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With the task of this Government being to regain 
control over Ireland’s fiscal and economic policies, 
to grow the economy again and to get people back to 
work, budget 2012 was announced over a two day 
period. Minister Noonan’s budget focuses on indirect 
taxes with no increase in income tax, while Minister 
Howlin slashes redundancy rebates to employers.  
 

The following is a breakdown of the main highlights that the Budget focused on… 
 
Á Increase in standard VAT rate from 21% to 23% 
Á No change to income tax bands, rates or credits 
Á Increased exemption at which Universal Social Charge applies from €4,004 to €10,036 
Á Increase in mortgage interest relief for first time buyers who bought between 2004 and 

2008 
Á Increase to 30% on DIRT and exit tax that applies to certain life policies and investment 

funds 
Á Capital gains tax rate is to increase from 25% to 30%  
Á Capital acquisitions tax to increase to 30% for gifts or inheritances, with the Group A tax 
free threshold reducing from €332,084 to €250,000 

Á Change in Stamp duty on commercial property to 2% 
Á Commitment to 12.5% corporation tax rate 
Á Enhancements to the R&D tax credit regime and start-up incentives for SMEs 
Á A surcharge of 5% to apply to the amount of income sheltered by property reliefs 
Á Reduction from 60% to 15% for redundancy rebates to employers 
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INCOME TAX 

Universal Social Charge (USC) 
From 1 January 2012, the USC exemption level will be increased from €4,004 to €10,036. This 
will remove a number of lower paid workers from this charge as individuals can now earn up to 
€10,036 before being liable to the USC. Where income exceeds €10,036 the full earnings will be 
liable to USC. 
 
There are no changes in the income tax rates, income tax bands or credits. 
 
The PRSI base is to be broadened so that it will apply to other income such as rental and 
dividend income for employees from 1 January 2013. Self employed contributors are already 
liable to pay PRSI on such income. 
 
The normal rate of DIRT together with the rates of exit tax that apply to certain life policies and 
investment funds are being increased by 3% to 30% for payments made annually or more 
frequently and 33% for payments made less frequently than annually. These increased rates will 
apply to payments made on or after 1 January 2012. 

OTHER INCOME TAX 

Mortgage Interest Relief  
An increased mortgage interest relief rate of 30% will apply to mortgage interest paid by first 
time buyers who took out a qualifying mortgage on or after 1 January 2004 and on or before 31 
December 2012. 
 
The rate for first time buyers who purchase in 2012 will be 25% and non-first time buyers will 
obtain relief at 15%. For those who purchase after 2012 mortgage interest relief will no longer 
be available. 
 
Abolition of the relief entirely by end 2017. 

 
Pensions 
The annual imputed distribution which applies to the value of assets in an Approved Retirement 
Fund (ARF) at 31 December each year is being increased from 5% to 6% in respect of ARFs with 
asset values in excess of €2 million (or, where an individual owns more than one ARF, where the 
aggregate value of the assets in those ARFs exceeds €2 million) The increase will apply in respect 
of asset values in affected ARFs at 31 December 2012 and future years. 
The transfer, on death, of assets in an ARF to the child of the ARF holder, where the child is over 
the age of 21, is currently liable to income tax at 20%. It is proposed to increase this liability to 
30%. More details on this will be available in the Finance Bill. 
 
The PRSI relief of 50% from employer PRSI for employee contributions to occupational pension 
schemes and other pension arrangements is being removed with effect from 1 January 2012. 
 

 

 

 



Property Tax Shelters 
Section 23-type Reliefs and Accelerated Capital Allowances 
A surcharge will be introduced effective from 1 January 2012 on individuals with gross incomes 
over €100,000. The surcharge will apply at a rate of 5% on the amount of income sheltered by 
property reliefs in a given year. 
 
This surcharge (essentially a higher rate of USC) will apply to all investors regardless of whether 
they invested in Section 23 or accelerated capital allowance schemes with this level of gross 
income. 
 
Residential owner-occupier relief is unaffected by these changes. 
 
Accelerated Capital Allowances 
Investors in accelerated capital allowance schemes will no longer be able to use any capital 
allowances beyond the tax life of the particular scheme where that tax life ends after 1 January 
2015. 
 
Where the tax life of a scheme has ended before 1 January 2015 no carry forward of allowances 
into 2015 will be allowed. 

 

BUSINESS TAXATION 
 
Corporation Tax 
The Minister reinforced his commitment to the 12.5% corporate tax rate on trading profits, as 
was promised in the programme for Government. 
 
3 Year Tax Relief for Start-up Companies 
The scheme which provides relief from corporation tax on the trading income and certain gains 
of new start-up companies in the first 3 years of trading is being extended to include start-up 
companies which commence a new trade in 2012, 2013 or 2014. 
 
New BES Scheme 
The new Employment and Investment Incentive (EII) scheme, which replaces the old Business 
Expansion Scheme (BES), is in force since 25 November 2011. The final date for tax relief under 
the BES scheme will be for shares issued on or before 31 December 2011. 
 
