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Finance Bill 2014

Proposal to Restrict Residential Property Exemption
Section 86, Capital Acquisitions Tax Consolidation Act 2003

1. Background

Section 856 of the Capital Acquisitions Tax Consolidation Act 2003 provides an exemption
form CAT in respect of a gift or inhentance of a dwelling house (as defined) and up to 1 acre
of grounds with the dwelling house subject to certain conditions.

The donee or successor must
« have continuously occupied the house as his or her only or main residence
throughout the period of 3 years immedately prior to and € years after the date cf the
gift or innentance
« not be beneficially entitled. at the date of the gift or inheritance to any otner dwelling
house

The exempticn may be clawed back if the donee or successor disposes of the dwelling
house before the expiry of 6 years from the date of the gift or inherntance However there s
a provision that aliows for the disposal of the dwelliing house and replacing it with another
without losing the exemption.

This exemption, introduced in Finance Act 2000 (replacing an existing exemption) was to
cater for persons who had been living in a dwelling-house for a substantial period prior to the
gift or in the case of an inheritance prior to the inheritance. and would be faced with having
to sell the house to pay the CAT liability. This would apply in particular to children who
continued to reside with their parents into their old age — very often to care for the parents.

It was nat the intention that persons could use this exemption for the purposes of providing
tax-free gifts of dwelling-houses to each of their children (or to other persons) regardiess of
circumstances

2. Issue

Cases are coming to attention where wealthy parents are using this exemption to buy and
gift houses to their children. There is nothing in the exemption as currently drafted to prevent
a parent with (say) four children from purchasing a dwelling house for each of them and
gifting/ bequeathing them. subject to the above conditions being satisfied - in practice. it can
be difficult for Revenue to determine whether or not the conditions are satisfed

Additionally. the gifting of dwelling houses in this way has no impact on the CAT Thresholas
- as this exemption 1s additional to the CAT Thresholds. 1.e. each child retains their full
Greup A Threshold for any further gifts/inheritances they may get

Furthermore the relief does not confine the gifting /inhentance of a awaling-house to
children As enacted. the relief can apply to anyone to whom a house s giftea / bequeathed

It is considered that such gifts are outside the scope of the intended exemgt on crovided by
Section 85 Capital Acquisitions Tax Consolidation Act 2003.



3. Proposal

It 1s recommendec that this exemption should be curtailed so as to apply it to the type of
situations onginally intended:

It is proposed that the awelling-house’ exemption should only be available in respect of
the disponer s only or main residence. This would effectively confine the opportunity to
bequeath or gift a dwelling-house once only to any category of successor/donee. e.g. child
of the disponer brother or sister. carer, dependent relative. etc.

It is considered that where a disponer has the financial capacity to gift/bequeath houses to
anyone he or she chooses without limitation. such gifts/bequests do not merit exemption

One additional situation might also be provided for:

Gift / inneritance of a dwelling-house owned by the dispconer which is provided rent-free and
without any other consideration as the sole residence of a "dependent relative” [This would
correspond broadly to the situation that qualifies for Principal Private Residence Relief for
capital gains tax purposes]

‘Dependent relative would be defined to correspond with the definition in Section
604(11)(a). Taxes Consolidation Act 1997

'11) (a) In this subsection. “"dependent relative”. in relation to an individual. means a
relative of the individual or of the wife or husband of the individual. who is
incapacitated by old age or infirmity from maintaining himself or herself. or the
widowed father or widowed mother (whether or not he or she is s¢ incapacitated) of
the individual or of the wife or husband of the individual ™.
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Donal Murtagh

From: O'Donoghue, Maurice G-

Sent: 04 July 2014 09:23

To: Donal Murtagh

Subject: FW: Submission: [00373-14: CAT - Proposed changes to the dwelling house

exemption (FB15# 07)]

Donal,
Submission herewith,

Regards,
Maurice.

From: Lynch, Joe (ICTx_CapiTax)

Sent: 03 July 2014 12:00

To: O'Donoghue, Maurice

Subject: RE: Submission: [00373-14: CAT — Proposed changes to the dwelling house exemption (FB15# 07)]

Maurice,

Is this OK with you ?

I've made just two minor suggestions — in red.
IF Ok with you, you can confirm to Donal.

Thanks,
Joe

From: Do/ S [ S|

Sent: 03 July 2014 11:50
To: Lynch, Joe (ICTx_CapiTax)
Subject: Submission: [00373-14: CAT — Proposed changes to the dwelling house exemption (FB15# 07)]

se exemption in required format for here

the line?

[00373-14: CAT - Proposed changes to
the dwelling house exemption (FB15#
07)] - Draft

¢ To: Minister



- not be beneficially entitled, at the date of the gift or inheritance. to any other dwelling house.

« The exemption may be clawed back if the donee or successor disposes of the dwelling house before
the expiry of 6 years from the date of the gift or inheritance. However, there is a provision that
allows for the disposal of the dwelling house and replacing it with another, without losing the
exemption.

» The intention of the dwelling house exemption is to remove from a charge to CAT the transfer of a
home between home sharers. It is not the intention that parents who are wealthy enough could use
this exemption for the purposes of providing tax-free gifts of dwelling-houses to each of their
children or by persons to gift a house which is not their home or main residence to other persons,
regardless of the circumstances.

« Additionally. the gifting of dwelling houses has no impact on the application of tax-free CAT
Thresholds — as the dwelling house exemption is additional to the CAT Thresholds. For example,
where a parent purchases and gifts a dwelling house to a child, the child retains their full Group A
Threshold (currently set at €225.000) for any further gifts/inheritances they may get.

Proposed action

« It is recommended that this exemption be curtailed so as to apply it to the type of situations
originally intended.

» It is proposed that the “dwelling-house™ exemption should only be available in respect of the
disponer’s only or main residence. This would effectively confine the opportunity to bequeath or
gift a dwelling-house once only to any category of successor/donee, e.g. child of the disponer.
brother or sister, carer. dependent relative.

» One additional situation might also be provided for. This is where a dwelling-house owned by the
disponer (other than his/her main residence) and which is provided rent-free and without any other
consideration as the sole residence of a “dependent relative™ which is gifted or bequeathed to the
“dependent relative™. [This would correspond broadly to the situation where a residence provided
by an individual to a dependent relative qualifies for Principal Private Residence Relief for capital
gains tax purposes]|.

