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We are delighted to present the June 2019 edition of our quarterly tax newsletter. Our newsletter
is designed to keep you up to date with tax trends and issues that may impact your business and
personal financial affairs.

In this issue we look at:
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Revenue Update:
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Employer Visits and PAYE Modernisation
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Tax Hints and Tips
Tax Efficient transfers to Children

In early May, Revenue issued guidance
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highlighting recurring issues they have
identified with payroll information received
since PAYE modernisation came into effect
on 1 January last. Revenue will be visiting a
number of employers in the coming weeks
to provide them with additional assistance on
the correct operation of the PAYE system and

Page 4

the new reporting requirements.

Using Trusts to provide for children
with Special Needs
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Practical Tips for RCT Compliance in the
Construction Sector

Tax Hints & Tip: Tax Efficient
transfers to Children
1. Each year a child can receive a gift of up to
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Common Reasons for Revenue to audit
your R&D Tax Credit Claim

€3,000 tax free from each parent. This is a very
effective way for parents to reduce the value of
their estate during their lifetime. Such value may
otherwise trigger an inheritance tax liability for
the children after the parent’s death.

2. When a parent gifts assets to children it triggers capital gains tax for the parent, gift tax for the child
and stamp duty for the child. The capital gains tax paid by the parent can be offset against the gift tax to
reduce the child’s liability. Stamp duty will be a cost however.
3. There is no capital gains tax or stamp duty on inheritances. However, if property is increasing in value, it
might make sense to transfer the asset now.
4. A child may avoid gift or inheritance tax if they are non Irish tax resident. Once the child is non resident
for four years then the parents can transfer assets located abroad to the child living abroad without any
Irish gift tax arising

Tips When Returning
to Live in Ireland
Tax can be a concern for ex-pats returning to live in Ireland. The following practical tips may be
useful for people looking to return home from overseas:

Selling Foreign Property
As an Irish citizen you will most likely be Irish domiciled. As such, on becoming Irish tax resident when you
return to Ireland you will be subject to Irish tax on your worldwide income and gains. For this reason, if you
intend to sell Irish property, it would be advisable to do this prior to the year in which you become Irish tax
resident.
If the foreign property is sold in the year in which you recommence Irish tax residency, you will be subject to
Irish capital gains tax on any gain arising on the disposal. However, if you have lived in the property you may be
able to avail of Principal Private Residence Relief to exempt or reduce the Irish CGT arising on the disposal.
You may also be liable to tax in the county where the property is situated. In such circumstances you should
be entitled to claim Double Tax Relief if Ireland has a double tax treaty with the country where the property is
located.

Transferring Cash to Ireland
Remittances of cash reserves built up whilst abroad will not be subject to Irish tax if remitted before you
become Irish tax resident. It is advisable that cash is transferred from your foreign bank account to a separate
Irish bank account before taking up Irish residency so that these funds can be clearly identified.

Taxation of Foreign Employment income on return to Ireland during the year
You will be subject to Irish tax on your worldwide income and gains if you are Irish tax resident in 2019. An
individual will be Irish tax resident where they spend more than 183 days in Ireland during the tax year.
Potentially you may be entitled to avail of “split-year” relief for the year that you return to Ireland. This relief
operates such that any foreign employment income you earned before returning to Ireland and becoming tax
resident again is not subject to Irish tax. In order for this relief to apply, application must be made to the Irish
Revenue.
Where you claim this relief, you will still be entitled to benefit from a full year’s worth of Irish tax credits and tax
bands in the year you return, provided you are Irish tax resident for the year.

