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EXPLANATORY MEMORANDUM.

PART I

Income Tax, Corporation Tax, Corporation

Capital Gains Tax
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Chapter I

Income Tax

Profits Tax and

\

Section 1, which has effect for 1976-77 and subsequent years, is 
concerned with the income limit for purposes of the dependent 
relative allowance under section 142 of the Income Tax Act, 1967. 
It has been the practice to raise the income limit each time the old 
age non-contributory pension was increased so as to ensure that the 
income tax dependent relative allowance would be granted in full 
where a taxpayer maintained a relative who had no income other 
than that pension. The effect of the present section is to re-write the 
existing provision in general terms so that the income limit will now 
automatically be the personal rate of old age pension payable to per
sons of over 80 years of age. The income limits for 1976-77 and 
1977-78 will therefore be £591 and £727 respectively.

Section 2 is concerned with the limit on premiums for retirement 
annuities for persons in self-employment (or holding non-pensionable 
employment) which qualify for tax relief. At present, the maximum 
deduction in respect of qualifying premiums is the lesser of £1,500 
or 15 per cent, of the individual’s relevant earnings for the year. 
The limit of £1,500 is now being raised to £2,000. The limit for 
qualifying premiums under contracts for an annuity for a spouse or 
dependant is also being raised from £500 to £650.

Section 3 provides, with effect from 31 March, 1976, for a technical 
amendment of section 59 (3) of the Finance Act, 1974, necessitated 
by the passing (on 31 March, 1976) of the Corporation Tax Act, 1976. 
Section 59 is concerned with the obtaining of information about 
the transfer of assets abroad and subsection (3), which imposes 
limitations on the information to be supplied in certain circumstances, 
contains a reference to bodies corporate “within the meaning of 
section 530 (6) of the Income Tax Act, 1967” (broadly, private 
companies under the control of not more than five persons). Section 
530 was repealed by the Corporation Tax Act, 1976, and an 
appropriate replacement for the reference is a reference to “close 
companies ” within the meaning of that Act, that is, companies under 
the control of five or fewer participators (persons having a share or 
interest in the capital or income of the company) or of participators 
who are directors.

■

Section 4. The Finance Act, 1976 (section 6) provided that, for 
1977-78 and subsequent years—
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(o) the first instalment of tax on earned income charged under 
Schedule D, and

(b) the tax on unearned income

were to be payable on 1 July in the year of assessment. The present 
section changes the due date of payment from 1 July to 1 September 
in the year of assessment.

Section 5 brings in the new scale of income tax rates which 
are to apply for 1977-78 and subsequent years.

Section 6 increases the personal allowances as set out in the table 
to the section.

Section 7 introduces an exemption threshold so as to ensure that 
a person entitled to age allowance under section 8 of the Finance 
Act, 1974 (a person who, or whose spouse, is 65 years of age or over) 
and whose income is less than a certain amount will not be subject 
to income tax. The income limits specified in the section are £1,000 in 
the case of a single person and £1,800 in the case of a married couple. 
There is provision for marginal relief where the income exceeds the 
specified limit.

Section 8 is an anti-avoidance measure and substitutes an amended 
provision for section 54 of the Finance Act, 1974. That section was 
designed to counteract a device which enabled directors and execu
tives of certain concerns to receive tax-free remuneration in the form 
of dividends relieved from tax by reason of incentive reliefs (export 
sales relief and “ Shannon ” relief). It has come to light that the pro
visions of section 54 are being circumvented by the use of a “ non- 
associated ” company and the present section is designed to close this 
loophole.

Chapter II

Taxation of farming profits

Chapter II contains amendments of the existing scheme for the 
taxation of farming profits. The main alterations are concerned 
with—

(a) reduction of the threshold for liability to income tax,

(b) the notional basis of assessment, and
(c) payment of tax in the event of an appeal.

Section 9 amends section 15 (3) of the Finance Act, 1974, so as to 
bring into charge farming profits in the case of individuals occupying 
farm land of rateable valuation of £75 or more, (previously the 
threshold was £100).

