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General Comments
The examination consisted of two sections. Section A contained two compulsory questions, question 1 for 35
marks and question 2 for 25 marks. Section B comprised three further questions of 20 marks each, and
candidates were required to answer any two questions.

The vast majority of candidates attempted five questions. There was little evidence of time pressure, although
many candidates wasted time with unnecessary calculations in Question 1 as a result of incorrectly allowing
retirement relief.

The general standard of answers was average to satisfactory with fewer candidates than usual achieving marks of
more than 60%. The optional questions 3 and 5 were generally well answered which helped to compensate for
poorer performance in the compulsory questions.

The most common issues that arose were:
 Incorrect interpretation of the question

 Gaps in knowledge relating to CGT territorial rules, Retirement relief conditions and Business property
relief conditions.

 Incorrect application of the above rules and conditions to the facts of the question, even when the
candidate listed the rules correctly.

 Confusing the implications of a company disposing of an asset at undervalue and an individual disposing
of an asset at undervalue.

The successful completion of the compulsory questions 1 and 2 was dependent on the candidate not making the
above mistakes.

In general, presentation was good.

Question One

Scenario

Walter, a UK resident and domiciled individual is disposing of three Irish businesses.

(i) Advise on Walter’s exposure to Irish CGT
Unfortunately many candidates found this part of the question difficult, which in turn lead to issues in
parts (ii), (iii) and (iv).

Quite a number of candidates were confused regarding the basic CGT territoriality rules and did not
consider the issue of specified assets.

Most candidates addressed the issue of retirement relief (RR), and many listed the conditions of the

relief. However many did not recognise that the condition of being a full-time working director for 5 years

was not met and therefore RR did not apply.
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(ii) Explanation of the various taxation issues associated with the disposal of the three businesses.

The Blue Shop- Disposal of shop premises by Walter

This part was generally answered well. Common errors included.

VAT

 Incorrectly applying 23% VAT to the transaction.

 Not recognising that the transfer of business provisions applied.
 Suggesting the property was old and that this resulted in CGS adjustment/claw back.

 Confusing the 2 year and 5 year rule and as a result suggesting the property was ‘old’ and VAT
was not required on sale.

CGT

 Allowing the cost of the first extension as enhancement expenditure even though it was not
reflected in the asset at the time of sale.

 Not mentioning that CGT clearance was required.

Sale of shares in Blue Shop Ltd

This was generally not well answered by candidates.

Common errors included:

 Not applying the “specified assets” rules to conclude that CGT did not arise on the sale of the
shares.

 Misreading the question and attempting to determine the CGT due on the sale of the assets owned
by the company (and not the sale of shares in the company itself).

Sale of the shares in Brush Ltd (parent company of Red Shop Ltd (RSL))

This was generally not well answered by candidates, many of whom misread the question and either:

 Incorrectly, advised on a situation where Brush Ltd was selling its shares in RSL. As a result many
suggested, also incorrectly, that the holding company exemption would apply;

OR

 Incorrectly performed calculations in relation to the sale of the individual assets held by RSL (which
was not the proposal).

Sale of the assets of Green Shop Ltd and subsequent liquidation

This was generally well answered:

Common errors included:

 Not recognising the issue of a potential gift on the sale at undervalue of the property to Mary.

 Not recognising that ultimately the gift was to Mary from herself and her spouse and not from
the company.

 Base Cost of shares adjustment: Some suggested that only Mary’s shares should be reduced and
not Walter’s.

 Sale of equipment; allowing a CGT loss against the gain on the goodwill. Also, not recognising a
balancing adjustment.

 Stating that the distribution on liquidation was subject to Income Tax and Dividend Withholding
Tax.
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(iii) Summary of after tax proceeds
This was generally answered well.

(iv) Recommendation
Most candidates found this requirement difficult. A common incorrect suggestion was that Brush Ltd
should sell Red Ltd and avail of holding company exemption, not recognising that Red Ltd derived more
that 50% of its value from land and buildings.

Professional marks
Four professional marks were available and in general candidates scored well here, although some
candidates did not optimise their marks.

Question Two

Scenario

Donald and Katy each inherit 50% of their father’s shareholding in a business and a business premises together

with various other property. They then consider making certain disclaimers and Donald considers purchasing the

balance of shares from a third party at a favourable price.