Annual VAT Adjustment
Businesses with a December accounting year end which are engaged in both
VATable and VAT exempt activities and file returns on a bi-monthly basis, should
consider whether an annual VAT recovery rate adjustment for 2018 should be made
by 23 July next i.e. the filing deadline for the May-June 2019 VAT return.
Broadly, a business has entitlement to full VAT recovery on costs directly attributable
to VATable activities. No entitlement is available for VAT deduction on costs which
are directly attributable to VAT exempt activities. A partial VAT deduction is allowed
for general overhead expenses and there is a choice of methodologies available to
arrive at the partial VAT credit, for example turnover, floor area, staff numbers etc
Finance Act 2016 made the turnover basis the standard basis for calculating a partial
VAT credit for general overhead costs, unless the turnover basis does not correctly
reflect the use of the general expenses and using such a basis does not have due
regard to the range of activities and supplies undertaken by the business.
Businesses should consider reviewing their VAT recovery methodologies, particularly
if it has not been reviewed for some time or where there have been changes to the
activities of the business.

Using Trusts to provide for
children with Special Needs
Parents of children with special needs are typically

Use of the trust would protect your child’s social

the main financial provider for that child. Deciding

welfare and disability benefits, which are means

how best to provide and care for your child after

tested. This is because your child does not legally

your death can be stressful and worrying for parents.

own the trust assets, rather the child has the right

Parents will have concerns that if they die before

to be considered for payments out of the trust. The

specific arrangements are put in place whether the

child, as the beneficiary, has no interest in the fund

child will inherit from their will, whether the child

for tax or legal purposes. The child cannot compel

would have the capacity to manage an inheritance

the trustees to exercise their discretion to make

and what assistance would the child be able to

distributions from the trust fund in their favour.

access for their daily life.

Because the child does not own the trust assets

Frequently a discretionary trust presents the best
option. Trusts are commonly included in the Wills
of parents of young children to make provision for
the children in the event of the parent’s common

(which are held in the name of the trustee for the
benefit of your child), those assets are not factored
into any means test carried out to determine
entitlement to social welfare benefits.

sudden death, such as a car accident. Discretionary

In addition, a trust set up for a child with special

trusts are also often set up by parents of children

needs can benefit from discretionary trust tax ex

with special needs to maintain their child’s future

emptions that are not available to those without

quality of life when they are no longer around.

special needs.

A trust is a legal agreement where one person

A trust can provide a parent with peace of mind that

(the “Settlor”) gives property to another person (the

your child will be provided for after your passing.

“Trustee”) to hold and manage for the benefit of

Money or other assets will maintain your child’s

a third person (the “Beneficiary”). In this way, the

future quality of life.

assets, cash or property are not directly given to the
child but rather another individual is trusted to mind
and manage them on the child’s behalf.

Benefits of Discretionary Trusts
A trust provides flexibility. The trustees can
respond to changing circumstances of your child
over time. For example, improved treatment may
become available in the future. The trustees, having
consulted with your child’s medical team, could
approve the cost of the new treatment from the
trust.

If a trust is not set up, the child will receive their
inheritance outright which will be problematic if the
child is incapable of managing the inheritance.

Letter of Wishes
Usually the parents will provide a Letter of Wishes
which is not binding on the Trustees but which
indicates to the trustee how they would wish the
trust fund to be dealt with in given circumstances.
The trustees typically take the wishes of the settlor
(i.e. the parent) into account and follow the Letter of
Wishes unless there is good reason to part from it.

Practical Tips for RCT
Compliance in the
Construction Sector
Relevant Contracts Tax is a withholding tax which
requires Principals operating in the construction
sector, to with-hold tax from a Subcontractor
engaged in a contract to carry out works on their
behalf.
Recently, Revenue have increased compliance
activity and it is frequently a focus area for Revenue
audits and queries. Indeed, when Revenue audit
Principal Contractors it is frequently the area in
which most errors arise.

g) Those carrying on any gas, water or
electricity work
h) Those carrying on any hydraulic power, dock,
canal or railway work
i) Those carrying on any hydraulic, alteration or
repair of telecommunications systems
It is clear from the list above that the definition
of Principal Contractor is broadly defined. If we
consider individuals falling within a) above, then
individuals that are connected to a business involved
in the erection of buildings or development of land,

