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The VAT reverse charge
for construction:
what to look out for

A




HMRC compliance around the VAT domestic reverse charge for
building and construction services (DRC) is now more rigorous.

With this in mind, we look here at how to
operate the DRC correctly, and focus on areas
where errors are often made.

Why the DRC exists

VAT fraud, especially missing trader fraud,
causes significant lost revenue every year.
Construction is considered high-risk because
of the potential to make supplies with minimal
input tax and significant output tax. The DRC
was brought in to tackle these issues.

Tip: How it works

The DRC changes the way VAT is accounted
for. It reverses the normal VAT rules, so
that rather than the supplier accounting for
output VAT on the services they provide, the
customer does it instead. The customer can
recover this amount as input tax, subject to
the normal VAT rules.

Briefly, where supplies are subject to the

DRC, the supplier must state this on their VAT
invoice. The invoice must also tell the customer
to pay the VAT due directly to HMRC - not to the
supplier. This has knock-on consequences for
the VAT returns of suppliers and customers.
These points are covered more fully below.

Using the DRC

The DRC applies to most supplies of building
and construction services where:

+ the supply is business to business

+ payments are required to be reported
through the CIS

» both businesses are registered for VAT in the
UK (or required to be)

+ the supply is standard-rated or reduced-rated
(not zero-rated)

+ the customer is making an onward supply of
construction services.

The DRC is not used if the supply is made
to an end user or intermediary supplier

(defined below) provided that the end user/
intermediary supplier has given written
notification of such status.

For the avoidance of doubt, this means that the
DRC should not be used for supplies:
* to private domestic customers

+ to business customers not registered for VAT
or the CIS

+ toan end user or intermediary supplier
which has given notification of its status

« or for supplies which are zero-rated.

Which supplies of services?

The DRC applies to supplies of specified
construction services within scope of the CIS.

These include:

+ construction, alteration and repair of
buildings and structures

+ installation of heating, lighting,
air-conditioning and ventilation systems

+ painting and decorating interiors and exteriors

- services forming part of the preparation
or completion of the services, such as
site clearance.

Tip: Find the full list

HMRC'’s CIS 340 Guide, Appendix B lists the
construction operations included.

Note that while supplies of workers by an
employment business are not subject to the
DRC (even if within scope of the CIS), a supply
of labour-only construction services from a sub
contractor is subject to the DRC (if supplies are
within scope of the CIS and all other conditions
are met).

When not to use

Do not use for services such as the installation
of security systems; the professional work of
architects or surveyors, building, engineering



or landscape consultants; or manufacture of
components for systems such as heating and
lighting, when these are supplied on their own.
Normal VAT rules and procedures should be
followed, instead.

Error to avoid: Goods plus services

Goods supplied with construction services
are generally treated as a single supply for
VAT purposes, with the DRC applying to
the full value. The requirement cannot be
sidestepped by issuing invoices for labour
and materials separately.

Rules for end users and intermediary
suppliers

The DRC does not apply to supplies to end users
and intermediary suppliers - but only where
specific conditions are met.

Not just the end of the supply chain

Error to avoid: Not every supply chain
has an end user for DRC purposes. Don’t
assume that the last entity in the chain is
automatically an end user.

This is an area that can cause confusion. Being
an end user does not mean just being at the

end of the supply chain. A supply to a private
domestic customer is not subject to the DRC,
for example, because the householder is not
VAT-registered. But that does not make the
contractor supplying the householder an end
user, as the next entity down the supply chain.
The contractor supplying the householder is
still making an onward supply of specified
services and is therefore not an end user. This
matters because of the impact further down
the labour chain. It means that subcontractors
supplying the contractor are not supplying an
end user; and so (assuming other conditions are
met) the DRC applies to the supplies they make.

Technical definition

For the purposes of the DRC, end user means a
business or group of businesses:

+ buying services subject to the DRC
« registered for VAT and CIS

+ but not making onward supplies of the
building and construction services received.

Housing associations; local authorities and
other public bodies; or large retailers spending
significantly on construction of properties for
use in their own business, for example, could
fall within this definition.

An intermediary supplier is a business
registered for VAT and CIS which is connected
or linked to an end user.

When normal VAT rules apply

Normal VAT procedure is used - and the

DRC does not apply - only where end users/
intermediary suppliers provide written
notification of end user/intermediary supplier
status to their supplier. The notification
effectively serves as an opt-out from the DRC,
and means that normal VAT procedure is used.

The supplier should thus invoice according to
normal VAT rules, and account for output tax
on their VAT return. Note that a 5% disregard
applies, so an end user declaration can be
made even if the business resupplies a small
proportion of the services received (less than
5% by value).

However, opt out is not mandatory: itis a
matter of end user/intermediary supplier
preference. They can stay within the DRC
simply by not notifying their status.

Error to avoid: No end user notification

If the customer does not issue written end
user notification, the supplier should apply
the DRC - even if they believe the customer
qualifies as an end user.



Compliance responsibilities
Due diligence and verification

Does the DRC apply? This should be checked

on a contract by contract basis, with decision
making evidenced by an appropriate audit trail.
It is prudent for each party to assess that they
are satisfied that VAT is being treated correctly.