» “Dependent relative™ would be defined to correspond with the detinition in Section 604(11)(a).
Taxes Consolidation Act 1997: “dependent relative™, in relation to an individual. means a relative of
the individual, or of the wife or husband of the individual, who is incapacitated by old age or
infirmity from maintaining himself or herself, or the widowed father or widowed mother (whether or
not he or she is so incapacitated) of the individual or of the wife or husband of the individual.”.
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| Toapprove amendments to s.86 Capital Acquisitions Tax Consohdation Aot 2005 (C NTC A 10
f restrict the exemption from CAT of gitts or inheritances of dwelling Imlm N *
|
| Executive Summary
| |
, ‘
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| \
' » Scction 860t the Capital Acquisitions Tax Consolidation ¢t 2003 e !
- exemption from CATan respect of a gift or inheritance of a dwelling house tas detinedr. |
| |
] |
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o This exemption was primarily introduced to cater for persons who had been lisine i the |
? “iwpu.‘n.‘r\ house for a substantial period prior 10 the gift or inheritimee md whoe might !
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| the old age very often to care of them, I
| : % - . ; . ¥ |
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Detallea nformation !

o Lhe CAT exemption applies to the gift or inheritance of a dwelling house and up 10 one
acre of crounds with the dwelling house,

 The conditions that must be satistied by the donee’successor (the benetician of the gitt or
inheritanee are that he she must:

-have continuous v occupied the house as his or her only or main residence throughout

the period o v ears immediately prior 1o and 6 years atter the date of the gitt or inheritance .

- not be beneticially entitled. at the date of the gift or inheritance. to any other dwelling

house.

« The exemption may be clawed back it the donee or successor disposes ol the dwelling
house betore the expiny of 6 vears from the date of the gilt or inheritance. However.
there i~ 2 proviston that allows for the disposal ol the dwelling house and replacing it with

i another. without losing the exemption.

o The mtention of the dwelling house exemption is to remove from a charge 1 CAT the
transter of g home between home sharers. [t was never the intention that parents who are

f wedalthy vnough could use this exemption for the purposes of providing tax-free gifis of
‘ Juwelling-houses to cach of their children or by persons to gift a house which is not their
! home or muin residence o other persons. regardless of the circumstances. '

|
|

o Additenally the citting of dwelling houses has no impact on the application ot ax-free
C AL Thresholds as the dwelling house exemption is additional to the C A1 Thresholds.
For examyple. where a parent purchases and gifts a dwelling house to a child. the child !
retains their tull Group A Threshold (currently set at €225.000) for any further |

aits ihberiances they may get

|
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. Proposed action

?
= U is recommended that this exemption be curtailed o s o appiy 10w ihe vpe m;
situations ongimally intended. i
« 1t is proposed that the “dwelling-house™ exemption should only be available in respect of
the disponer’s only or main residence. This would ctfectively contine the opportunity to |
| hegueath or gitt o dwelling-house once only 1o any category ol successor denee. eop. child o

| of the disponer. brother or sister. carer. dependent relative. ;

|
1 |
‘ « One additonal situation might also be provided tor. This s where o daelling housc |
) owned by the disponer (other than his her main residence) und which s provided rent-
! frec and without any other consideration as the sole residence of a4 “dependent relative™!
; which ix gifted or bequeathed to the “dependent relative™ [ This would correspond
| broudly 1o the sttwation where a residence provided by wn indivadual 1o o depenident
i relative qualifies for Principal Private Residence Relief for capital cams o purposes|.

« “Dependent relative”™ would be detined to correspond with the definitior i Section 604
(111, Tases Consolidation Act 1997 ~dependent relative™. in relation to an mdividual,
meuns a relative of the individual. or of the wife or husband ot the individual, whe s
incapacitated by old age or infirmity from maintaining himself or ool or the widowed
father or widowed mother (whether or not he or she 15 so imcupacititedy of the ndiy idual
or of the wite or husband of the individual.”.

Related Submissions

There are no related Submissions.

User Details
Users with access to Submission Read receipt list

Donal Murtaeh Donal Murtagh
Cillian By mes

Action Logs
Created: 1607 2014 091 1:44: Submission created by Donal Murtagh
Grant Access: 1607 2014 09:12:56: Donal Murtagh granted access to Cillian By e

Sent For Review: 16 07 2014 09:18:22: Submission sent to Des OFF car (o Revion by Donud
Murtagh 7
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« 00445-14: CAT — Proposed changes to the
dwelling house exemption (FB15# 07/)

To: Minister Author: Donal Murtagh ]
Status: Completed Owner: Donal Murtagh

Purpose: For Decision Reviewers: Des O cary N
Division/Office: Tax Division ‘
Decision By: -

Final Comment

Minister’s Comments Decision- 2/9/14: not agreed

Action Required

To approve amendments to .86 Capital Acquisitions Tax Consolidation Act. 2003 (CATCA) o
restrict the exemption from CAT of gifts or inheritances of dwelling houses.

Executive Summary |

« Scction 86 of the Capital Acquisitions Tax Consolidation Act 2003 provides an
exemption from CA'T in respect of a gift or inheritance of a dwelling house (as defined).

* This exemption was primarily introduced to cater for persons who had been living in the
disponer’s house for a substantial period prior to the gitt or inheritance and who might
otherwise be taced with having to sell the house (their home) 1o pay the CAT Habilin.
This would apply in particular to children who continued to reside with their parents into
their old age - very often to care of them.

\

+ Cases are coming to the attention of the Revenue Commissioners of wealthy parents
using this exemption to buy and gift houses to all of their children. There is nothing in the
legislation as currently drafted to prevent this. In fact, the relict can apply o anmvone 0
whom a house is gifted / bequeathed. In practice. it can be difficult for Revenue to |
determine whether or not the conditions of the relief (see Additional Intormation below) |
are satistied.

« It is considered that such gifts are outside the scope of the intended exemption provided
by Section 86 Capital Acquisitions Tax Consolidation Act 2003 and it is proposcd that

htips://sharcpoint.itservices.gov.ie/fin/Applications/Submissions/ layouts'13 ¢Submis . 11042016
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the exemption be restricted to the gift/inheritance of (i) the disponer’s only or main
residence and (i1} a dwelling house owned by the disponer and provided rent-free and
without further consideration to a dependent relative.

Comments

« (16°07 2014 12:49:14) Derek Moran:

= (16/07°2014 12:28:24) Derek Moran: This is a FINANCE BILL measure. The
amendment proposed is intended to ensure that the provision operates as originally
intended.

Detailed information

« The CAT exemption applies to the gift or inheritance of a dwelling house and up to one
acre of grounds with the dwelling house.

= The conditions that must be satisfied by the donee/successor (the beneficiary of the gift or
inheritanee) are that he/she must;

-have continuously occupied the house as his or her only or main residence throughout

the period of 3 years immediately prior to and 6 vears after the date of the gift or inheritance .

- not be beneficially entitled. at the date of the gift or inheritance. to any other dwelling

house.

* The exemption may be clawed back if the donee or successor disposes of the dwelling
house before the expiry of 6 yvears from the date of the gift or inheritance. However.
there is a provision that allows for the disposal of the dwelling house and replacing it with
another. without losing the exemption.

« The intention of the dwelling house exemption is to remove from a charge to CA'T the
transfer of a home between home sharers. [t was never the intention that parents who are
wealthy enough could use this exemption for the purposes of providing tax-free gifts of
dwelling-houses to each of their children or by persons to gift a house which is not their
home or main residence to other persons, regardless of the circumstances.

https: ‘sharcpoint.itservices.gov.ie/fin/Applications/Submissions/ lavouts 13 eSubmis... 11:04:2016
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« Additionally. the gifting of dwelling houses has no impact on the application of tax-free
CAT Thresholds — as the dwelling house exemption is additional to the CAT Thresholds. |
For example. where a parent purchases and gifts a dwelling house to a child. the child |
retains their full Group A Threshold (currently set at €225.000) for any further |
gifts/inheritances they may get. ‘

|
|
|
|
|
|
|
|

Proposed action

» It is recommended that this exemption be curtailed so as o apply it to the type of
situations originally intended.