Section 10 amends section 16 of the Finance Act, 1974. That 
section prescribes that a farmer who occupies farm land of rateable 
valuation of over £50 and who (or whose spouse) also carries on 
another trade or profession (or is a director of a company carrying 
on a trade or profession in which he or she controls more than 
25 per cent, of the ordinary share capital) is to be charged to tax on 
his farming profits on the accounts basis. The proposed amendment 
will remove the £50 threshold, thereby making farming profits in 
these cases chargeable to tax irrespective of the rateable valuation of 
the farm land occupied.

Section 11 amends the scheme of marginal relief contained in 
section 19 of the Finance Act, 1974, which applied in the case of 
farmers whose rateable valuation slightly exceeded the threshold for 
liability to tax. The relief will now operate where the valuation of 
the farm land occupied is from £75 to £84 but the fraction of the tax 
liability to be paid will be in steps of one-tenths, instead of one- 
twentieths, as heretofore.
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Section 12 substitutes two new sections (21 and 21 A) for section 21 
of the Finance Act, 1974, which provided for the assessment of 
fanning profits on a notional basis. The new section 21 enacts that 
farmers (other than those who, or whose spouses, carry on another 
trade or profession—see section 10 of the Bill) who are chargeable 
to tax on their farming profits will be assessed to tax for 1977-78 on 
a revised notional basis. The amount of the farming profits to be 
charged on this basis will be determined by multiplying the rateable 
valuation of the farm land by 65 and deducting therefrom—

(a) the rates payable on that farm land, and

(b) the wages paid to permanent employees engaged in work
ing the farm land.

“ Permanent employees ” are employees whose emoluments are sub
ject to PAYE and in respect of whom the farmer pays social welfare 
contributions.

The normal personal reliefs (including relief in respect of interest 
up to £2,000) will be deductible from the amount of profits so 
determined.

The new section 21A entitles a farmer to appeal against an assess
ment under section 21 on the grounds that he elects to be assessed 
instead on the accounts basis. Where he so elects he may opt for 
1976 accounts or 1977 accounts.

Section 13. Section 30 of the Finance Act, 1976, contains the pro
visions relating to payments on account where there are appeals 
against assessments. Section 13 modifies these provisions in cases 
where there is an appeal against an assessment to tax on farming 
profits, made on the notional basis, and where an election has been 
made for assessment on the accounts basis. In such cases the first 
instalment of tax on foot of the assessment will be payable on 1 
September, 1977, notwithstanding the appeal and election. Any 
adjustment of the total amount of tax chargeable for the year, on 
determination of the appeal, will be made in the context of the second 
instalment. The reference in this section to an instalment of tax pay
able before 1 January, 1978, is to the first instalment (the second 
instalment being payable on 1 January, 1978). It is expressed in this 
way to take account of cases where the assessment is not made before 
1 September, 1977. In those cases the first instalment will be payable 
on the day after the making of the assessment, that is. after 1 
September, 1977.

Section 14 provides for “ free depreciation ” for capital expenditure 
incurred on or after 6 April, 1977, on the construction of fences, 
roadways, holding yards or drains or on land reclamation.

Chapter III 
Corporation Tax

Section 15 secures that the normal rate of corporation tax for the 
financial year 1977 and each subsequent financial year is to be 45 per 
cent, (instead of 50 per cent.).

Section 16 amends section 13 (1) of the Corporation Tax Act. 
1976, which in effect secures that, where the 50 per cent, rate of 
corporation tax applies, tht amount of a company’s net chargeable 
gains to be included in the corporation tax assessment is to be re
duced by 48 per cent., the balance (52 per cent.) being chargeable at 
50 per cent., to give an effective rate of 26 per cent, which is the 
capital gains tax rate. The section amends section 13 (1) for the 
financial year 1977 and subsequent financial years by replacing the 
48 per cent, reduction by a reduction of nineteen-forty-fifths with the 
result that the application of the new 45 per cent, rate to the balance 
(twenty-six-forty-fifths of the net chargeable gains) leaves the effective
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rate on companies’ chargeable gains as a whole unchanged at 26 
per cent.

