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TAX RELIEF FOR FUNDING A NEW COMPANY 

 
 
Strategic Considerations for Incorporation 
Transferring a sole trade business to a limited company involves not only understanding the immediate tax implications 
but also considering the long-term strategic benefits and potential challenges. Below are key strategic considerations 
to ensure that the incorporation aligns with the sole trader's business objectives and tax efficiency goals. 
 
Key Strategic Considerations 

1. Business Structure Benefits: 
o Limited Liability: Protect personal assets by separating them from business liabilities. 
o Perpetual Succession: Ensure the business can continue beyond the sole trader’s involvement. 
o Enhanced Credibility: Gain increased trust from clients, suppliers, and investors. 

2. Tax Efficiency: 
o Corporation Tax Rates: Potentially lower tax rates on profits compared to personal income tax rates. 
o Dividend Planning: Utilize dividends to optimize tax positions, benefiting from lower tax rates on 

dividends compared to salaries. 
o Salary and Dividends Mix: Balance remuneration between salary (which incurs PAYE and NICs) and 

dividends (which are taxed at lower rates). 
3. Capital Allowances and CGT Planning: 

o Section 600 Relief: Strategically utilize CGT deferral relief when transferring assets to the company. 
o Asset Holding Strategies: Retain ownership of appreciating assets personally to avoid double taxation. 

4. Funding and Investment Opportunities: 
o Equity Financing: Access to equity financing through share issuance. 
o Loan Arrangements: Facilitate loan agreements between the sole trader and the company for capital 

injections. 
5. Administrative and Compliance Requirements: 

o Increased Compliance: Adhere to more stringent reporting and administrative obligations as a 
company. 

o Accounting Standards: Maintain robust accounting practices to comply with corporate reporting 
standards. 

6. Succession Planning: 
o Business Continuity: Facilitate smoother transitions in ownership and management. 
o Estate Planning: Integrate business assets into broader estate planning strategies. 

7. Employee Considerations: 
o Share Schemes: Implement employee share schemes to incentivize and retain talent. 
o Employment Contracts: Structure employment contracts within the company to align with corporate 

policies. 
8. Exit Strategies: 

o Sale of Business: Simplify the process of selling the business as a corporate entity. 
o Merger and Acquisition: Enhance attractiveness for potential mergers or acquisitions. 
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CGT Relief for the Transfer of a Business to a Company 
 
Understanding CGT Relief under Section 600 TCA 1997 
Section 600 of the Taxes Consolidation Act 1997 (TCA 1997) provides relief from CGT when a sole trader transfers their 
business to a company. This relief allows the sole trader to defer the CGT liability that would otherwise arise from the 
disposal of chargeable assets, provided certain conditions are met. 
 
Key Features of Section 600 Relief: 

1. Deferral of CGT: 
o Eligible Transfers: Applies to the transfer of a business and all its chargeable assets to a company. 
o Consideration: The transfer must be in exchange for shares in the company. 
o Going Concern: The business must be transferred as a going concern, meaning it is operational and 

capable of continuing its activities post-transfer. 
o Commercial Purpose: The transfer must be for bona fide commercial reasons and not part of a tax 

avoidance scheme. 
2. Conditions for Deferral: 

o Complete Transfer: All chargeable assets of the business (excluding cash) must be transferred to the 
company. 

o Share Consideration: The sole trader must receive shares in the company as consideration for the 
transfer. 

o No Partial Transfers: Partial transfers of assets or businesses may not qualify for the full relief. 
3. Calculation of Deferred Gain: 

o Net Gain: Calculate the CGT liability based on the market value of the assets at the time of transfer 
minus their base cost. 

o Deferred Portion: The portion of the gain related to the shares issued is deferred. It is calculated as:  

 
o Apportionment: If multiple classes of shares are issued, the deferred gain is apportioned based on the 

relative market values of each class. 
4. Triggering Events for Deferral: 

o Sale or Disposal of Shares: The deferred gain is realized when the sole trader disposes of the shares 
received in the company. At this point, the gain is assessed based on the deferred amount. 

o Reduction of Shareholding: Any reduction in the sole trader's shareholding may also trigger the 
realization of deferred gains. 

5. Limitations: 
o Stamp Duty: There is no equivalent relief for Stamp Duty; the company may incur stamp duty liabilities 

on the transfer of certain assets, such as property. 
o Capital Assets: Transferring assets that are likely to appreciate in value, such as property, may not be 

tax-efficient due to potential double taxation (CGT on transfer and on future disposal). 
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Practical Example: Applying Section 600 CGT Relief 
Example: Transfer of Sole Trade to a Limited Company with CGT Deferral Relief 

• Sole Trader: Michael Thompson 
• Business: Custom Furniture Manufacturing 
• Cessation Date: Incorporates a limited company, Thompson Furniture Ltd., on 30 September 2025. 
• Assets Transferred: 

o Goodwill: €50,000 (chargeable asset) 
o Machinery: €100,000 (base cost €60,000) 
o Inventory: €30,000 (base cost €20,000) 

• Total Value of Gross Assets Transferred: €50,000 (Goodwill) + €100,000 (Machinery) + €30,000 (Inventory) = 
€180,000 

• Consideration Received: 1,000 shares in Thompson furniture Ltd., valued at €180 per share, totalling €180,000. 
 
CGT Calculation: 

1. Determine Chargeable Gains: 
o Goodwill: Treated as a capital asset.  

 
o Machinery: 

 
o Inventory: Generally, inventory is treated as revenue rather than capital, but for the sake of this 

example, we'll assume it's a capital asset. 

 
o Total Chargeable Gain: €50,000 + €40,000 + €10,000 = €100,000 

2. Apply Section 600 Relief: 

 
o All Gain Deferred: Since the consideration (shares) equals the total value of gross assets transferred, 

the entire €100,000 gain is deferred. 
3. Impact on Michael's Tax Position: 

o Immediate CGT Liability: €0 (due to full deferral under Section 600). 
o Deferred Gain: €100,000 attached to the shares received. 
o Future Taxation: Upon disposal of the shares, Michael will realize the deferred gain. If the shares are 

later sold for €250 per share:  

 
§ CGT Due: Calculated based on the realized gain and applicable CGT rates. 

 
Strategic Implications: 

1. Maximizing Deferral: 
o Equal Consideration: By ensuring that the consideration (shares) equals the total value of assets 

transferred, Michael maximizes the deferral of CGT liabilities. 
2. Asset Selection: 

o Selective Transfer: Avoid transferring assets like property that may appreciate significantly, leading to 
potential double taxation upon future disposal. 

3. Stamp Duty Planning: 
o Asset Holding: Retain ownership of high-appreciation assets personally and lease them to the company 

to mitigate stamp duty liabilities and avoid double CGT charges. 
4. Record-Keeping: 

o Detailed Documentation: Maintain comprehensive records of asset valuations, transfer details, and 
share issuance to support CGT deferral claims and future tax calculations. 

5. Professional Advice: 
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o Tax Consultants: Engage with tax advisors to navigate the intricacies of Section 600 relief, ensuring 
compliance and optimal tax outcomes. 

 
 
 

Stamp Duty Issues on the Transfer of a Trade 
 

Stamp Duty is an ad valorem tax applied to certain legal documents and transactions. When transferring a sole trade 
business to a limited company, Stamp Duty implications arise based on the nature of the assets being transferred and 
the method of transfer. Understanding these implications is essential to manage and potentially minimize Stamp Duty 
liabilities. 
 