¢ [t is proposed that the “dwelling-house™ exemption should only be available in respect of
the disponer’s only or main residence. This would effectively contine the opportuniny 1o
bequeath or gift a dwelling-house once only to any category ol successor donee. e g child
of the disponer. brother or sister. carer, dependent relative.

« One additional situation might also be provided for. This is where a duwelling-house |
owned by the disponer (other than his/her main residence) and which is provided rent- |
free and without any other consideration as the sole residence of a “dependent relative™ !
which is gifted or bequeathed to the “dependent relative™ |This would correspond
broadly to the situation where a residence provided by an individual 10 o dependent
relative qualifies for Principal Private Residence Relief for capital cains tax purposes|.

* “Dependent relative™ would be defined to correspond with the definition in Section 604 |
(11)a). Taxes Consolidation Act 1997: “dependent relative™ in relation o an individual. |
means a relative of the individual. or of the wife or husband of the individual. who is |
incapacitated by old age or infirmity from maintaining himself or herself. or the widowed |
tather or widowed mother (whether or not he or she is so mncapacitated) ol the individual '
or of the wite or husband of the individual.™, ‘

|

Related Submissions

There are no related Submissions.

https://sharepointitservices.gov.ie/fin/Applications/Submissions/ layouts 13 /eSubmis.. 11042016
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User Details
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Donal Murtagh Donal Murtagh
Cillian Byrnes SP-ContentAccess
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Sub FIN Ministers Office Derek Moran

Mary Young
Rosemary Kearney
Neasa Sherry
Cillian Byrnes
Alex Lalor
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Created: 16:07 2014 09:11:44: Submission created by Donal Murtagh

Grant Access: 16072014 09:12:56: Donal Murtagh granted access to Cillian Byrnes

Sent For Review: 16072014 09:18:22: Submission sent to Des O'Leary for Review by Donal
Murtagh

Sent to the Secretary General: 16/07/2014 09:31:18: Submission sent to Sccretary General for
Review by Des O'F.can

Sent to the Minister: 167072014 12:49:14: Submission sent to Minister for Review by Derek
Moran
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Neasa Sherry
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Donal Murtagh

From:

Sent: 06 February 2015 12:00

To: Donal Murtagh

Subject: Residential Property CAT Relief
Donal

Since we met | have come across two situations where clients have bought €1M+ properties for each of their
children in the last twelve months with a view to passing over ownership after 3 years. 1t's up to you hut | think it g
going to be a substantial revenue loss for you

On the other side, | would like to see the 1% life fund levy abolished on investment based life pol cies (not
protection-based policies) because it creates a distortion in the savings market vis a vis snares, UCITS and urnit trusts
and creates a dis ncentive for new savers. | believe there is a revenue neutral way of doing this by increasing the
annual tax on growth i1 pre 2001 net life funds from 20% which seems like an anachronism when compared to the
rate of 41% prevailing on post 2001 gross roll-up funds. Is this your area and could | prosent my case to you?

Best regards.

Managing Director

This email message and anvy files transmitted with it are confidential and intended only for the use of the
individual(s) or entity to whom it/they are addressed. If you have received this email in error. please notify
immediately and delete this email from your system.

I s rcsuiated by the Central Bank of Ireland and has its registered office a7

Investments may fall as well as rise in value and income may fluctuate in accordance with market condition< and
taxation arrangements. aken reasonable care to ensure the accuracy of
information hercin but docs not guardinee uic awew acy Of such information. i no
a tax or legal advisor ana cannot accept any responsibility for the tax or legal affairs of its ¢
advised to seck independent tax and legal advice.
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Donal Murtac‘;h

From: Donal Murtagh

Sent: 09 April 2015 10:21

To: Des O'Leary

Cc: Gary Tobin; Lynch, Joe (ICTx_CapiTax)
Subject: CAT - Dwelling house exemption

decided not (0 proceed with S yeE advocating that we nece:

ps from a wealth manage:

From: Mary Young

Sent: 09 April 2015 10:12
To: Donzal Murtagh
Subject: Email as requested

From: Joan Burton [r

Sent: 30 March 2015 15:30

To:

Cc: Minister,

Subject: RE: CAT - unfair relief for rich parents

Dear .

On behalf of the Ta

aiste and Minister for Social Protection, Joan Burton TD | wish to acknowledge receipt of your
email, dated 26/3/2015

n
0
19}

(&2

As this matter is proper to Revenue, | will bring your email to the attention of Minister Michael Nocnan at the Dept of
Finance for direct reply

Yours sincerely

Colm Lawless

Dublin West Constituency Office of Tanaiste Joan Burton, TD
Minister for Social Protection
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RE CA unta r rekef for nen parents

Tanaistie,

The Dwelling House exemption from CAT (Inheritance tax)

This is grossly untair to working people and needs to be abolished ASAP

Iknow of 3 families who were out bid on trying to buy family homes

In each situation the son or daughter moved in and will take ownership in 3 years time FREE of CAT
Apparently, tax advisors advocate this as a way of avoiding CAT {the whole purpose of the relief | guess)
and are saying even if the house goes down in value by 30% - The CAT saved is 33% so the are still
saving!!tl - and happy to overpay for a property !

This s a socially divisive exemption and should be removed

There has also been some press articles on it,

yours

Subject: Major Jobs Boost for- [ ]

To: joan burton@oircachtas. e
From: joan.burton@ oweachtas ie
Date: Fri. 14 Nov 2014 16:30:40 +[jjjl§

Major Jobs Boost for || EGEE

[t1s was with great pleasure today that I announced up to 400 jobs for Dublin West. US biologics company Bristol-
Myers Squibb is to create 350 to 400 manufacturing jobs and 1,000 construction jobs at a new facility in Cruiserath,
Co. Dublin. Bristol-Myers Squibb 1s at the cutting-edge of biological medicine, and the decision to construct its new
manufacturing facility in Dublin West represents a massive vote of confidence in the area. Bristol-Myers Squibb is
already a significant employer with a long and proud record in Ireland, and I'm delighted that the company has
chosen to expand its presence so significantly.

Friends,

This project will be a hugely important boaost for Dublin West, bringing 1,000 jobs in the censtruction phase, and up
to 400 high-quality manufacturing jobs, including engineers, quality specialists and scientists, once the facility is up
and running.

Dublin West is fast becoming @ major hub for IT and R&D, with an array of high-tech companies alrcady located
here. The number of universities, 1Ts and colleges close by makes the area a strong academic corridor, so Dublin
West 15 brilliantly located to secure more such jobs.

