ordinary bank loan), rights to a premium on 
the redemption of loan capital and any other rights entitling him to 
share in any distribution by the company or the application directly 
or indirectly for his benefit of any present or future assets of the 
company.

“ Associate ”, in relation to any person, whether a participator or 
not, is defined as including his close relatives, his partners, the 
trustees of any settlement made by him or by any close relative and 
if the person is interested in any shares or obligations of the 
company which are subject to any trust or are part of a deceased 
person’s estate, any other person interested in them.

“ Director ” is defined as including any person in accordance with 
whose directions or instructions the directors are accustomed to 
act and any manager who, alone or with associates, owns or controls 
20 per cent, or more of the ordinary share capital of the company.

“Loan creditor” is defined as including any person holding 
redeemable loan capital issued by the company and any person to 
whom the company is indebted for money borrowed or capital 
assets acquired by it. The definition also includes any person entitled 
to a debt from the company in return for a right to receive income 
and any person who has received or will receive substantially more 
from the company than the value of the consideration he has given 
it. A bank will not be deemed to be a loan creditor in respect of 
money lent to the company in the ordinary course of its banking 
business.

Section 104 empowers the Inspector to obtain, by written notice, 
the information which he needs for the purposes of this Part.

• . .... . t, t-r- .. , .. .... * .

PART XI 

Group Relief

Part XI secures that, where an Irish resident company receives 
from another such company payments from which income tax is 
deductible, both companies, where they are members of the same 
group, may jointly elect that the payments may be made without 
deduction of income tax. Provision is made for a system of relief 
for trading losses and like matters under which the loss, etc., of one
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member of a group (the surrendering company) may be set off 
against the profits of another (the claimant company). Group relief 
will also be available to a consortium. Group relief will not be 
accorded unless the companies concerned are Irish resident com
panies. The Part contains provisions designed to prevent abuse of 
the reliefs afforded under it.

Section 105 provides that where, on or after April 6, 1976, a resi
dent company receives from another such company payments from 
which income tax is deductible, the companies may jointly elect 
that the payments may be made without deduction of income tax. 
The company making the payment must be a 51 per cent, subsidiary 
of the recipient company; or a 51 per cent, subsidiary of a resident 
company of which the recipient company is also a 51 per cent, 
subsidiary; or a trading or holding company owned by a consortium 
which includes the recipient company. A joint election may also 
be made where the recipient company is a 51 per cent, subsidiary of 
the paying company. The section will not apply to payments received 
by a company in relation to any investments if a profit on the sale 
of the investments would be treated as a trading receipt of that 
company.

In determining whether a company is a 51 per cent, subsidiary of 
another, no account will be taken of any share capital owned 
directly or indirectly by the latter company in a company not resident 
in the State, or of share capital held indirectly by the latter company 
where the direct owner is a company for which a profit on sale of 
the shares would be a trading receipt.

“ Trading or holding company ” means a trading company or a 
company whose business consists wholly or mainly in the holding 
of shares or securities of trading companies which are its 90 per 
cent, subsidiaries. A “ trading company ** is one whose business 
consists wholly or mainly of the carrying on of a trade or trades. 
A company is owned by a consortium if 75 per cent, or more of 
its ordinary share capital is beneficially owned between them bv 
five or fewer companies resident in the State none of which benefi
cially owns less than 5 per cent, of that capital.

Section 106 regulates the manner in which an election may be 
made or terminated for the purposes of section 105. The Inspector 
has three months in which to accept or reject an election. If he 
rejects it within that time, the companies may appeal against this 
decision and the normal appeal provisions in relation to assessments 
will apply. If he accepts it within the three months, it takes effect 
from the notification of acceptance. Tf he neither accepts nor reiects 
it within the three months, it takes effect from the end of the three 
months. An election will cease to have effect if at any time the 
companies cease to be entitled to make the election. It may also 
be revoked at any time if either company gives the Inspector notice 
in writing to that effect.

Section 107 sets out the general nature of group relief and the 
conditions under which it will be available for trading losses and 
other amounts such as management expenses and charges on income 
which could otherwise be carried forward for set-off in a subseouent 
accounting period. The loss. etc., is surrendered by the companv 
sustaining it and allowed to any other company or companies with 
which it is associated either as members of the same group (sub
section (/)) or as being concerned in a consortium of companies 
(subsection (2)).

Two companies are members of the same group if one is a sub
sidiary of the other or both are subsidiaries of a third company, the 
parent/subsidiary relationship being determined according to the 
test of not less than 75 per cent, ownership of the ordinary share 
capital. . .

Group relief within a consortium will be available where the 
surrendering company is a trading company which is owned by a 
consortium and which is not a 75 per cent, subsidiary of any 
company and the claimant company is a member of the consortium.
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Similar relief will be available where a holding company which owns 
90 per cent, of the ordinary share capital of the surrendering 
trading company is interposed between the latter company and the 
members of the consortium. Ownership of a company by a con
sortium is defined as direct and beneficial ownership of all the 
ordinary share capital of that company by five or fewer companies. 
Two or more claimant companies are permitted to share in the 
surrendered group (but not consortium) relief in any proportion 
desired and in the case of group (including consortium) relief any 
deficiency or subvention payment in respect of a loss, etc., made by a 
claimant company to the surrendering company is to be ignored 
for corporation tax purposes.