R& D tax credit 
A number of changes are being made to the R&D tax credit scheme as follows: 
 

¶ Volume basis 
The first €100,000 of qualifying R&D expenditure will benefit from the 25% R&D tax credit on a 
volume basis. The tax credit will continue to apply to incremental R&D expenditure in excess of 
€100,000 as compared with such expenditure in the base year 2003. 
 

¶ Outsourcing limits 
At present sub-contracted R&D costs are eligible where they do not exceed 10% of total costs or 
5% in the case of sub-contracting to third level institutions. This limit can disproportionately 
affect smaller companies who may have greater need to outsource R&D work than larger 



multinationals with greater internal resources. The outsourcing limits for sub-contracted R&D 
costs are being increased to the greater of 5 or 10% as appropriate or €100K. 
 
Use of the credit to reward R&D employees 
Companies in receipt of the R&D credit will have the option to use a portion of the credit to 
reward key employees who have been involved in the development of R&D.  
 
Special Assignee Relief Programme 
The introduction of a Special Assignee Relief Programme was announced to allow multinationals 
and indigenous companies attract key people to Ireland. It is hoped that the relief will 
encourage the expansion of businesses and the creation of jobs in Ireland. 

CAPITAL GAINS TAX 

The current rate of 25% is being increased to 30%. This increase applies in respect of disposals 
made after 6 December 2011. 
A new incentive relief from CGT is being introduced for the first seven years of ownership for 
properties bought between Budget night and the end of 2013, where the property is held for 
more than seven years. Where such property is held for more than seven years the gains 
accrued in that period will not attract CGT. This measure comes into effect after 6 December 
2011. 

Measures to incentivise timely business and farm transfers                                                             
Full retirement relief from CGT for intra-family transfers will be maintained for individuals aged 
55 to 66. An upper limit of €3m on retirement relief for business and farming assets disposed of 
within the family is introduced where the individual transferring the assets is aged over 66 years. 
This will incentivise earlier transfer of farms. 

(The current unlimited amount applies for a transitional period of two years for individuals 
currently aged 66 or who reach that age before 31 December 2013.) 

The current upper limit of €750,000 for assets transferred outside the family for individuals aged 
between 55 and 66 years will be maintained. The upper limit for retirement relief for business 
and farming assets transferred outside the family is reduced from €750,000 to €500,000 for 
individuals aged over 66 years. 

(The current upper limit of €750,000 applies for a transitional period of two years for individuals 
currently aged 66 or who reach that age before 31 December 2013.) 
Full details of these measures will be set out in the Finance Bill. 

 

Capital Acquisitions Tax 

Rate of tax                                                                                                                                                      
The rate of tax has been increased from 25% to 30%. The new rate of tax of 30% applies to gifts 
and inheritances taken on or after 7 December 2011. 

Tax-free thresholds                                                                                                                                    
The Capital Acquisitions Tax Group A tax-free threshold has been reduced from €332,084 to 



€250,000. The reduced tax-free threshold of €250,000 applies to gifts and inheritances taken on 
or after 7 December 2011. 

STAMP DUTY 

Non-Residential Property                                                                                                                             
A new lower rate of 2% has been introduced for non-residential property. The single rate will 
apply to the entire amount of the consideration and the current exempt threshold of €10,000 
has been abolished. 

The new rate applies to instruments executed on or after 7 December 2011. The reduced stamp 
duty rate for transfers between family members will be 1% but will be abolished at the end of 
2014. 

Household Charge                                                                                                                                          
A household charge of €100 will apply in 2012. 

VALUE ADDED TAX 

VAT rate increase                                                                                                                                      
With effect from 1 January 2012, the standard rate of VAT will be increasing from 21% to 23%. 

EXCISES 

Mineral Oil Tax                                                                                                                                             
The rates for petrol and auto diesel are increased with effect from midnight on 6 December. 
These increases, when VAT is included, amount to just under 1.5 cent on a litre of petrol and just 
over 1.5 cent on a litre of auto diesel. 
 

Tobacco Products Tax 
Tobacco Products Tax rates are increased with effect from midnight on 6 December. The 
increase amounts to 25 cent, inclusive of VAT, on a packet of 20 cigarettes, with pro rata 
increases on other tobacco products. 

REDUNDANCY REBATE 

Redundancy rebate scheme for employers                                                                                     
The redundancy rebate scheme for employers has been slashed from 60% to 15%, this was 
announced by Minister Howlin as part of the Capital Expenditure Report in a bid to make savings 
of €81 million next year. 

If you have any queries in relation to any of the above information, 

please do not hes itate to contact us at Paul OôDonovan & Associates 
021 - 4321799  or e - mail info@paulodonovan.ie   
 
The information contained in this newsletter is intended as a general guide and for information purposes only. Whil st every 

effort has been made to ensure accuracy, no liability can be taken for any omissions or errors. Professional advice should be 
sought prior to any transaction giving rise to tax consequences  
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