~



Ireland will see the fastest growth in the EU this year, and we continue to outperform our competitors in attracting
inward investment because of our highly-skilled workforce, our extensive R&D capacity, and the case of doing
business in Ireland.

With best wishes,

Joan

Constituency Office of Tanaiste Joan Burton. TD
Minister for Social Protection

Email. jgan puricn@sircacnias ie

Ph 01 6184006

WWW joanburton

Hly
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Dear Mr

Fhe Minister for Finance. Mr Michael Noonan TD. has asked me o thank vou for
vour correspondence regarding the dwelling house CA T exemption.

Fhe Minister has noted vour concerns in this matter and will bear the issue in mind for
the tuture

Yours sincerely,

Ales Lalor
Private Seeretary



Donal Murtggh

From: Donal Murtagh

Sent: 24 April 2015 1515

To: Lynch, Joe (ICTx_CapiTax)

Cc: 'O Donoghue Maurice” Ciaran Parkin: Des O'Lear

Subject: CAT Dwelling House exemption - Data and evidence gathering
Attachments: CAT Dwelling House Relief - Final.doc

loe,

As discussed, this item is no longer on the Finance Bill list at this time. One of the reasons for this was a view that
the collection of data and evidence necessary in order to take a view an the need for ana scale of any changes to the
existing provisions might not be available in the truncated timespan available for consideration of FB ssues,

| know from ocur conversation that Revenue have already set in train some actions to gather whatever data on
transactions in this area may be available together establishing whether there is evidence of s pniticant abuse. Inthis
regard, | am attaching a copy of the Finance Bill 2007 submission on the dwelling house exemption (the last accasion
on which the provision was significantly amended). The submission included significant detail oxtrected frem the
records of Revenue's various districts of the numbers, value ranges and overali value of gi‘ts and nheritances of
dwelling house exemption transactions together with limited instances of potentia! abuse of the measure

Would it be feasible for Revenue to carry out a similar examination of the records available to it in respect of the
atest year for wnich the fullest data would be available and to revert to us wth the results?

Regards,

Donz



. Finance Bill 2007
Capital Acquisitions Tax - Dwelling House Relief

N NMoran - 1o see

MrNMeNally o see

Minister

From Fram Murphy

Summary of Ivsue

\dwelling hoose relief for Capital Acquisitions Tax was introduced tor inheritances
in the 1991 Finance \ct and was considerably extended and widened to include cifs

-
f

i the 2000 Budeerand Fimance Bill. The features of the reliet are:

e |l beneniciary must live in the gitted  inherited house tor 3 vears betore and
vears atter the gift or inheritance

o | he beneticiary must not have an interest in any other house at the time of the
21t or inheritance

e lhere is no limit on either the value of the house or the size of the land
surrounding the house

e |he donor © deceased does not have to live in the house prior to the it
mheritanee

Following a PQ last June. which is attached tor reference. Revenue examied the
relict and are concerned that it may now being used for tax ay oidance by the wealthy

specitic examples below suggest gifts have been made in the range €2 im 10 €97 ..
It is accordingly telt that the mater should be re-examined and 1t is proposed that the
tollowing changes are made.

Inheritances of dwelling houses
e continue to give full exemption. but only where both lived in the house for 3
vears prior to the death of the disponer. and
e where this is not the case. exempt the first €0.5m of value in addition to the
normal class thresholds,

Gifts of dwelling houses
o aholish the exemption. or. ilits felt to be wo extreme.
o oxempr the first €0.53m of the value of the house. but only where both Tived in
the house tor 3 vears prior to the gift.




However, if it is telt that these restrictions go oo far. consideration should i least be
aiven o ughiening any changes o tightening up the current provisions i relation to
Giills only:

o Adake ita condition of the reliet that the beneliciary hived i o house owned
the disponer tor 3 vears before the gitt, This i1s 1o copper-lasten the existing
legislation 1o ensure that an individual who owned and sold his or her own
home cannot claim that a house that i1s subsequently gifted w him or her
Cwithin weeks) is “directly or indirecthy ™ replacing the home he or she sold. tor
the purposes of the 3 vears condition. and

e [liminate the potential of parents using this exemption o trnster capital o
children Hving at home by buving a house for a child and giftng itto him her.

Background

Finance Act 1991
A relietr was introduced in_the Finance Act 1991 in respect of inheritince ol a
dwelline-house taken by elderly brothers and sisters of the deceased. The conditions
for the relicl were:

e the brother sister must have been 33 or over:

o e she must have lived with the deceased for a minimum period of 3 vears
prior to the date of the inheritance: and

e hueshe must have had no interest inoany other house on the dare ot the
inheritance.

The relict was capped at the lesser of £30.000 or 30% of the value ot the house.

Subsequent amendments (up untit FA 1998) to this relief” extended it o include
siblings under the age ot 35 nephews. nicces. parents and grandparents. T he amount
of the reliel was extended to the lesser of 80% of the value ol the house or £130.000,
The period tor swhich both the disponer and the successor were required (o be resident
in the house. prior o the date of the inheritance. was increased from 3 vears 1o 10

Madrs.

Budget and Finance Act 2000

Fhe relicn was radically_altered in the Budget and Finance Act 2000, Lhe underlving
reasen for this was that increases in house prices. particularls i Dublin, meant tha
other categories of persons could face hardship in paying o CA1 Habilitv when
inheriting o house. This could happen in particular. where the survivor of an
unmarried couple mherited the house they had both lived in. The survivor. i such
crrcumstunces. would only have been entitled to the Class X threshold, which s
relatively small (€ 10,328 in 1999 and € 23.908 in 2006). It could alse happen where o
child. whe Tived in a house with a parent. inherited the house on the death of the
parent.

However. in the event. the terms of the new relief in 2000 made it sioniticantiv more
generaus and more widely available because of the following teatures:
e bapplios o gifts as well as inheritances:

e itapplies o all beneficiaries regardless of their relationship o the disponer:



e the reguirement that the disponer resided in the house along with the
bencticiary was gbolished and the period of residence ot the hencticiars . prior
to the transter. was reduced 1o 3 vears - and

e there s no limit to the value of the house - i, the relief became an

Saemption

According o a survey recently undertaken by Revenue. the cost of the relicl
respect of vifts and inheritanees in the year ended 31 December 2005 was up to €28m.

breakdown of the value and number of the properties (or part thercot) imvolved are
as follows:

("':nt'gur_\ ~Number _\'ai;l:
Crifls 189 | €32.749.33

107345595

Inheritances . 346
A breakdown of these figures as between location and value of property is set out in
the \nney

The Issue

Phe changes o the Rehel i FA 2000 have provided opportunities (acknowfedzed by
the tin profession buck in 1999 when announced) for CAT avoidance and it would
appear that they are being utilised tor that purpose by the wealthy.  The 2003 figures
show that property with a value in excess of €1m was inherited tax-free on 19
accasions and was received as a gift tax-tree on 4 oceasions,  More recent examples
that have come to light are as tollows:

o\ couple sold their investment property so that they could claim o CAT
axemption for a gt ol a €2.25m house (in which they had been iving for 3
vears) from the wife’s father - (she had already received a gift valued at € 19m
which was clivible for business relief). Her sister. who had Hkewise received
wostmidar aitt valued at €19me 1s hiving in a house owned by her parents und
one can expecet that it will be gifted to her in due course. (A condition ol the
relict i that at the time of the gitt. the successor beneficiary did not have a

beneticial interest i any other dwelling-house.)

e Two children of a settlor of a trust are beneficiaries of that trust. They have
utilised their tas-tree threshold in respect of parental gifits already recenved.
[he trustees bought a house. the children lived in it for 3 yeurs. and it has new
been gifted to them - valued at €2.5m.

o A newspaper report. earlier this yvear. indicated that a_wealthy individual had
purchased o house worth €9.6m, (or his daughter to live in. - No doubt in 2
veurs time it will be gifted 1o her.

