
AN BILLE AIRGEADAIS, 1978 
FINANCE BILL, 1978

EXPLANATORY MEMORANDUM

PART I
Income Tax and Corporation Tax

v n /f

Lwvj n< :^k;i9-T XBJ C £fU£*I& £ WiViSC
Chapter I 

Income Tax

Section 1 provides that, in the case of all life assurance policies 
taken out after 1 February, 1978 (Budget Day), the fraction of quali
fying premiums allowable as a deduction for income tax purposes will 
be one-half. In the case of policies taken out with Irish companies 
after 21 May, 1953, but before 2 February, 1978, two-thirds of quali
fying premiums will continue to be allowed as a deduction.

Section 2 amends the provision governing the allocation of personal 
allowances where an application for separate assessment has been 
made by a husband or wife.

In future, the basic personal allowances (e.g. the married allow
ance, working wife’s allowance and child tax allowance) and the 
benefit of the lower rates of tax are to be divided equally between 
the spouses. Heretofore the division was in proportion to respective 
incomes.

The present method of apportioning other reliefs (i.e. in accordance 
with the amount of the relevant outgoings borne by each spouse) 
will be continued.

If a spouse’s income is such that his/her share of the tax allow
ances or reliefs cannot be fully used by that spouse, the unused part 
will be transferred to the other spouse.

Section 3 and Part l of the First Schedule remove the cash limits 
which apply to the amount of premiums for retirement annuities 
payable by persons in self-employment (or holding non-pensionable 
employment) which qualify for tax relief. At present, the maximum 
annual deduction in respect of qualifying premiums is the lesser of 
£2,000 or 15 per cent, of the individual’s relevant earnings. The maxi
mum deduction in respect of qualifying premiums under contracts 
for an annuity for a spouse or dependent is the lesser of £650 or 
5 per cent, of relevant earnings. The cash limits are now being re
moved but the respective percentage limits of 15 per cent, and 5 per 
cent, will continue in force.

Section 4 provides that section 23 of the Finance Act, 1976, which 
imposed a minimum charge of £300 (or, if greater, 15 per cent, of 
the cost of the car) on employees or directors in respect of the benefit 
in kind arising from the private use of cars supplied by employers, is 
not to apply or have effect for the tax year 1978-79 or any subsequent 
year of assessment.

Section 5 gives effect to the increases in p>ersonal allowances 
announced in the Budget

Section 6 substitutes a new section for section 19 of the Finance 
Act, 1973. The latter section exempted from income tax any income 
payments received by thalidomide children from the State or from 
the German foundation referred to in the section.
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The new section provides exemption not only for these income 
payments but also for income derived by the children from the in
vestment of the compensation moneys (whether income or lump sum 
payments) received by them.

Section 7 allows, with effect from 2 February, 1978, unrestricted 
interest relief to any individual in respect of borrowings made to 
enable him to acquire shares in a private trading company in which 
he is engaged either as a full-time employee or in a part-time capacity. 
The section also allows interest relief, up to a maximum amount of 
£2,000 interest, to any individual in respect of borrowings made to 
enable him to acquire shares in a public trading company of which 
he is a full-time employee or full-time director. Unrestricted relief 
will continue to be allowed for such borrowings if the individual 
spends most of his time with the company and owns at least 5 per 
cent, of the shares.

The section also includes appropriate anti-avoidancc provisions.

Section 8 grants a tax remission to certain workers (cross-border 
workers) who are resident in the State and liable to deduction of 
United Kingdom tax under PAYE for 1977-78. The remission is one- 
half of the Irish tax for 1976-77 (the instalment due on 1 April, 
1977) in respect of their earnings in Northern Ireland or in the 
United Kingdom. These workers became liable to United Kingdom 
income tax on the PAYE basis as from 6 April, 1977, because of 
the coming into force of the Ireland /United Kingdom double taxa
tion Convention signed in June, 1976. This remission to cross- 
border workers is in line with that accorded to public servants and 
others who were brought within the scope of PAYE as from 6 April, 
1976.

Section 9 provides for a remission of a half-year's tax in the case 
of certain employees who, prior to 1976-77, were transferred from 
a public service employment (the remuneration from which was 
charged departmentally on a preceding year basis) to a PAYE 
employment where tax is deductible on a current year basis. As in 
the case of public service employees who were brought within 
PAYE in 1976, a remission of one-half of the tax for the relevant 
year is being provided.