In order for RCT to apply, a number of key

this can result in additional persons or businesses

components are necessary, a Principal Contractor

being considered to be a Principal Contractors

must engage a sub-contractor to carry out relevant

just through a connection with someone engaged

operations under a relevant contract.

in construction activity. For example, John is

Who is a Principal?

the main shareholder and a director of a small

Broadly, a “Principal” is a party who engages a
contractor and which:

his friend Brian to run various retail stores around

1. Carries on a business which includes the erection
of buildings or the manufacture, treatment or
extraction of materials for use, whether used or not,
in construction operations, or
2. Is a contractor who is responsible to another
person for the performance of relevant operations
or arranging for labour to be provided to perform
relevant operations, or
3. Is a person connected with a company carrying
on a business mentioned above.
Specifically, the tax legislation provides that the
following are Principal Contractors:
a) Individuals that are connected to a company
whose business includes the erection of buildings or
the development of land,
b) Businesses who manufacture, treat or extract
materials for use in construction activities,
c) Local authorities, public utility societies and
housing associations,
d) Government Ministers
e) Boards and bodies established under statute
f) Boards or bodies established under royal charter
and funded mainly by the Oireachtas

building company. He is also in partnership with
the country. The partnership is investing funds into
a number of stores to redevelop them. Because of
John’s connection to a construction company, the
Partnership is also considered a Principal Contractor
and should be operating the RCT system.
Principals who are not Irish resident but who
subcontract work which takes place in Ireland
are obliged to operate RCT. While a non-resident
principal or subcontractor may not have an
obligation to register for other taxes in Ireland,
they may have to register and operate RCT.

What are Relevant Operations?
Relevant operations in the Construction Industry
are broadly defined and would include:
a) Construction, alteration, repair, extension or
demolition of buildings, and also of walls, water
mains, wells etc
b) Preparatory operations to (a) above e.g. site
clearance, laying of foundations, putting up of
scaffolding,
c) Installation of systems such as air conditioning,
lighting, heating or alarms,
d) External cleaning of building or internal cleaning of
buildings during a) or b) above,
e) Hiring of plant or machinery for a) – d) above.
Professional fees relating to construction works (e.g.
architects, quantity surveyors etc) are not within the
scope of RCT provided such professional services
do not involve the supervision of labour or the coordination of such labour.

How does RCT work?
To comply with RCT requirements the Principal
must inform Revenue of each contract (known as
contract notification) and also, the principal must
inform Revenue of the payment to be made to a
sub-contractor (known as payment notification). If
a principal makes a payment to a sub-contractor
without awaiting a deduction authorisation from
Revenue (i.e. details of the payment and rate of RCT to
be deducted), penalties will apply.
A Principal operating within the RCT system must,
1. Withhold 20% or 35% (as advised by Revenue),
from payments to persons / companies who carry out
construction work for them, or
2. Obtain prior clearance from Revenue to pay
subcontractors gross without holding back any RCT.
If the correct amount is not withheld by the Principal,
then they can become liable for this.

