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Finance Minister Brian Cowen delivered his fourth budget today against
a challenging economic backdrop, global and domestic.

The Minister stated that his clear economic objective was to pursue a
programme of sustainable development without compromising the
government’s commitment to make Ireland more environmentally friendly. In
particular, his budgetary goals were to protect the income of the vulnerable,
promote environmental goals, support ordinary working people, help home
owners and boost the economy in the face of moderate future growth.

The income tax changes are designed to keep low income tax earners out of
the tax net while ensuring that average earners are not taxed at the higher
rate. There is no commitment to repay unused tax credits to the lower paid
which has been proposed by certain lobby groups in pre budget submissions.

In order to help home owners, mortgage interest relief has been increased by
25% while the stamp duty regime for residential property has been
permanently changed to a simpler progressive system. There have been no
changes to exemptions that currently apply. Indeed the period of
owner/occupier stamp duty relief chargeback period has been reduced to two
years.

From a business perspective there were few changes of any significance
though the Research and Development tax credit regime and easier access
for recycling companies to the Business Expansion Scheme are to be
welcomed.

This edition of Speedbrief 2008 provides a summary of the key changes
announced today in all areas, with particular emphasis on personal and
business taxes. Finance Bill 2008 will give full effect to the budget provisions
and will be published in early February.

On this occasion, in addition to our above summary, we have included
articles by several of our tax colleagues which we hope you will find
interesting.

Finally you are most welcome to discuss the impact of the budget changes
on you or your business with your FGS tax contact.

__________________
Eamonn Griffin
Head of Tax Ireland 
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Income Tax
It is fair to say that the wish list of the last Government in
relation to taxation policy was to remove as many people from
the tax net as possible and to reduce the top rate of tax to
40%. This was only partially achieved, and the reluctance to
continue a rate reduction policy in the current administration is
likely to have been precipitated by the shortfall in the expected
tax take.

In the Minister's speech he has indicated that this Budget is the
first of five installments in the Government's income tax
agenda. He has not indicated what the wish list of the current
administration will be, but, it seems clear that he at least wants
to continue with the policy of increasing the number of people
being removed from the tax net and to ensure that people on
the average industrial wage are not paying tax at the higher
rate. This is illustrated by increases of approximately 4% in
both the personal and employee tax credits and the standard
rate tax band. The Minister has indicated that for 2008 over
878,000 will fall out of the tax net. This represents an increase
of 4% over the 2007 figures.

In addition to the above, the Minister is aiming to assist home
owners, particularly individuals wishing to get on the property
ladder. This is exemplified by the substantial increases in
mortgage interest relief (a 25% increase) and the income
exemption limit under the rent-a-room scheme (a 31%
increase). 

There were also some minor adjustments to relief in respect of
private rented accommodation, while the Irish film industry will
be happy with the extension of section 481 Film Relief until 31
December 2012. This will give a much needed boost to the
industry given that the relief was in danger of being abolished a
number of years ago.

On the subject of PRSI, the Minister has announced increases
in the employee PRSI and health levy thresholds. However, this
has been somewhat clawed back by the customary increase in
the PRSI ceiling for employees, which increases from €48,800
to €50,700.  

Capital Taxes
The Minister has indicated that he proposes to introduce relief
from capital gains tax on the dissolution of farm partnerships.
The details of the proposed relief are to be included in the
Finance Bill.

The Minister has also increased the exemption from capital
gains tax on the transfer of a site to a child from €254,000 to
€500,000. This change will take effect in respect of disposals
made on or after 5 December 2007.

Corporate Tax
The Minister made a number of changes in relation to the
payment of preliminary tax for small companies and start up
companies. Small companies have the option of paying their
preliminary tax on the basis of the lower of 90% of their final
tax liability for the current accounting period or 100% of the
final tax liability for the previous accounting period. The tax
liability threshold for determining whether a company is
regarded as a "small company" has been increased from
€150,000 to €200,000. This effects companies with preliminary
tax payment dates arising after 5 December 2007. 

Under legislation introduced in Finance Act 2007, start up
companies with a corporation tax liability of €150,000 or less
were not required to make a preliminary tax payment in their
first year of trading. This tax threshold amount has now been
increased to €200,000 for companies with preliminary tax
payment dates arising after 5 December 2007.

In addition, the Minister intends to legislate to make permanent
the transitional arrangements which relax the interest charge
on underpaid preliminary corporation tax for companies whose
accounts are based on IFRS standards.