(a) CAT implications of bequests

This was generally answered well. Common errors included:

 Incorrectly not allowing Business property relief (BPR) to Katy on the grounds that she had not
worked in the business, thereby overlooking the alternative conditions for qualifying for BPR.

 Valuing the shareholdings as minority shareholdings (not aggregating the shareholdings of family
members).

 Stating that the required ownership and use period for the business premises was 10 years and
thus not allowing BPR.

 Not recognising that the CAT exemption for government securities only applies when the donee
is neither domiciled nor ordinarily resident in Ireland.

(b) Proposal to disclaim, in favour of each other.

This was not well answered by candidates.
Common errors included:
 Not recognising that disclaimers in favour of other individuals are not effective for tax purposes.

 Not recognising the BPR clawback for Katy.
 Granting BPR to Donald on the receipt of shares from Katy, even though she would not have held

them for the requisite 5 years.
 Dealing with a number of other tax issues including Stamp Duty which were not requested in the

question.

(c) Purchase of shares from Jim Steele at undervalue
Quite a number of candidates treated the transfer of shares at undervalue as a distribution from the
company and thus suggested DWT issues, reduction in value of shares etc. Again, there seemed to be
confusion about what is being sold and by whom.

Question Three:

This question examined the area of close companies.

Almost all candidates attempted it and generally performed well.
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(a) Identification of the close company
The majority of candidates addressed the issue of a close company definition and how it applied to Sounds Ltd
very well. There were however surprisingly a number of candidates who did not address the issue of participators
at all and referred to only ‘members’ and also a number of candidates who suggested that as family members
were the directors it was therefore a close company.

(b) Various issues
1. The issue of interest on director’s loans was largely well answered. The most common error was not

recognising that withholding tax also applied to the ‘allowable’ interest element and that such interest
element was also subject to income tax.

2. The loan to Conor was not well treated. Many candidates either suggested that it was a distribution or
(overlooking the fact that Conor was not an employee of the company) stated the loan was subject to BIK.
Only a small number of candidates considered the potential gift implications.

3. The issue of expense payments on behalf of Conor was answered well.

(c) CT computation
This was generally answered well. The common errors included:

 Not adjusting for any expense/interest items treated as a distribution
 Not adjusting for loss reliefs appropriately.

 Taxing the gain at 25%
 Not adjusting for income taxes due on the loan to Conor.
 Taxing FII.

(d) Surcharge computation
Answers to this were satisfactory. Common errors included:

 Subjecting the trade income to a professional services income surcharge
 Allowing rental loss forward relief in arriving at the rental income subject to surcharge.
 Not applying the surcharge to interest income

 Not calculating the tax due on the taxable income correctly, and in some cases including a
deduction for tax due on FII.

 Not following the correct order of deductions and granting the trade reduction before deducting
taxes.

 Not reducing the distributable income by earlier determined distributions.

Question Four

This question addressed various pension options available to company directors.

Very few candidates attempted this question. Performance on this question was average.

(a) Options when pension fund matures
This part was largely well dealt with but many candidates did not expand on the taxation of the lump
sum other than the tax free amount.

(b) Alternative approaches to making additional pension contributions

(1) Additional director’s remuneration

The issue of claiming a deduction for a further pension payment or the effect on net relevant earnings
(NRE) was not addressed by many candidates, who only dealt with the issue of a deduction for the
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remuneration for CT purposes and also, the additional remuneration being subject to Income Tax. The
€115,000 overall earnings cap was overlooked by many candidates.

(2) Payment of a dividend
Again the issue of a pension deduction and NRE impact was not considered by many candidates.

(c) Recommendation
This part was generally answered well.

Question Five

This question examined:

 VAT in the context of the use of part of a business for an exempt activity, and

 Share for share exchanges to enable the formation of a CT loss group.

(a) VAT

VAT on property.
Overall this was well answered but there was some confusion as to when the adjustment should be
made, i.e. in July 2015 or in January 2016.

VAT on overheads and VAT on equipment
This was well answered by most candidates.

(b) CT
Surprisingly quite a number of candidates suggested that group relief was available under the current
structure due to common ownership.

Most candidates suggested a group structure, including one company acquiring the other company,
but the steps in doing so and the various tax implications were not well expanded on.

(c) CGT
Many candidates did not recognise the restriction to cost as a result of the loan write off. Consequently
this part was either very well or poorly answered.


