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VAT ðREVERSE CHARGE ON 
CONSTRUCTION SERVICES 



WHY IS CHANGE NEEDED IN THE 
CONSTRUCTION SECTOR?

άIaw/ ǿƛƭƭ ōŜ ƛƴǘǊƻŘǳŎƛƴƎ ŀ ±!¢ wŜǾŜǊǎŜ /ƘŀǊƎŜ ŦǊƻƳ 

October 2020 to tackle est.£100m losses each year due to 

fraud and incorrect VAT remits in the construction 

ƛƴŘǳǎǘǊȅέ



THE SOLUTION

ÅRemove VAT from the supply chain to remove fraud or temptation of evasion

ÅLegislation introduced from 1 October 2020 (postponed from 2019) 

Å/ŜǊǘŀƛƴ ǎǳǇǇƭƛŜǎΩ ƻŦ ŎƻƴǎǘǊǳŎǘƛƻƴ ǎŜǊǾƛŎŜǎκƎƻƻŘǎ ǿƛƭƭ ōŜŎƻƳŜ ǎǳōƧŜŎǘ ǘƻ 

άwŜǾŜǊǎŜ /ƘŀǊƎŜέ

ÅBoth supplier and customer must be VAT registered

Å{ǳǇǇƭƛŜǎ ǘƻ ŀƴ ΨŜƴŘ ǳǎŜǊΩ ǿƛƭƭ ƴƻǘ ōŜ ŎŀǳƎƘǘ ōȅ ŎƘŀƴƎŜǎ - VAT charged as normal



HOW WILL IT WORK?

ÅFrom 1 October 2020 VAT registered suppliers in a chain of construction 

ǎŜǊǾƛŎŜǎ ǿƛƭƭ ƴƻ ƭƻƴƎŜǊ ŎƘŀǊƎŜ ±!¢ ƻƴ ŎŜǊǘŀƛƴ άǎǇŜŎƛŦƛŜŘέ ƎƻƻŘǎ ŀƴŘ ǎŜǊǾƛŎŜǎ

ÅCustomer/contracting party will take on responsibility for VAT accounting

ÅwŜǾŜǊǎŜ /ƘŀǊƎŜ ƛǎ ŀ ƳŜŎƘŀƴƛǎƳ ǿƘŜǊŜōȅ ŎǳǎǘƻƳŜǊκŎƻƴǘǊŀŎǘƻǊ ŜŦŦŜŎǘƛǾŜƭȅ άǎŜƭŦ 

ŀŎŎƻǳƴǘǎέ ŦƻǊ ±!¢ ƻƴ ōŜƘŀƭŦ ƻŦ ǎǳǇǇƭƛŜǊ



REVERSE CHARGE: UNTIL 30 
SEPTEMBER 2020

Sub-contractor Contractor

Sale £100 Purchase £100

VAT £20 VAT (£20)

Pay HMRC £20 Reclaim from HMRC (£20)

VAT



REVERSE CHARGE: AFTER 1 
OCTOBER 2020

Sub-contractor Contractor

Sale £100 Purchase £100

No VAT (box 1) - RC VAT due on sale (box 1) £20

RC VAT recovered on purchase (box 4) (£20)

Pay HMRC nil - Reclaim nil -

VAT



SPECIFIED SUPPLIES

ÅReverse charge rules are aligned to established CIS rules ςif work is in scope of 

CIS, it potentially falls in scope of reverse VAT charge (with some exceptions). 

These are called specified supplies:

Services Affected Services Unaffected

General construction of buildings ςrepair, 
alteration, demolition etc.

Making, installing and repairing artworks, e.g. 
sculptures, murals

Groundworks, installation of powerlines, 
pipelines

Architectural services, surveyors and other 
consultants

Heating, ventilation and air conditioning ς
complete systems

Installation of seating, blinds and shutters

Cleaning services carried out in course of 
construction

Installation of security systems, alarms, CCTV 
and PA systems

Painting and decorating of buildings or other 
structures

Signage



MIXED SUPPLIES

ÅLegislation ensures if there is a reverse charge element of a supply then the 

whole supply is subject to the reverse charge

ÅEasier for both the supplier and customer to avoid requiring to split out the 

supply

ÅIf there has already been a domestic reverse charge supply on site, if both 

parties agree, any subsequent supplies on that site between same parties can 

be treated as domestic reverse charge supplies

ÅReduces doubt and speeds up decision making for parties

ÅIf in any doubt, provided the recipient is VAT registered and payments are 

subject to CIS, it is recommended that the reverse should apply



WHEN DOES THE REVERSE 
CHARGE APPLY?