W lereas Ehose Drres are for 2008, the suceessor donee would have been i occapation b o

e o ot fess than 3 vears prior o the date of the isheritance gift



[t would appear. theretore, that section 86 is being used by some wealthy indis iduals
w avoid CA D and s provisions are. from a policy perspective. decrdediy untocussed,
It is highly probable that it section 86 relief is not curtarled, it will become the

vehicle ot cholee tor CA L avoirdance when passing on wealth to the nest gencration.

Proposaly

Up unul 1A 20000 the section was focussed on relieving possible hardship arising
where corinn_relations of a deceased became hable Tor € A swhen mberiting o
“modest” dwelling house. which they did not own, but in which they had hived with
the deceused for o period of time prior to the death of the deccased.  This continues
o be o reasongahle polics approach and the guestion s whether any o the extensions
o the rehet made in A 2000 depart from this policy approach o an unjustified
manner.  Fhese oxtensions are considered below.,

From the inheritance perspective

o reqremant that successor be related 1o the deceased

It s appropriate that the reliel should continue 1w include “non-refates”™ who
have Tived tor a certain period along with the now deceased in o house caned by

the deccased. This caters for among others. unmarried couples  including same-
sen partners, (No CA T applies in the case ol spouses.)

hireqriirement that the suceessor lives wih the deceased tor a period up 1o daie
of death

I he remaoval of this requirement meant that an individual could provide a house
tor a dependent relative. If a person has been allowed. prior to the death o the
deceasaed. o live ina house owned by the deceased (rent-free or otherwiser it
might be argued that hardship could arise it the person. on mheriing the house in
which he'she lives: has a liability o CAT. whether or not the deceased had also
hived in the house. However, other than in the case ot children. this scenario
where the deceased did not live with the successor is likely 1o be significantiy less
common than the scenario where that the successor hved with the deceased
Faen il there was hardship in such a scenario. section 39 CATCA 2003 gives
power Lo the Revenue Commissioners to “pastpone the pavmeni of C U jor such
peviad foosuch extent and on such terms (ncluding the voaneer of imtcrosis as the
thina it

Fhe abolition of the requirement. that the successor lives with the deceased.
allows parents o purchase a house for a child o live in. and on the death of the
parcnts. the child inherits the house tax-free.  To all intents and purposes. this s a
mechanism for the tax-free passing on ot wealth (o the neat gencration. A~ already
noted. 19 dwellings with a value of €1m plus were inherited in the v ¢
ADecember 2005 in respect of which section 86 relics was cluimed ( The
available data does not indicate whether the deceased and the successor both lived
i the house coneerned up until the date of death.)

[n the lizht of the foregoing. consideration might be given o amending section 86

"
such that. where the deceased and the successor did not both hive i the house

iy v ar came alter The Report of the Workuie Growp Examinuiz the Froamne o Vo
ol g wod Chac-Parent Famidies under the 1ax and Sociat Weltare Codoy - oy faun



concerned. only the_tirst_€3500.000_of the value of the house be exempt from
C AL with the remaining benefit wxable (but subject 1o the relevant exemption
thresholds, which is now €478.155 in the case of a child) and at 20% therealler.

W here the deceased _and _the successor both lived in the house concerned, the
existng full exemption would continue to apply,

cborequirement that the successor lives in the house for 3 vears prior to the deaih.
This is areasonable requirement.

From the gift perspective

v Extension or the relicf to gifis as well as inheritances.

[he tocus ofthe orginal relief was 1o alleviate hardship caused by a CA 1 Habilit
mposed on a person who inherits a house in which they had been living with the
deceased. Tt has subsequently been extended o include gifts. The reason many
hane heen that ~similar hardship might arise to a person who is gifted o house in
which he or she has been living tor 3 or more vears.  As with inheritances. apart
trom transters to children. this is an unlikely scenario and a legislative mechanism
alrcady exists 10 address hardship. Such a transfer is even less likely it the donor
and Jdonee are both living in the house concerned.

I his extension o include gifts can. theretore. be used as a tan-tree mechanism to
pass o wealth o one’s children or whoever during one’s lifetime.  Whereas
Revenue hinve not as vet encountered such a case. 1t appears that it could be
arcued that the fegislanon affords CAT exemption to a child who takes up
restdence ina new dwelling (purchased by his her parents) which is then zitted to
him her by his parents. all within a few davs of the child leaving the parental
home

A~ with mheritanees, it is appropriate that the beneficiary need not be related 10
the deceased. It there is justification tor the reliet for gitts. it would probably not
he oo restricting o require donor and donee to both live in the house.

Consideration should, theretore, be given to either—

e ubolishing the reliet, as itapplies to gifts: or, if this goes o fur
o oxempting from CA L _the first €300.000 of the value of a house which is
cifted. but only where both lived in the house for 3 years prior o the gilt.

mopnos the pertod of occupatton i the new daellmg-honiee waly vic poertod

Ccipation v dheotlime-ionse that hay directy or indirectty replaced other propectyc tor the purposes

Gt S sornnd  Liether soenario that mav be difficult 1o argue againsg icowhore paonts Buya
Chldos hore id anmcdiatedy i i back and the child clams CAT exemprion i oreoont case i
; . a e laim was ropecied where—-
o i pidividiad sobd iy ovisting howse i which he had lived in for 10 veans
. G et o onter prother fronse which i meother had prurchased 1o €11 3m it
. o oas Later dhe motticr eitted that other howse (o fim, _
i st OOV D Cvemption for tire gitt of the howse vhowld be wvutlable av the hoiise repiaccd a

Loretinmdy oocnpied While the clam was refecied, Revemue s (ogad abie ool
e N6 rclazing 1o replaceniont dwellings need to be tightened wp



Conclusion
The current provisions ol section 86 leave the CAT exemption afforded thereby oo
unfocussed. Consideration should be given to the following changes.

As regards inheritanees of dwelling houses—
e contimue o give full exemption where both lived in the house tor 3 vears, and

e Ccxempt the tirst €0.53m ol value where the successor and the deceased did not
hoth hive m the house

As regards gifts of dwelling houses—
o abolish the exemption, or
e cxempt the first £0.3m of the value of the house.