Understanding Stamp Duty on Asset Transfers 

1. General Stamp Duty Applicability: 
o Ad Valorem Duty: Applied based on the value of the assets transferred. 
o Exemptions: 

§ Plant and Machinery: May be exempt under the "Pass by Delivery" principle. 
§ Shares: Transfer of shares may incur Stamp Duty unless exempted. 

2. Pass by Delivery Principle: 
o Definition: Ownership of certain assets can be transferred without a formal legal document, thereby 

avoiding Stamp Duty. 
o Applicable Assets: Typically includes tangible movable assets like plant and machinery. 
o Exclusions: Assets requiring formal documentation, such as property, do not benefit from this 

exemption when transferred via share issuance. 
3. Share Issuance and Stamp Duty: 

o Mandatory Documentation: When transferring assets in exchange for shares, company law requires a 
contract or written document listing all assets, making Stamp Duty unavoidable. 

o Rate on Assets: 7.5% Stamp Duty is payable on the value of assets exchanged for shares under Section 
600 TCA 1997. 

4. Exceptions and Strategic Planning: 
o Selective Asset Transfer: Avoid transferring high-value assets like property to prevent high Stamp Duty 

liabilities. 
o Asset Leasing: Retain ownership of certain assets personally and lease them to the company to 

mitigate Stamp Duty and double taxation risks. 
 
Example: Stamp Duty Implications on Business Transfer 

• Sole Trader: Brian Kelly 
• Business: Custom Software Development 
• Assets Transferred: 

o Goodwill: €30,000 
o Computers and Equipment: €15,000 
o Office Furniture: €5,000 
o Premises: €200,000 (commercial property) 

• Consideration Received: 2,000 shares in Kelly Tech Ltd. 
• Transfer Method: Asset transfer in exchange for shares. 

 
Stamp Duty Calculation: 

1. Assessing Stamp Duty Applicability: 
o Goodwill, Computers, Equipment, Furniture: Subject to Stamp Duty at 7.5%. 
o Premises (Property): Typically requires formal documentation; Stamp Duty applies. 

2. Stamp Duty Charges: 
o Goodwill: €30,000 × 7.5% = €2,250 
o Computers and Equipment: €15,000 × 7.5% = €1,125 
o Office Furniture: €5,000 × 7.5% = €375 
o Premises: €200,000 × 7.5% = €15,000 
o Total Stamp Duty: €2,250 + €1,125 + €375 + €15,000 = €18,750 

3. Outcome: 
o Stamp Duty Liability: Brian must pay €18,750 to Revenue. 
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o Implications: Significant cost due to property transfer, necessitating strategic planning to mitigate. 
 

Strategic Implications: 
• Asset Retention: Retain ownership of high-value assets like premises to avoid high Stamp Duty charges during 

transfer. 
• Leasing Strategy: Lease the premises to Kelly Tech Ltd., transferring operational use without transferring 

ownership, thereby avoiding Stamp Duty on property. 
• Selective Asset Transfer: Transfer only those assets that benefit from Stamp Duty exemptions, such as plant 

and machinery under the pass by delivery principle. 
 

Key Takeaways 
1. Comprehensive Asset Transfer: 

o Transferring all business assets, including property, incurs significant Stamp Duty liabilities. 
2. Pass by Delivery Exemption: 

o Leverage exemptions for movable assets but recognize limitations when formal documentation is 
required. 

3. Strategic Asset Management: 
o Retain ownership of high-value appreciating assets to avoid double taxation and high Stamp Duty 

charges. 
o Utilize leasing arrangements to transfer operational use without ownership transfer. 

4. Documentation Requirements: 
o Ensure all asset transfers via share issuance are thoroughly documented to comply with company law, 

even though it results in Stamp Duty liabilities. 
5. Planning for Stamp Duty: 

o Incorporate Stamp Duty costs into the overall business transfer budget. 
o Explore alternative transfer methods or asset retention strategies to minimize Stamp Duty where 

possible. 
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CASH AND WEALTH EXTRACTION FROM A COMPANY 
 

TERMINATION PAYMENTS 
 

Termination payments offer a tax-efficient method for shareholders to extract funds from a company upon ceasing 
active involvement, whether through resignation or retirement. These payments can be structured as tax-free lump 
sums or ex-gratia payments, providing financial benefits without incurring substantial tax liabilities. 
 
Key Features of Termination Payments 

1. Types of Termination Payments: 
o Tax-Free Termination Payments: Lump sums that are exempt from income tax up to certain limits. 
o Ex-Gratia Payments: Payments made at the discretion of the employer, potentially offering additional 

tax benefits. 
2. Eligibility Criteria: 

o Cessation of Active Involvement: Applicable when the shareholder stops actively participating in the 
company’s operations. 

o Employment Status: Must hold an employment or office (e.g., executive directorship) to qualify for 
termination payments. 

3. Tax-Exempt Portion Calculation: 
o Basic Exemption: €10,160 + (€765 × Complete Years of Service) 
o Increased Exemption: Basic Exemption + €10,000 − Tax-Free Pension Lump Sum 
o Standard Capital Superannuation Benefit (SCSB): 

 
 

§ Average Remuneration (E): Average pay before pension deductions for the three years prior 
§ Years of Service (Y): Number of complete years with the company. 
§ Tax-Free Lump Sum (L): Entitlement from the company pension scheme. 

o Lifetime Cap: Maximum tax-free amount is €200,000. 
4. Conditions Affecting Tax-Free Status: 

o Pension Scheme Entitlement: The tax-free lump sum from a pension scheme must be deducted from 
the increased exemption and SCSB. 

o Waiving Pension Entitlement: Irrevocable claims to waive pension entitlements can increase the SCSB. 
5. Taxable Portion: 

o Excess Amount: Any termination payment exceeding the calculated exemptions is treated as salary and 
subject to PAYE and Universal Social Charge (USC). However, no PRSI is due on this excess. 

6. Tax Timing: 
o Tax Year of Termination: The taxable portion is taxed in the year the employment ceases, based on the 

payment date. 
7. Non-Deductible Scenarios: 

o Share Sale Proceeds: Termination payments related to the sale of shares are not deductible. 
o Post-Cessation Payments: Payments made after the company ceases to trade are not deductible. 
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PENSIONS 
 

Pensions serve as a pivotal tool for shareholders and directors to extract cash and wealth from a company in a tax-
efficient manner. Under Section 291A TCA 1997, both employer’s contributions and employee’s/director’s 
contributions to a Revenue-approved corporate pension scheme are eligible for tax relief, subject to specific 
conditions. Corporate pension funding not only provides substantial tax benefits but also offers protections and 
additional advantages, making it an attractive option for retiring directors or employees. 
 
Key Features of Pensions 

1. Tax Relief on Contributions: 
o Employer Contributions: Fully tax-deductible (subject to restrictions on excessive contributions). 
o Employee/Director Contributions: Eligible for tax relief, with higher flexibility in corporate pension 

schemes compared to personal contributions. 
2. Revenue-Approved Corporate Pension Schemes: 

o Contributions are made to schemes approved by Revenue, ensuring compliance and eligibility for tax 
benefits. 

3. Capital Allowance Mechanism: 
o Pension contributions are treated as capital allowances, aligning with the company’s amortisation 

policies or spread over a defined period. 
4. Protection from Creditors: 

o Funds invested in corporate pension schemes are safeguarded from company creditors, providing 
financial security for retirees. 