Section 17 amends section 28 of the Corporation Tax Act, 1976, 
which provides for a reduced rate of tax of 40 per cent, on the income 
of a company where the total profits do not exceed £5,000 and for 
marginal relief where the total profits fall within the range from 
£5,000 to £10,000 in an accounting period. The rate for the financial 
year 1977 and subsequent financial years is to be reduced to 35 per 
cent, and the threshold of £5,000 is increased to £10,000. Marginal 
relief will apply where the total profits are between £10,000 and 
£15,000. The section also clarifies the position as regards member
ship of a group for the purposes of subsection (7) of section 28.

Section 18 provides that the 35 per cent, rate of corporation tax 
provided for in section 79 of the Corporation Tax Act, 1976, as 
respects such income as that of building societies. The Agricultural 
Credit Corporation Limited and certain public utility companies is 
to be reduced to 30 per cent, for the financial year 1977 and sub
sequent financial years.

Section 19 provides that, following the reduction of the normal 
rate of corporation tax from 50 per cent, to 45 per cent., there is to 
be an adjustment of the relief to be allowed under sections 182 and 
184 of the Corporation Tax Act, 1976, which provide transitional 
relief for certain losses and capital allowances carried forward on the 
changeover from income tax and corporation profits tax to corpora
tion tax. In the case of section 182 the relief will be allowed at 30 per 
cent, instead of 35 per cent. In the case of section 184 a similar 
adjustment in the rate is being made so that the relief will, broadly 
speaking, be allowed at the difference between 45 per cent, and 30 per 
cent.

Chapter IV

Corporation Tax in Relation to Certain Manufacturing Companies.

This Chapter provides for a 25 per cent, rate of corporation tax 
in the case of manufacturing companies which achieve certain 
increases in the volume of sales and employment in the financial 
year 1977 as compared with the financial year 1976. The new rate 
will apply, subject to compliance with the requisite conditions, as 
respects profits arising in the three financial years beginning on 1 
January, 1977. The Chapter specifies the increases in the volume 
of sales and employment which must be achieved in the financial 
year 1977 as compared with the financial year 1976 before the 
relief for the former year can be granted. These are a 5 per cent, 
increase in the volume of sales and a 3 per cent, increase in employ
ment as measured by social insurance employment contributions. 
The corresponding figures for the financial years 1978 and 1979 
will be prescribed in subsequent Finance Bills.

Section 20 is concerned with definitions. The definition of speci
fied trade in effect confines the relief to a trade in the course of 
which not less than 95 per cent, of all sales consists of sales of 
goods manufactured in the State in the course of the trade. Where 
one company manufactures the goods which are then sold by 
another company and there is a very close association between the 
companies, provision is made to enable either company to qualify 
for relief provided it complies with the necessary conditions.

Section 21 fixes the standard year in relation to a specified trade as 
the financial year 1976 for the purposes of the tests relating to 
increases in the volume of sales and in employment contained in 
paragraphs (c) and (d) of section 24 of the Bill.

Section 22 provides for apportionments of amounts receivable 
from the sale of goods in the standard year and of the number of 
employment contributions payable in the standard year where part of 
a trade is transferred during the standard year or subsequently.
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Section 23 is concerned with the case where an accounting period 
or part of an accounting period falling within the financial year 1977 
is less than twelve months. It provides a definition of the corres
ponding part of the standard year for the purposes of the tests 
relating to increases in the volume of sales and in employment.

