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EXPLANATORY MEMORANDUM

PARTI

Income Tax, Corporation Tax and Capital Gains Tax 

CHAPTER I 

Income Tax

Section 1 increases, for 1989-90 and subsequent years of assessment, 
the general income tax exemption limits and the exemption limits for 
aged persons.

In the case of single and widowed persons (and married persons 
assessed as single persons), the general exemption limit is raised from 
£2,750 to £3,000. Where such persons are aged 65 years or over but 
under 75 years, the exemption limit is increased from £3,250 to £3,400 
and, where they are aged 75 years or over, the limit goes up from 
£3,800 to £4,000.

In the case of married persons, the general exemption limit is 
increased from £5,500 to £6,000. Where either spouse is aged 65 years 
or over and both are under 75 years, the limit is increased from £6,500 
to £6,800 and, where either spouse is aged 75 years or over, the limit 
is raised from £7,600 to £8,000.

In addition, where a person has a qualifying child, the general or 
age exemption limit, whichever is appropriate, is increased by £200 
in respect of each qualifying child. Children under 16 years and 
children over 16 years in full-time education or in training as appren
tices are qualifying children.

Section 2 provides for the new rate structure which will apply for 
1989-90 and subsequent years of assessment. The new rate structure 
is set out in the Table to the section. Part I of the Table sets out the 
rate bands applicable in the case of a single or widowed person (or a 
married person who is assessed to tax as a single person). The standard 
rate of income tax is reduced from 35 per cent to 32 per cent while 
the amount chargeable at the standard rate is increased from £5,700 
to £6,100. The amount chargeable at the 48 per cent rate is increased 
from £2,900 to £3,100 while the top rate of income tax is reduced
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from 58 per cent to 56 per cent. Part II of the Table shows the bands 
applicable where a husband is assessed to tax in respect of his own 
and his wife’s income. These rate bands are double those applicable 
to single persons.

Section 3 continues, for the year 1989-90, the special allowance of 
£286 in the case of employees who pay the higher rates of pay-related 
social insurance.

Section 4 provides for the granting of income tax relief to encourage 
individuals to come and live in designated inner city areas and renovate 
houses there that are determined by the Office of Public Works in 
Ireland to be historically or architecturally significant. The relief 
consists of an income tax deduction in respect of 25 per cent, of 
relevant expenditure incurred by an individual in a year of assessment 
with a further deduction of 5 per cent, allowable in each of the 
following five years i.e. a total deduction of 50 per cent. The expen
diture must be in respect of the repair, restoration or maintenance in 
the nature of repair or restoration of a house which is used by the 
individual as his sole or main residence.

Section 5 provides for an appeals procedure in relation to section 2 
of the Finance Act, 1969 which deals with exemption from income 
tax of certain earnings of writers, composers and artists. Broadly, 
section 5 has effect, where the Revenue Commissioners have failed 
to determine, within a period of 6 months from the time the taxpayer 
claiming the exemption makes his or her claim, that the material 
which is the subject of the claim has artistic or cultural merit. The 
taxpayer may now appeal to the Appeal Commissioners and, on 
rehearing to the Circuit Court, on the grounds that the material which 
is the subject of the claim has artistic or cultural merit. If the taxpayer 
is successful in the appeal, he or she will be entitled to the relief 
provided for by section 2 of the Finance Act, 1969.

Section 6 reduces, from 12 per cent to 10 per cent, the specified 
rate used in assessing the benefit-in-kind from preferential mortgage 
loans. The section also provides that a loan made by an employer to 
an employee at less than the specified rate will not be regarded as a 
preferential loan where it is made on an arm’s length basis at normal 
commercial interest rates.

Section 7 provides that, with effect from 1989-90, the amount of 
mortgage interest which will qualify for income tax relief will be 
restricted to 80 per cent of the lesser of:

(a) the amount of interest actually paid, or

(b) (i) in the case of a married man who is assessed to tax in
respect of his own and his wife’s income, £4,000,

(ii) in the case of a widowed person, £2,900, and

(iii) in the case of other individuals, £2,000.

(The restriction stood at 90 per cent since 1987-88).

Section 8 provides that the amount of income tax relief on life 
assurance premiums will be limited to 80 per cent of its existing level 
in respect of premiums paid on or after 6 April, 1989.

Broadly, the existing relief comprises a deduction in respect of one- 
half of the allowable premiums. There is a limit of the lower of one- 
sixth of total income or £1,000 (£2,000 in the case of a married couple)
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on the amount of premiums which qualify for relief and, furthermore, 
the qualifying premiums are restricted to 7 per cent of the capital sum 
payable on death under the life assurance policy.

Section 9 contains amendments to the existing scheme of relief for 
investment in corporate trades (“Business Expansion Scheme”). 
The amendments will take effect as respects eligible shares issued on 
or after 12 April, 1989. The section amends Chapter III of Part I of 
the Finance Act, 1984 (which introduced the scheme) by—

(а) amending section 12, to provide that tax relief under the
scheme will only be available in respect of the purchase 
of a ship where the purchase represents a beneficial 
addition to the Irish shipping register;

(б) inserting a new section — section 13A — in the Chapter
which provides for an upper limit of £2.5 million on the 
amount of shares issued by a qualifying company in respect 
of which relief can be claimed;

(c) amending section 16, to provide that, for the purposes of the
scheme,

(i) general operational leasing activities, other than the
letting on charter of certain ships, and
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(ii) financing/refinancing services (e.g. lending, leasing,

debt factoring and the purchase or sale of financial 
assets),

will no longer be qualifying trading operations, and

(iii) the operation of self-catering tourist accommodation
facilities in certain urban areas will no longer be 
qualifying tourist traffic undertakings; and
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(d) amending section 17, to provide that no relief will be given
in respect of eligible shares where such shares are subject 
to agreements, options or guarantees which—

(i) would or could require a person to purchase or other
wise acquire the investor’s shares at a price other than 
a price equal to the market value of the shares at the 
time of purchase or acquisition, or

(ii) would or could require the investor to dispose of his 
shares at a price other than a price equal to the market 
value of the shares at the time of the disposal.

