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Interest

Interest payable
Relief is available for interest on money borrowed:

• for the purpose of a trade or profession carried on by an individual or
company (but may be restricted in certain tax avoidance situations)

• for the purchase of, or expenditure on, a rented property

• by an individual to invest in or to lend to a partnership in the conduct of
whose business the individual acts as a partner.

Relief is also available for interest on money borrowed to acquire an interest in
or to lend to a company, as follows:

Individuals: Unrestricted relief is available to individuals who have worked for
the greater part of their time in the management or conduct of the business of
a trading company or a holding company, or of a connected company, and
who have a material interest (more than 5% of equity) in the company.

Unrestricted relief is also available to the full-time or part-time directors and
employees of a private trading company and to the full-time directors or
employees of a private holding company (even if a material interest is not held).

Relief is not available for interest on money borrowed to acquire shares in or to
lend to a quoted company except where the investment was made when the
company was unquoted, in which case transitional provisions apply.  

Companies: Relief is available to a company which borrows money to acquire
an interest in, or to lend to, a company which is a trading company, a rental
company or a holding company.  To qualify for relief, the investing company
must have a material interest (more than 5% of equity) in the company in which
it is investing or in a connected company and at least one director who is also
a director of that company or of a connected company.

Certain additional conditions also apply: for instance, where the money is lent
to a company, it must be used for the trade or business of the company or of a
connected company.  “Recovery of capital” and other anti-avoidance rules may
also restrict relief.

An anti-avoidance measure denies relief for related-party borrowing used to
finance the acquisition of a related entity.  The measure is subject to a number
of relaxations.

Deposit interest retention tax (DIRT)
Standard rate DIRT accounts: Income tax at the standard rate (20%) is
deducted at source by banks, building societies, credit unions, trustee savings
banks and the Post Office Savings Bank from interest paid or credited annually
or at more frequent intervals on deposit accounts in the beneficial ownership of
individuals resident in Ireland.  The tax deducted will satisfy an individual’s full
liability to income tax on such interest.  However, the health contribution (2% /
2.5%) is also payable on such interest received.

23% DIRT accounts: For interest paid or credited on other deposit accounts
(eg where interest is credited at maturity), income tax at the standard rate plus
3% (ie 23% for 2007) is deducted at source. 

Repayments: DIRT deducted will only be repaid to the following:

• individuals or their spouses aged 65 or over who are not liable to income tax
(interest may br paid gross subject to an appropiate declaration)

• incapacitated individuals (interest may be paid gross in certain cases)

• charities

• companies that do not have a corporation tax liability.

Non-residents: Interest received by non-resident individuals who complete the
appropriate declaration form may be received without deduction of DIRT.

The scheme requires the formal written approval of the Revenue
Commissioners and, to meet the conditions for approval, existing schemes
may need to be amended.  The favourable tax treatment is not available where
the option shares are sold within three years from date of grant.

Unapproved share option schemes
Where, by reason of an employment, an employee receives an unapproved
share option, a charge to income tax will arise on the exercise of the option,
irrespective of whether the employee retains or sells the shares concerned. The
amount charged to income tax is the excess of the market value of the share
on exercise over the option price. This share option gain is taxable at the
employee’s marginal rate of income tax. The tax must be paid by the employee
within 30 days of the date of exercise.  The employee must file a Form RTSO1
at the same time. 

The Revenue Commissioners are expected to issue a Statement of Practice in
2007 on ‘The Tax Treatment of Share Options Granted in Respect of
Employments and Directorships – International Aspects’.

SAYE share option schemes
A company may establish a Revenue approved save-as-you-earn (SAYE) share
option scheme. Options under a SAYE scheme can be granted at a price
discounted by up to 25% of the market value of the share. To fund the exercise
of the option, employees must commit to regular monthly savings, from after
tax income, over a period of 36 or 60 months. Any interest paid on the savings
at maturity will be exempt from tax. 

The SAYE scheme must be open to all employees on similar terms. Subject to
certain requirements, options granted under a Revenue approved SAYE
scheme will not be liable to income tax on grant or exercise. However, capital
gains tax may arise on the sale of the shares based on the excess of the net
sales proceeds over the price paid for the shares.

Approved profit sharing schemes
Employees are exempt from income tax on shares received, up to the value of
€12,700 annually, from a Revenue approved profit sharing scheme. To avoid an
income tax liability, the shares must be held in trust for a total of three years. If
the shares are sold within three years, income tax is charged on 100% of the
value of the shares at appropriation, or on the sale proceeds, whichever is the
lesser. If the individual ceases to be an employee of the company due to injury,
disability or redundancy, or reaches State pension age, within the three years
and the shares are sold, income tax is charged on 50% of the value of the
shares at appropriation, or the sale proceeds if lower (in the event of sale rather
than transfer). The profit sharing scheme must be available to all employees on
similar terms. A disposal of shares may give rise to a capital gains tax liability.
The taxable gain will be calculated on the difference between the sale
proceeds and the market value of the shares on the date they were
appropriated. 

Employee taxation
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