5. Benefits in Kind: 
o Corporate pension schemes can fund additional benefits such as life cover, disability cover, and 

permanent health insurance on a tax-efficient basis. 
 

Corporate Pension Schemes for Directors/Employees 
 

Establishing a Revenue-approved corporate pension scheme offers significant tax advantages for both the company 
and its directors/employees. These schemes facilitate the extraction of funds in a tax-efficient manner, aligning with the 
company’s financial strategies and ensuring compliance with tax regulations. 
 
Key Features and Benefits 

1. Tax-Deductible Contributions: 
o Employer Contributions: Fully deductible against the company’s taxable profits, provided they are not 

excessive. 
o Employee Contributions: Although subject to personal pension limits, contributions through corporate 

schemes enjoy higher flexibility. 
2. No Benefit in Kind (BIK) for Employees/Directors: 

o Contributions made by the company to the pension scheme do not constitute a BIK, avoiding additional 
tax liabilities for the employee/director. 

3. Comprehensive Coverage: 
o Additional Benefits: Corporate pension schemes can fund life cover, disability cover, and permanent 

health insurance, enhancing the overall compensation package. 
4. Protection from Creditors: 

o Funds within the pension scheme are insulated from company creditors, providing financial security for 
the individual upon retirement. 

5. Flexibility in Contribution Methods: 
o Paid Basis Requirement: Contributions must be made on a paid basis. Accruals must be added back in 

the tax computation if not paid within the accounting period. 
 
Capital Allowance Mechanism 
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• Amortisation Alignment: The allowance for pension contributions generally follows the company’s accounting 
amortisation policy for intangible assets. 

• Option to Spread Expenditure: Companies can choose to spread pension contributions over a 15-year period 
(7% in years 1–14 and 2% in year 15) for tax deductibility purposes. 

 

 

PENSION PLANNING ON RETIREMENT 
 

Effective pension planning at the time of retirement allows directors/employees to extract funds from their pension 
schemes in a tax-efficient manner. There are primarily two options for receiving pension benefits upon retirement: tax-
free lump sums and retirement annuities. 
 

Key Features and Options 
1. Tax-Free Lump Sum: 

o Eligibility: Directors/employees with at least 20 years of pensionable service. 
o Maximum Amount: 1.5 times the individual's final pensionable remuneration or the entire accumulated 

fund, subject to a lifetime cap of €200,000. 
o Lifetime Cap: Any amount exceeding €200,000 up to €500,000 is taxed at 20%; amounts over €500,000 

are taxed at the individual’s marginal rate plus USC. 
2. Retirement Annuities: 

o Purpose: Converts the remaining pension fund into a steady income stream post-retirement. 
o Options: 

§ Approved Retirement Fund (ARF): Allows continued investment of pension funds with flexible 
withdrawal options. 

§ Annuity Purchase: Converts pension funds into an annuity, providing a guaranteed income for 
life. 

§ Taxable Cash: Withdrawals beyond the tax-free limits are subject to standard income tax and 
USC. 

3. Standard Capital Superannuation Benefit (SCSB): 
o Calculation:  

 
§ E: Average remuneration for the three years prior to termination. 
§ Y: Number of complete years of service. 
§ L: Tax-free lump sum entitlement from the pension scheme. 

o Impact: The SCSB determines the tax-free portion of termination payments, maximizing tax efficiency. 
 

Pension Planning and Sale of a Business 
 

When planning to sell a business, integrating pension planning with other tax relief mechanisms can significantly 
enhance the tax efficiency of the sale proceeds. Utilizing pension schemes in conjunction with retirement relief and 
other tax incentives can facilitate substantial tax-efficient cash extraction, aligning with the company's exit strategy 
and the shareholder's financial objectives. 
 

Key Features and Strategies 
1. Proactive Cash Extraction: 

o Before Sale: Shareholders/directors can maximize pension contributions prior to the sale, leveraging 
tax-deductible contributions to reduce taxable profits and enhance pension fund growth. 

2. Integration with Other Tax Reliefs: 
o Retirement Relief: Combining pension contributions with retirement relief can optimize the overall tax 

position during the sale, minimizing tax liabilities on both the business sale and personal wealth 
extraction. 

3. Maximizing Pension Funds: 
o Top-Up Payments: Making lump sum top-up payments to pension funds can ensure that the pension 

scheme is adequately funded to meet future pension requirements, facilitating a smooth transition 
post-sale. 
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LOANS TO DIRECTORS/SHAREHOLDERS 
 

Loans to directors and shareholders represent a method of extracting funds from a company beyond regular 
emoluments and dividends. While this can provide flexibility in managing personal finances, it is subject to stringent 
company law and tax regulations to prevent abuse and ensure fair taxation. Understanding the legal boundaries and 
tax implications is crucial for both companies and their directors/shareholders to avoid severe penalties and optimize 
tax efficiency. 
 
Key Features of Loans to Directors/Shareholders 

1. Legal Restrictions: 
o Company Law Compliance: Irish company law prohibits loans to directors/shareholders exceeding 10% 

of the company’s net assets. Violations render the loan illegal, necessitating immediate repayment. 
o Corporate Enforcement: Illegal loans must be reported by the company’s auditors to the Corporate 

Enforcement Authority, leading to potential legal consequences. 
2. Tax Implications: 

o Close Company Rules: Loans to directors/shareholders in close companies (companies controlled by 
five or fewer participators) are subject to specific tax treatments. 

o Benefit in Kind (BIK) Charges: Loans provided at interest rates below the allowable rates trigger BIK 
charges, imposing additional tax liabilities on the borrower. 

3. Withholding Tax Obligations: 
o Regulated Withholding Tax: Close companies must operate a withholding tax on loans to 

directors/shareholders, treating the loan as a net annual payment subject to a re-grossing adjustment. 
o Repayment and Refund: Revenue requires the company to pay 20/80ths of the loan as withholding tax, 

which is refundable upon repayment of the loan by the shareholder. 
4. Interest Rates and BIK: 

o Allowable Rates: 
§ 4% for loans related to a principal private residence. 
§ 13.5% in all other cases. 

o Tax Liabilities: 
§ Income Tax, PRSI, and USC on the BIK must be processed through the company’s payroll 

system. 
5. Exemptions from Withholding Tax: 

o Loan Threshold: Loans (inclusive of all existing loans to the person and their associates) not exceeding 
€19,050. 

o Employment Criteria: Borrower must work full-time for the company and hold no material interest 
(defined as owning more than 5% of the ordinary share capital). 

o Repayment Window: Loan must be repaid within nine months of the company’s accounting year-end. 
6. Tax Treatment on Loan Write-Offs: 

o Case IV Income: If a loan is written off, the individual is assessable to income tax under Case IV, 
calculated as the gross loan amount (including any withheld tax). 

o Tax Credit: A credit is available for the income tax paid by the company, reducing the individual’s overall 
tax liability. 

 
Company Law Compliance 
Under Irish company law, loans to directors or shareholders must not exceed 10% of the company’s net assets. This 
restriction ensures that the company maintains sufficient capital to meet its obligations and prevents the misuse of 
company funds for personal gain. 

• Net Assets Calculation: Net assets are defined as the difference between the company’s assets and liabilities. 
• Consequences of Violation: 

o Illegality: Loans exceeding the 10% threshold are deemed illegal. 
o Mandatory Repayment: The shareholder must repay the excess loan immediately. 
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o Reporting Obligations: Auditors must report such violations to the Corporate Enforcement Authority, 
potentially resulting in legal action against the company and involved individuals. 