Section 10, which amends sections 211 and 504 of the Income Tax 
Act, 1967, is a consequential provision following on the abolition 
of estate duty and the introduction of capital acquisitions tax. These 
sections impose time limits for the making of income tax assess
ments on personal representatives in respect of income arising to a 
deceased person before his death (or the taking of proceedings 
against such representatives in respect of penalties incurred by the 
deceased). Certain of the time limits are linked to the year in which 
a corrective affidavit is lodged “ for the purpose of assessment of 
estate duty”. The link is extended, by the section, to the year of 
assessment m which an additional affidavit is lodged for the pur
poses of capital acquisitions tax.

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) continuation of the notional basis of assessment,
(c) the giving of a credit for rates against income tax, and

(d) alteration of the time for payment of tax by full-time
farmers.
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Section 11 adds two further definitions to the existing definitions 
listed in section 13 of the Finance Act, 1974.

Section 12, which amends section 15 (3) of the Finance Act, 1974, 
brings into charge farming profits of individuals occupying farm 
land of £60 or more (the existing threshold is £75).

Section 13 amends Chapter II of Part I of the Finance Act, 1974 
(which contains the basic provisions relating to the taxation of farm
ing profits). The section substitutes five new sections for the existing 
sections 19 to 21A inclusive and makes consequential amendments 
in sections 22 and 25 of that Act. The new sections deal with—

(a) marginal relief for farmers with rateable valuations from
£60 to £69,

(b) the basis of assessment, including assessment on the notional
basis, and

(c) the granting of a credit for rates against income tax on
farming profits.

The new section 19 provides marginal relief for full-time farmers the 
rateable valuation of whose land is in the valuation range of £60-69. 
At £60 rateable valuation the tax charge will be one-tenth of the full 
tax, at £61, two-tenths and so on until the full charge comes into 
operation at £69. A credit for rates also falls to be given in these 
cases of marginal relief. The marginal relief and the proportionate 
credit for rates will be given by application of the formula set out in 
the section.

The new section 20 provides that where, for 1978-79 (or a sub
sequent year of assessment), a full-time farmer is assessed on the 
accounts basis (the normal basis of assessment) he may opt for assess
ment on the notional basis—provided for in the new section 21. 
Where this option is exercised, the farmer will be charged to tax on 
the notional basis for the following two years. At the end of that 
period, it will be open to him to change to the accounts basis of 
assessment or to opt for the notional basis for a further period of 
three years. As from 1978-79, farmers will be assessed either on the 
accounts basis or on the notional basis at their option, subject to 
their remaining on the particular basis adopted for a minimum 
period of three years.

The new section 20A enables farmers with rateable valuations 
from £60 to £74 (who are being brought into charge by section 12 
of the Bill) who wish to be charged to tax on the accounts basis, 
to elect to be charged on their actual profits for 1978-79 instead of on 
the profits of the preceding year which would be the normal basis of 
assessment.

The new section 21 makes provision for assessment on the notional 
basis. On this basis, the chargeable profits will be arrived at by 
multiplying the rateable valuation of the farm land by 90 and deduct
ing from that amount

—wages paid to permanent employees engaged in working the 
farm land, and

—amounts paid to agricultural contractors in respect of agricul
tural work carried out by them on the farm land.

“ Permanent employees ” are employees whose emoluments are 
subject to PAYE and in respect of whom the farmer pays social 
welfare contributions. The section also provides that, where all the 
partners in a partnership are already separately liable for income tax, 
the anti-fragmentation provisions of section 17 of the Finance Act, 
1974, will not be applied.

The new section 21A provides for the granting of rates as a credit 
against income tax chargeable on farming profits of full-time indi
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vidual fanners. The credit against tax on farming profits for a year 
of assessment will be in respect of the rates payable on the farm land 
for the local financial year preceding that year of assessment. The 
credit will not apply in any case where the farmer, or his spouse, is 
also engaged in another trade or profession.