Section 10 is necessary as a consequence of the Income Tax 
(Employments) Regulations, 1989 (S.I. No. 58 of 1989), which pro
vide, inter alia, that where the Collector-General authorises it, an 
employer may make remittances of PAYE deducted from his 
employees at longer intervals, not exceeding a year, than the normal 
monthly remittance basis. The section ensures the retention of the 
preferential status of the Revenue Commissioners in company liqui
dations in relation to PAYE by establishing that the amounts referred 
to in section 285 (2) (a) (iii) of the Companies Act, 1963, are to 
include amounts (of PAYE) which, apart from the Income Tax 
(Employments) Regulations, 1989, would otherwise have been due 
to be remitted by the employer at the date of liquidation. The section 
also puts beyond doubt the Revenue Commissioners’ entitlement to 
take into account, in calculating the preferential PAYE debt of a
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liquidated company, PAYE deducted by the company for the income 
tax month in which liquidation occurred.

Chapter II

Income Tax, Corporation Tax and Capital Gains Tax

Section 11 provides for a continuance, for a further two years, of 
the existing stock relief scheme for farmers. The section also provides 
that, where stock increases occur in accounting periods ending on or 
after 6 April, 1989, the claw-back period in respect of subsequent 
stock decreases will be reduced from 10 to 7 years. For destocking in 
respect of stock increases occurring in accounting periods ending 
before 6 April, 1989 the existing legislation, which provides for a 
claw-back period of 10 years, remains in place.

Section 12 raises from £6,000 to £7,000 the capital value used in 
determining—

(a) the capital allowances, and

(b) the deduction for running expenses

to be granted for tax purposes in respect of motor cars used in the 
course of a trade, profession or employment. In the case of capital 
allowances, the increase applies to cars provided after 25 January, 
1989 (other than cars that were contracted for before that date but 
provided within 12 months of that date), while, in the case of running 
expenses, the increase applies to expenses incurred after that date.

Sections 13 to 16 make minor technical amendments to certain 
provisions dealing with the granting of allowances in respect of capital 
expenditure, consequent on the reduction of accelerated capital allow
ances in the 1988 Finance Act. In line with that reduction, the purpose 
of the present amendments is to restrict the maximum allowance 
which can be claimed in any one year in respect of capital expenditure 
to 50 per cent of that expenditure.

Section 13 amends section 251 of the Income Tax Act, 1967 to 
provide that, where initial allowance is claimed in respect of expen
diture incurred on or after 1 April, 1989 in respect of machinery or 
plant, annual wear and tear allowance cannot be claimed in respect 
of that expenditure for the same chargeable period.

Section 14 amends section 254 of the Income Tax Act, 1967 to 
provide that, where initial allowance is claimed in respect of expen
diture incurred on or after 1 April, 1989 on the construction of an 
industrial building, annual allowance cannot be claimed in respect of 
that expenditure for the same chargeable period.

Section 15 amends section 22 of the Finance Act, 1974 to remove 
any uncertainty as to the amount of capital expenditure incurred on 
farm buildings which may be taken in the form of an accelerated 
allowance. In respect of expenditure incurred on or after 1 April, 
1989 only one measure of accelerated allowance (up to 50 per cent), 
whether taken in one chargeable period or over a number of such 
periods, will be allowed. The balance of the expenditure can be 
written off at the normal annual rate of 10 per cent.

Section 16 amends section 25 of the Finance Act, 1978 to prohibit 
a claim for industrial building initial allowance under Chapter II of
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Part XV of the Income Tax Act, 1967 where accelerated annual 
allowance is claimed under section 25.

Section 17 amends section 26 of the Finance Act, 1981—

(i) to increase from 50 per cent to 100 per cent the allow
ance in respect of capital expenditure incurred by a 
person on the provision of a toll-road by virtue of an 
agreement made between that person and a road 
authority under section 9 of the Local Government 
(Toll Roads) Act, 1979,

(ii) to provide that the allowance may be set off only
against income arising by virtue of the agreement 
under which the expenditure is incurred, and

(iii) to extend the relief to expenditure incurred in the
period up to 31 March, 1992.

Section 18 and the First Schedule. These provisions introduce a new 
basis for taxing collective investment undertakings such as unit trusts 
and any other such undertaking which may be set up in the State 
under the European Communities (Undertakings for Collective 
Investment in Transferable Securities) Regulations, 1989, (UCITS). 
The traditional way for taxing a unit trust in Ireland has been to 
regard the unit trust as a distinct taxable entity and charge it to tax 
without regard to the status of its unit holders. On the Continent, 
however, the traditional method has been to “look through” the 
collective investment undertaking and charge tax by reference to the 
tax status of the individual investor or unit holder. This means, for 
example, that a foreign investor receiving income from the collective 
investment undertaking generally pays tax on the income in his own 
country only and is not exposed to double taxation.

If the traditional method of taxation of unit trusts were to continue 
in this country it could put Irish collective investment undertakings 
at a competitive disadvantage now that liberalisation of capital move
ments within the European Community is taking place. TTie purpose 
of the new provisions is to bring the Irish taxation treatment of 
collective investment undertakings into line with that prevailing in 
the majority of the Member States of the European Community.

Essentially, under the terms of the new provisions taxation takes 
place by reference to the status of the unit holder or investor. Non
resident investors will largely be free of tax in the State, but will of 
course be subject to tax in their country of residence. Irish residents 
will be subject to a withholding tax on payments from a collective 
investment undertaking and the withholding tax will apply to the 
undistributed income of the undertaking. However, collective invest
ment undertakings in the International Financial Services Centre and 
in the Shannon Customs-free Airport which have only non-resident 
investors are free from the withholding tax provisions.