Section 24 is the main section in this Chapter. It provides that 
where a company which carried on a trade on 31 December, 1976, 
complies with the conditions specified in paragraphs (a) to (</) of this 
section for a 1977 period (that is, an accounting period or part of 
an accounting period falling within the financial year 1977), the 
rate of corporation tax on its income for that period is to be 25 per 
cent. The conditions are that, as respects that period, the company 
carries on a specified trade, that its income from the specified trade 
is not less than 95 per cent, of the total amount of its income, that 
the volume of goods manufactured in the State and sold in the 
course of the specified trade shows an increase of not less than 5 
per cent, as compared with its sales during the standard year or, 
where the 1977 period is less than twelve months, the corresponding 
part of the standard year and that the increase in the number of 
employment contributions payable in the 1977 period in respect of 
employed contributors engaged directly or indirectly in the manu
facture of goods in the State in the course of the specified trade is 
not less than 3 per cent, of the number of employment contributions 
payable in the standard year or, where the 1977 period is less than 
twelve months, in the corresponding part of the standard year.

Section 25 provides for the determination of the volume of sales in 
the 1977 period for the purposes of section 24 of the Bill. It is the 
amount which would have been receivable from the sale of goods 
actually sold in that period if they were sold in the course of the 
specified trade at the average of the prices at which they could have 
been sold in the standard year or in the part of that year which cor
responds to the 1977 period if that period is less than twelve months.

Section 26 provides that where a company which did not carry on 
a trade or part of a trade on 31 December, 1976, succeeds to a trade 
or part of a trade which was carried on by another company on that 
date, the successor company is to be deemed to have carried on a 
trade on that date. The successor company will thus be able to claim 
relief only for the balance of the three year period.

Section 27 is designed to eliminate any distortion which might be 
caused by the inclusion in the sale price of goods of any duties which 
were payable, or would have been payable, by the claimant company 
in respect of the goods or the materials entering into their manu
facture, or of any amount in respect of value-added tax which was 
chargeable, or would have been chargeable, on the sale of the goods.

Section 28 is designed to counteract tax avoidance by means of 
transactions between associated persons which are effected at prices 
other than those which would apply if the parties to the transactions 
were independent parties dealing at arm’s length.

Section 29 is designed to exclude from the relief provided for small 
companies by section 28 of the Corporation Tax Act. 1976, as 
amended by section 17 of the Bill, any accounting period or part of 
an accounting period for which a company’s income is charged 
at the 25 per cent. rate. It also provides that where a company’s 
income is charged at the 25 per cent, rate, relief for income tax 
losses carried forward is to be computed at that rate. Corporation 
profits tax losses carried forward will, in effect, be allowed at a nil 
rate as the 25 per cent, rate does not contain any element of non
imputable tax corresponding to corporation profits tax.

Section 30 provides that companies engaged in mining operations or 
in construction operations will not be able to benefit from the 25 per 
cent, rate of corporation tax.
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Section 31 applies certain provisions of the Corporation Tax Act, 
1976, regarding the production of documents and records.

Section 32 provides for appeals.

Chapter V 

Capital Gains Tax

Section 33 amends section 3 (3) of the Capital Gains Tax Act, 
1975, (which provides for the normal 26 per cent, rate of capital 
gains tax) to take account of the lower rate for certain unit trusts and 
unit holders provided for in section 35 of the Bill.

Section 34 is concerned with the impact of capital gains tax on 
gains from disposals of units of an assurance-linked unit trust by 
the assurance company which administers the trust. Such disposals 
would arise if units had to be cancelled because, for example, of a 
contraction of the unit-linked business. It provides that, where the 
units do not at any stage become the property of the owner of the 
policy, the gains accruing on the disposals in question are not to be 
charged to capital gains tax. This equates the treatment of such a 
company with that accorded to an assurance company which, with
out setting up a unit trust with separate trustees, establishes a unit- 
linked scheme of assurance which does not involve capital gains tax 
liability on the cancellation of the units. The normal liability to 
tax in respect of chargeable gains accruing on disposals of assets 
of the trust by the trustees is not affected by the proposed exemption.