The amendment to section 22 of the Finance Act, 1974, is a draft
ing provision which alters the phrase “ elects to be charged ” to “ is 
charged ” [on the notional basis]. This is to take account of the 
position that where, under the new provisions, a farmer elects for 
the notional basis for one year, he is to be charged on that basis for 
the next two following years.

Section 25 of the Finance Act, 1974, deems wear and tear allow
ances in respect of machinery and plant to have been granted for 
years where the farming profits were not chargeable to tax or where 
the machinery or plant had not been used solely for the purpose of 
farming. The section is now being extended to cover years for which 
a farmer is chargeable to tax on the notional basis. This is necessary 
in order to prevent claims for the carry forward of allowances in 
respect of plant and machinery from a year (1977-78 and later) in 
which a farmer was assessed on the notional basis and was not, 
therefore, entitled to claim for depreciation of plant and machinery 
for that year. The corresponding provision for farm buildings is con
tained in section 22 (2B) of the Finance Act, 1974.

Section 14 prevents the carry-forward of any farm loss sustained in 
a year in which the farmer was not chargeable to tax on farming 
profits (because the rateable valuation of the farm land occupied by 
him was below the threshold for liability) or the setting off of that 
loss against farming profits chargeable to tax for 1978-79 or any 
subsequent year.

Section 15 provides that tax on farming profits payable by full
time farmers will, in future, be payable on 1 January in the relevant 
year of assessment.

Section 16 gives effect to the decision (announced by the Minister 
for Finance on 21 October, 1977) that farmers, who had appealed 
against their 1977-78 assessments and who, notwithstanding the 
appeals, were due to pay the first instalment of tax on or before 1 
September, 1977, would not incur an interest charge in respect of that 
instalment if the tax was paid before 1 January, 1978. The section 
also provides that, where the tax was not paid by 1 January, 1978, 
interest on the overdue tax will be levied by reference to the amount 
found to be due on appeal and not on the amount orginally assessed.

Chapter III 

Corporation Tax

Section 17 and the Second Schedule, which are effective from 
1 April, 1978, reintroduce, with certain modifications, provisions 
similar to those which operated up to 5 April, 1976, under which 
income and losses attributable to exempted transactions of agricul
tural and fishery co-operative societies are disregarded for tax pur
poses. The principal modification is that exemption will not apply to 
profits attributable to the sales of goods to the EEC intervention 
agency. The goods and services which may be the subject of exempted 
transactions are listed in the Second Schedule. This list supersedes 
the list of items contained in section 220 of the Income Tax Act, 
1967, and in certificates given under that section and section 70 of the 
Finance Act, 1963, by the Minister for Finance.

Special provision is made for the carry-forward of a proportion of 
certain losses incurred during the period from 6 April, 1976, to 31 
March, 1978, when agricultural and fishery co-operative societies were 
liable to tax. Relief by way of carry-forward will not be allowed for
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losses attributable solely to certain accelerated capital allowances 
which in effect were not utilised during that period and which were 
carried forward under section 33 (4) of the Finance Act, 1976, from 
the previous exemption period ended on 5 April, 1976.

Those parts of section 220 of the Income Tax Act, 1967, which 
require to be preserved, and parts of section 30 of the Corporation 
Tax Act, 1976, relating specifically to the application of corporation 
tax to agricultural and fishery co-operative societies, are incorporated 
in the present section. The remaining parts of section 30 of the 
Corporation Tax Act, 1976, relating to industrial and provident 
societies generally are reproduced in section 18.

Section 18 reproduces the provisions of section 30 of the Cor
poration Tax Act, 1976, other than those which relate solely to 
agricultural and fishery co-operative societies and which are incor
porated in the immediately preceding section. The present section 
and sections 218 and 219 of the Income Tax Act, 1967, now contain 
the legislation referable to the taxation of profits of industrial and 
provident societies generally.

Section 19 amends Chapter IV of Part I of the Finance Act, 1977, 
which introduced, for certain manufacturing companies, a reduced 
rate of corporation tax of 25 per cent, (as compared with the normal 
rate of 45 per cent.).

For 1977, supplementary provisions are introduced under which, 
as an alternative to the volume of sales test contained in last year’s 
Act, a company may claim relief if the amount receivable from sales 
in 1977 is not less than 119 per cent, of the amount receivable from 
sales in 1976.