Subsection (1) contains definitions most of which are of a technical 
nature. The definition of “collective investment undertaking” extends 
the new tax treatment not only to unit trusts but also to new types of 
collective investment undertakings which may be set up under the 
UCITS Regulations.

Subsection (2) contains a number of technical provisions.

Subsection (3) provides for the new tax treatment whereby the 
collective investment undertaking is not charged to tax on income
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and capital gains but instead its unit holders are charged to tax on 
payments of income and gains from the undertaking (but only to the 
extent that they are liable to tax in Ireland, if at all) as if they had 
received the income and gains directly. Subsection (4) sets out the 
basis on which unit holders liable to tax in Ireland are to be charged to 
tax on income and capital gains payments from a collective investment 
undertaking.

Subsection (5) provides for a withholding tax at the standard rate 
of income tax to be applied to payments of income and capital gains 
made to Irish residents and to amounts of undistributed income 
(but not capital gains) of collective investment undertakings situated 
outside the International Financial Services Centre and Shannon 
Customs-free Airport. The First Schedule contains the necessary 
technical provisions to provide for the return and collection of the 
withholding tax deducted. Subsection (6) gives entitlement to a non
resident to have the withholding tax refunded and to an Irish resident 
to have the tax set off against any tax liability on the income and 
capital gains received from the collective investment undertaking, 
with repayment if necessary.

As unit trusts will no longer be subject to capital gains tax, sub
section (7) repeals the existing one-half capital gains tax treatment for 
unit trusts and disposals of units in unit trusts. Subsections (8) and 
(9) exempt collective investment undertakings from surcharges on 
undistributed income and from having payments made to unit holders 
treated as distributions for corporation tax purposes.

As, effectively, collective investment undertakings will not be Irish 
taxable entities, subsection (10) denies them access to double taxation 
treaties. Subsection (11) ensures that non-resident unit holders will 
not be chargeable to Irish tax on the technicality of the collective 
investment undertaking or any other person being regarded as their 
agent. Subsection (12) sets out the commencement dates for the new 
tax treatment.

Section 19. This section provides for the disclosure on request by 
an inspector of taxes of information in relation to the acquisition by 
Irish residents of the units of a foreign undertaking for collective 
investment in transferable securities (UCITS), or in relation to pay
ments made by a foreign UCITS to its Irish resident unit holders, or 
in relation to the repurchase or redemption by the foreign UCITS of 
units held by Irish residents. The information is to be provided by the 
person who acts in the State as the intermediary of the foreign UCITS.

Chapter III 

Corporation Tax

Section 20 secures that the rate of tax, by reference to which life 
assurance companies may claim repayment of corporation tax in 
respect of investment income reserved for policy holders, will remain 
at 35 per cent despite the reduction of the standard rate of income 
tax from 35 per cent to 32 per cent (Section 2).

Section 21 substitutes a new section 84A, for the existing section 
84A, in Part IX of the Corporation Tax Act, 1976. Section 84A, as 
substituted, provides that with effect as on and from 12 April, 1989—

ii.'i < it. 'f1 t ) *oiVyv , f.
(i) “section 84 loans” may be made only by existing 

“section 84 lenders” subject to a ceiling for each 
lender of 110 per cent of the volume of such “section
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84 loans” outstanding on 12 April, 1989. A company 
which on 12 April, 1989 is not a “section 84 lender” 
will not be recognised as such a lender after that day; 
and

(ii) “section 84 loans” may be made only to manufacturing 
companies, including companies falling within the 
ambit of Chapter VI of the Finance Act, 1980 with 
the exception of companies in the Shannon Customs- 
free Airport covered by section 39A of the Finance 
Act, 1980.

Section 84A as it applied, prior to its substitution by this section, 
will continue to apply to foreign-sourced “section 84 loans” and, up 
to 31 December, 1991, to existing domestic-sourced “section 84 loans” 
to non-manufacturing companies in the Shannon Customs-free Air
port.

Section 22 extends, with effect from 6 April, 1989, the categories 
of computer services which qualify for the 10 per cent rate of cor
poration tax to include consultancy and technical services related to 
software development or data processing services.

Section 23 provides for the deletion from section 39A of the Finance 
Act, 1980, of a restriction on the extent to which a non-manufacturing 
trade carried on in Shannon Customs-free Airport may qualify for 
relief under the 10 per cent, scheme of corporation tax. The restriction 
reflected certain rules operated by the European Community in 
relation to State aids to regions. As section 39A stood, a company 
with 50 or more full-time employees, was liable to have the relief 
available to it under the 10 per cent, scheme limited to an amount 
calculated by reference to the number of its employees. This restric
tion is abolished by this section.

Section 24 amends the formula introduced by section 32 of the 
Finance Act, 1988 for computing the amount of the“manufacturing” 
tax credit for a dividend or other distribution paid by a company after 
6 April, 1989. The formula attributes the “manufacturing” tax credit 
to the whole or part of a distribution paid for an accounting period 
in the proportion which the company’s “manufacturing” distributable 
income for the period bears to its total distributable income for 
the period. The amendment provides that all dividends or other 
distributions paid by the company before 6 April, 1989 for an account
ing period are to be brought into account in the formula and treated 
as reducing the company’s “manufacturing” distributable income or 
total distributable income, as appropriate, for that period. The for
mula as introduced by section 32 of the Finance Act, 1988 only took 
account of dividends or other distributions paid by the company 
before 6 April, 1989 which were “manufacturing” dividends or other 
distributions. This change and other minor technical amendments 
introduced by section 24 complement the greater flexibility in the 
attribution of dividends or other distributions to accounting periods 
to be introduced by section 25. The section also provides for a revised 
list of the categories of dividends or other distributions which are to 
be treated as made for the accounting periods in which they are 
actually paid.