Section 35 substitutes a new section for section 32 of the Capital 
Gains Tax Act, 1975. The new section provides a reduced rate of 
charge of 13 per cent, in respect of chargeable gains accruing to 
certain unit trusts (briefly, registered unit trusts with large public 
participation whose investments are substantially in quoted securities) 
on the disposal of assets of the trust and a similar reduced rate on 
chargeable gains made by unit holders on the disposal of units in 
those unit trusts. The benefit of the new reduced rate is accorded 
for corporation tax purposes to chargeable gains accruing to a 
company on the disposal of units in those unit trusts.

Chapter VI
Income Tax, Corporation Tax, Corporation Profits Tax and 

Capital Gains Tax

Section 36 ensures that, in all the relevant tax provisions, references 
to child, son and daughter will include a stepchild and a child 
adopted under the Adoption Acts, 1952 to 1976.

Section 37 extends to 31 March, 1979, the period of operation of—

(i) the increased initial allowance of 100 per cent, which applies
to capital expenditure on new machinery or plant (other 
than road vehicles);

(ii) the 50 per cent, initial allowance in respect of capital ex
penditure incurred on industrial buildings;

(iii) the 4 per cent, annual allowance in respect of capital ex
penditure incurred on industrial buildings;

(iv) the 20 per cent, investment allowance in respect of capital
expenditure on new machinery or plant (other than road 
vehicles) provided for use in the designated areas;

(v) free depreciation in respect of capital expenditure on new
machinery or plant (other than road vehicles) provided for 
use outside the designated areas.

Section 38 extends to 31 March, 1979, the period of suspension 
of the shipping investment allowance. This suspension is being con
tinued for the period during which free depredation (and the 100 
per cent, initial allowance) is available.
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Section 39 provides for certain legislative changes consequent on 
the new double taxation Convention with the United Kingdom. It 
contains a provision under which the tax credit in respect of a United 
Kingdom dividend is to be included with that dividend in computing 
income for Irish tax purposes. Relief from double taxation is granted 
where, in the first year of operation of the Convention, a taxpayer 
may suffer double taxation for which relief is not available under the 
Convention. In the case of United Kingdom friendly societies carry
ing on life assurance business in the State, exemption from corpora
tion tax is provided for in respect of income attributable to con
tracts made before 6 April, 1976, with an appropriate restriction of 
the relief for expenses of management attributable to those contracts.

Section 40 permits the continuation on a statutory basis for 1976-77 
and 1977-78 of the extra-statutory arrangements applicable for 
1975-76 to building societies in so far as the latter arrangements pro
vide for the payment of income tax at a rate lower than the standard 
rate on certain dividends and interest paid by the societies to then- 
shareholders and depositors. The relevant statutory provisions, 
namely, section 31 of the Corporation Tax Act, 1976, are otherwise 
to apply as respects arrangements for 1976-77 and 1977-78.

The section also provides for the giving of credit at 38.5 per cent, 
(instead of 35 per cent) where, for the year 1976-77, dividends and 
interest received from a building society which entered into arrange
ments are charged to tax at the higher rates.

Section 41 amends section 171 of the Corporation Tax Act, 1976, 
which provides that references in the Tax Acts to income tax paid by 
deduction are to be construed as including references to a tax credit 
in respect of a distribution. The effect of the amendment is to secure 
that the tax credits in respect of distributions received by a company 
will not be capable of being set off against the company’s liability to 
corporation tax on its profits or against its liability to account for 
income tax which it deducts from certain payments.

Section 42 gives effect to certain amendments set out in Part IV of 
the First Schedule which are concerned with correcting minor tech
nical errors, including incorrect cross-references, in the Corporation 
Tax Act, 1976.