However. it it considered that the above proposals go too far. vou may wish o
consider the Tollowing technical amendments;

Keep the rehiel unchanged for inheritances. but in the case ol gifis tehten up the
current provisions relating to the replacement of one dwelling-house with another o

ensure that

e both houses are required 10 be owned by the disponer. This is 1o copper-
Fasten the existing legislation to ensure that an individual who owned and sold
his or her own home cannot claim that a house that 1~ subscauenty zitted o
hin or her (within weeks) is directly or indirecetly™ replacing the home he or
she sold. tor the purposes of the 3 years condition.

e a child ix not treated as occupyving a dwelling owned and also Tived in by
his her parent(s). for the purposes of this reliet.  This i~ o deal with the
situation where a child has been hiving at home with his or her parents and the
parent buss a house which s then gitted 0 the ¢hild.  (The legislation
combines the period of occupation in the new dwelling-house with the period
ot occupation in a dwelling-house that has directly or indirectly replaced other
property lor the purposes of the 3 vear period).

Liam NMurphy
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Donal Mu rtagh .\%/

From: 0'Donoghue, Maurice < |GG

Sent: 23 June 2015 15:58

To: Donal Murtagh

Subject: FW: Re: Queries on Dwelling House Exemption for 3 siblings
Importance: High

Donat,

vou asked me to forward details of some dwelling-house claims for exemption:
i have sent this on without comment for your information at this stage,

Regards,
Maurice

From: Rochfort, Bernadette

Sent: 13 April 2015 15:54

To: O'Donoghue, Maurice

Subject: Re: Queries on Dwelling House Exemption for 3 siblings

Importance: High
Hi Maurice

| am in the process of conducting an audit on 3 siblings, they all received gifts of a Dwelling House each from their
father ! } and they all claimed Dweiling House Exemption on same .

Per Sect 86 (3) {c) CAT CA 2003 “Subject to subsections {4), (5), (6) & (7), a dwelling house comprised in a gift or
inheritance which is taken by a done or successor who- (¢} - continues to occupy that dwelling house as that done
or successor’s only or main residence throughout the relevant period [relevant period being & years commencing on
the date of the gift or inheritance]”

Subsection 5 states - For the purpose of para (c) of subsection (3), the done or successor is deemed to occupy the
dwelling house concerned as that done or successor’s only or main residence throughout any period of absence
during which that done or successor worked in an employment or office all the duties of which were performed
outside the State

Two of the siblings ~ after receiving the gift of DH worked abroad, but both
rented out the houses on which they had claimed DHE. is no longer working abroad and is now living in the

house again. [Jijis still working in the UK. They both were registered as landlords with the PRTB

| believe that there should be a clawback of the DHE for each of the above 2 benet
rented out “during the

relevant period” which meant that they were ng longer their

Case 1: T Period: 1/9/11-31/8/12

Date of gift: 1/12/11  Address of House:
DHE claimed

PRTB records indicate that this house has been rented since 20/5/12 for €2,700 monthly, and
out currently. ' '

MV €850,000

is still being rented

Agent stated that [} is working abroad and that it is a condition of her employment here



Case 2: ‘eriod: 1/9/12-31/8/13

Date of gift: 29/11/12 Address of House: IV: €1,000,000
DHE claimed

Per PRTA8 records this property was rented out and rent payable was €5,500 monthly. Income Tax returns were
submitted by t/o snowing rental income for 2012 €22,000 & 2013 €27,500.

Agent stated that is was a condition of his employment that he had to work abroad. Beneficiary is now working in
Ireland and living In

The third sibling — :c'd gift of house d) from father on 2/12/11 and claimed
DHE on same. He & his wife purchased another house | ) in Sentember’14 and sent an e-mail
to Revenue notituing us of a change of address for his PPR as wn 2/12/14). The house at

" n which DHE claimed) is up for sale with Sherry Fitzgerald (asking price €695,000) and now is
showing up as sale agreed.

bect and then used sale proceeds o purcnase the

w to be h's PPR once he started hiving at

Case 3- _ CAT Period: 1/9/11-31/8/12

Date of gift: 2/12/11 Address of House: _ AV €700,000

DHE claimed

T/P and his wife purchased a house at . n 15/9/14 for €1,800,000 and an e-mail was received
from

12/14 informing Revenue of a change to his PPR.

(8) where a dwel ing-house exempted from tax by virtue of subsection (3) (in this section referredrm as the "nrst_~
mentioned dwe ling-nouse”) is replaced within the relevant period by another dwelling-house, the condition specified in '
naragraph (¢} of subsection (3) 1s treated as satisfied if the donee or successor has accupied as that donee or successor's only
o man residence the first-mentioned dwelling-house, that other dwelling-house and any dwelling-house which has within the
relevant period cirectly cr indirect y replaced that other dwelling-house for periods which together comprised at least 6 years
faling within the penod of 7 years commencing on the date of the gift or the date of the inheritance.

Maurice | would reaily appreciate your advice on the above 3 cases

Kind regards

Bernie
Dublin CAT Audit Uit

VPN: 34678

..............



Donal Murtagh
From: 0'Donoghue, Maurice <[ TG

Sent: 24 August 2015 11:55

To: Ciaran Parkin; Kennedy, Jean
Cc: Donal Murtagh

Subject: RE: CAT budget submission

Ciaran,

The submission sets out various options and costings fairly in my view and | have no |

";Ltfri?ﬁéS‘;!OIa

yint 30 that g taxpayer has a statutory entitlement under <5 )
har or inheritances on absoiute interests in per
over a period of 5 years and this is not a matter over which Revenue has a disc:etioi LLeg

manner. The taxpaver is antitied to pay by instalments under s54.

On the vad issue of the (Al dwelling-house exemption my preferred option i
on all gifts and inheritances of dwelling-houses but on a reduced market value of way
nouse

a reduced market value of particular assets is alres

1 market value}.
th the abolition of the much abused dwelling-
n certain houses being complete exempt |

a0 certain arbitrary conditions

Regards

Mauric
wvigurica.

From: Ciaran Parkin [mailto:Ciaran.Parkin@finance.gov.ie]
Sent: 20 August 2015 16:59

To: Kennedy, Jean; O'Donoghue, Maurice

Cc: Donal Murtagh

Subject: CAT budget submission

Jean, Maurice,

Find attached a draft of.ihe submission that Donal and | are preparing for the Minister regarding CAT thresholds and
related _eiements. It's still very much in development (Donal will doubtless mould my slightly esoteric analysis into
something more concrete) but we would appreciate any thoughts you may have on it. Donal says we're specifically

4 Hdl 53dy s We re speciticaiin

interested in knowi 12 about “a \,’thi! g that grates with . R T W e ecia a 1 olsilal
you'. esponses ould b d ic some next
; e ny iE ppreciated at some point next

Many thanks,

Ciaran Parkin
Administrative Officer
Fiscal Policy Division
Department of Finance



Title: Changes to the Capitals Acquisitions Tax tax-free thresholds and related issues.