 

 

 

 

Impact of Estate Law on Tax Issues 
 

Understanding estate law is crucial for effective inheritance and gift tax planning. Proper integration of estate law 
considerations ensures that tax-efficient strategies are legally enforceable and align with the rights of beneficiaries. 
This chapter explores the foundational aspects of estate law, focusing on succession rights under the Succession Act 
1965, property ownership structures, and the implications of disclaimers of benefits. 
 

Introduction to Estate Law 
An in-depth understanding of estate law is essential for providing accurate inheritance and gift tax advice. Tax planning 
that overlooks estate law considerations can lead to ineffective strategies, such as neglecting a spouse’s legal right 
share to an estate. This section reviews the basic concepts of estate law and the rights afforded to spouses and 
children under the Succession Act 1965, laying the groundwork for effective inheritance and gift tax planning. 
 

Making a Will and Planning for Tax 
Creating a will is a fundamental aspect of inheritance and gift tax planning. A will allows individuals to dictate the 
distribution of their assets, ensuring maximum utilization of Capital Acquisitions Tax (CAT) thresholds and exemptions. 
Key points include: 

• Testate vs. Intestate: 
o Testate: Dying with a valid will, enabling the estate to be distributed according to the individual’s 

wishes. 
o Intestate: Dying without a valid will, resulting in asset distribution as per statutory succession laws. 

• Estate Definition: The total of a person’s property at the time of death. 
• Tax Efficiency: Properly drafted wills can optimize tax reliefs, such as maximizing CAT thresholds for children 

and leveraging inter-spouse/civil partner exemptions. 
 
Practical Example: Will and Tax Planning Conflict 

o Individual: Seamus Quinn, owner of a successful business. 
o Beneficiaries: Daughter Simone (business successor) and spouse Dearbhla (house inheritance). 
o Action: Seamus structures his will to leave the business to Simone and his share of the house to 

Dearbhla to optimize Business Relief. 
• Outcome: 

o Conflict: Upon Seamus’s death, Dearbhla discovers she is legally entitled to a minimum one-third share 
of the estate, leading to legal disputes and the clawback of Business Relief benefits for Simone. 

• Impact: Demonstrates the necessity of aligning tax planning with estate law to ensure all beneficiaries’ rights 
are respected, preventing unintended tax liabilities and legal challenges. 

 
Succession Act Rights 
Succession law governs the distribution of an individual’s property upon death. The Succession Act 1965 outlines the 
mandatory rights of a deceased person’s spouse and children, whether the individual dies testate or intestate. 
Amendments under the Civil Partnership and Certain Legal Rights and Obligations of Cohabitants Act 2010 extend 
these rights to surviving civil partners. 
 

Individual Dies Leaving a Valid Will 
A valid will allows individuals to distribute their estate according to their wishes, but the Succession Act 1965 ensures 
that certain minimum rights are preserved for spouses and children. 
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Surviving Minimum Legal Rights under a Will 
Spouse/Civil Partner 
and No Children Entitled to a minimum of half of the estate, including the family home. 

Spouse/Civil Partner 
and Children 

Entitled to a minimum of one-third of the estate, including the family home. Children have no 
automatic right to a specific percentage but can apply under Section 117 for adequate 
provision. 

Children Only Children have no automatic right to a specific percentage but can apply under Section 117 for 
adequate provision. 

 

 

CAPITAL TAX VALUATIONS 
Accurate asset valuation is paramount in the realm of capital taxation, influencing the calculation of Stamp Duty, 
Capital Acquisitions Tax (CAT), and Capital Gains Tax (CGT). This chapter delves into the intricacies of asset valuation, 
exploring the legislative frameworks, valuation methodologies, and strategic considerations essential for minimizing 
tax liabilities and ensuring compliance. 
 

The valuation of an asset plays a crucial role in determining the tax liabilities associated with Stamp Duty, CAT, and CGT. 
Given the significant impact of asset valuations on tax outcomes, specific tax laws govern how assets should be valued 
for tax purposes. Each capital tax has its own set of rules for valuing assets during direct and indirect acquisitions and 
disposals, accompanied by anti-avoidance provisions to prevent tax evasion. This chapter examines these rules, 
providing clarity on valuation principles and their practical applications. 
 

Valuation of an Asset for CGT Purposes 
For Capital Gains Tax (CGT) purposes, the general principle is that tax is levied on the gain realized by the seller upon 
the disposal of an asset. The base cost of the asset, which includes the consideration paid for its acquisition, is pivotal in 
calculating the taxable gain or loss. Understanding how to determine the base cost and the scenarios where notional 
considerations apply is essential for accurate CGT calculations. 
 
Example: Basic CGT Calculation 

o Buyer: Mary purchases a commercial premises for €300,000 from Ken. 
o Sale by Mary: Mary sells the premises a year later for €315,000. 

• CGT Calculation: 
o Mary's Gain: €315,000 (sale proceeds) - €300,000 (base cost) = €15,000 
o CGT Liability: Calculated on the €15,000 gain. 

 

Consideration Defined 
While the term "consideration" is not explicitly defined in the legislation, it is broadly interpreted to mean “money or 
money’s worth.” This encompasses various forms of payment, including cash, shares, or other assets of equivalent 
value. 
 

Situations Requiring Notional Consideration 
There are specific scenarios where the CGT legislation mandates the use of a notional consideration instead of the 
actual consideration received. These situations ensure that gains are accurately captured for tax purposes, even if the 
transaction deviates from standard market practices. 

1. Assets Owned at 6 April 1974 
2. Disposals Between Connected Parties 
3. Disposal Not for a Bargain at Arm’s Length 
4. Transfers Between Group Companies 
5. Shareholder Exchange of Shares 

 

Assets Owned at 6 April 1974 
All assets held on 6 April 1974, the date CGT was introduced in Ireland, are deemed to have been sold and reacquired at 
their market value on that date. This rule ensures fairness by allocating a base cost corresponding to the asset's value 
when CGT laws commenced. 

• Implications: 
o Pre-1974 Acquisitions: Assets acquired before 6 April 1974 have their base cost set to their market value 

on that date. 
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o Goodwill Considerations: Goodwill developed before 1974 is treated as having a base cost equal to its 6 
April 1974 valuation, even if no consideration was paid. 

 
 

 

 

 

 

 

Disposals Between Connected Parties/Not For A Bargain At Arm’s Length 
 
In transactions between connected parties or those not conducted at arm’s length, the actual consideration may not 
reflect the asset's true market value. To prevent tax avoidance, Section 547 TCA 1997 mandates the use of a deemed 
market value as the consideration for CGT purposes. 

1. Gifts and Non-Arm’s Length Transactions: 
o Example: Jim gifts his art collection to Gene. 

§ CGT Implication: Jim is deemed to have received consideration equal to the market value of the 
art at the date of disposal. 

2. Company Distributions in Kind: 
o Example: Liquid Ltd distributes property to shareholders. 

§ CGT Implication: Both the company and shareholders must account for CGT based on the 
property's market value. 

3. Consideration Unable to be Valued: 
o Situations where consideration is intangible or cannot be easily valued, such as marriage settlements or 

compensation rights. 
 