Section 108 provides that group relief will not be available unless 
a company not only satisfies the requirement of holding 75 per cent, 
of the ordinary share capital but is also beneficially entitled to 75 
per cent, of the profits available for distribution to equity holders 
and to 75 per cent, of the assets available for distribution to equity 
holders on a winding up. There is corresponding provision in 
relation to a consortium.

Section 109 and the following six sections define the terms used 
in section 108. The main purpose of this group of sections is to 
identify the ultimate equity interest in the company and it requires 
that, to qualify for group relief, the parent company must have the 
required percentage of these ultimate equity interests.

“ Equity holder ” is defined as a person who holds ordinary shares 
in the company or is a loan creditor of the company otherwise than 
in respect of an ordinary commercial loan. Also included as an 
equity holder is any person who uses for the purposes of a trade 
assets which are owned by the company and who has directly or 
indirectly provided the funds to the company for the purchase of 
those assets.

“ Ordinary shares ” is defined as all shares other than fixed-rate 
preference shares, a term which is also defined.

Section 110 defines profits available for distribution to equity 
holders for purposes of section 108.

The percentage to which one company is entitled of any profits 
available for distribution is fixed as the percentage to which it would 
be entitled on a full distribution in money of the profits of the 
other company for the accounting period. If there are no profits 
in the accounting period, a token figure of £100 is to be used.

Section 111 defines what is meant by assets available to another 
company on a winding up. The percentage to which one company is 
entitled of any assets of another company available for distribution 
to its equity holders on a winding up is fixed as the percentage to 
which the first company would be entitled if the other company 
were to be wound up and on that winding up the value of the net 
assets were equal to the excess, if any, of the balance sheet assets 
at the end of the accounting period over the total balance sheet 
liabilities other than liabilities to equity holders as such. If there 
is no such excess or if a balance sheet is not drawn up, a token 
figure of £100 is to be used.

There is provision for preventing the manipulation of the assets 
test by which an artificial “ parent ” could inflate a “ subsidiary’s ” 
assets and qualify itself under the 75 per cent, test by putting equity 
capital into the subsidiary which the subsidiary immediately lends 
back to the parent.

Section 112 applies in the case where an equity holder whose 
rights in a distribution of profits or assets on a winding up are 
limited by reference to a specified amount or amounts. For example, 
an equity holder may be entitled to dividends up to a total of 
£5,000, but no more, or he may be entitled to all the assets up to
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£10,000 on a winding up, but to only 1 per cent, of the excess. 
Such arrangements could be used to manipulate the purported 
interests in a company for the purpose of qualifying for group 
relief. The section is designed to prevent such manipulation.

Section 113 deals with the case where an equity holder’s share 
in a distribution of profits or assets on a winding up diminishes with 
the efflux of time. For example, shares may lose the right to 
participate in profits or assets on a winding up, or other shares may 
gain rights. This may be used to enable one company to have the 
75 per cent, entitlement at a time when it would be advantageous 
for group relief purposes. The solution adopted is to take for the 
purposes of the 75 per cent, test whichever is the lower of the equity 
holder’s present or future rights.

Section 114 enables a beneficial percentage to be traced through 
a chain of companies.

Section 115 defines “ the relevant accounting period ” and pro
vides that a loan to a company is to be regarded as a security 
whether or not it is secured and, if secured, irrespective of the 
nature of the security.

Section 116 provides for group relief in respect of trading losses, 
capital allowances, expenses of management and charges on income. 
Where for an accounting period a surrendering company has incur
red a trading loss, the loss may be set off against the claimant 
company’s profits for a corresponding accounting period.

Group relief will be accorded in respect of capital allowances 
which are given by way of discharge or repayment of tax, for 
example, to a lessor of an item of machinery or plant, to the extent 
that those allowances exceed the associated current income of the 
accounting period. Relief will not be given on amounts carried 
forward from a previous accounting period.

Group relief is provided in respect of management expenses of 
investment companies. The relief to a claimant company (which need 
not itself be an investment company) is limited to any excess of cur
rent management expenses of an investment company over current 
profits for the accounting period. For this purpose the profits of 
the surrendering company against which the excess is measured are 
those for the accounting period before deduction of any management 
expenses or the set off of any allowances carried forward. Group 
relief for management expenses will not be allowable in the case 
of life assurance business.

Group relief is provided for charges on income. The relief will 
be limited to the excess of charges paid in the period over the 
profits actually arising in the period.

Where the claimant company is a member of a consortium, a 
fraction only of the loss or excess may be set off and that fraction is 
to be equal to the company’s share in the consortium subject to any 
further reduction to be made in ascertaining the amount for a 
corresponding accounting period by virtue of section 118.

Group relief is to apply for accounting periods beginning on or 
after April 6, 1976.

Section 117 limits the claimant company’s profits for the 
accounting period against which group relief will be available to the 
profits arising in the period as reduced by any other reliefs from 
tax except those derived from a subsequent accounting period. The 
other reliefs mentioned are to be determined on the assumption that 
the claimant company claims any relief available to it by reason of 
section 14 (6) or 16 (2) for the same accounting period.

Group relief claimed against the profits of a given accounting 
period must be granted before relief derived from a subsequent 
accounting period will be given against those profits.
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Section 118 defines a claimant company’s corresponding account
ing period as one which falls wholly or partly within the accounting 
period of the surrendering company and provides for an appropriate 
restriction by apportionment on a time basis where periods do not 
coincide.

Section 119 regulates the position in regard to companies joining or 
leaving a group or consortium. Relief will be given only if the 
surrendering and claimant companies are members of the same group 
or consortium during the whole of the surrendering company’s 
accounting period to which the claim relates and during the whole 
of the corresponding accounting period of the claimant company.