Section 25 allows companies to elect to nominate an accounting 
period or periods for which a dividend or other distribution shall be 
treated as made for the purposes of computing whether it is to carry 
a “manufacturing” tax credit. A company which so elects must specify 
that the dividend or other distribution was made for any accounting 
period or periods ending not earlier than nine years before the day

7



on which the dividend or distribution was made, to the extent that 
there is undistributed income in such accounting periods. When there 
is no longer any undistributed income in such an accounting period 
or periods, the company may specify that a dividend or other dis
tribution (or part of such dividend or distribution) was made for an 
earlier accounting period or periods. The company will not be entitled 
to specify that a dividend or other distribution was made for the 
accounting period in which it was actually paid unless the dividend or 
distribution falls into the categories listed in subsection (3).

Section 26 amends section 42 of the Finance Act, 1984 to exclude 
from the operation of that section preference shares issued by a 
company carrying on a business within the 10 per cent scheme of 
corporation tax in the Shannon Customs-free Airport or the Inter
national Financial Services Centre to a company holding the shares 
on behalf of non-resident investors and where, apart from this section, 
the only chargeable profits of the company holding those shares would 
be dividends from those shares.

Section 27 seeks to remove two unintended interactions between 
the relief for manufacturing industry provided by the Finance Act, 
1980 and the surcharges contained in sections 101 and 162 of the 
Corporation Tax Act, 1976 in respect of the undistributed investment, 
rental or certain other income of close companies. One interaction 
increases the surcharges while the other one reduces the surcharges.

Section 28 amends section 35 of the Finance Act, 1987 to increase 
the present ceiling on relief for investment in a film production 
company. The investor company will have the option, with effect 
from 9 July, 1989, of investing a maximum of £600,000 in one year in 
one film production or a maximum of £200,000 per annum in one, or 
more than one, film production. There is an overall ceiling of £600,000 
on the relief which may be granted in a three year period under both 
options.

The existing relief provided in respect of investments in new ordi
nary shares in a film production company whereby the full purchase 
price of the shares held for a three year period is allowed as a 
deduction for capital gains tax purposes, notwithstanding that relief 
from corporation tax has been given for the purchase price, is being 
extended to disposals of new ordinary shares held for a twelve month 
period and where the proceeds of disposal are reinvested in another 
film production. The reinvestment requirement will not apply where 
the original amount invested was £600,000 and was invested in one 
film production. Where the original amount invested in one film 
production was more than £200,000 and less than £600,000 the above- 
mentioned treatment for capital gains tax purposes will apply only in 
respect of the portion of the investment over £200,000.

Chapter IV 

Capital Gains Tax

Section 29 amends paragraph 11 of Schedule 4 to the Capital Gains 
Tax Act, 1975 to increase to £100,000 the amount of sale proceeds 
above which it is necessary for the purchasers of certain assets to 
deduct tax from those proceeds if the vendor does not produce a 
certificate from the inspector of taxes authorising payment in full of 
the sale proceeds for the disposal.

Section 30 extends for a further 3 years the special rate of capital 
gains tax for disposals of shares on the Smaller Companies Market or
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disposals of shares in companies which issued shares in respect of 
which relief has been given under Chapter III of Part I of the Finance 
Act, 1984 (relief in respect of investment in corporate trades) or 
Chapter III of Part I of the Finance Act, 1986 (relief for investment 
in research and development).

Section 31 amends section 70 of the Finance Act, 1988 to confine 
the repeal of section 66(6) of the Finance Act, 1984 effected by that 
section, to the extent only that it applied to securities issued by Bord 
Telecom Eireann. Section 66(6) of the Finance Act, 1984 provided 
for exemption from capital gains tax in respect of certain securities 
issued by Bord Telecom and An Post. A similar exemption was 
provided by section 70 of the Finance Act, 1988 in respect of securities 
issued by Bord Telecom, thereby making the 1984 provision redun
dant in so far as that body is concerned. However, the provision is 
still required in the case of An Post.

Section 32 provides that futures contracts, based on Government 
and other securities which are not chargeable assets for the purposes 
of capital gains tax, will also not be chargeable assets.

Section 33 provides for the exemption from capital gains tax of 
Bord F^ilte Eireann and certain other specified regional and local 
tourism organisations.

PART II

Customs and Excise

Section 34 defines an abbreviation.

Section 35 increases the rate of excise duty and the rate of drawback 
on beer by £3.248 per standard barrel.

Section 36 provides for an increase of £0.563 per litre of alcohol in 
the main rate of excise duty on spirits.

Section 37 provides for increases in the rates of excise duty on wine 
and made wine ranging from 4p per litre on ordinary strength wine 
to 8p per litre on sparkling wine.

Section 38 increases the rate of excise duty on ordinary strength 
cider and perry by 20p per gallon, with larger increases for stronger 
cider and perry.

Section 39 increases the rate of excise duty on cigarettes by 3.2p on 
the packet of 20 with pro rata increases in respect of other tobacco 
products. The new rates are set out in the Fifth Schedule.

Section 40 provides for an increase of £0.88 per hectolitre in the 
rate of excise duty on petrol. The section also increases the excise 
duty differential in favour of unleaded petrol from £0.80 per hectolitre 
to £1.68 per hectolitre.

Section 41 provides for repayment of excise duty on wine, made 
wine, cider or perry used in the manufacture of low alcohol drinks.

Section 42 makes illegal the practice of so-called “tax-free” betting 
offered as an inducement by some off-course bookmakers. The section 
imposes a legal obligation on all off-course bookmakers not to accept 
a bet unless an amount equivalent to the amount of betting duty due
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in respect of that bet is paid to the bookmaker by the person placing 
the bet.

Section 43 increases the duties on certain intoxicating liquor 
licences. The new rates are set out in Part I of the Sixth Schedule.

Section 44 increases the duties on public dancing licences, occasional 
licences, special exemption orders and authorisations to a club.

