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It is proposed that the current paper-based Relevant Contracts Tax
(RCT) system will be replaced by an electronic system effective from 1
January 2012. The introduction of the new eRCT system is subject to a
commencement order being signed by the Minister for Finance.
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Under the new system, principal contractors will be required to
communicate with Revenue electronically in relation to managing their
RCT compliance position.

RCT withholding rates

The new eRCT system will have three rates (0%, 20% and 35%).
Subcontractors with a valid C2 on 25 November 2011 will qualify for the
zero rate for the period 1 January 2012 - 31 March 2012.

To ensure that any new C2 applications are processed in time for the
zero rate to apply, Revenue has indicated this week that applications
must be submitted by 11 November 2011. Subcontractors who are not
registered with Revenue or where there is a serious compliance issue to
be addressed will be placed on the 35% rate. All other subcontractors
should qualify for the 20% rate. Subcontractors can improve their
assigned withholding rate by improving their compliance position.

Non-residents

It is more important than ever that non-Irish resident subcontractors
(who are currently not registered for Irish tax purposes) intending to
undertake relevant contracts in Ireland in early 2012 approach Revenue
with a view to getting a lower rate of withholding tax, as no interim RCT
refunds will be made by Revenue under the new regime.

Summary of new system

It is proposed that the new eRCT system will operate as follows:

On entering into a relevant contract with a subcontractor, a principal
contractor will be obliged to provide Revenue with details of the

subcontractor and the contract on-line, including confirmation that the
contract being entered into is not a contract of employment.
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Prior to making a payment to the subcontractor under the contract, the
principal will be obliged to notify Revenue electronically of its intention
to make the payment and state the gross amount to be paid.

Revenue will automatically issue a deduction authorisation to the
principal which will set out the rate of withholding that should apply to
the payment. The principal must provide a copy of the authorisation to
the subcontractor.

Revenue will automatically credit any RCT deducted to the
subcontractor’s tax record. The RCT credit will be available for offset as
it arises or for repayment annually.

As Revenue will have details of the payments notified to them by
principals, a deduction summary will be issued to the principal (either
monthly or quarterly depending on filing frequency) listing all of the
payments Revenue has been made aware of. If the summary is correct,
the principal needs only to arrange payment of any RCT due on or before
the due date for the return. The return will be deemed to have been
made on that date. If the summary requires amendment the principal
may amend it on-line and arrange for payment on or before the due
date.

The legislation contains provisions to impose penalties and surcharges
on principal contractors where they have not complied with the new
eRCT withholding rules.

Actions

All principal contractors should be taking steps to ensure that they will
have access to an electronic system that can cater for the new eRCT
system going forward (e.g. ROS) and become familiar with how the new
regime will operate.

Subcontractors should review their compliance position to obtain the
lowest possible withholding tax rate.

Non-Irish resident subcontractors (who are currently not registered for
Irish tax purposes) intending to undertake relevant contracts in Ireland
in early 2012 should approach Revenue as soon as possible with a view
to getting a lower withholding tax rate.
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