When two companies become or cease to be members of the 
same group an accounting period for each company is deemed to 
end and a new one to begin (unless an actual accounting period 
then begins or ends). In such circumstances the losses or other 
amounts for which relief is to be granted and the profits of the 
claimant company against which those losses or other amounts are to 
be set will be arrived at by apportionment on a time basis. Similar 
provisions will apply where a company begins or ceases to fulfil the 
conditions for consortium relief either as a surrendering company or 
as a claimant company.

JJ- > w ♦ ft*

Section 120 prevents abuse of group relief where, for example, 
because a parent company cannot, by reason of insufficiency of 
profits, benefit from capital allowances or losses of a subsidiary it 
transfers the subsidiary to another group in a position to benefit by 
way of group relief from the subsidiary’s losses, etc. When the 
subsidiary’s losses, etc., have been stripped it reverts to the original 
group. The effect of the section is that where any arrangements 
are made by which a company may be detached from one group 
relationship and joined to another group or where it may be 
controlled from outside the group the company is to be treated as 
having terminated the group relationship. The same approach with 
certain necessary modifications is applied to consortia.

Section 121 deals with a possible abuse of capital allowances in 
respect of machinery and plant purchased and then leased. The 
allowances with which the section is concerned are the accelerated 
capital allowances and investment allowance.

An example of the abuse which the section is designed to 
counter is where company A buys an asset for £lm. and leases 
it to company X, a loss-maker. An accelerated capital allow
ance of £lm. is then claimed by company A against the tax on 
its other profits. In the subsequent accounting period the asset sub
ject to the leasing contract is transferred to company B, a subsidiary 
of company A set up for the purpose, without a balancing charge 
falling due in respect of the sale of the asset because of the relation
ship between the two companies. Under prior arrangement company 
X purchases from company A the shares of company B at a price 
which reflects the benefit of the tax relief given to company A 
in respect of the asset. In this way company X through its group 
relationship with company B acquires ownership of the asset and 
a substantial share of the cash value of the tax relief obtained by 
company A in respect of the asset. In addition company B can 
obtain group relief in respect of company X’s losses. The section 
deals with this abuse by providing that a loss (created by the 
accelerated capital allowance) in respect of the leasing contract 
can be allowed only by carry-forward against subsequent profits (if 
any) arising under the contract.

Section 122 aims at preventing abuse in the case of partner
ships involving companies. The section is designed to ensure that relief 
for losses, etc., can only be allowed in respect of a company’s 
share in a partnership profit or loss where the share in reality 
accrues to, or in reality is borne by, the partner company. Where 
arrangements aimed at gaining a tax advantage exist such as, for 
example, where one partner pays another for its right to claim tax 
allowances or receives compensation for meeting actual losses, relief
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for losses in a partnership trade will be confined within the partner
ship and will not be available for relief against other profits of a 
partner which is a company.

Section 123 empowers the inspector to obtain information where 
he has reason to believe that arrangements of the kind mentioned. 
earlier exist, or have existed at any time material to a claim, in 
relation to matters dealt with in this Part.

Section 124 prevents double relief for a loss, etc. In particular, 
it ensures that two or more claimant companies cannot between 
them obtain relief for more than the whole loss, etc., of the 
accounting period of the surrendering company.

Section 125 provides the machinery for the making of claims for 
relief under this Part and for the making of adjustments where 
excessive relief has been granted. Group relief may be claimed by 
several companies each claiming for part of the loss, etc., and a 
company may claim less than the full amount in respect of which it 
could make a claim.

PART XII

Companies’ Capital Gains

For corporation tax purposes all questions as to the amounts 
which are or are not to be taken into account in computing 
chargeable gains or allowable losses will be determined in accord
ance with the provisions of the Capital Gains Tax Act, 1975. 
Part XII of the Bill is concerned mainly with the treatment of 
chargeable gains in special situations involving groups of companies.

Section 126 gives the Revenue the right to recover tax from a per
son who is “ connected with ” a company which has made a charge
able gain if the company has not paid the tax on the gain within six 
months of the due date and the company makes to that person a capi
tal distribution (other than one representing a reduction of capital) 
which derives from or consists of the disposal of assets on which the 
chargeable gain accrued to the company. Within two years of the 
due date the connected person may be assessed, in the name of the 
company, to an amount of tax not exceeding the amount or value 
of the distribution which he received or was entitled to receive from 
the company and not exceeding that person’s proportionate share of 
the tax on the gain at the rate in force when the gain accrued.

The person so assessed will have a right of recovery against 
the company and the assessment will not affect that person’s 
liability to tax in respect of the capital distribution.

Section 127 provides rules to deal with the case where, on a 
reconstruction or amalgamation, one company takes over the whole 
or part of the business of another company and that other company 
receives no consideration for the transfer of the business other 
than the taking over of its liabilities. The section provides that 
there will be no charge on the transferor company when it transfers 
its assets but the transferee company will be treated as if it had 
acquired them at the time and at the price at which they were in 
fact acquired by the transferor company. Trading stock is excluded 
from the operation of the section.

Section 128 provides that, where the cost of construction work is 
met out of borrowed money and the interest is charged to capital 
by the company, such interest will be taken into account in com
puting a gain accruing to the company on the disposal of the asset.
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Section 129 contains interpretation provisions for the succeeding 
sections of this Part.