The relief is being extended to the financial years 1978 and 1979 
but for those years there will be no sales test. Relief will be accorded, 
broadly, where manufacturing companies achieve in those years an 
annual increase in employment of 3 per cent. In general, a company 
will qualify for the reduced rate in 1978 or 1979 if—

(а) as regards 1978, it exceeds its 1977 employment level by
3 per cent., or its 1976 employment level by 6 per cent., or

(б) as regards 1979, it exceeds its 1978 employment level by
3 per cent., its 1977 employment level by 6 per cent., or 
its 1976 employment level by 9 per cent.

Provision is also made for according relief to certain companies 
which commenced to trade in 1977 or 1978.

Section 20 is concerned with the rate of corporation tax for small 
companies. It secures that, for the financial year 1977 and subsequent 
financial years, the reduced rate of 35 per cent, will apply where a 
company’s profits do not exceed £25,000 as compared with the exist
ing limit of £10,000. Marginal relief will operate where the profits 
exceed £25,000 but do not exceed £35,000.

Chapter IV

Income Tax and Corporation Tax

Section 21 extends indefinitely the period of operation of free 
depreciation in respect of capital expenditure on new machinery or 
plant (other than road vehicles) provided for use in a trade or 
profession.

Section 22 amends section 8 of the Finance Act, 1973. That section 
suspended the operation of the shipping investment allowance during 
the period for which free depreciation was available. Since this period 
is now being extended indefinitely (by section 21 of the Bill), the 
suspension of the shipping investment allowance is also being 
continued indefinitely.
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Section 23 extends for a further period of two years up to and 
including 1979-80 the provisions of section 40 of the Finance Act, 
1977, which permitted the continuance 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 those arrangements 
provided for the payment of income tax at a rate lower than the 
standard rate on certain dividends and interest paid by the societies 
to their shareholders and depositors.

Section 24 provides for free depreciation to industrialists and 
hoteliers in respect of capital expenditure incurred by them on or 
after 2 February, 1978, on the construction of industrial buildings 
and hotels to be occupied by them.

Section 25 provides that where a taxpayer, for the purposes of 
his trade, makes a contribution to a local authority towards capital 
expenditure incurred by it on a scheme of effluent control approved 
by the Minister for the Environment, the taxpayer will be entitled, 
in respect of the contributions, to the same capital allowances as if 
the taxpayer himself had incurred the expenditure.

Section 26 provides for the continuance, for a further year, of 
relief in respect of increases in stock values. The relief is extended 
to include, for income tax purposes, the year of assessment 1978-79 
and, for corporation tax purposes, accounting periods ending in the 
period from 6 April, 1977, to 5 April, 1978.

Section 27 is consequential on the reduction effected last year in 
the normal rate of corporation tax from 50 per cent, to 45 per cent. 
The section secures that the normal tax credit applicable to a dis
tribution made on or after 6 April, 1978, will be 30/70ths, instead 
of 35/65ths, of the distribution. There are consequential amend
ments of such provisions as those relating to distributions out of 
profits which have been accorded export sales relief, mining relief 
and double taxation relief.

PART n 
Excise

Section 28 confirms the following Orders in regard to excise duty 
matters made under the Imposition of Duties Act, 1957.

(1) Imposition of Duties {No. 229) {Excise Duties) (Vehicles)
Order, 1977

The effect of the Order is that buses owned and used ex
clusively by Youth and Community Organisations for the pur
poses solely of conveying persons on journeys directly related 
to the activities of the organisations and for no other purpose 
shall not be liable to motor tax under paragraph 6 (d) of Part I 
of the Schedule to the Finance (Excise Duties) (Vehicles) Act, 
1952, in respect of the horse-power above 16 horse-power; and 
that lorry type vehicles owned by schools of motoring and used 
solely for the giving of instruction for reward and undergoing 
tests shall be liable to motor tax under paragraph 5 of Part I 
of the Schedule to the 1952 Act.