Section 45 increases the duty on hydrocarbon (heavy) oil vendors’ 
licences and motor vehicle gas vendors’ licences from £0.25 to £20 in 
each case. It also introduces a new licence for hydrocarbon light oil 
(petrol) vendors but provides that where heavy and light oil are sold 
on the one premises, one licence with a duty of £20 will suffice. The 
section also provides the necessary legal framework to implement the 
new licence duty on light oil vendors. It also empowers officers of the 
Revenue Commissioners to enter premises, take samples and examine 
records of persons dealing in hydrocarbon oils.

Section 46 increases the duties on registration of firearms dealers.

Section 47 increases the duties on various other licences, permits 
and certificates. The new rates of duty are set out in the section and 
in Part II, Part III and Part TV of the Sixth Schedule.

Section 48 replaces the existing duty on registered clubs with a new 
duty chargeable on the grant of a certificate of registration of a club. 
The rate of the new duty is £100.

Section 49 provides for the abolition of hawkers’ licences.

Section 50 provides for the abolition of the requirement to licence 
refreshment houses and that a refreshment house licence will no 
longer be necessary to obtain a “wine on” licence.

Section 51 provides that beer brewed by a private brewer for his 
own domestic use will be exempt from excise duty and that a private 
brewer will no longer be required to take out a brewer’s licence. The 
section also prohibits a private brewer from brewing beer otherwise 
than for his own domestic use.

Section 52 provides for the introduction of a ten-year driving licence.

PART III 

Value-Added Tax

n it *» '/itr Vi iii Afrvffi nin fftfa# 05 In n
Section 53 is a definitions provision.

Section 54 amends section 5 of the Value-Added Tax Act, 1972 
which deals with the supply of services.
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It inserts a new section 5(4B) which provides that, for VAT pur
poses, services of a barrister or solicitor supplied in relation to business 
undertaken for firms of insurers are deemed to be supplied to holders 
of policies of insurance where the holders are indemnified under those 
policies in respect of the costs of such services. The amendment, 
which has the effect of restoring the position that existed prior to a 
recent High Court judgement, will, subject to the usual conditions 
relating to the deduction of input tax, enable policy holders who 
are taxable persons to recover VAT charged on such services. The
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amendment also has the effect of eliminating an element of distortion 
of competition between Irish and certain foreign insurers.

Section 55 amends section 8 of the VAT Act to provide for increases 
in the annual turnover thresholds which determine the liability of 
traders to register for VAT. The threshold of £25,000 which applies 
mainly in the case of sellers of goods is increased to £32,000 and the 
threshold of £12,000 which applies in other cases is increased to 
£15,000.

Section 56 makes two amendments to section 11 (1) of the VAT 
Act. Subsection (a) provides for the exclusion from the application of 
the 5 per cent rate of electricity distributed in connection with the 
distribution of communications signals. Accordingly, the 25 per cent 
rate applies to the distribution of electricity in those circumstances. 
Subsection (b), in confirmation of Financial Resolution No. 7 of 25 
January, 1989, provides for the increase in the rate on livestock from 
1.4 to 2 per cent with effect from 1 March, 1989; this amendment is 
consequent on the amendment made by section 57.

Section 57, in confirmation of Financial Resolution No. 7 of 25 
January, 1989, amends section 12A of the VAT Act to provide for 
the increase, from 1.4 to 2 per cent, in the compensatory flat-rate 
credit allowed to taxable persons purchasing agricultural produce or 
agricultural services from unregistered farmers for transmission to 
those farmers as addition to prices. The section has effect from 1 
March, 1989.

Section 58 implements the Budget proposal to introduce the facility 
of annual accounting of VAT for certain traders. It amends section 
19 (3) of the VAT Act which deals with the furnishing of returns and 
the payment of tax by taxable persons in respect of each two-monthly 
taxable period.

It inserts a new section 19 (3) (aa) which provides that, where the 
Collector-General authorises the procedure, a taxable person may 
furnish a return and pay tax in respect of a number (not exceeding 
six) of consecutive taxable periods. The new section permits the 
Collector-General to take account of certain circumstances (including 
the suitability or otherwise of a case for the procedure), to impose 
certain conditions when issuing an authorisation (such as the making 
of payments on account) and to terminate an authorisation. It has 
been framed so as to preserve the preferential status of the Revenue 
Commissioners for VAT in company liquidation and bankruptcy.

Section 59 amends section 20 (3) of the VAT Act which empowers 
the Minister for Finance to make orders providing for refunds of 
VAT. The purpose of the amendment, which is of a technical nature, 
is to confirm that appropriate conditions may, by virtue of such orders, 
be attached to the making of the refunds.

Section 60 amends section 32 of the VAT Act in consequence of 
the insertion of paragraph (in) of the Sixth Schedule to that Act, by 
section 63 (a). It provides that regulations made under subparagraph 
(d) of that paragraph require the consent of the Minister for Finance.
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Section 61 amends the First Schedule to the VAT Act (exempted 

activities). Subsection (a) provides for the exemption of the man
agement of collective investment undertakings (other than of unit 
trusts) which are referred to in section 18. (The management of unit 
trusts is exempted since 1987). Subsection (d) provides for a technical 
amendment which is consequential to the amendment in subsection 
(a). The subsections have effect from 1 July, 1989.
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Subsections (b) and (c) of this section together with sections 62 and 
63(b), are concerned mainly with the VAT status of optical services 
and corrective spectacles. Following a judgement of the European 
Court of Justice it is necessary to apply VAT to the supply of corrective 
spectacles. This was regarded in this country as coming within the 
meaning of optical services and, accordingly, exempt from tax.

These provisions have the effect that optical services will continue 
to be exempt and the supply of corrective spectacles will be taxed at 
10 per cent. As a consequence of taxing corrective spectacles, contact 
lenses will be taxed at the same rate. The opportunity is being taken 
to make a technical change in relation to dental services.

These provisions have effect from 1 November, 1989.