” Company ”, “ principal company ”, “ subsidiary ” and “ group ” 
are defined. A company does not cease to be a member of a group 
merely because the group is taken over by another company and 
so becomes part of a larger group, or on a company or its parent 
company going into liquidation.

Rules and definitions are provided for the treatment of certain 
transfers between companies in a group. The rules in the Capital 
Gains Tax Act, 1975, relating to the adjustment of the cost of 
shares in close companies transferring assets at undervalue are not 
to apply to transfers within a group which are deemed to produce 
neither a gain nor a loss. Furthermore, the provisions in the Capital 
Gains Tax Act, 1975, for the apportionment of cost on a part dis
posal are to be operated before regard is had to the various provisions 
which secure that in certain circumstances no gain or loss is deemed 
to have arisen on the disposal.

Group treatment will be allowed in relation to transfers of assets 
between non-resident companies which are members of the same 
group. Group treatment will not, however, apply in relation to a 
transfer from a resident member of a group to a non-resident member 
or vice versa.

Section 130 provides that the disposal of a chargeable asset by one 
member of a group of companies to another member of the group 
will be deemed to be for consideration of such amount that neither 
a gain nor a loss accrues to the company making the disposal. 
Certain financial transactions are excluded, namely, a disposal 
which consists of paying off a debt or of redeeming shares or 
which takes the form of the disposal of an interest in shares on the 
occasion of a capital distribution.

Section 131 applies to groups of companies the general rules about 
appropriations to and from stock in trade which are contained in the 
Capital Gains Tax Act, 1975.

Where a company in a group transfers an asset which is not part of 
its trading stock to another member of the group in whose hands it 
is trading stock, the transferor will be regarded as having made 
neither a gain nor a loss on the disposal. The transferee will be 
treated as having acquired it at the price at which the transferor 
acquired it and as having immediately disposed of it at market 
value with a resultant charge to tax on the capital gain. However, 
the transferee company has the option of bringing the asset into 
its trading account at its cost to the transferor company. The actual 
profit on disposal by the transferee company would then be part 
of the trading profits of that company. In the converse situation, that 
is, where a member company transfers an asset out of its trading 
stock to another member of the group and that other company 
acquires it otherwise than as trading stock, the transferor company 
is to be treated as having appropriated the asset for some purpose 
other than use as trading stock immediately before the transfer and 
therefore as having acquired it at that time for a consideration equal 
to the amount brought into its accounts for tax purposes. The effect 
of this is that the asset will be treated for tax purposes as having 
been acquired by the transferee company at the price at which the 
asset was credited in the books of the transferor company.

Section 132 provides that, where an asset acquired from a member 
of a group of companies is ultimately disposed of outside the group, 
the capital allowances to be taken into account for the purpose of 
restricting losses for capital gains tax purposes are to include 
allowances given to any other member of the group who had 
previously owned the asset.

It is also provided that, for the purpose of the capital gains tax 
provisions setting out the rules for determining the proportion of a 
gain relating to the period after April 6, 1974, the group member 
disposing of the asset to a person outside the group is to be treated
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as if it had acquired the asset at the time when the group first 
acquired it; and as if the disposing company had incurred the 
expenditure on the asset which was incurred by any other member 
of the group who had previously owned the asset.

Section 133 is concerned with the provisions in the capital gains 
tax legislation (“ roll-over ” relief) which permit a trader tQ defer 
payment of tax on capital gains realised from the sale of business 
assets if the sale proceeds are spent in acquiring new assets as speci
fied for exclusive use in the business. It provides that all trades 
carried on by the members of a group of companies will be treated 
for this purpose as a single trade.

Section 134 gives the Revenue the right to recover unpaid 
tax from the group as a whole or from specified members 
of the group. If a chargeable gain accrues to a member of a 
group and any of the corporation tax for the relevant accounting 
period remains unpaid six months from the due date, then, within two 
years of the due date the principal company of the group at the 
time when the gain accrued or any other company which within the 
two year period was a member of the group and owned or had an 
interest in the asset on which the gain was made, may be assessed 
to tax on the amount of the gain at the rate at which the tax was 
charged on the defaulting company.

A company assessed under this section will be entitled to recover 
the tax charged on it from the defaulting company or from the 
principal company of the group. The principal company is in its turn 
given rights of recovery against the defaulting company and against 
any other member of the group who owned the asset while a 
member of the group.

Section 135 is designed to prevent avoidance of tax by the mani
pulation of the provisions for deferment of tax contained in sections 
130 and 133.

The avoidance device consists in a company forming a subsidiary 
company and subscribing capital equal to the market value of the 
asset. It then sells the asset to the subsidiary for its market value. It 
then sells the shares in the subsidiary to the person who wishes to 
buy the asset for what they cost so that there is no chargeable gain.

Where the subsidiary acquires the asset within ten years before 
leaving the group but after April 5, 1974, the section imposes a 
charge to tax. The charge will be imposed when the subsidiary 
company ceases to be a member of the group and it, or an asso
ciated company which is also leaving the group, then owns the 
asset (or an asset to which a gain had been carried forward from that 
asset under section 28 of the Capital Gains Tax Act, 1975). The sub
sidiary company will be deemed to have disposed of and immediately 
reacquired the asset at market value at the date when it was acquired 
from the other group member. Gains accruing on the asset during 
the subsidiary company’s period of ownership of it are excluded from 
the charge under the section.

The section gives the Revenue the right to recover from other 
companies in the group tax assessed on a company under this section 
which remains unpaid six months after the due date. The company 
paying the tax is given rights of recovery against other group 
members.