Anti-Avoidance Measures: 
• Section 547(4) TCA 1997: Ensures that in transactions not at arm’s length, the consideration is deemed to be the 

market value, preventing undervaluation and subsequent tax evasion. 
Exemptions: 

• Transactions involving assets acquired without a corresponding disposal, such as non-purchased goodwill, are 
not treated as acquisitions at market value. 

 

Example: Acquiring Assets Without Corresponding Disposal 
o Asset: Goodwill developed internally by a company. 
o Transaction: The company distributes this goodwill to its shareholders without a sale. 

• CGT Implication: The goodwill retains its original base cost, as there is no corresponding disposal. 
 

Who/What is a Connected Person? 
Connected persons are individuals or entities that have a specific relationship as defined under Section 10 TCA 1997. 
Understanding who qualifies as a connected person is essential to determine when notional market value rules apply. 
 

Definition of Connected Persons: 
1. Individuals: 

o Family Relationships: Husband, wife, siblings, parents, children, and in-laws. 
2. Trustees and Settlers: 

o Trustee Relations: A trustee is connected to the settlor if the settlor is an individual. 
3. Partners: 

o Business Partners: Individuals connected through partnership arrangements, excluding bona fide 
commercial transactions. 

4. Companies: 
o Mutual Control: Companies are connected if controlled by the same person or group of persons. 

5. Persons Connected with Companies: 
o Control Relationships: Individuals connected with those who control a company. 

 

Control Definition: 
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Under Section 432 TCA 1997, a person has control of a company if they: 
• Hold the majority of the issued share capital or voting power. 
• Have rights to more than 50% of the income distribution. 
• Have rights to more than 50% of the distributable assets upon winding up. 

 

CGT Implications for Connected Parties: 
• Section 549(3) TCA 1997: Limits the use of losses incurred in disposals between connected persons. Losses can 

only offset gains from other disposals to the same connected person. 
 

Example: Connected Person Loss Offset 
o Disposal: Alison sells her farm to her son for €1,500,000. 
o Base Cost: Inherited at €2,750,000. 
o Capital Loss: €750,000 
o CGT Implication: This loss can only offset gains from other disposals to her son. 

 

Valuation of Assets 
Section 548 TCA 1997 outlines the rules for determining an asset's market value when required by CGT provisions, 
especially in non-arm’s length transactions. 
Valuation Principles: 

1. General Market Value: 
o Definition: The price a willing buyer would pay a willing seller in an open market, without undue 

pressure. 
2. Exclusion of Market Flooding: 

o Price Stability: Valuations should not reflect temporary market distortions caused by a large number of 
similar assets being sold simultaneously. 

3. Share Valuation: 
o Unquoted Shares: Valued based on fair market value, considering factors like asset value, profit 

capitalisation, dividend yield, and earnings methods. 
o Quoted Shares: Valued based on official stock exchange prices, with specific rules for determining the 

appropriate valuation date and price. 
 

Valuation Methods for Shares: 
1. Asset Value Method 
2. Capitalisation of Profits 
3. Dividend Yield Method 
4. Earnings Yield Method 
5. Price-Earnings Method 
6. Other Commercial Methods 

 

Example: Valuation of Unquoted Shares 
o Company: Private tech startup. 
o Shares: Unquoted, no official market price. 

• Valuation Approach: 
o Method Used: Capitalisation of profits based on projected earnings. 
o Outcome: Shares are valued at €50 per share for CGT purposes. 

 

Married Couples and Civil Partners 
Transfers of assets between married couples or civil partners can benefit from specific CGT reliefs, provided certain 
conditions are met. 
No Gain/No Loss Rule: 
Under Section 1028 TCA 1997, transfers between spouses or civil partners living together are treated as no gain/no loss 
transactions for CGT purposes. 

• Conditions: 
o Marital Status: Must be legally married or in a civil partnership. 
o Living Together: Must reside together as a married couple or civil partners at the time of disposal. 

CGT Implications: 
• Transferor Spouse: Treated as disposing of the asset at no gain/no loss. 
• Acquiring Spouse: Inherits the base cost and acquisition date of the asset from the transferor. 

 
Example: Transfer Between Spouses 
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o Mr. Smyth: Purchases a rental property for €500,000 in 2009. 
o Transfer: Transfers 50% of the property to his wife in 2013 when the property's market value is 

€750,000. 
o Sale by Mrs. Smyth: Sells her 50% share in 2023 for €300,000. 

• CGT Calculation: 
o Consideration on Sale: €300,000 
o Base Cost: €250,000 (50% of original €500,000) 
o Annual Exemption: €1,270 
o Taxable Gain: €48,730 

• Outcome: 
o Mrs. Smyth: Pays CGT on the gain, utilizing the inherited base cost from her husband. 

Exceptions: 
• Separate Residences: If spouses do not live together, Section 1028 does not apply, and market value rules 

under Section 547 must be used. 
• Exempt Assets: Transfers of trading stock are not covered by the no gain/no loss rule. 

ACQUISITION AND DISPOSAL OF A BUSINESS 
Types of Acquisition and Disposal 
The sale or acquisition of a business can take various forms, each with distinct commercial, tax, and legal implications. 
Understanding these different methods is crucial for both vendors and purchasers to structure transactions that align 
with their strategic objectives and optimize tax outcomes. The primary forms of business acquisition and disposal 
include: 

1. Share Sale/Purchase 
2. Sale/Purchase of a Trade as a Going Concern 
3. Sale/Purchase of Assets 

 
Each approach has unique characteristics, benefits, and drawbacks that influence how the transaction should be 
structured. 
 

1. Share Sale/Purchase 
 

A share sale involves the transfer of ownership of a company through the sale of its shares. The purchaser acquires the 
shares from the vendor, thereby obtaining control over the company and its assets, liabilities, and operations. 
 

Key Features: 
• Continuity of Business: The company remains intact, preserving its existing contracts, licenses, and 

relationships. 
• Liabilities: The purchaser inherits both tangible and intangible liabilities unless specifically excluded. 
• Tax Implications for Vendor: 

o Potential Capital Gains Tax (CGT) on the sale of shares. 
o Possible access to Retirement Relief or Entrepreneur Relief to mitigate CGT liabilities. 

• Tax Implications for Purchaser: 
o Base Cost: Purchaser inherits the vendor’s base cost for shares, impacting future CGT calculations. 
o No Stamp Duty: Share transfers are typically exempt from stamp duty. 

 
Commercial Implications: 

• Simplicity: Generally simpler and quicker than asset sales, as it involves fewer contractual transfers. 
• Due Diligence: Comprehensive due diligence is essential to assess the company’s liabilities and legal standing. 
• Valuation: Valuation focuses on the company’s overall worth, including its assets, liabilities, and earning 

potential. 
 

2. Sale/Purchase of a Trade as a Going Concern 
 

A going concern sale involves transferring the business's operations, including its assets, contracts, and workforce, as 
an ongoing entity. This method is often used to maintain the business’s operational continuity and can offer tax 
advantages. 
 

Key Features: 
• Asset Transfer: Specific assets, such as equipment, inventory, and intellectual property, are transferred to the 

purchaser. 
• Employment Continuity: Employees are typically transferred to the new owner under existing contracts. 
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• Tax Implications for Vendor: 
o Potential VAT implications on asset transfers. 
o CGT on the disposal of individual assets. 

• Tax Implications for Purchaser: 
o Ability to revalue assets for tax purposes, potentially enhancing depreciation allowances. 
o No Stamp Duty: Transfers of certain assets may be exempt if treated as a going concern. 