(2) Imposition of Duties {No. 231) {Excise Duties) {Vehicles)
Order, 1977

The effect of the Order is that the obligation to pay road tax 
on cars not exceeding 16 horse-power (including small public 
service vehicles) and motor cycles ceased as from 1 August, 
1977, in respect of licences taken out for periods commencing 
on or after that date; these vehicles will continue to be regis
tered and licensed and annual charges of £5 in the case of cars 
etc and £1 in the case of motor cycles are payable on taking 
out a licence.
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(3) Imposition of Duties (No. 232) (Hydrocarbon Oils) Order.
1977

This Order provides for repayment of excise duty charged at 
the net rate of 2p per gallon on fuel oils used in the production 
of horticultural produce in commercial glasshouses or in com
mercial mushroom production.

(4) Imposition of Duties (No. 233) (Rates of Excise Duty
on Tobacco Products) Order, 1977 

This Order provides for the rates of excise duty to be charged 
on tobacco products with effect from 1 January, 1978. The 
Order was made following the enactment of the Finance (Excise 
Duty on Tobacco Products) Act, 1977, which introduced with 
effect from 1 January, 1978, the European Community system of 
levying excise duty on cigarettes and the levying of an end- 
product excise duty, proportionate to weight, on other tobacco 
products.

PART III 

Stamp Duties

Section 29 is an anti-avoidance provision. It is aimed at ending a 
practice whereby it was possible to transfer a leasehold interest in 
property without the payment of the appropriate stamp duty. To 
counteract such avoidance, the section requires that either the con
tract or agreement for the sale of a leasehold interest or the transfer 
of the interest should be charged to duty and stamped accordingly.

Section 30 is also an anti-avoidance measure. It prevents abuse of 
the existing exemption from stamp duty of transfers on marriage by 
confining the exemption to cases where the transfers are for the bene
fit of a party to the marriage or of a party to and issue of the 
marriage.

Section 31 revokes Order No. 228 of 1977 made under the Imposi
tion of Duties Act, 1957. This Order, which was effective from the 1st 
day of April, 1977, contained the anti-avoidance provisions in the 
two preceding sections.

Section 32 is aimed at the possibility of avoidance in two areas. 
Avoidance in the first is counteracted by making a conveyance or a 
transfer in contemplation of a sale liable to the same stamp duty as a 
conveyance or transfer on sale. The other area of possible avoidance 
is where gifts are made subject to the retention of a power of revoca
tion in the donor or the reservation to him of an interest that is 
subject to forfeiture. The section provides that the subject matter of 
such gifts is to be valued without reference to such powers or 
interests. Provision is made for the refund of the stamp duty so paid 
in certain circumstances.

Section 33 abolishes stamp duty on contracts for the construction 
of office buildings made on or after the 14th day of April, 1978. It 
also ensures that section 65 of the Finance Act, 1973, which 
increased the rate of stamp duty payable on contracts for the con
struction of office buildings, applied both to the consideration in the 
original contract and to any variation thereof.

PART IV 
Death Duties

Section 34 reduces from twelve to six years the duration of the 
charge to death duties on real and leasehold property in the hands of 
purchasers or mortgagees where the purchase or mortgage was 
entered into on or after the 1st day of April, 1978.

Section 35 relates to certain situations where losses occurred in the 
sale of securities passing under the will or intestacy of a deceased 
person and where the securities were sold to pay estate duty during 
the recent recession in share values. The section provides relief by

7



substituting the sale prices of the securities for the values as at the 
date of death of the deceased where the deceased died between April 
1972 and April 1975.

..li* pnnaifTv
PART V 

Wealth Tax

Section 36 removes the liability to wealth tax that would otherwise 
arise by reference to valuation dates occurring on or after the 5th day 
of April, 1978. Bona fide purchases or mortgages for full considera
tion entered into after that date are also freed from the charge to the 
tax. The section also reduces, as from the date of the passing of the 
Act, the rate of interest on outstanding wealth tax and on repayments 
of that tax from 1.5 per cent, per month to 1.25 per cent, per month.

PART VI
Capital Acquisitions Tax

Section 37 exempts from capital acquisitions tax houses and gardens 
which are shown to be of national, scientific, historic or artistic 
interest if certain conditions are fulfilled. Amongst those conditions 
is the provision of reasonable facilities for viewing to members of 
the public.

Section 38 amends the conditions under which the exemption in 
section 57 of the Capital Acquisitions Tax Act, 1976, is available for 
certain government securities which are exempt from taxation when 
owned by persons who are neither domiciled nor ordinarily resident 
in the State. The requirement that the security be retained by the 
donee for at least one year is removed.