Assessments under the section may be made up to ten years after 
the chargeable company leaves the group.

Section 136 provides for an exception to the preceding section 
where a company leaves a group as part of a bona fide merger. There 
are two safeguards to prevent abuse. First, the merger must be 
shown to have been carried out for bona fide commercial reasons 
and without tax avoidance as a main objective, and second, certain
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specified conditions must be satisfied before a merger will be re
garded, for the purposes of the section, as having taken place. The 
section will apply to a non-resident, as well as to a resident, company.

Section 137 is designed to counter a method of avoidance similar 
to that dealt with by section 135.

A company A has a wholly owned subsidiary B the shares in which 
would show a chargeable gain if sold. A sets up another subsidiary 
C and takes up shares in C in exchange for A’s shares in B. This 
exchange does not give rise to a chargeable gain and C is treated as 
having acquired A’s shares in B at their market value. C can then 
sell them without any charge to tax on the gain. Since A controls 
C it can secure that the sale proceeds go back to it by way of loan.

The section provides that, where a company (“ the subsidiary ”) 
ceases to be a member of a group of companies and there is an 
earlier disposal of shares in the subsidiary by another company 
(** the chargeable company ”) on or after the date of circulation of the 
Bill and within ten years before the subsidiary left the group, a 
charge to tax will be imposed on the chargeable company by deeming 
it to have disposed of and immediately reacquired the shares in the 
subsidiary at market value immediately before it disposed of those 
shares to the second subsidiary. Similar provisions to those in section 
135 will apply as regards the recovery of the tax from the principal 
company or any other company having an interest in the subsidiary 
leaving the group.

Section 138 is designed to deny tax relief in respect of capital 
losses “ manufactured ” within a group of companies. This could 
be done by draining one group company of its assets by transferring 
them to another group company for nominal consideration. Under 
this Part these transfers would be treated as giving rise to neither 
gain nor loss. The company which has been stripped of its assets 
would then be liquidated and its shares would show a loss although 
nothing had left the group as a whole. The section negatives this 
device by providing that if the value of the shares or securities of a 
group company has been materially reduced by transfers of assets 
at other than market value from a member of a group of com
panies to another any loss claimed as a result of the disposal of 
such shares is to be disallowed by the Inspector or on appeal by 
the Appeal Commissioners or the Circuit Judge to the extent that 
is just and reasonable having regard to such transactions. The sec
tion also counters a method of “ loss manufacture ** through 
“ reverse ” takeover bids.

Section 139 applies section 138 so as to deny tax relief in respect 
of a capital loss where the value of a holding has been materially 
reduced by distributions passing after April 5, 1976, from a com
pany to a corporate shareholder having a 10 per cent, holding or 
more in that company.

part xm
Application and Adaptation of Enactments

Pan XIII contains the founding section (section 140) for the 
Second Schedule which applies and adapts certain provisions of the 
Income Tax Acts and the Capital Gains Tax Act, 1975, for pur
poses of corporation tax.

PART XTV 

Administration

Pan XIV is concerned with the administration of corporation tax. 
i.e., the making by companies of returns of profits for the purposes
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of the tax, the assessment and collection of the tax, the imposition 
of penalties for non-compliance and various other matters for which 
provision is made in sections 141 to 154.

' Y r 7 •

Section 141 requires all companies commencing to carry on a trade 
or profession in the State on or after April 6, 1976, and certain other 
companies to furnish specified information to the Revenue Com
missioners within thirty days of commencement of the trade or 
profession.

Section 142 corresponds to section 5 of the Finance (Miscellaneous 
Provisions) Act, 1968, and obliges a company, which has not made 
a return of its profits, to notify the Inspector within twelve months 
from the end of an accounting period that it is chargeable to cor
poration tax for that period.

Section 143 provides for the making of returns of profits by 
companies for purposes of corporation tax.

Section 144 is concerned with the making by an Inspector of 
assessments to corporation tax, including additional assessments, 
and the issue of notices of assessment.

Section 145 provides for collection of corporation tax by the 
Collector-General and for the payment of interest on overdue tax.

Section 146 applies to corporation tax the appeal provisions 
contained in Part XXVI of the Income Tax Act, 1967.

Section 147 applies to corporation tax certain administrative pro
visions contained in the Income Tax Act, 1967, and subsequent 
legislation.

Section 148 which introduces in relation to corporation tax pro
visions corresponding to section 517 of the Income Tax Act, 1967. 
provides a time limit of three years from the date of the offence or 
incurring of the penalty for the institution of summary proceedings 
under section 516 of the Income Tax Act, 1967 (as applied to 
corporation tax by section 147) or section 63 of the Bill.

Section 149 provides for penalties in cases of failure to supply 
certain information or where incorrect information has been given 
for the purposes of section 27, section 123 and Part X.

Section 150 enables a company whose profits consist of or include 
the profits of a trade of dealing in or developing land to postpone 
payment of corporation tax in respect of the profits attributable to 
a right to obtain a lease back of property which it has sold. (Cor
responding provisions in relation to corporation profits tax and in
come tax are contained in sections 15 and 23 of the Finance (Miscel
laneous Provisions) Act, 1968.)

Section 151 regulates the time and manner in which Irish resident 
companies are to account for and pay income tax in respect of pay
ments made after April 5, 1976, from which income tax is deductible 
and to which the provisions of section 434 (2) to (5) of the Income 
Tax Act, 1967, apply including any amount which under section 98 
is deemed to be an annual payment.