The Minister has also extended until 2013 the use of the base
year of 2003 in calculating the incremental expenditure incurred
for Research & Development tax credit purposes. 

The BES provisions will be amended to provide that the
requirement that recycling companies must have received grant
assistance before availing of BES funding will be replaced by a
requirement that the company's business proposals must be
certified by an industrial development agency or County
Enterprise Board.

PERSONAL & CORPORATE TAX

Declan O’Hanlon
Tax Partner

declan.ohanlon@fgspartnership.com



INFORMATION COMMUNTICATION TECHNOLOGY

Time to enhance the research and development tax credit regime

The ICT sector continues to play a significant part in Ireland's economic
activity. It employs approximately 8% of the Irish workforce, and in the
software sector alone, 760 companies employ over 15,000 people. 

Various strategy reports in recent years on the sector have focussed on the
need for support to set world class research standards and establish world
class research facilities in Ireland with a view to increasing the level of sales
of Irish business from innovative products and processes. While many
approaches are possible to meet these challenges, a vital weapon in any
approach is likely to be the ability of companies to carry out important and
significant research and development ("R&D") activities. 

Because of this, Finance Act 2004 introduced an R&D tax credit regime. In
brief, the regime provides for a 20% tax credit for incremental expenditure on
R&D incurred by trading companies. While the principle behind such a
regime is to welcomed, it is fair to say that the regime as enacted has
enjoyed little success to date. A consensus has emerged on the reasons for
the lack of success and these reasons include the following:

- The actual R&D credit available is low (or average at best) by 
international standards and most competing jurisdictions 
operate similar regimes. There is therefore not enough
incentive in the current Irish regime for overseas operations to
relocate their R&D activities toIreland.

- The regime operates on the basis of 2003 as a base year and
it is incremental expenditure on R&D over and above the
expenditure incurred in 2003 which will qualify for the credit. In
his 2008 budget statement, the Minister for Finance announced
that this 2003 base year will remain in place until 2013. While
this extension is to be welcomed it is doubtful that it will silence
the industry wide calls for a move away from an incremental
based system and a move towards a volume based system.
Many other jurisdictions operate a volume based system (or a
hybrid system of volume and increment). The incremental
approach is regarded as a barrier to companies as it is
dependant on a pattern of expenditure rather than total volume.
The volume approach is also regarded as clearer for business
and administratively more convenient to implement and track. 

- The credit is of no value to start up companies which may
have no tax liability due to the nature of start ups. There is
merit in considering whether the credit for such companies
could be used as a credit against other taxes such as payroll or
sales taxes. 

- The regime only allows a company to outsource a maximum
of 15%  of eligible R&D activity. This percentage should be
increased to take account of the reality that most companies
(particularly smaller indigenous firms) will need to outsource
significant amounts of their R&D activity to outside specialists.  

The recognition by government of the necessity of having world class R&D
activities carried on in Ireland is to be welcomed. However for the tax based
R&D incentive scheme to be fully successful, it is timely for government to
review the current scheme and seek to correct the perceived shortcomings
as outlined above. Hopefully Finance Act 2008 will see further developments
in this area.    
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PROPERTY TAXES 

Foundations for the future

The property changes in this year's budget reflect the changing dynamics of
the Irish property market and the objective of avoiding any measures that
could potentially have a destabilising effect.  Therefore, as far as property
goes, Budget 2008 is a case of ‘Don't Rock the Boat’.

Stamp Duty

The Minister has not stated whether the draft legislation announced last year
in relation to Stamp Duty planning will become effective at some point or not.
These draft measures relate to the deferral of Stamp Duty by resting on
contract and licencing arrangements.  Instead, Mr Cowen has focused
specifically on the residential housing market.  

In order to restore greater certainty on the tax costs associated with Irish
property transactions, it is critical that the Minister provides clarity on the
exact status and implementation date of these proposed changes which
remain in our tax code.  The lack of definitive commentary by the Minister
may be an indication of possible future Stamp Duty changes, and possibly in
accordance with UK changes, at a point in time when market stability is not
an issue.  This is likely to be only a matter of time but we are still awaiting
clarity.  

In terms of the housing market, purchases of residences with a value of less
than €1 million will be charged to Stamp Duty at a zero tax rate on the first
€125,000 of the price and 7% on the balance.  Where the price is greater
than €1 million, the same rates apply subject to a 9% rate applying on the
excess over €1 million.  This results in an effective rate of tax of broadly 6%
for properties with the value in the region of €1 million which is compared
with a previous rate of 9%.  A property with a value of €2 million now has an
effective rate of 7.6% compared with a previous rate of 9%.  The Stamp Duty
exemption for new houses and first-time buyers remains unchanged.  