 
Commercial Implications: 

• Operational Continuity: Maintains business operations without significant disruption. 
• Selective Asset Transfer: Allows the vendor to retain unwanted assets or liabilities. 
• Complexity: More complex than share sales due to the need to transfer multiple contracts and assets. 

 
 

 

Tax Implications for Vendors 
When disposing of a business, vendors must carefully consider the tax consequences associated with each type of 
transaction. The choice between a share sale, going concern sale, or asset sale can significantly impact the overall tax 
liability. 
1. Capital Gains Tax (CGT) 

• Share Sale: 
o CGT Liability: Calculated on the difference between the sale price and the base cost of the shares. 
o Relief Options: Access to Retirement Relief, Entrepreneur Relief, or Participation Exemption (Section 

626B) can reduce or eliminate CGT liabilities. 
• Going Concern Sale & Asset Sale: 

o Asset-Specific CGT: CGT is calculated on each asset sold, based on the difference between the sale price 
and the asset's base cost. 

o Depreciation Recapture: For depreciable assets, recapturing depreciation allowances can increase the 
taxable gain. 

2. Value-Added Tax (VAT) 
• Going Concern Sale: 

o VAT Exemption: Transfers of a business as a going concern can qualify for VAT exemption, provided 
certain conditions are met. 

o Conditions: Continuous operation, no discontinuation of business activities, and transfer of assets 
related to the business. 

• Share Sale & Asset Sale: 
o VAT on Asset Sale: The sale of individual assets may attract VAT, depending on the nature of the asset 

and the vendor's VAT status. 
3. Stamp Duty 

• Share Sale: 
o Exemption: Generally exempt from stamp duty. 

• Asset Sale: 
o Stamp Duty Applicable: Transfers of real property or certain shares may attract stamp duty at 

applicable rates. 
4. Corporate Tax 

• Retaining Earnings: 
o Corporate Tax on Retained Earnings: Profits retained within the company post-sale are subject to 

corporate tax. 
• Distribution of Proceeds: 

o Dividends: Distributions to shareholders are subject to dividend withholding tax. 
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CORPORATE GROUPS 
REASONS FOR A GROUP STRUCTURE 
 

A corporate group structure involves multiple companies operating under a common ownership or control. Forming a 
group structure can offer numerous commercial, practical, and tax advantages, enabling businesses to manage diverse 
operations efficiently. As businesses expand or diversify, establishing separate entities within a group can facilitate 
growth, risk management, and operational efficiency. 
 

Key Reasons for Forming a Group Structure 
1. Operate Separate Trades Capable of Individual Measurement: 

o Benefit: Allows each trading entity to be assessed independently, providing clarity in performance 
measurement and financial reporting. 

2. Separate Strong and Weak Trades: 
o Benefit: Isolates profitable ventures from less successful ones, protecting the overall group’s financial 

health. 
3. Manage the Performance of Each Entity: 

o Benefit: Enables targeted management strategies and performance monitoring for each subsidiary. 
4. Isolate Certain Activities from Other Group Activities: 

o Benefit: Segregates distinct business operations, reducing cross-contamination of risks and liabilities. 
5. Manage Exposure to Bad Debts/Trade Failure, Creditor Pressures, etc.: 

o Benefit: Limits the impact of financial setbacks in one entity from affecting the entire group. 
6. Separate Companies/Trades/Assets for Sale to Third Parties: 

o Benefit: Simplifies the sale process by having distinct entities for specific assets or business units. 
7. Separate Poorly Performing Trades for Liquidation/Cessation: 

o Benefit: Facilitates the winding up of underperforming entities without disrupting the entire group. 
8. Form One Company to Hold All Employees: 

o Benefit: Centralizes human resources, potentially streamlining HR management and reducing 
administrative overhead. 

9. Form a Company to Hold All Assets/Shares in Other Subsidiaries: 
o Benefit: Creates a holding company structure, simplifying asset management and ownership 

consolidation. 
10. Form a Company to Facilitate Once-off Commercial Transactions (Special Purpose Companies): 

o Benefit: Establishes entities for specific transactions, enhancing operational flexibility and risk 
containment. 

11. Create a Holding Company Structure to Avail of Reliefs (e.g., Participation Exemption - Section 626B TCA 
1997): 

o Benefit: Optimizes tax efficiency by leveraging corporate reliefs available to holding companies, such as 
the participation exemption for CGT on the disposal of shares in trading subsidiaries. 

12. Claim Interest as a Charge for Investment in Subsidiaries by a Holding Company: 
o Benefit: Facilitates efficient capital allocation and tax planning within the group by managing 

intercompany loans and interest charges. 
 

Strategic Implications 
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• Risk Management: By isolating different business activities, groups can contain risks, preventing issues in one 
subsidiary from affecting others. 

• Operational Efficiency: Specialized subsidiaries can focus on specific markets or products, enhancing overall 
operational effectiveness. 

• Tax Optimization: Leveraging group structures allows for the utilization of various tax reliefs and efficient tax 
planning strategies. 

• Flexibility in Expansion: Groups can easily incorporate new ventures or divest from underperforming areas 
without disrupting the entire business. 

 
Practical Example: Formation of a Holding Company for Tax Efficiency 

• Company: Innovate Tech Ltd. seeks to expand into multiple technology sectors. 
• Action: Innovate Tech Ltd. establishes Innovate Holdings Ltd. as a holding company to own shares in various 

subsidiaries, each dedicated to different technology sectors (e.g., Innovate AI Ltd., Innovate Robotics Ltd.). 
Benefits: 

1. Tax Efficiency: Innovate Holdings Ltd. can utilize the participation exemption under Section 626B TCA 1997 
when disposing of shares in trading subsidiaries, minimizing CGT liabilities. 

 

GROUP PAYMENT RELIEF: OBLIGATION TO WITHHOLD INCOME TAX 
 

Group Payment Relief addresses the withholding tax obligations on certain payments made within a corporate group. 
Specifically, it provides relief from the requirement to withhold the standard income tax rate (currently 20%) on 
specified annual payments between group members, provided specific relationships and conditions are met. 
 

Key Features of Group Payment Relief 
1. Payments Subject to Withholding Tax: 

o Yearly Interest: Interest payments on loans between group companies. 
o Annuities: Regular payments made over time. 
o Patents: Royalties or fees for the use of patented technology. 
o Other Annual Payments: Any other regular payments falling under the specified categories. 

2. Withholding Tax Rate: 
o Standard Rate: 20% 
o Obligation: The payer company must deduct and remit 20% tax to Revenue within 14 days of the end of 

the month in which the payment was made. 
3. Conditions for Relief: 

o 51% Shareholding Relationship: Relief is available when there is a 51% shareholding relationship between 
the paying company and the recipient company. 

§ Definition: A company is a 51% subsidiary if more than 50% of its ordinary share capital is owned 
directly or indirectly by another company. 

o Non-Irish Companies: Relief also applies to non-Irish parent companies if they are: 
§ Resident in a DTT Country: Countries with which Ireland has a Double Taxation Treaty (DTT). 
§ Listed on a Recognized Stock Exchange: If the parent company's shares are traded on a 

recognized exchange. 
o Taxability in Recipient's Country: For non-Irish companies, the payment must be taxable in the 

recipient's country to qualify for relief. 
 
Key Issues to Consider 

• Shareholding Verification: Ensuring that the shareholding structure meets the 51% threshold to qualify for 
relief. 

