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1 Introduction

The purpose of this Manual is to clarify Revenue’s position in relation to deposit
interest arising to companies generally and, in particular, to specific classes of
financial services companies. Revenue considers that the views expressed in this
Manual are in line with the relevant case law on this subject, including J. A. Browne
(Inspector of Taxes) v Bank of Ireland Finance Ltd. 3 ITR 644 and Nuclear Electric v
Bradley 68 TC 670.

2 General Rule

The general position in relation to deposit interest is that it is prima facie passive
income and is assessable as Case Ill/Case IV income. In order for an alternative
treatment to apply, there is a very high burden of proof on the taxpayer.

3 ‘Exceptions

Revenue accepts that deposit interest arising in the following specific circumstances
is assessable as:Case | income: -

3.1~ Regulatory Capital Requirement

Where a company.is required by Irish or foreign regulatory authorities, e.g. the
Central Bank, to retain a=certain level of permanent capital in the business, any
deposit interest which'derives from the investment of such regulatory capital is
assessable'Case I. To take account of a company’s need for flexibility in
circumstances offluctuating regulatory capital requirements, the Revenue
Commissioners will.allow up t0:120% of the regulatory capital requirement to be
invested and for the deposit interest to be assessed as Case |.

3.2 Capital which isiintegral to the.trade

Deposit interest arising from deposits held by banks and insurance companies (life
and non-life, including reinsurance) is chargeable as Case | income on the grounds
that such deposits are integral to the trades of banking and insurance.

The same treatment applies to deposits held by thefollowing classes of financial
services companies: -
e Agency treasury company
e Standalone treasury company
e Captive finance company
e Asset finance company (where deposits are.aniintegral part of the financing
arrangement)
e Leasing company (where deposits are an integral part of the lease
arrangement)
e Investment trader.

In the case of managers of financial services and other similar typescompanies,
deposit interest on deposits held will not be regarded as arising in the course of the
company’s trading operations and will be taxable at the full rate of corporation tax
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unless the company can satisfy the very high burden of proof that the deposits are
integral to its trade. In this regard, the company must be able to demonstrate that
the holding of the deposit is an essential part of the business of the company and
that they are necessarily held in the course of that business. The funds on deposit
must be actively employed and at risk in the business?®.

Examples of managers of financial services and other similar type companies are: -

Insurance Manager/Reinsurance Manager

Insurance broking company

Fund management/administration company
Trustee/Custodian company

Agency treasury manager/Captive finance company manager.

4 Other Points

Where deposit interest is regarded as trading income assessable under Case |
rules, it will be regarded as such for all of the purposes of the Taxes Acts.

In considering the question of the tax treatment of interest income, Revenue
will look.atieach case on the facts and circumstances of that case. Account
will not be taken of the fact that a company is part of a larger group nor will
Revenue have regard to the activities of the group but will make its
determination solely on the basis of the specific circumstances surrounding
the placement of funds on deposit by the company itself.

Revenue will not, under any circumstances, regard deposit interest which
arises from the proceeds of a'sinking fund for potential future liabilities, as
trading income even where'the liabilities being provided for relate to a future
occurrence or event such as the replacement of a wasting asset or, providing
for changes to computer equipment:

Where part of the deposit.interest arising to a company is regarded as
trading income and part is.regarded as non-trading income, the total of such
interest income may be apportioned on a suitable basis e.g. the proportion of
regulatory capital to total capital invested.

1See Tax and Duty Manual Part 02-01-02 for consideration of similar issues.
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