Subsection (b) of this section, by substituting a new paragraph for 
paragraph (iii) of the First Schedule to the VAT Act, provides for 
the exclusion of professional services of a dental or optical nature 
from those medical services which are taxable when supplied in the 
course of carrying on a business of selling goods. The amendment is 
made because, for example, the supply of spectacles will be regarded 
as a sale of goods and it is necessary to ensure that an optician will 
not be taxable on his services if he sells spectacles. Subsection (c) of 
the section, by inserting new paragraph (iiib) in the same Schedule, 
provides for the exemption of dental and optical services in all cir
cumstances.

Section 62 amends the Second Schedule to the VAT Act (goods 
and services liable at zero per cent). The purpose of the amendment 
is to ensure that corrective spectacles, and also contact lenses, are 
excluded from the application to them of the zero rate.

Section 63 inserts three paragraphs in the Sixth Schedule to the 
VAT Act (goods and services liable at 10 per cent). Paragraphs (ia) 
and (ib), inserted by subsection (a), have the effect of reducing the 
rate of tax on certain works of art and on certain manuscripts from 
25 to 10 per cent. The paragraphs relate to the Budget proposal to 
reduce the VAT rate on works of art over 100 years old. However, 
the age restriction will not apply in the case of many items which 
qualify for the reduction in rate.

Paragraph (ixa), inserted by subsection (b), has the effect, in con
junction with sections 61(b), 61(c) and 62, of applying the 10 per 
cent rate to corrective spectacles and contact lenses, including parts 
thereof.

Subsection (a) has effect from 1 July, 1989 and subsection (b) has 
effect from 1 November, 1989.

PART IV 

Stamp Duties

Section 64 imposes a bank levy of £36,000,000 on the banks which 
was announced in the Budget. The duty will be assessed on the 
average amount in current and deposit accounts as at stated dates in 
each of the months in 1988 subject to certain adjustments including 
a threshold of £12,000,000. A rate of 0.31 per cent, will apply to 
amounts under £120,000,000 and 0.423 per cent, will apply to amounts 
over £120,000,000.
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Section 65 grants exemption from stamp duty on property being 
acquired by the Custom House Docks Development Authority.

Section 66 provides an exemption from stamp duty for instruments 
which secure the advancement of monies by the Housing Finance 
Agency p.l.c. to housing authorities.

Section 67 amends in the Stamp Duties Management Act, 1891 
the definition of “die” and “stamp” and includes a definition of 
“impressed”.

Section 68 amends in the Stamp Act, 1891 the definition of “die” 
and “stamp” and includes a definition of “impressed”.

Section 69 extends the Forgery Act, 1913 to take account of the 
changes in the definitions of “die” and “stamp” and the inclusion of 
a definition of “impressed” in so far as they relate to the Stamp Duties 
Management Act, 1891.

Section 70 provides for the extension of the stamp duty relief which 
is available under section 31 of the Finance Act, 1965, in the case of 
reconstructions or amalgamations of companies to cover the situation 
where the transferee or acquiring company is registered in a Member 
State of the European Economic Community. The availability of the 
relief in such a case will be subject to a number of restrictions set out 
in subsection 1.

Section 71. Section 44 of the Finance Act, 1970 exempted from 
stamp duty transfers of loan stock the payment of interest on which 
is guaranteed by the Minister for Finance. This section extends that 
exemption to loan stock of the Electricity Supply Board, Radio Telefis 
Eireann, Industrial Credit Corporation p.l.c., Bord Telecom Eireann 
or Irish Telecommunications Investments p.l.c. where the interest is 
not so guaranteed.

Section 72 provides an exemption from stamp duty in respect of 
leases on residential property where the term of the lease is either 
indefinite or under 35 years and where the annual rent is less than 
£6,000.

PART V

Capital Acquisitions Tax 

Chapter I 

General

Section 73 is a definitions section.

Chapter II

Arrangements with regard to Returns and Assessments

This Chapter introduces a system of mandatory self-assessment of 
capital acquisitions tax as announced in the Budget. It takes effect 
from 1 September, 1989.
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Section 74 is the principal section and largely involves a re-drafting 

of the existing section 36 of the Capital Acquisitions Tax Act, 1976. 
It provides that, not only must an accountable person deliver a return 
as heretofore, but that he must now assess and pay the tax. The
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section has also got consequential provisions, including provisions 
dealing with the payment of tax by way of instalments and by way of 
Government securities, and the inspection of property and records. 
The section applies to all outstanding claims for tax in respect of 
which a return has not been delivered by 1 September, 1989.

... vt:. • • ... * -t'4 J ♦ “ •

Section 75 preserves the right of the Revenue Commissioners to 
make assessments, correcting assessments and additional assessments 
of tax, notwithstanding the existence of the self-assessment tax system.

Section 76. Under the existing capital acquisitions tax legislation, 
no interest is charged on tax where a return is delivered by an 
accountable person within three months of the valuation date, and a 
further interest-free period of one month is allowed for payment when 
the tax is assessed by the Revenue Commissioners. This maximum 
interest-free concession of four months is now being applied by this 
section to assessments of tax made by an accountable person.

The section also enables the Revenue Commissioners to treat 
conditional or incorrect payments of tax as payments on account of 
tax.
i.tjcteiOia9ftl dtoooltditinqiiiwofof&iWtWfnl&ftmL \

Section 77 updates the penalties contained in section 63 of the 
Capital Acquisitions Tax Act, 1976.

Section 78 contains various consequential provisions arising from 
the fact that the 3% discretionary trust tax imposed by the Finance 
Act, 1984, is now also subject to mandatory self-assessment.

Section 79 imposes a surcharge in respect of any serious under
valuation of the value of an asset which is comprised in a gift or 
inheritance and which is included in a return delivered by an account
able person. The surcharge consists of an amount (30%, 20% or 10%) 
of the tax ultimately attributable to that asset. The usual rights of 
appeal will apply in ascertaining the value of any asset. There is also 
an additional right of appeal against the imposition of the surcharge.