• Residency and Treaty Considerations: Non-Irish companies must verify residency and applicable DTTs to benefit 
from the relief. 

• Compliance and Documentation: Accurate documentation of shareholding structures and compliance with 
withholding tax obligations is essential to avoid penalties. 

 
Strategic Implications 

• Tax Efficiency: Group Payment Relief can significantly reduce the tax burden on intercompany payments, 
enhancing overall group profitability. 

• Simplified Tax Management: Streamlines tax obligations within the group, reducing administrative overhead 
associated with withholding tax. 
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• Enhanced Cash Flow: By minimizing tax withholdings, group companies can retain more cash, supporting 
operational and strategic initiatives. 

 
Practical Example: Utilizing Group Payment Relief on Intercompany Interest 

• Group Structure: Innovate Holdings Ltd. owns 60% of Innovate AI Ltd. and 55% of Innovate Robotics Ltd. 
• Transaction: Innovate AI Ltd. borrows €100,000 from Innovate Robotics Ltd. with an annual interest rate of 5%. 

Action: 
• Interest Payment: Innovate AI Ltd. pays €5,000 (€100,000 × 5%) in interest to Innovate Robotics Ltd. 

Withholding Tax Application: 
1. Standard Withholding Tax: 

o Amount: €5,000 
o Withholding Tax: €5,000 × 20% = €1,000 

2. Group Payment Relief Eligibility: 
o Shareholding Relationship: Innovate Robotics Ltd. owns 55% of Innovate AI Ltd., meeting the 51% 

threshold. 
Condition Met: Both companies are part of the same corporate group 

 

COMPANY REORGANISATIONS 
SHARE FOR UNDERTAKING TWO-PARTY SWAP 
A share for undertaking two-party swap involves a target company transferring its business to an acquiring company 
in exchange for shares in the acquiring company. Unlike the three-party swap, the shares are issued directly to the 
target company itself rather than its shareholders. This method facilitates a direct transfer of business operations while 
maintaining control within the corporate structure. 
Key Features: 

1. Transaction Structure: 
o Two Parties Involved: Target company and acquiring company. 
o Business Transfer: The target company transfers all or part of its business to the acquiring company. 
o Share Issuance: The acquiring company issues shares to the target company in exchange for the 

business transfer. 
2. Capital Gains Tax (CGT) Relief for Target Company: Section 631 TCA 1997 

o Section 631 Relief: Provides CGT relief for target companies transferring their trading operations to 
acquiring companies in exchange for shares, treating the transaction as a non-disposal. 

o Conditions for Relief: 
1. Bona Fide Commercial Reasons: The transaction must serve legitimate business purposes. 
2. Trading Operation Transfer: The transfer must involve the transfer of a trading operation 

carried out in Ireland. 
3. Consideration in Securities: The target company must receive securities (shares) in the 

acquiring company as consideration. 
4. No Part of Consideration in Cash: The target company must not receive any consideration in 

cash or other forms apart from securities. 
o No Balancing Charges: Section 631 ensures no corporation tax or CGT liabilities arise from the transfer 

of chargeable assets, and no balancing allowances or charges are triggered. 
o Future CGT Implications: If the acquiring company sells the received shares within six years, the base 

cost for CGT purposes is reduced by the deferred gains from the asset transfer. 
3. Stamp Duty Relief for the Acquiring Company: Section 80 SDCA 1999 

o Stamp Duty Saving: A 7.5% stamp duty saving is available when transferring an undertaking in exchange 
for shares, provided certain conditions are met. 

o Conditions for Relief: 
§ Undertaking Definition: The transferred business must constitute an "undertaking" or part 

thereof, implying significant business activity. 
§ 90% Consideration in Shares: At least 90% of the consideration (excluding liabilities taken over) 

must be in the form of shares issued by the acquiring company. 
§ Proportional Share Issuance: Shares must be issued in proportion to the existing ownership of 

the target company. 
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§ Company Residency and Incorporation: The acquiring company must be a limited company 
registered in Ireland or the EU and must be incorporated or have its nominal share capital 
increased to facilitate the acquisition. 

o Clawback Provisions: Relief is clawed back if the acquiring company does not retain beneficial 
ownership of the acquired shares for at least two years, unless the loss is due to liquidation or further 
bona fide restructurings. 

 
 
Practical Example: Two-party Swap in a Business Acquisition 

o Target Company: Eco Builders Ltd., specializing in sustainable construction. 
o Acquiring Company: Green Construct Ltd., a leading construction conglomerate. 

• Transaction: 
o Business Transfer: Eco Builders Ltd. transfers its sustainable construction division to Green Construct 

Ltd. 
o Share Issuance: Green Construct Ltd. issues new shares to Eco Builders Ltd. in exchange for the 

business transfer. 
• Tax Implications: 

o CGT Relief for Target Company: Under Section 631 TCA 1997, Eco Builders Ltd. incurs no CGT on 
transferring its chargeable assets to Green Construct Ltd. 

o Stamp Duty Relief: Green Construct Ltd. saves 7.5% stamp duty on the transfer by issuing shares to Eco 
Builders Ltd., provided it meets the 90% consideration condition. 

CAPITAL LOSSES AND DEBT WRITE OFF 
 

Capital losses can significantly impact a company's tax liabilities and financial health, especially when tied to the 
disposal of capital assets financed through debt. Proper understanding and management of these losses, particularly in 
the context of debt write-offs, are crucial for maintaining tax compliance and optimizing financial outcomes. 
 

Capital losses arise when the base cost of a capital asset exceeds the net sales proceeds from its disposal. These losses 
can be utilized to offset capital gains, reducing overall tax liabilities. However, complexities arise when capital assets 
are financed through debt, and portions of that debt are written off by financial institutions. Section 552 TCA 1997 and 
its amendment Section 552(1B) address these scenarios, ensuring that capital losses accurately reflect actual monetary 
losses by considering debt write-offs. 
 
Key Features: 

1. Section 552 TCA 1997: Base Cost Calculation 
o Allowable Expenditures: Includes purchase, improvement, and repair of qualifying capital assets. 
o Capital Loss: Occurs when base cost exceeds net sales proceeds. 

2. Debt Financing and Capital Loss Calculation: 
o Original Provision (Section 552): Did not consider debt write-offs, leading to potential mismatches 

between monetary and tax loss. 
o Amendment (Section 552(1B)): Adjusts capital loss calculations to account for debt write-offs, ensuring 

alignment between monetary losses and tax losses. 
3. Applicability: 

o Applies to disposals made on or after 1 January 2014, regardless of when the debt was written off. 
 

Debt Released on or before Date of Disposal 
When an asset is acquired and financed by debt, and the borrower is released from repaying the debt (e.g., through 
receivership), the portion of the acquisition or enhancement expenditure not actually borne will not be treated as an 
allowable cost. This scenario can lead to a higher capital loss for tax purposes. 
 
Key Features: 

1. Non-Allowable Costs: 
o Expenditure not actually paid due to debt write-off cannot be claimed as base cost, potentially 

increasing capital losses. 
2. Tax Impact: 

o Larger capital losses may be incurred, affecting the company's ability to offset future capital gains. 
 