A return of such payments must be made to the Collector-General 
within six months from the end of the accounting period and the 
tax will be due at the same time without any assessment: but an assess
ment may be made in default of payment by the due date or if the 
Inspector does not receive a satisfactory return. Relief by way of 
set-off or repayment will be given in respect of income tax deducted 
from payments received by the company. The Revenue Commis-
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sioners are empowered to make regulations, which may be annulled 
by resolution of Ddil £ireann, modifying the provisions of the section.

The provisions of section 433 and 434 of the Income Tax Act, 1967, 
and section 31 of the Finance Act, 1974, will continue to apply with
out modification as respects payments made by non-resident com
panies.

Section 152 applies certain administrative provisions of the Income 
Tax Acts, namely, those relating to assessments, appeals, collection 
and charging of interest on unpaid tax, to income tax deductible from 
payments coming within section 151.

Section 153 provides that an Inspector may for the purposes of 
corporation tax make use of any documents or information to which 
he or the Revenue Commissioners have lawful access for the purposes 
of any tax or duty under the care and management of the Revenue 
Commissioners. The section is based on Regulation 8 of the Corpora
tion Profits Tax Regulations, 1967, and section 34 (2) of the Finance 
Act. 1928.

Section 154 defines “ secretary ” for the purposes of this Part and 
extends its meaning in the case of a non-resident company to include 
any agent, manager, factor or other representative of the company.

PART XV 

Supplemental

Part XV contains definitions and provisions relating to interpreta
tion. Tt also contains miscellaneous provisions relating to such matters 
as the amendments and repeals necessitated by the new system of 
company taxation, the treatment of distributions to certain non
residents, the imposition of a surcharge on undistributed income of 
service companies, relief to certain companies liable to foreign tax 
and double taxation relief.

Section 155 contains definitions of certain words and expressions 
used throughout the Bill. Certain other definitions which are peculiar 
to particular Parts or sections of the Bill are contained in those Parts 
or sections.

Section 156 defines “51 per cent, subsidiary”, “75 per cent, sub
sidiary ” and “ 90 per cent, subsidiary ” and provides rules for trac
ing the ownership of share capital through one or more companies.

Section 157 defines “ connected persons ” and other terms such as 
“ relative ”, “ settlor ” and “ control ” necessary for establishing 
whether a person is connected with another person.

Section 158 defines “ control ” for the purposes of such provisions 
as sections 62 and 72. The definition is the same as that contained in 
section 299 (6) of the Income Tax Act, 1967.

Section 159 exempts from corporation tax in the hands of a 
resident corporate shareholder of a non-resident company any 
amount of capital gains tax paid by the non-resident company on 
behalf of such shareholder.

Section 160 provides that, where a non-resident shareholder claims 
under section 153 (2) of the Income Tax Act, 1967. a proportion of 
personal allowances, he will be entitled to a tax credit in respect 
of any distribution as if he were resident in the State but the tax 
credit will be taken into account in computine relief under that 
section. The section also secures that section 67, which is concerned 
with the case of a non-resident who receives a distribution out of 
export relieved profits, will not have effect in relation to a non
resident shareholder claiming such relief.
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Section 161 provides machinery to enable the Inspector to correct 
any erroneous set-off or payment of a tax credit.

Section 162 is designed to counter avoidance of tax arising from 
the diversion into close companies of income (usually income arising 
from professional activities) which would otherwise attract income 
tax at the higher rates. The device consists in the setting up of a 
company for the purpose of carrying on a profession, providing pro
fessional services or holding an office or employment. It may also take 
the form of the setting up of a company, controlled by persons 
engaged in a profession, etc., for the purpose of carrying on a busi
ness of providing services or facilities for those persons. The profits of 
the company are withheld from distribution and therefore bear tax 
at the company tax rate rather than at the personal tax rates to which 
the profits, if distributed, would be liable in the hands of the share
holders. As these shareholders will usually be liable at rates of 
personal tax which exceed the company tax rate the non-distribution 
results in loss of tax revenue. The section counters this method of 
tax avoidance by imposing a surcharge of 20 per cent, on the com
pany’s undistributed income similar to that imposed by section 101 
on the undistributed investment or estate income of close companies.

Section 163 replaces section 35 of the Finance Act, 1968, and 
section 58 of the Finance Act, 1970, which apply to companies only 
and which are being repealed. The section provides a measure of 
double taxation relief for companies which derive dividends or interest 
from the investment in foreign subsidiaries of profits which have been 
relieved from tax under the provisions relating to export sales relief 
or Shannon relief.

Section 164 is the founding section for the Third Schedule which 
contains the provisions relating to income tax and corporation profits 
tax which are being repealed.

Section 165 provides that section 38 of the Finance Act, 1924, is 
not to have effect in relation to corporation tax. Equivalent provisions 
are now contained in section 491 of the Income Tax Act, 1967, which 
is applied to corporation tax by section 147 (2).

Section 166 introduces the Fourth Schedule which contains amend
ments and repeals required to adapt certain existing double taxation 
relief provisions for corporation tax purposes.

Section 167 supersedes section 363 of the Income Tax Act, 1967, 
which is being repealed. Where double taxation relief has been granted 
to a company the tax imputed to the shareholder on a distribution 
made by the company will, if the rate of foreign tax exceeds the 
rate of tax which cannot be imputed to the shareholder, include an 
element in respect of foreign tax. Notwithstanding this, full credit 
will be allowed in arriving at the Irish income tax payable by the 
shareholder. If, however, the shareholder is entitled to payment of 
the tax credit because, for example, he is effectively exempt from Irish 
income tax, the section secures that the payment will be restricted 
to the amount of the Irish tax included in the tax credit. In this way 
the Irish Revenue is safeguarded against having to repay tax which 
it never received.