Chapter III 

Miscellaneous

Section 80. The definition of “child” in section 2 of the Capital 
Acquisitions Tax Act, 1976, includes a child adopted under the 
Adoption Acts, 1952 to 1974. This section extends the definition of 
“child” to a child adopted under the Adoption Act, 1988. Other 
relationships will also be construed accordingly.

Section 81. The disponer is a person who is secondarily accountable 
for the payment of gift tax. This section now makes a disponer a 
person secondarily accountable for the payment of inheritance tax, 
provided—

(a) the date of the disposition is a date on or after 1 May, 1989,
and

(b) the inheritance is taken on or before the disponer’s death.

Section 82. This section amends section 37(4) of the Capital Acqui
sitions Tax Act, 1976, by providing that a return, additional return, 
affidavit, additional affidavit, account or additional account delivered 
under that Act may be made, not only as heretofore on a form 
provided by the Revenue Commissioners, but henceforth on a form
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approved by them. In addition, a return or an additional return 
will henceforth be accepted if delivery is made by any electronic, 
photographic or other process approved by the Revenue Com
missioners.

Section 83. Paragraph 9 of Part I of the Second Schedule to the 
Capital Acquisitions Tax Act, 1976, provides that a nephew or niece 
of a disponer is to be treated as a child of the disponer in respect of 
a gift or an inheritance comprising business assets, but only if the 
nephew or niece has worked substantially on a full-time basis for the 
disponer in the 5 years ending on the date of the gift or inheritance. 
This concession is being retained, and it is being extended by this 
section to gifts and inheritances taken by a nephew or niece on the 
expiration of a limited interest created by the disponer. The basis now 
for the relief is that the nephew or niece must have worked for the 
disponer for the 5 years ending on the date the disponer ceases to 
have a beneficial interest in possession in the business assets. At the 
same time, the opportunity is being taken, in the context of a self- 
assessment tax, to set out for the guidance of a taxpayer the minimum 
hours of work constituting “working substantially on a full-time basis”.

Section 84. Section 60 of the Finance Act, 1985, provides a con
cession in relation to the use of an insurance policy for the payment 
of inheritance tax by exempting from such tax monies payable under 
a qualifying insurance policy to the extent that such monies are utilised 
for the payment of such tax. This concession applies only to a single 
life policy: it is now being extended by this section to a policy effected 
by two spouses, the proceeds of which policy are payable on the death 
of the survivor of the spouses, or on the simultaneous deaths of both.

Section 85 exempts from gift tax and inheritance tax units in any 
collective investment undertaking in the International Financial Ser
vices Centre and in the Shannon Customs-Free Airport, provided 
broadly that the disponer and the beneficiary in relation to those units 
are foreigners.

PART VI 

Anti-Avoidance

Section 86. The purpose of this section is to counteract certain 
transactions which have little or no commercial reality but are carried 
out primarily to create an artificial tax deduction or to avoid or reduce 
a tax charge. Such a transaction is referred to in the section as a “tax 
avoidance transaction”. Under the terms of the section, the Revenue 
Commissioners (or such of their officers as they may nominate) are 
entitled to form the opinion that a transaction is a tax avoidance 
transaction. Where they form an opinion that a transaction is a tax 
avoidance transaction, they will give to each person whom they 
consider is attempting to avoid tax by reason of the transaction a 
notice in writing describing the transaction, the amount of tax which 
they consider the person is attempting to avoid and the steps which 
the Revenue Commissioners would propose to take in order to ensure 
that the tax is not avoided.

The person has 30 days from the date of the notice in which to 
contest the opinion by appealing to the Appeal Commissioners. The 
normal tax appeal procedures, including the rehearing of an appeal 
by the Circuit Court and the stating of a case for the High Court on 
a point of law, will apply. If the transaction involves two or more
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persons they can have their appeals heard together. Secrecy obli
gations placed on the Revenue Commissioners are set aside to the 
extent necessary to enable them to deal with transactions involving 
more than one person.

If the Revenue Commissioners’ opinion is not contested or it is 
upheld on appeal, they are empowered, subject to any determination 
made by the Appeal Commissioners or the courts, to take the steps 
described by them in the notice in order to ensure that tax is not 
avoided by the tax avoidance transaction. If their opinion that the 
transaction is a tax avoidance transaction is not upheld on appeal, 
they will not be entitled to take any further action.

Genuine business transactions, even if carried out in a manner 
which is intended to minimise the tax chargeable on the transactions, 
cannot be regarded as tax avoidance transactions. It is not a tax 
avoidance transaction to claim a tax relief provided that the claim is 
not a misuse of the relief having regard to the purposes for which the 
relief was provided. In determining that a transaction is genuine, the 
Revenue Commissioners are entitled to look at the substance and 
outcome of the transaction, and of related transactions, so as to get 
behind the mere form of the transaction and determine its ultimate 
purpose.

The section applies to transactions which are carried out, in whole 
or in part, on or after Budget Day and to transactions carried out 
before that day in so far as they would result in an avoidance of tax 
due by reason of any events taking place on or after that day.

Section 87 counters the tax avoidance devices, based on the anti
avoidance provisions of section 33 of the Capital Gains Tax Act, 1975 
which artificially create an allowable loss which may be set off against 
chargeable gains.

Section 88 is intended to counteract schemes or arrangements, 
involving closely-controlled companies and their shareholders, which 
convert profits available for distribution to a shareholder (who would 
be chargeable to income tax in respect of a dividend received from 
the company) into a capital receipt of the shareholder. But for this 
section, such receipts would not be chargeable to income tax. The 
section will apply where a shareholder disposes of shares in a close 
company carrying on a business (“the specified business”) without 
significantly reducing his percentage shareholding in, entitlement to 
profits of, and entitlement to assets on a winding up of the company 
carrying on the specified business after the disposal of shares. The 
proceeds of the disposal will, subject to certain limits, be treated as 
distributions chargeable to income tax in the hands of the recipient. 
Subsection (5) ensures that the section will not apply to bona fide 
disposals of shares which are not part of a scheme or arrangement 
one of the purposes of which is the avoidance of tax.