Action Required

(i) To approve an increase in Capital Acquisitions Tax (CAT) tax-free thresholds and (ii) to consider
several other issues relating to CAT.

Executive Summary

Gift and inheritance taxes are applied on amounts received above certain tax-free thresholds.
Since the financial crash the rate of CAT has been raised significantly (though not to the pre-
2000 higher level) and thresholds have been reduced.

With rising property prices the range of individuals receiving transfers beyond the thresholds,
and so paying tax, has grown and some pressure has emerged to increase the thresholds.

While, as outlined below, there does not seem to be a strong case for linking the thresholds
to property prices generally, in the context of improved yield you may consider making a one
off threshold increase, based on property price increases in recent years, of

o 25% (bringing the A, B and C thresholds to €281,250, €37,700 and €18,800
respectively and costing €48 million in 2016 and €56 million for a full year), or

o 33.33% (bringing the A, B and C thresholds to €300,000, €40,200 and €20,100
respectively and costing €61 million in 2016 and €71 million in a full year).

Alternatively an increase in the Group A threshold only, which applies to transfers from
parents to their children, would cost €28 million in 2016 and €33 million in a full year (based
on a 25% increase) or €35 million in 2016 and €41 million in a full year (based on a 33.33%
increase). In this case the Group B and C thresholds would remain unchanged.

Two other issues are considered: the possibility of indexing the thresholds and the possible
reintroduction of progressive CAT rates.

Detailed Information

1

Capital Acquisitions Tax is the tax on gifts and inheritances. A 33% rate applies on values over
lifetime thresholds defined by the relationship of the disponee (beneficiary) to the disponer.

Group A: €225,000



( Broadly to a son or daughter)

Group B: €30,150

(Parent, sibling, niece, nephew or grandchild)

Group C: €15,075

(All other relationships, except spouses and civil partners, who are

exempt)

2. The thresholds have been reduced a number of times over recent years while rates have been
increased (having been significantly reduced in 2000). The primary reason cited for these
changes has been protection of yields. In 2014 there was a significant growth in yield

compared to 2013:

2007 2008 2009 2010 2011 2012 2013 2014
Yield
(€million) 392 332 254 238 244 283 279 387
Rate* 20% 22% 25% 25% 30% 33% 33% 33%
Group A
Threshold €496,824 | €521,208 | €434,000 | €332,084 | €250,000 | €225,000 | €225,000 | €225,000
Group B
Threshold €49,682 | €52,121 | €43,400 | €33,208 | €33,500 | €30,150 | €30,150 | €30,150
Group C
Threshold €24,841 | €26,060 | €21,700 | €16,604 | €16,750 | €15,075 | €15,075| €15,075

*Rates and thresholds are those at year’s end. Prior to 2000 there were three rates of
20%, 30% and 40%, applied in progressive slices.

3. Avery large part of the value of gifts and inheritances is in the form of residential property, so
that property prices have a significant impact both on CAT yield and on the range of people
who are subject to the tax. Because falling property prices contributed to reduced yields the
threshold changes since 2009 designed to protect yield have largely tracked the changes in

property prices, up until 2014.




Relationship Between Group A Thresholds and
Average Residential Property Prices
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Property prices reached a peak in 2007 and then began to fall. The CAT thresholds continued
to rise in line with inflation, but then since 2009 were reduced through a series of discretionary
changes as property prices continued to fall. The last time this occurred was late 2012, since
when property prices have begun to increase, although this process has slowed over this year.

As well as yield protection there have been two main justifications for rate increases and
threshold reductions, as outlined in previous submissions. The first is that increased
inheritance taxation has less of a negative effect on economic activity than many other
taxation measures. The second is that gifts and inheritances are unearned and as such taxing
them is more justifiable compared to taxing earned income.

Historically the Group A threshold has been higher than the average national house price,
(although this may not have been intentional). This remains the case, however the Group A
threshold is now below both the average and median house price in Dublin for the first time
in recent years (at least according to some price sources), including when properties over €1
million are excluded*. When considering this fact it may be worth recalling the concentration
of wealth in the capital and the large Dublin rental market. This means that many of these
properties will belong to the relatively wealthy, or be owned on a commercial basis, meaning
that, from a national perspective, it may not be inappropriate that they fall within the range
of taxable inheritances.

*Source: PSRA RPPR. National mean (excluding outliers) €209,300; Dublin mean (excluding
outliers) €282,929; Dublin median €250,000. Figures for 2015 Q2. Other sources suggest
somewhat lower average and median prices.

A certain amount of pressure has emerged recently to increase CAT thresholds. This comes
mainly from two sources. Firstly from farming organisations, as reported by the Department
of Agriculture and in pre-Budget submissions. Secondly from certain homeowners, primarily
in Dublin, who have submitted a number of representations. In both cases it is based on
increased property values. There are, however, also calls for reductions in the thresholds, for
instance from ICTU.



8.

10.

11,

12

13.

14.

Agricultural and business CAT reliefs reduce the taxable value of business and agricultural
assets by 90%, subject to certain conditions.

With regard to homeowners, there seem to be two possible perspectives from which the rise
in property prices might be viewed as meaning there should be a rise in the thresholds. The
first of these, which some have taken to calling the “inheritance tax trap” is the suggestion
that inheritors are being forced to sell their parents’ homes to pay the CAT liability.

Someone receiving a gift or inheritance of the house they use as their main residence may be
able to claim dwelling house relief, which means that no CAT is payable on such a gift or
inheritance, provided certain conditions are met. As such, the “inheritance tax trap”
presumably applies to inheritors who do not live in the property in question, or are otherwise
ineligible for the exemption. The issue would therefore seem to be that people are having to
sell a property to which they have an emotional attachment.

Only in quite particular circumstances would an inheritor find it necessary to sell a property
to pay the CAT liability. If they move into the property then various options, other than
payment from savings, could be open to them, including: payment of the tax from the sale of
another property; substitution of the CAT payment (which can be done through instalments)
for rental costs; or the use of credit. If they did not move into the property they could rent it
and pay the tax from rental income. Only if none of these options is available would the “trap”
apply. It is also only relevant in cases where an inheritor would not have chosen to sell the
property anyway. There is no evidence about the number of cases where this applies.

The second perspective from which rising property prices might entail an increase in the
thresholds is that there is some principled link between the two.

CAT thresholds were previously linked to inflation, through the Consumer Price Index (CPI).
The basis for this was that, as prices rise, the real value of a tax-free amount is reduced. To
maintain the real value of the tax free amount it is therefore necessary to increase its nominal
value. It may be worth noting that the cost of housing forms part of the CPI. When the
thresholds have been reduced over recent years, and the link with inflation broken, this has
not been done because there was felt to be a stronger principled connection between
property prices and the thresholds than between the thresholds and inflation, but to protect
yield.