Section 168 supersedes section 364 of the Income Tax Act, 1967, 
which is being repealed. It provides for the estimation of the reduced 
Irish tax credit under section 167 where, at the time of making a 
distribution, the full details necessary to compute the double taxation 
relief due to a company are not available. The section secures that 
any adjustments in the estimate found to be necessary will be effected 
as soon as practicable in relation to subsequent distributions. It also 
provides for the case where a distribution exceeds the income of the 
accounting period or is made for an unspecified period.

Section 169 secures the application to corporation tax of provisions 
similar to those in section 29 (3) of the Finance Act, 1974, which is 
concerned with the restriction of tax relief in respect of interest.

Section 170 provides that where a distribution has been made out of 
income from certain patents which has been disregarded for pur
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poses of income tax under section 34 (2) of the Finance Act, 1973, or 
for purposes of corporation tax under that section as applied to 
corporation tax, the distribution shall itself be disregarded for pur
poses of income tax or corporation tax.

Section 171 secures that references in the Tax Acts to income tax 
paid by deduction and to repayment of income tax are to be con
strued as including references to a tax credit to which a person is 
entitled and to payment of a tax credit.

Section 172 secures that elections which have been made by a 
company for income tax purposes will continue in force for cor
poration tax.

PART XVI

Savings, Transitions, etc.

Part XVI is concerned mainly with terminating income tax and 
corporation profits tax on companies, preserving continuity of reliefs 
and generally with attaching the commencement of corporation tax 
to the ending of income tax and corporation profits tax on company 
profits.

Section 173 fixes the date as from which income from a particular 
source passes out of income tax and into corporation tax. The general 
rule is that income tax is chargeable for 1975-76 on the income of the 
basis period laid down by existing law and that corporation tax 
begins to be charged on income arising after the end of that basis 
period.

Section 174 provides for the phasing out of corporation profits tax. 
It secures that, where a source of income ceases to be within the 
charge to income tax and commences to be within the charge to cor
poration tax, it will at that time cease to be within the charge to cor
poration profits tax.

Section 175 is concerned with the situation which will arise as from 
April 6, 1976, when in general capital gains accruing to companies 
will cease to be chargeable to capital gains tax as such and will com
mence to be chargeable to corporation tax. It secures that allowable 
capital losses incurred up to April 5, 1976, may be carried forward 
and set against capital gains accruing after that date.

Section 176 provides a gradually reducing transitional relief where 
a source of income ceases within the period from April 6, 1976, to 
April 5, 1981. Broadly, the relief consists in the exclusion from 
liability of the smaller of two amounts, namely, the part of the income 
from the source which would have fallen out of assessment under the 
income tax rules if the source had ceased on April 5, 1976, and a 
corresponding part of the actual income from that source for a period 
immediately before the cessation. Where the source ceases on or 
before April 5, 1978, full relief will be allowed. Where the cesser takes 
place in the years 1978-79, 1979-80 or 1980-81 the relief will be 
reduced by one-fourth, one-half and three-fourths respectively.

Section 177 is concerned with interest on permanent loans which 
is not charged to corporation profits tax in the hands of the lending 
company because it is not deductible in computing for purposes of 
that tax the profits of the borrowing company. Under corporation 
tax such interest will be an allowable deduction but, under the sec
tion, in the hands of the lending company it will in effect be charged 
to corporation tax at the standard rate of income tax only thus pre-
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serving the present position in relation to the lending company. This 
treatment will be confined to interest paid under loan agreements 
entered into before the date of circulation of the Bill.

Section 178 is concerned with fixed rate distributions on stocks or 
shares which were in existence prior to April 6, 1976, and provides 
that companies may make a distribution on those stocks or shares of 
such an amount as, when the value of the tax credit in force on 
April 6, 1976, is added to it, will equal the amount calculated at 
the fixed rate.

Section 179 provides for relief in respect of a corporation tax loss 
incurred in an accounting period or part of an accounting period 
ending prior to April 6, 1976, to be given against dividends which 
were received in that period or part of a period and from which 
income tax was deducted. Under the section the losses concerned may 
be set against such dividends as if they were franked investment 
income.

Section 180 ensures that the existing law regarding income tax at 
the higher rates on the undistributed income of close companies 
(Chapter II of Part XXXVI of the Income Tax Act, 1967) will con
tinue to apply with necessary modifications up to April 5, 1976, after 
which date the surcharge provided for in sections 101 and 162 will 
apply.

Section 181 provides that a company may claim repayment of 
income tax under section 307 of the Income Tax Act, 1967, in respect 
of trading losses (including amounts attributable to capital allow
ances) incurred in the years 1974-75 and 1975-76 notwithstanding 
that the company was, in respect of the trade, within the charge to 
corporation tax for all or part of the period in which the loss was 
sustained.

Section 182 provides that relief will be given for trading losses and 
capital allowances which could have been carried forward for income 
tax purposes to 1976-77 if that tax had continued to apply to the 
profits of companies.

The relief will be an amount calculated at the standard rate of 
income tax on the amount of the unallowed trading losses and capital 
allowances and will be allowed against the corporation tax payable 
by the company for the first accounting period for which it is 
within the charge to corporation tax in respect of the trade, any 
balance being carried forward to the next accounting period and so 
on until the relief is exhausted.