ÅCǊƻƳ м hŎǘƻōŜǊ нлнлΣ ǘƘŜ ǊŜǾŜǊǎŜ ŎƘŀǊƎŜ ǿƛƭƭ ŀǇǇƭȅ ǘƻ ΨǎǇŜŎƛŦƛŜŘ ǎǳǇǇƭƛŜǎΩ ƻŦ 

construction services/goods unless:

ÅCustomer is not VAT registered

ÅCustomer not registered for CIS

Å{ŜǊǾƛŎŜǎ ǎǳǇǇƭƛŜŘ ǘƻ ΨŜƴŘ ǳǎŜǊΩ ςfor example, a property owner or developer that is 

selling the building

ÅCustomer makes an onward supply of services to a connected company

ÅSupplier and customer are landlord and tenant or vice versa

ÅSupplies are zero rated (e.g. construction of new dwelling)

ÅSupplier is an employment business supplying construction works ςsupplies of staff for 

VAT purposes ςnot construction services



ά9b5 ¦{9w{έ

ÅThose receiving construction services but not supplying those services on with 

other construction services 

Åe.g. Developer selling or letting a newly completed building

ÅEnd users responsibility to make supplier aware they are end user and VAT 

should be charged as normal 

ÅShould be recorded in written form, clear to understand and retainable for future 

reference

ÅIf end user does not provide supplier with confirmation of status it will still be 

responsible for accounting for reverse charge

ÅDomestic customers, non VAT registered or not CIS registered will be charged 

VAT as normal



ά9b5 ¦{9w{έ

Are you an employment business or invoicing for 
materials only?

Are any of the supplies you are making within the 
scope of CIS?

Is the supply standard rated or reduced rate?

Is your customer VAT registered?

Is your customer registered for CIS?

Has your customer provided confirmation of end user 
status?

REVERSE CHARGE VAT APPLIES

NORMAL VAT 

RULES APPLY

NORMAL VAT 

RULES APPLY

NORMAL VAT 

RULES APPLY

NORMAL VAT 

RULES APPLY

NORMAL VAT 

RULES APPLY

NORMAL VAT 

RULES APPLY

No

Yes

Yes

Yes

Yes

No

Yes

No

No

No

No

Yes



HMRC: SOFT LANDING PERIOD

ÅHMRC will apply soft landing period to errors in first six months of 

implementation

ÅOnly where visible compliance has been attempted

ÅBusinesses will be liable to penalties where:

ÅNo effort has been made to comply

ÅKnowingly incorrect invoices are raised

ÅEnd user status is falsely claimed



THE IMPACT ON YOUR BUSINESS

New ways of invoicing

Cashflow winners & losers

Software and changes to procedures

VAT return completion

Staff training



INVOICING

ÅFrom 1 October 2020 the invoices should:

ÅContinue to show all information normally required

ÅShow clear annotation of where reverse charge applies and customer accounting for VAT

ÅAmount of VAT due under reverse charge must be stated on the invoice, but not 

ƛƴŎƭǳŘŜŘ ƛƴ ǘƘŜ Ψǘƻǘŀƭ ±!¢ ŎƘŀǊƎŜŘΩ

ÅIf the system cannot show amount of VAT due under reverse charge, then wording 

should state VAT is to be accounted for by customer at standard or reduced rate

ÅEvery invoice must include an appropriate statement such as:

ÅάwŜǾŜǊǎŜ ŎƘŀǊƎŜΥ /ǳǎǘƻƳŜǊ ǘƻ Ǉŀȅ ±!¢ ǘƻ Iaw/έ

ÅάwŜǾŜǊǎŜ ŎƘŀǊƎŜΥ ±!¢ !Ŏǘ мффпΣ {ŜŎǘƛƻƴ рр! ŀǇǇƭƛŜǎέ



SELF BILLING & AUTHENTICATED 
RECEIPTS

Åaǳǎǘ ǎƘƻǿ ǎǳǇǇƭƛŜǊΩǎ ƴŀƳŜΣ ŀŘŘǊŜǎǎ ŀƴŘ ±!¢ ǊŜƎƛǎǘǊŀǘƛƻƴ ƴǳƳōŜǊ ŀǎ ǿŜƭƭ ŀǎ ǘƘŜ 

ǳǎǳŀƭ ±!¢ ƛƴǾƻƛŎŜ ŘŜǘŀƛƭǎ όŎǳǎǘƻƳŜǊΩǎ ŀŘŘǊŜǎǎ ŀƴŘ ±!¢ ƴǳƳōŜǊύ

ÅSelf billing invoices must be clearly marked as such 

ÅClearly state amount of VAT due under reverse charge or rate of VAT 

Å²ƻǊŘƛƴƎ Ƴǳǎǘ ōŜ ƛƴŎƭǳŘŜŘ ŀƭƻƴƎ ǘƘŜ ƭƛƴŜǎ ƻŦ Ψreverse charge: we will account 

for and pay output tax due to HMRCΩ ƻǊΣ Ψas the UK customer we will pay the 

VAT due to HRMCΩ



VAT RETURN

Must enter in box 1 of VAT 

return the output tax on 

purchases to which VAT reverse 

charge applies, but not enter 

the net value of purchases in 

box 6.

May reclaim input tax on 

reverse VAT charge in box 4.

Include net value of purchases 

in box 7.

SUPPLIERS CUSTOMERS

Under reverse VAT charge 

must not enter in box 1 of VAT 

return any output tax on sales 

to which the domestic reverse 

charge applies.

Must enter net value of these 

sales in box 6.



CASHFLOW: WINNERS & LOSERS

VLead contractors will pay less VAT and have cashflow gain

× Sub contractors will collect less VAT and have cashflow deficit

ÅImpact will be keenly felt around changeover from charging to not charging VAT

ÅNeed to consider if you will have sufficient funds to pay historic VAT bill from 

last quarter under old rules if no VAT is paid to business after 1 October 2020



CASHFLOW: WINNERS & LOSERS

ÅIf you buy substantial amounts of materials to use in your work, all or almost all 

of your services fall under reverse charge ςyou may find you are in a 

repayment position with HMRC (your VAT return is a repayment from HMRC 

rather than payment)

ÅConsider requesting monthly VAT returns to recover the VAT spent on materials each 

month rather than waiting for quarterly repayment

ÅWilkins Kennedy Banking & Finance Team can assist with cash flow 

implications



TO SUMMARISE 

ÅReview your software

ÅPreparations if your business is likely to be in cashflow deficit or at risk of 

supply chain failure

ÅAdvise sub-contractors of changes

ÅA monitoring system for customers that are VAT or CIS registered

ÅLook into VAT monthly repayment trading

ÅCustomer responsibilities for identifying the correct VAT treatment of a service 

provided by a subcontractor - may not always be simple to determine

ÅTalk to your advisor, Wilkins Kennedy Partner or Manager



VAT AND TRANSFERS OF A GOING 
CONCERN 



ÅComplex area for property rental businesses 

Å{ǳōƧŜŎǘ ǘƻ Iaw/ ǎŎǊǳǘƛƴȅ ŎǳǊǊŜƴǘƭȅ όǘǊŀƴǎŀŎǘƛƻƴǎ ŀǊŜ ƘƛƎƘ ǾŀƭǳŜ ŀƴŘ ά±!¢ ŦǊŜŜέύ  

ÅConditions for both buyer and seller to attain VAT free status 

ÅWarranties/undertaking in contract are vital on both sides 

ÅErrors = VAT, plus potentially more Stamp Duty, plus penalties and interest   

ÅTake advice ! 

TRANSFERS OF A GOING CONCERN



Mark Doherty

VAT Director

T: +44 (0) 1962 852 263

E: mark.doherty@wilkinskennedy.com

CONTACT US

Nicola Holmes

VAT Senior Manager

T: +44 (0) 1962 852 263

E: nicola.holmes@wilkinskennedy.com



THANK YOU

linkedin.com/company/wilkinskennedy

For more information visit
www.wilkinskennedy.com

facebook.com/wilkinskennedy

twitter.com/wilkinskennedy

QR Code/wilkinskennedy