Section 39 introduces new tables of rates of capital acquisitions tax 
as respects gifts and inheritances taken on or after the 1st day of 
April, 1978. In three of the four tables (which are set out in the 
Third Schedule) the thresholds are increased and the ranges are 
adjusted upwards.

Section 40 is consequential on the adjustment of the thresholds in 
Section 39 and adjusts accordingly the thresholds over which the 
delivery of returns is obligatory.

Section 41 reduces the rate of interest, as from the date of the 
passing of the Act, on outstanding capital acquisitions tax and on 
repayments of that tax from 1.5 per cent, per month to 1.25 per cent, 
per month.

Section 42 increases as from and including this year the annual 
exemption for small gifts from £250 to £500.

• ' ■
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PART VII 

Miscellaneous

Section 43 relates to the Capital Services Redemption Account. 
This section is in the same form as in previous years, and its purpose 
is twofold, viz.,
sri! tit noihncbianoo eiil oj iVx? beiiqqs ' blind o-ii! ) io nUb'jir.!

(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 1977,
and

(b) to fix provisionally a new annuity for 30 years in respect of
the estimated expenditure in 1978 on Voted Capital 
Services.

Section 44 reduces from 1.5 per cent, per month to 1.25 per cent per 
month the rate of interest chargeable on unpaid taxes. The new rate 
will have effect as from the date of the passing of the Act and will 
apply to income tax (including tax deducted under PAYE and tax 
deducted from payments to sub-contractors), sur-tax, corporation tax, 
corporation profits tax, capital gains tax and value-added tax.
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Section 45 provides that the Revenue Commissioners may disclose 
(i) information to the Minister for the Environment relating to 

claimants under the scheme of £1,000 grants for first-time 
owner-occupiers of new houses and 

(ii) information to rating authorities in relation to the occupation 
of agricultural land for the purpose of establishing the 
entitlement of certain persons to rates relief under the 
Rates on Agricultural Land (Relief) Acts.

Section 46 relates to the ranking of debt guaranteed by the Govern
ment vis-a-vis direct debt of the Government in regard to which a 
doubt has been raised. For many years such guarantees have been 
given on the understanding that guaranteed debt ranks pari passu 
with direct Government debt and it could create difficulties when 
loans with a Government guarantee are being arranged in the future 
if the doubt raised now should become a serious issue. It is considered 
desirable, therefore, that legislation should be introduced to remove 
all question of doubt on this matter and this section achieves this.

Section 47 empowers the Minister for Finance to purchase for 
cancellation certain Government securities.

A substantial proportion of Government stock is bought from the 
Exchequer in the first instance by Departmental funds. These funds 
in turn trade in these stocks with a view to being overall sellers, 
thereby raising money for the Exchequer from the public. From 
time to time, however, they can accumulate large holdings of par
ticular securities for which there is no demand. In this way signifi
cant amounts of these can be tied up which could otherwise be 
used to purchase from the Exchequer new securities or extra 
tranches of existing securities for which there are indications of 
demand. Power to cancel “ obsolete ” securities held by Depart
mental Funds would overcome this technical difficulty and the 
section gives that power to the Minister.

Section 48 abolishes the Road Fund, terminates the payment of 
various duties, fees and related fines and penalties into the Fund 
(these will now be retained by the Exchequer) and provides that pay
ments formerly made from the Fund shall be paid out of moneys 
provided by the Oireachtas.

Section 49 enables the Minister for Finance to guarantee loans or 
to give loans in connection with bilateral or multi-lateral actions 
designed to aid developing countries.

Section 50 provides for the repeal of the enactments specified in 
the Fourth Schedule to the Bill. The repeals in Part I of the Schedule 
are consequential upon the reintroduction of the exemption from 
corporation tax of certain transactions of agricultural and fishery 
co-operative societies. The effect of the repeal in Part II is to abolish 
the rebate payable to brewers using home-roasted, home-flaked or 
home-malted cereals.

Sections 51 and 52 are self-explanatory.

An Roinn Airgeadais,
Aibredn, 1978.

Wt 122096/F/4. 40. 4/78. Cahill. (6146). G.16.
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