Practical Example: Debt Write-Off Before Disposal 

o Company: Build Well Ltd., acquires a property for €500,000, financed by a loan. 
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o Debt Write-Off: The bank writes off €100,000 of the loan before the property is sold. 
• Calculation: 

o Original Base Cost: €500,000 
o Adjustment: €500,000 - €100,000 (debt written off) = €400,000 
o Sale Proceeds: €300,000 
o Capital Loss: €400,000 - €300,000 = €100,000 

• Outcome: 
o Tax Position: Build Well Ltd. incurs a €100,000 capital loss, which can be utilized against other capital 

gains. 
Strategic Implications: 

• Tax Efficiency: Adjusting base costs to account for debt write-offs ensures that capital losses accurately reflect 
actual monetary losses, enhancing tax efficiency. 

• Financial Accuracy: Aligning tax calculations with financial reality prevents discrepancies between reported 
losses and actual financial positions. 

 

 

 

 

VAT ISSUES 
VAT RECOVERY AND NON-DEDUCTIBLE EXPENSES 

This section explores the principles governing the recovery of VAT (Value-Added Tax) for businesses in Ireland. It 
delineates the conditions under which VAT can be reclaimed, particularly focusing on partially liable or partially exempt 
businesses. Additionally, it outlines specific categories of expenses where VAT recovery is prohibited, even for 
businesses that are fully liable to VAT. 
 

1. General Principles of VAT Recovery 
• Entitlement to Reclaim VAT: 

o Businesses that charge VAT on all their supplies (taxable supplies) are generally entitled to reclaim VAT 
on expenses incurred in running the business. 

o Businesses that exclusively make VAT-exempt supplies cannot reclaim any VAT on their expenses. 
• Impact of VAT Rates on Recovery: 

o 0% VAT Rate Supplies: Businesses supplying goods or services at a 0% VAT rate retain the right to 
recover VAT on their inputs. 

o Exempt Supplies: Businesses supplying exempt goods or services lose the ability to reclaim VAT on 
related inputs. 

o Correct Application: It is crucial to correctly apply the 0% or exempt VAT rates on sales invoices, as 
misapplication can adversely affect the ability to recover VAT. 

 

2. VAT Input Credit Position for Partially Liable/Partially Exempt VAT-registered Businesses 
• Mixed Supply Businesses: 

o Businesses engaged in both taxable and exempt activities face restrictions on VAT input credits. 
• Rules for VAT Input Credits: 

§ Solely Taxable Activities: 
§ VAT on purchases used exclusively for taxable activities is fully recoverable. 

§ Solely Exempt Activities: 
§ No VAT input credit is available for purchases used solely for exempt activities. 

§ Dual-Use Inputs: 
§ For purchases related to both taxable and exempt activities (dual-use), an 

apportionment method is required. 
§ Primary Method: Based on the proportion of turnover attributable to taxable activities. 
§ Alternative Method: If the turnover-based method does not accurately reflect the use 

of inputs, businesses may use another reasonable apportionment method. 
 

3. VAT Charges on which Input Credit is Not Allowed  
Certain categories of expenses are non-deductible for VAT purposes, even for businesses that are fully VAT-liable. 

1. Provision of Specific Services and Goods: 
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o Personal Services: VAT on expenses related to providing food, drink, residential accommodation, or 
other personal services to the business owner, agents, or employees. 

§ Exception: A portion of VAT paid on hotel accommodation for qualifying conferences is 
allowable. 

2. Entertainment Expenses: 
o VAT on expenses incurred for entertaining business agents or employees is non-deductible. 

3. Passenger Motor Vehicles: 
o Non-deductible VAT: VAT on the acquisition, hiring, or leasing of passenger motor vehicles not used for 

business purposes is non-deductible. 
o Exceptions: 

§ Commercial Vehicles: VAT on commercial vehicles is deductible. 
§ Low-emission Cars: A concession allows reclaiming 20% of VAT on new passenger vehicles 

registered after 1 January 2009, provided: 
§ The vehicle is used for at least 60% business purposes. 
§ The vehicle falls within VRT categories A, B, or C. 

4. Fuel for Business Use: 
o Non-deductible VAT: VAT on petrol purchases is non-deductible unless used for business purposes. 
o Deductible VAT: VAT on motor diesel or liquid petroleum gas used for business is reclaimable. 

5. Use of Goods or Services for Exempt or Non-business Activities: 
o VAT on goods or services used for exempt activities or unrelated to the business cannot be reclaimed. 

 

VAT IMPLICATIONS OF LIQUIDATIONS 
This section outlines the VAT obligations of liquidators appointed to companies undergoing liquidation in Ireland. It 
highlights the circumstances under which a liquidator must register for VAT, account for VAT on asset disposals, and 
reclaim VAT on liquidation-related costs. 
 

Key Points 
1. VAT Registration for Liquidators: 

o Obligation to Register: If a liquidator disposes of tangible assets that are subject to VAT, they must 
register for VAT within 14 days of the disposal. 

o No Registration Needed: If the only assets disposed of are not subject to VAT (e.g., passenger cars not 
falling under specific emission bands), VAT registration is not required. 

2. Accounting for VAT: 
o Tangible Assets: When disposing of VAT-liable tangible assets, the liquidator must account for VAT on 

their VAT return rather than on the company's return. 
o Services and Intangible Assets: Supplies of services or intangible assets (e.g., intellectual property) are 

not covered by this obligation. VAT on such disposals remains the responsibility of the company. 
3. Reclaiming VAT on Costs: 

o Eligible Costs: Liquidators can reclaim VAT on costs associated with the liquidation, such as their fees, 
provided the disposed assets generate a VAT liability. 

o Submission Timing: It is advisable to submit VAT refund claims in the same VAT return as the asset 
disposals to streamline the process. 

4. Transfer of Business Relief: 
o Applicability: Transfer of business relief may apply to asset disposals during liquidation, aligning with 

the rules outlined in Section 14.6.2. 
o Impact: If applicable, this relief can exempt the disposal from VAT, affecting the liquidator's VAT 

obligations. 
Example 

• Scenario: A liquidator disposes of a VAT-liable piece of machinery acquired with VAT. They must register for VAT 
within 14 days of the disposal, account for the VAT on their VAT return, and can reclaim VAT on their liquidation 
fees in the same period. 

 
PLACE OF SUPPLY RULES 

The Place of Supply rules determine the jurisdiction where a supply of goods or services is deemed to take place for 
VAT purposes. These rules are crucial for identifying whether a transaction falls within the scope of Irish VAT. 
 

Place of Supply of Goods 
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1. Transportation Begins: 
o Rule: If goods are transported, the place of supply is where the transportation starts. 
o Example: Goods sold from Dublin to London, dispatched from Dublin, have their place of supply in 

Ireland. 
2. Supply and Installation: 

o Rule: When goods are supplied and installed, the place of supply is where the installation occurs. 
o Example: An Irish company installs machinery at a UK plant; the place of supply is the UK. 

3. Location of Goods: 
o Rule: In other cases, the place of supply is where the goods are located at the time of supply. 
o Example: Goods stored in Munich and sold to a Dublin company have their place of supply in Germany. 

 

Place of Supply of Services 
Supply to Consumers (B2C Services) 

• Basic Rule: The place of supply is where the supplier's business is established. 
• Exception: If the supplier has multiple establishments, the one most closely associated with the supply 

determines the place. 
• No Establishment: If the supplier has no establishment, the place of supply is the supplier's residence. 

 
Example: 

• An Irish accountant provides advisory services to a private individual in Germany. The place of supply is Ireland, 
and Irish VAT must be charged. 

 