Section 43 and Part V of the First Schedule are concerned with 
the relief granted to companies and non-corporate traders in respect 
of increases in stock values. The period for which relief may be 
claimed for purposes of income tax and corporation tax is extended 
for a further year and provision is made to the effect that the relief 
for that year will be given only after account has been taken of 
losses and capital allowances. The provisions contained in the Finance 
Act, 1976, which provided for withdrawal of the additional relief 
granted by that Act are being replaced by provisions which enable 
that relief and the relief now being provided to be recovered only 
when stock values decrease in an accounting period or when the 
trader ceases to carry on the trade or to be resident in the State or 
to be within the charge to Irish tax. Provision is also made to ensure 
that the relief allowed under the Finance Act, 1976, and that now 
being provided, will be calculated by reference to increases in stock 
values over the previous highest stock value attained since the relief 
for increases in stock values came into effect. The relief has since 
its inception been granted where certain trading operations constitu
ted not less than 75 per cent, of all trading operations of a trade and 
specific provision is made to give a statutory basis to this interpreta
tion of the words “ wholly or mainly ” in the existing legislation.

PART II 
Excise

Section 44 provides a flat rate duty of £50 a year on licences taken 
out by brewers of beer for sale and by spirits distillers, in lieu of the 
present scales of duty which are related to annual outputs.

Section 45 provides for reducing the rate of rebate payable to 
brewers using home-roasted, home-flaked or home-malted cereals.

Section 46 provides for reducing the rate of drawback on beer 
to the level of the current rate of excise duty on beer.
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PART III 
Stamp Duties

Section 47 provides for the repayment of stamp duty paid under 
section 50 of the Finance Act, 1969, in respect of the construction, 
alteration or enlargement of a building intended for use as offices. 
The amount of the repayment will be related to so much of the 
construction, alteration or enlargement as was carried out between 
26 January, 1977, and 31 December, 1978.

Section 48 exempts from stamp duty all transfers of property by 
Sir Alfred and Lady Beit to The Alfred Beit Foundation which was 
set up to further the advancement of education in the Fine Arts in 
Ireland.

PART IV 
Wealth Tax

Section 49 substitutes a new definition of discretionary trust for 
that contained in section 1 of the Wealth Tax Act, 1975. Such a 
trust is an assessable person for the purposes of that Act The 
original definition is extended, mainly by the inclusion of trusts for 
accumulation of income within its scope.

Section 50 substitutes a new subsection for section 6 (5) of the 
Wealth Tax Act, 1975, which provides that certain private non- 
trading companies which are controlled by trading companies are 
not liable to wealth tax as assessable persons. This exemption is 
retained and is extended to any private non-trading company whose 
assets consist, as to not less than 90 per cent thereof, of shares 
in or debentures of trading companies which it controls.

Section 51 extends the provisions of section 28 of the Wealth Tax 
Act, 1975, which provides for the making of double tax agreements 
with other States for the purposes of that tax. This section empowers 
the Revenue Commissioners to give unilateral relief from double 
taxation where no such agreement has been concluded.

PART V 
Miscellaneous

Section 52 relates to the Capital Services Redemption Account. 
This section is in the same form as in previous years, and its purpose 
is twofold, viz.,

(a) to adjust the provisional annuity for 30 years fixed last
year so as to take account of actual expenditure on 
Voted Capital Services in 1976, and

(b) to fix provisionally a new annuity for 30 years in respect of
the estimated expenditure in 1977 on Voted Capital 
Services.

Section 53 makes provision for special residence treatment of 
individuals who, on moving out of the country, donate property 
to the State.

.... , - . - * ■ r.. . . , , * ' r f

Section 54 provides for the repeal of the enactments specified in 
the Second Schedule to the Bill. The repeals in Parts I and II of 
the Schedule are consequential upon the new double taxation Con
vention with the United Kingdom which is referred to in section 
39 of the Bill. The effect of the repeal in Part III is to remove the 
exemption from VAT on the importation of fire engines. Part IV 
makes the relief from double taxation that is available in capital 
acquisitions tax similar to that which is provided in international 
agreements relating to capital taxes, namely, a credit is given against 
the capital acquisitions tax in respect of tax of a similar character 
payable in a foreign State.

Sections 55 and 56 are self-explanatory.
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An Roinn Airgeadais,
Aibrean, 1977. ,
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