Section 89 is intended to counteract a tax avoidance scheme involv
ing what are known as “reverse annuities”. Under the scheme, which 
in reality is merely a borrowing arrangement, a taxpayer undertakes 
to make annual payments to a finance company in return for a capital 
sum. The tax consequences are that the taxpayer obtains not only a 
lump sum which is not taxable in his hands, but also income tax relief 
each year on the amount of his annual payment. In addition the 
finance company receiving the annual payments cannot be assessed 
to tax on this income. The section which affects annual payments 
made on or after 9 May, 1989 renders this type of scheme ineffective 
as a vehicle for tax avoidance by establishing that the taxpayer will 
not qualify for tax relief in respect of annual payments of this kind
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and that a finance company can be assessed to tax on such payments. 
The section has no effect on ordinary convenants or annuities.

Section 90 is a section intended to combat the avoidance of capital 
acquisitions tax by the use of private company shares. In its simplest 
form it covers arrangements (e.g. a resolution of a private company) 
whereby the value of one class of shares in a company is reduced, 
and the value of another class of shares in that company is increased, 
by a “specified amount”, which amount will now become taxable on 
the basis that one class of shareholder has taken a benefit from another 
class, though no actual transfer of shares has taken place.

The section deals not only with cases where shares are owned 
absolutely, but where they are the subject of express or of dis
cretionary trusts.

PART VII

Miscellaneous

Section 91 relates to the Capital Services Redemption Account. 
The section

(a) adjusts the provisional annuity for 30 years fixed last year,
so as to take account of actual expenditure on Voted 
Capital Services in 1988 and

(b) fixes provisionally a new annuity for 30 years in respect
of the estimated expenditure in 1989 on Voted Capital 
Services.

Section 92 provides for the replacement of the present scheme of 
relief for disabled drivers based on section 43 of the Finance Act, 
1968. The section enables the Minister for Finance to make regulations 
providing for the refund of road tax, excise duty and VAT on vehicles 
used by certain severely and permanently disabled persons and for 
the repayment of excise duty on petrol and auto-diesel used in those 
vehicles. The regulations will also set out criteria for eligibility for the 
reliefs as well as specifying their scope and various procedures for 
their operation. Existing qualifying beneficiaries of the reliefs based 
on section 43 will be able to retain them.

Section 93. This is a technical amendment to enable the Savings 
Certificates Reserve Fund, which has been dormant for many years, 
to be wound up. The Fund was established in 1929 to promote investor 
confidence in Savings Certificates. As Savings Certificates are secured 
on the assets of the Central Fund, there is no practical need to 
maintain a separate reserve fund.

Section 94. Prize Bonds are Government securities issued under 
the Finance (Miscellaneous Provisions) Act, 1956. The funding 
arrangements contained in section 22 of that Act provide that the 
prize fund and the expenses associated with the issue of prize bonds 
are met from the Central Fund while all other expenses, essentially 
management expenses, are met from voted monies. At present, all 
expenses of the National Debt paid from the Exchequer, apart from 
the management expenses of the Prize Bond Scheme, are a charge 
on the Central Fund. Section 94 will bring the Prize Bond Scheme 
into line by providing that all expenses associated with the Prize Bond 
Scheme are charged to the Central Fund.

Section 95 extends to securities issued by Radio Telefis Eireann
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and the Industrial Credit Corporation p.l.c., the tax privileges which 
apply under Part XXXII of the Income Tax Act, 1967, and section 
19 of the Capital Gains Tax Act, 1975, to securities issued by other 
semi-State bodies.Tzjvjnxwzii nr .</nbqmoj diBvnq n* ‘jcu t>fij /a xbj 6nocit<?iijpoi

Section 96 is a technical provision tq enable certain payments made 
to the Exchequer by Bord Telecom Eireann during the period 1984-
1987 to be properly reflected in the Finance Accounts. When Telecom 
Eireann was established it had substantial debts to the Exchequer 
arising from previous capital expenditure on the telephone system. It 
was decided in 1985 that Telecom should make early repayments and 
that these payments should be treated as current receipts. The early 
payments, of approximately £208 million in all, were considered to 
be “advance payments of interest”. Interest was to accrue, but not be 
paid, on the remaining debt (£84 million) until the accumulated 
interest reached the total of approximately £208 million by 1998, at 
which stage Telecom would pay £292 million to the Exchequer. It was 
later decided (in 1987) that the remaining £84 million should also be 
repaid early and this sum, with appropriate interest, is being paid in
1988 and 1989. The original scheme has now been superceded and 
the entire debt will in fact be paid off before the end of this year. The 
Finance Accounts will however show a debt to the Exchequer from 
Telecom of £208 million corresponding to the accrued interest that 
would have been payable in 1998 had the £84 million not been repaid 
early. Section 96 is intended to write off this sum.

Section 97. There is at present no statutory obligation to publish 
particulars of the reserves of the Post Office Savings Bank Fund. This 
amendment is intended to overcome this deficiency and to provide 
for the presentation of comprehensive information on the Fund in a 
modern accounting format.

Section 98 extends to securities issued by the European Economic 
Community the same tax treatment as applies to securities issued by 
the European Coal and Steel Community, the European Atomic 
Energy Community and the European Investment Bank.

Section 99 deals with the “care and management” of taxes and 
duties.

Section 100 contains the provisions relating to short title, con
struction and commencement.

An Roinn Airgeadais,
Bealtaine, 1989.

Wt. 162618/B/5. 1,400. 5/89. Cahill. (22123). G.16.
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