There are two possible principles on which one could say that property prices and the tax free
thresholds should be linked.

e One would be that the thresholds should be linked with the average amount received
through gift and inheritance. Because property makes up a large part of the value of
transfers subject to CAT, property prices can act as a proxy for the amount that people
receive through gift and inheritance. A reason to follow this principle might be a belief
that only some portion of recipients (for instance the top quarter) should pay CAT. By
changing the thresholds in line with the value of the asset-type which makes up the
bulk of receipts this fraction could be roughly maintained.
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e The would be that the real value of receipts is defined by the ability they convey to
hold or buy property (either a property received by gift or inheritance or another one
to be bought with the receipt), rather than the average basket of goods used in the
CPI. In this case, as property prices go up the real value of a tax free amount would go
down and the nominal amount should be raised. This may be most relevant for
disponees who prefer to move into the property which they receive and not sell it — if
the thresholds are not related to property prices then those who happen to receive a
property at a time when prices are high will be worse off than those who happen to
receive one at a time when prices are lower.

Overall, the case for linking CAT thresholds to property prices generally does not appear to be
strong.

Without agreeing with either of these perspectives you could of course still choose to ease
the imposition of CAT, for instance on the basis that yield protection is no longer such a great
priority. This could be done either through a reduction in the rate or an increase in the
thresholds.

CAT plays an important part in Ireland’s equitable and progressive tax system. As a tax on
lifetime receipt of gifts and inheritances it fulfils these goals more effectively than, for
instance, an estate tax. A reduction in the rate of CAT would be more beneficial to those
receiving comparatively larger gifts and bequests, while a change in thresholds would
primarily benefit those receiving gifts and bequests at a value comparatively close to the
threshold. As such, it is recommended that any overall easing of the tax be done through
changes to the thresholds rather than a reduction in the rate.

Should you wish to increase the thresholds a number of options are open. The following
options have been costed by Revenue (full year cost, with all three thresholds changing by the
same percentage):

e An 11% increase, bringing the Group A threshold to €250,000: €28 million.

e A 20% increase, bringing the Group A threshold to €270,000: €46 million.

e A 25% increase, bringing the Group A threshold to €281,250: €56 million.

e A 33.3%increase, bringing the Group A threshold to €300,000: €71 million.

e A 56% increase, bringing the Group A threshold to €350,000: €103 million.

o A 78% increase, bringing the Group A threshold to €400,000: €129 million.

While, as noted in paragraph 15, there does not appear to be a strong case for linking the tax-
free thresholds to property prices generally, changes in property values since the thresholds
were last set could provide a useful basis for a figure for a one off threshold increase, which
would essentially be an easing of the tax.

Different sources give different figures for increases in property prices since the thresholds
were last changed in December 2012, however they fall between 20% and 30%. The
Economics Section’s preferred source indicates 22% growth in Dublin and 28% growth
nationally up to Q2 2015. As such it is recommended, subject to your approval, that the
thresholds be increased by c. 25%, or alternatively 33.33%. While these proposed increases



do not match exactly with property price movements to the middle of this year, the increases
would take account of further marginal increases in the interim.
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Appendix A
Indexation of Thresholds

If the imperative to be able to protect yield through threshold reductions is no longer such a
priority you may feel that it would be appropriate to reinstate indexation of thresholds.

The advantages of indexation are that the process occurs automatically, removing the need
for review, and that it should mean that, once the thresholds are initially set at an appropriate
level, they will broadly continue as such. As indexation was previously in place Revenue should
have the tools to operate it again.

Possible disadvantages include the possibility that indexation would make future discretionary
changes (particularly reductions in the thresholds) more difficult, as well as increased
administrative costs. Revenue have indicated that when indexation was in place it was
administratively quite burdensome, particularly for members of the public and tax and legal
professionals dealing with inheritance. Recent technological improvements in Revenue’s
operations may mean that this burden would be reduced.

Two options for indexation would be a return to CPI, the justification for which is outlined in
paragraph 13, or a property based index, such as the CSO’s Residential Property Price Register
(RPPR). As the CSO are currently reviewing the way in which this is compiled it is
recommended that consideration of indexation to the RPPR should wait until that process has
been completed next year.

At this time indexation of thresholds is not recommended. Instead it is suggested that they be
kept under review, allowing for occasional discretionary changes. Inflation is an important
factor in light of which these changes could be made.



Appendix B
Progressive CAT rates

26. As described in paragraph 17 a feature of threshold increases compared to rate reductions is
that they primarily advantage those receiving smaller gifts and inheritances. Another way in
which CAT could be eased for those receiving more modest transfers is the reintroduction of
progressive rates. Up to 1999 CAT was payable in “slices”, with rates increasing depending on
the amount inherited above the tax free thresholds. When progressive CAT rates were
abolished they were replaced with a single rate at what had been the lowest level*. This was
essentially a rate reduction for those receiving larger transfers.

27. The reintroduction of progressive rates could ease the tax for more modest transfers while
protecting yield. Revenue estimate that, with current thresholds, charging 25% on the first
€100,000 of taxable receipts and 40% thereafter (rather than the single current rate of 33%)
would have a small cost of €3 million. Progressive rates could also be introduced alongside
changes in the thresholds. Introducing the rates just outlined while at the same time
increasing the thresholds by 33% (bringing the Group A threshold to €300,000) is predicted to
produce a saving of €3 million compared to changing the thresholds and not the rates (ie. It
would cost €68 million, rather than the €71 million that the thresholds change alone would
cost). Initial discussions with Revenue also suggest that the change would not significantly
increase administrative or compliance costs.

28. This would have the effect of de-coupling the rates of Capital Acquisitions Tax and Capital
Gains Tax. As either CAT or CGT could potentially be paid on the same asset, depending on
what is done with it, a difference in the rates could allow for tax planning and as such lead to
distortionary incentives. Specifically, if a lower rate of CAT than CGT would apply on an asset
the holder of that asset may be incentivised not to dispose of it, and instead to bequeath it.
As different set of reliefs and tax-free arrangements apply to the two taxes, this is, however,
already somewhat the case.

29. There may be a case for the reintroduction of progressive CAT rates. It would, however, be a
more radical change compared, for instance, to a simple change in thresholds.

*Prior to 2000 three rates of 20%, 30% and 40% applied.



Ciaran Parkin

From: o'Rreilly, Sharonne [ EGNNEE

Sent: 16 March 2016 12:47
To: Ciaran Parkin
Subject: RE: dwelling house
fanks for that, ve been Laising with the team re some of the cases and | will be pay:ng them a visit next week to

From: Ciaran Parkin '_]
Sent: 11 March 2016 17:48

To: O'Reilly, Sharonne

Subject: dwelling house

Hi Sharocnne,

Yesterday | spent some time with the CAT audit team on Cathedral Street. It was a very interesting visit. One of the
things they were keen to do was show me examples of, among other things, abuses of the dwelling house
exemption. | think you and they are likely to be working together in any case but it might be especially worthwhile
to see what exampies they have around the dwelling house exemption, either that they have or haven’t already sent
to Maurice. Perhaps this is already underway or planned but | thought I'd just mention in case.

Best,

Ciordn Parkin
Tax Policy Division
Department of Finance, Government Buildings, Upper Merrion Street, Dublin 2 DO2 R583