Section 183 provides for relief in respect of unused losses and 
capital allowances under Case IV or Case V of Schedule D similar 
to the relief provided for by section 182 in relation to trading losses 
and capital allowances.

Section 184 provides for relief from corporation tax, at a rate cor
responding to the existing rate of corporation profits tax, in respect 
of amounts which could have been deducted in computing profits 
for the purposes of corporation profits tax if that tax had continued.

Section 185 is concerned with the case where a terminal loss is 
incurred in a trade which ceases within four years from the date 
when the company comes within the charge to corporation tax in 
respect of the trade and the loss cannot be fully relieved for corpora
tion tax purposes under section 18. The section secures that the 
balance which cannot be relieved for corporation tax purposes may be 
carried back to reduce the profits of the trade chargeable to income 
tax for a year of assessment the basis period for which falls wholly 
or partly within the four years expiring on the terminal date.

Section 186 is the founding section for the Fifth Schedule which 
provides transitional relief in respect of charges on income and 
management expenses.
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Section 187 provides that a repayment of corporation profits tax 
received after April 5, 1976, will be assessed to corporation tax at a 
rate equal to the standard rate of income tax. The section is required 
because of the proposed repeal of section 64 of the Income Tax Act, 
1967, which provides that a repayment of corporation profits tax, 
in so far as an equivalent amount had been allowed as a deduction 
for income tax purposes, is to be treated for those purposes as 
profits of the year in which it was received.

Section 188 is self-explanatory.

SCHEDULES

There are five Schedules to the Bill.
The First Schedule gives detailed effect to the provision in section 

21 that the capital allowances provisions of the Income Tax Acts 
are to apply for the purposes of both corporation tax and income 
tax. The necessary amendments and adaptations have been effected by 
the substitution in the Income Tax Acts of new provisions for the 
existing provisions. In most instances the changes are of a textual 
nature and include the introduction of such revised terms as “ writing- 
down allowance ” for “ annual allowance ”, “ chargeable period ” for 
“ year of assessment ”, “ tax ” for “ income tax ” where a reference 
to either income tax or corporation tax is intended and “ taxing a 
trade ” for ‘‘charging the profits or gains of a trade ”. However, some 
material changes in existing provisions have been made and these 
are referred to below.

The existing section 241 of the Income Tax Act, 1967, contains an 
anomaly in that it provides for the giving of wear and tear allowances 
by reference to use during a year of assessment rather than, as in the 
case of other annual allowances, by reference to use at the end of the 
basis period for a year of assessment. Under corporation tax, allow
ances for wear and tear will be granted in respect of the machinery 
or plant in use at the end of an accounting period. A corresponding 
test for income tax purposes is provided for by paragraph 6, namely, 
use at the end of the basis period for the year of assessment. This 
will remove the anomaly referred to and will achieve uniformity of 
treatment, as between corporation tax and income tax, of plant and 
machinery for the purposes of wear and tear allowances.

Section 254 (1) (c) of the Income Tax Act, 1967, permits a lessor 
to claim the initial allowance for industrial buildings for the year 
of assessment in which the building is first let even though the rent 
for that year may form the basis of assessment for the following 
year. This anomalous position is rectified by paragraph 17 which 
secures that where the tenancy does not begin until after the end of 
the basis period, or of the accounting period, in which the capital 
expenditure is incurred, the year of assessment in the basis period 
for which the tenancy begins, or the accounting period in which it 
begins, will be the year or period for which the initial allowance 
will be available.

The existing section 267 of the Income Tax Act, 1967, provides that 
annual allowances and balancing allowances to a lessor of an indus
trial building are to be given by discharge or repayment of tax and 
not in charging his income to tax. A balancing charge in such a case 
is to be made under Case IV of Schedule D. Paragraph 26 secures 
that, where the income is assessable under Case V, any allowance or 
charge made to or on the lessor will be made in charging his income 
under Case V. As a consequence, in the case of a lessor who for a 
year of assessment is chargeable to income tax under Case V, capital 
allowances and balancing charges will be made by reference to events 
happening in, or, as the case may be, conditions obtaining at the end 
of, the basis period for that year.

The Second Schedule is divided into two parts. Part / is concerned 
with the application and adaptation, for purposes of corporation tax,
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of certain provisions of the Income Tax Acts. Many of these changes 
are consequential on the introduction of Schedule F providing for the 
charging of distributions and the tax credits in respect of them. 
Part II is concerned with the application and adaptation, for pur
poses of corporation tax, of certain provisions of the Capital Gains 
Tax Act, 1975. These changes are necessary because capital gains 
accruing to companies after April 5, 1976, will in general be charged 
to corporation tax (effectively at the capital gains tax rate) and not to 
capital gains tax as such.

The Third Schedule which is divided into three parts is concerned 
with repeals consequential on the introduction of corporation tax. 
Part I contains the repeals relating to income tax, Part II those 
relating to corporation profits tax and Part III those relating to both 
income tax and corporation profits tax.

The Fourth Schedule which is divided into two parts is concerned, 
in Part I, with the amendment, and in Part II, with the repeal, of 
existing provisions relating to double taxation relief to cater for the 
replacement, for companies, of income tax and corporation profits 
tax by corporation tax.

The Fifth Schedule contains computational rules for the granting 
of transitional relief to companies in respect of charges on income 
and management expenses.

An Roinn Airgeadais, 
Samhain, 1975.
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