What happens where RCT is not
operated correctly?
The most common error in the operation of RCT
is where a principal makes a payment to a subcontractor without informing Revenue
Payments made by a Principal to a Sub-Contractor
which is not under the terms of a deduction
authorisation exposes the Principal to a liability to
Revenue of the amount which should have been
withheld plus penalties.
1. Where the subcontractor is liable to the zero rate
of RCT, the principal contractor will be liable to a civil
penalty of 10% of the relevant payment;
2. Where the 20% RCT rate applies, the principal
contractor will be liable to a civil penalty of 10% of the
relevant payment;
3. If a RCT deduction rate of 35% applies, the principal
contractor will be liable to a civil penalty of 20% of the
relevant payment,
4. Where the subcontractor to whom the payment
was made is not known to Revenue the Principal
Contractor will be liable to a civil penalty of 35% of the
relevant payment.
These penalties of 3%, 10%, 20% and 35% are penalties
for not operating Revenue’s e-RCT system correctly
and are in addition to the RCT applicable, depending
on whether the 0%, 20% or 35% rate should have been
withheld by the Principal from the payment to the
Subcontractor.
Due to the increased level of Revenue activity in the
area, it is more important then ever for principals to
ensure that they have adequate procedures in place to
deal with their RCT obligations.
2. Where the 20% RCT rate applies, the principal
contractor will be liable to a civil penalty of 10% of the
relevant payment;
3. If a RCT deduction rate of 35% applies, the principal
contractor will be liable to a civil penalty of 20% of the
relevant payment,
4. Where the subcontractor to whom the payment
was made is not known to Revenue the Principal
Contractor will be liable to a civil penalty of 35% of the
relevant payment.
These penalties of 3%, 10%, 20% and 35% are penalties
for not operating Revenue’s e-RCT system correctly
and are in addition to the RCT applicable, depending
on whether the 0%, 20% or 35% rate should have been
withheld by the Principal from the payment to the
Subcontractor.
Due to the increased level of Revenue activity in the
area, it is more important then ever for principals to
ensure that they have adequate procedures in place to
deal with their RCT obligations.

Common
Reasons for
Revenue to
audit your
R&D Tax
Credit Claim
The R&D tax credit is extremely beneficial for

2. Insufficient documentation

companies that qualify for it. However, it is based

When claiming the R&D tax credit, there is no

on self-assessment meaning that when a company

requirement on the claimant company to provide

files its R&D tax credit claim this is based on its own

Revenue with any supporting documentation or

assessment of its R&D projects.

information pertaining to the R&D work to which

Where an R&D tax credit claim is selected for an

the claim relates. However, where Revenue raise

audit, Revenue generally look to review the basis of

aspect queries regarding an R&D tax credit claim

the claim in detail. To this end, Revenue will

and the claimant company issues inadequate

• Assess the eligibility of each R&D project claimed,

technical reports in support of the claim, this would

• Ensure the R&D activities and costs qualify and

significantly increase the risk of the claim being

are reasonable,

audited.

• Review the technical and financial support where

3. Non qualifying activities

the onus is on the claimant company to prove that it

Revenue’s guidelines sets out the “Categories of

actually carried out the work claimed for

Activity that are not research and development

Companies should also be mindful that Revenue

activities”. Frequently Revenue will challenge the

are not restricted to reviewing only recent R&D tax

inclusion of expenditure on testing in R&D tax credit

credit claims, it may also open up prior years.

claims, the challenge being that testing is “routine

Key reasons for an R&D Tax Credit Claim to be

testing and analysis for purposes of quality or

selected for audit:

quantity control”.

1. Poor Processes

4. Non-qualifying expenditure

Revenue take a keen interest in the processes that

Revenue’s guidelines provide examples of

the claimant uses to support the carrying on of the

expenditure it considers are not wholly and

R&D activities, including:

exclusively incurred in carrying on R&D, being

• The company’s standard operating procedures

recruitment fees, insurance, travel, equipment

• The interaction between technical and financial

repairs or maintenance, shipping, business

staff and the overall team’s understanding of both

entertainment, telephone, bank charges and interest.

the “science test” and the “accounting test”

Frequently Revenue will challenge the inclusion of

• Competency of the company’s personnel

such costs in a claim.

carrying on the R&D activities
• The system used to record time spent
undertaking the R&D activities

Contact us
If any of the topics covered affect your business or your personal finances,
please contact us we will be delighted to discuss issues that are relevant to you.
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Disclaimer
The information provided in this document should only be used as a guide and does not constitute formal professional advice. No
action or inaction should be taken on the basis of this document unless this has been the subject of independent professional advice. All
information and taxation rules are subject to change without notice. No liability whatsoever is accepted for any action taken in reliance
on the information in this article.
We would recommend that professional advice is sought on a case by case basis. Please note that we are not legal advisers, therefore
independent legal advice should be sought.

