
A new provision was introduced in the 2008 Finance Act in relation 
to VAT on construction services provided by a sub-contractor to a 
principal contractor to which the Relevant Contracts Tax (“RCT”) 
legislation applies (hereafter called “construction services”).   
 
From 1 September 2008, the charge a sub-contractor makes to a 
principal contractor in respect of construction services provided will 
not include VAT. In respect of invoices issued or required to be 
issued from this date by a sub-contractor to a principal contractor in 
respect of the construction services, the relevant VAT liability will 
now be accounted for on a reverse charge basis by the principal 
contractor.  The sub-contractor in this instance will no longer be 
required to account for the VAT.  Therefore, the principal contractor 

should not pay VAT to the sub-contractor in respect of relevant invoices received after that date. The reverse 
charge will also apply to non-resident sub-contractors, who issue invoices to principal contractors in respect of 
construction services. 
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Compliance – Invoicing & Returns  
 
The following amendments will need to be incorporated into the 
relevant VAT invoice which is required to be issued by the sub-
contractor to the principal contractor:  
 

� The VAT rate and the VAT amount should be removed; 
� The invoice should include the statement – “VAT on this 

supply is to be accounted for by the principal 
contractor”. 

 
The sub-contractor normally issues the invoice. However, where both 
parties agree, the principal may issue the VAT invoice and provide a 
copy of same to the sub-contractor.   
 
The principal contractor should in either case include the VAT amount 
in its VAT return for the relevant taxable period as VAT on Sales (T1) 
and where entitled to do so the principal contractor can claim a 
simultaneous input credit in this regard (T2).   
 
From 1 September next, in the event that RCT is required to be 
operated on a payment to which the above applies, the RCT to be 
withheld will be calculated on the VAT exclusive amount.   
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Disclaimer 

Exclusions  
 

The reverse charge mechanism does not apply in respect of the 
following construction services:  
 

1. Persons providing haulage for hire; 
2. Construction services which are not subject to the 

RCT legislation e.g. where a principal contractor who 
operates a retail outlet engages a sub-contractor to 
extend its business premises and that principal 
contractor is not connected to a company which 
carries on construction operations, or where a 
builder builds an extension for a private individual.   

Special Bodies  
 

Where the principal contractor is a Government Department, Local 
Authority or Public Body, these organisations will now be required 
to register for VAT where they are not currently registered.  They 
will then be required to account for the VAT in their VAT returns for 
the relevant taxable period as outlined above.  

The information provided above is in a summary format and is provided for general information purposes only and does not constitute professional advice. 
While every effort has been made to ensure the accuracy of the content no liability can be taken for any errors or omissions. No one should act on this 
information without seeking appropriate professional advice in relation to the particular circumstances of their situation. 
Horwath Bastow Charleton is authorised by the Institute of Chartered Accountants in Ireland to carry on Investment Business.  

Horwath International Association is a Swiss verein. Each member of the association is licensed to include “Horwath” in its legal name but remains a 
separate and independent legal entity. 
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Two Thirds Rule  
 

Where this reverse charge provision applies the two thirds rule will 
no longer apply.   
 
Further guidance notes in relation to the above are due to be 
issued shortly by the Revenue Commissioners. 

If you require any assistance in relation to the above or wish to 
discuss the implications of these changes please contact the Tax 
Department of Horwath Bastow Charleton Limerick on 061-310311.  
 
A review of some of the recent changes/updates to the RCT 
legislation and Revenue practice as it pertains to persons operating 
within the construction industry, is also available from Horwath 
Bastow Charleton. 