It should be noted that the Minister has stated that the new regime applies to
residences but at this point, it is not certain whether this is restricted to the
occupier market.  Clarity on this will follow in the Finance Bill in the New Year
at the latest. 

In order for owner occupiers to retain their stamp duty exemption on original
purchases, the minimum period of occupation was 5 years.  This period is
now reduced to 2 years.  Existing purchases qualify for the reduced period.  

VAT on Property 

After much debate, the Minister has confirmed that the new rules for VAT on
property transactions will take effect from 1 July 2008.  

Whilst the Minister's objective of increased simplicity is welcome, this is a
long-term objective which will not be achieved overnight. This is particularly
the case given that the changes are the first all-encompassing changes since
the introduction of VAT on property in 1972. For example, the sale of
buildings will no longer be automatically subject to VAT as the taxpayer will
have the option, but not the requirement, to apply VAT in relation to "old"
buildings.  And also, most occupational leases will now be exempt from VAT
subject to an option to apply VAT to certain commercial rents.  These two
changes alone are significant.    

Mary Nyhan, 
Tax Director

mary.nyhan@fgspartnership.com 



MOTOR VEHICLES

Changes in the taxation of motor vehicles comes under three headings,
Motor Tax, Vehicle Registration Tax (VRT) and Capital Allowances for
Business Cars.

1. New Motor Tax Rates and Fees for Trade Licence Plates

The proposed increases in motor tax rates are 9.5% for cars below 2.5 litres
and 11% for cars above that threshold.  Goods and all other vehicles will also
increase by 9.5% with no increase for electric vehicles.  Trade plate licences
will also increase by 9.5%.  

The new rates will apply to motor tax discs and trade licences taken out for
periods beginning on or after 1 February 2008. 

2. Vehicle Registration Tax (VRT)

A revised VRT system will come in to effect on 1 July 2008.  The current VRT
system uses engine size as the criterion to determine the VRT rate to be
applied to a car. Under the revised VRT system the CO2 emissions of a car
will replace engine size as the criterion to determine the VRT rate payable on
the car at point of registration. Lower emission cars will attract reduced VRT
rates and higher emission cars will be liable to higher rates. The VRT rates
will continue to be applied to the Open Market Selling Price of the car. 

Table 1 sets out the CO2 Emission Bands and the relevant VRT rates under
the revised VRT system. 

Table 1

According to the SIMI the average CO2 per kilometre for new passenger cars
sold in Ireland in recent years was 167g per kilometre. 

VRT Relief Scheme for Hybrid Electric and Flexible Fuel Vehicles 
The existing 50% VRT relief scheme for series production hybrid electric
vehicles and flexible fuel vehicles is being extended in its current form until
30 June 2008.

From 1 July 2008 the relief for series production hybrid electric and flexible
fuel cars will be adjusted to provide a relief of up to €2,500 on the VRT
payable, in addition to the benefit of the new VRT CO2 emission related
system. This relief will apply until 31 December 2010.
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CO2 Emissions Bands g CO2/km VRT Rates
A 0 - 120g 14%
B 121 - 140g 16%
C 141 - 155g 20%
D 156 - 170g 24%
E 171 - 190g 28%
F 191 - 225g 32%
G 226g and over 36%



MOTOR VEHICLES

VRT exemption for Electric Vehicles
Series production electric cars (i.e. cars which can be propelled solely by a
rechargeable battery) and electric/battery-assisted bicycles are being
exempted from VRT with effect from 1 January 2008.

3. Capital Allowances for Business Cars

A revised scheme of capital allowances and leasing expenses for cars used
for business purposes is being introduced in respect of cars purchased or
leased on or after 1 July 2008.

The revision will link the availability of such allowances and expenses to the
CO2 emission levels of the vehicles. Cars will be categorised by reference to
CO2 emissions with the emissions bands being broadly consistent with the
new VRT system, as follows:

- Cars with CO2 emission levels in Category A/B/C above will benefit from
capital allowances up to the current car value threshold under the existing
scheme of €24,000. 

- Cars in Category D/E will receive allowances of 50% of the current car
value threshold or 50% of the cost of the car, if lower. 

- Cars in Category F/G will not qualify for capital allowances. 

- Car leasing expenses will be restricted in the same manner.

Michael Blair, tax partner in our Belfast office adds:

“The taxation of car benefits-in-kind based on CO2 emission levels have
been part of the tax system in the UK for a number of years. Employees who
drive more environmentally friendly cars incur lower benefit-in-kind tax.
Additional savings can be made if a vehicle is run on alternative fuel or
power types.  There may be a move to a similar system in Ireland in coming
years.”
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Catergory A
Vehicles

Catergory B
Vehicles

Catergory C
Vehicles

Catergory D
Vehicles

0 - 120g/km 121 - 155g/km 156 - 190g/km 191g/km+
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TAX FACTS - AT A GLANCE

Rates & Bands
Single/Widowed (no dependent children)

One Parent/Widowed Parent

Married*

Personal Tax Credits
Single

Married

Lone Parent – Additional Allowance

PAYE
Age

- Single/Widowed
- Married

Blind Person
- Single/Widowed
- Married (Both Blind)

Incapacitated Child

Widowed Person

Widowed Parent
- Year 1
- Year 2
- Year 3
- Year 4
- Year 5

Exemption Limits
Single/Widowed

- Over 65 Years of Age

Married
- Over 65 Years of Age

PRSI Rates
Employer

- Standard
- Employees Earning Less than 18,512

Employee*
- * First 127 p.w. exempt 
- * No PRSI on income of 352 p.w.

or less

Self-employed/Propriety Directors

CEILING

Employee

Self-employed/Propriety Directors

Employer

Levies

Tax Year 2008 (Euro)

35,400 @ 20%
Bal @ 41%

39,400 @ 20%
Bal @ 41%

44,400 @ 20%
Bal @ 41%

1,830

3,660

1,830

1,830

325
650

1,830
3,660

3,660

600

4,000
3,500
3,000
2,500
2,000

20,000

40,000

10.75%
8.5%

4.0%

3.0%

50,700

None

None

Tax Year 2007 (Euro)

34,000 @ 20%
Bal @ 41%

38,000 @ 20%
Bal @ 41%

43,000 @ 20%
Bal @ 41%

1,760

3,520

1,760

1,760

275
550

1,760
3,520

3,000

550

3,750
3,250
2,750
2,250
1,750

19,000

38,000

10.75%
8.5%

4.0%

3.0%

48,800

None

None

The 2% Health Levy rate will not apply to employees earning less than 500 p.w

* For two income married couples,
the 20% band may extend up to
€70,800 depending on the scale of
each spouces earnings.
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CONTACT US

How can FGS Help?

FGS has a dedicated team of tax specialists available to assist individuals and businesses in reviewing their tax position,
advising on tax strategy planning and implementation in order to minimise taxation. We have expert advisers in the
areas of:

• Corporate Tax Planning 
• Income Tax Planning 
• Business Start-ups 
• Company Reconstruction & Reorganisation 
• Gift, Inheritance & Succession Planning 
• International Taxation 
• Marital Breakdown 
• Mergers & Acquisitions 
• PAYE/Employee Incentive Schemes 
• Property – Domestic & International 
• Revenue Investigations & Audits 
• Tax Based Investments 
• VAT Planning

About Us

FGS provides financial, advisory and consultancy services to individual clients, private businesses, public sector and
semi-state organisations. We are a progressive and innovative firm that places the provision of excellent customer service
at its core. FGS is the largest all-island independent firm of business advisors and consultants with in excess of 220 staff
located at offices in Dublin, Belfast and Longford.  Our membership of Praxity™, AISBL, means that we are also providing
services to clients worldwide.

Contact Us

Dublin Office
Eamonn Griffin, Tax Partner
Molyneux House
Bride Street
Dublin 8
Ireland
T: +353 (0) 1 418 2000
E: eamonn.griffin@fgspartnership.com

Longford Office
John Lyons, Tax Partner
Church Street
Longford
Co. Longford
Ireland
T: +353 (0) 43 41900
E: john.lyons@fgspartnership.com

Belfast Office
Michael Blair, Tax Partner
Number One
Lanyon Quay
Belfast, BT1 3LG
Northern Ireland
T: +44 (0) 28 9023 4343
E: michael.blair@fgspartnership.com



www.fgspartnership.com

Registered to carry on audit work by the Institute of Chartered Accountants in Ireland.  Authorised by the Institute of Chartered Accountants in
Ireland to carry on investment business in the Republic of Ireland.  FGS is a member of Praxity™, AISBL an international alliance of independent

accounting firms.