HMRC provides flowcharts for decision making
for both suppliers and customers at the end of the
VAT Domestic Reverse Charge Technical Guide.

Suppliers need to establish that customers have
avalid UK VAT number, and are registered for
the CIS, and details of their checks should be
kept as part of the VAT records. They should
also ascertain if the customer is an end user or
intermediary supplier. Where notification is
received of end user/intermediary status, this
should also be kept as part of the VAT records.

Tip: Whose responsibility?

It is advisable for both supplier and
customer to have decision making
procedures in place to check whether the
DRC should be used, rather than simply
relying on the decision of the other party.

Impact on the VAT invoice

Invoices for supplies subject to the DRC must
provide all the information usually required
for a valid VAT invoice. In addition, they must:

« state that the DRC applies, and that the
customer is required to account for the VAT

» state how much VAT is due under the DRC,
or state the rate of VAT if the amount cannot
be shown

+ they must not include VAT in the amount due
to the supplier.

For compliance purposes, HMRC suggests use
of invoice wording such as:

+ reverse charge: VAT Act 1994 Section
55A applies

« reverse charge: S55A VATA 94 applies

+ reverse charge: Customer to pay the VAT
to HMRC.

Tip: HMRC example invoice

This can be found in the ‘Invoices and
other VAT documents’ section of the
Technical Guide.

Self-billing invoices: Where the customer
issues the invoice on behalf of the supplier, the
customer must apply the revised procedures.
In other words, the customer issues the
invoice; the invoice does not charge VAT, but
states that the customer will account for VAT
on the supply.

Wording suggested by HMRC includes:

« reverse charge: We’'ll account for and pay
output tax of £ [enter the amount] to HMRC

+ reverse charge: As the UK customer we’ll pay
output tax of £ [enter the amount] to HMRC.

Impact on VAT returns

Using the DRC impacts the VAT return for both
suppliers and their customers.

Suppliers:
+ donot charge VAT

+ enter the net value of sales subject to the DRC
in box 6 of their VAT return

+ do not show output tax on the supply subject
to the DRC in box 1.

The liability to account for the VAT falls to
the customer.

Customers:

+ do not pay VAT to the supplier

+ account for it as output VAT in box 1 of their
VAT return

« donotenteritinbox 6

+ canrecover input VAT on the supply in box
4 of their VAT return, subject to normal VAT
recovery rules

+ include the net value of purchases in box 7

+ in most cases, no net tax is payable to HMRC.



What can go wrong?

Common supplier errors highlighted by
HMRC include:

» suppliers charging VAT when the DRC should
have applied

+ suppliers applying the DRC when they should
have charged VAT.

HMRC’s manuals say that:

« ifthe reverse charge should have been
applied but was not, the liability rests with
the customer

+ if the reverse charge was applied but
should not have been, the liability rests with
the supplier.

Tip: Act promptly to avoid further
problems

It is important to correct any error as soon
as possible. The longer any under-declared
or overcharged sums remain outstanding,
the more difficult it may be to correct or
recover them. Incorrect invoicing can
easily become a cause of dispute and
delayed payment.

How to remedy

+ A supplier who charges VAT when the DRC
should have been applied should contact the
customer as soon as possible. They should
instruct them to account for the VAT due and
issue a credit note/refund for any VAT paid to
them by the customer.

+ A supplier applying the DRC when they
should have charged VAT should contact the
customer as soon as possible, to explain the
error. They should invoice for the VAT due
and account for it to HMRC.

From the customer’s perspective

« Don’t: Don'’t pay VAT to the supplier if the
DRC should have been applied. HMRC warns
that such payment is not recoverable input
tax because it was not correctly paid as VAT.
Businesses reclaiming VAT charged in error
run the risk of assessments and penalties.

+ Do: Do contact the supplier for a credit note
or amended invoice; tell the supplier you will
account for VAT under the DRC; and account
to HMRC for VAT under the DRC accordingly.

Construction sector under greater scrutiny

HMRC activity around the DRC reflects a more
challenging approach to the construction
sector overall, with significant change to the
Construction Industry Scheme (CIS) regime to
tackle fraud from April 2026.

It is, therefore, more important than ever that
businesses have a strong grasp of both the rules
for the CIS and the DRC. Misunderstandings,

or failure to keep up to date in one can have
knock-on consequences for the other.

Helping your business

With the CIS and DRC, construction businesses
have not just one, but two sets of complex rules
to navigate, and we have only been able to give
an overview of the requirements here. Please
get in touch for in-depth advice, to give your
business the assurance that it is applying the
rules correctly.

Disclaimer - for information of users: This is published for the information of clients. It provides only an overview of the regulations in
force at the date of publication and no action should be taken without consulting the detailed legislation or seeking professional advice.
Therefore no responsibility for loss occasioned by any person acting or refraining from action as a result of the material contained in this

can be accepted by the authors or the firm.
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WORKING IN THE CONSTRUCTION
INDUSTRY?

The VAT reverse charge can be complex, but getting it right is essential.
Our team can help you understand your obligations and stay compliant with
confidence.

®© 01245322808 /01621 731 900
® info@pocknells.co.uk
& www.pocknells.co.uk

POCKNELLS

CHARTERED ACCOUNTANTS

Accountants Who Think Like Business Owners



	Pocknells_(W-6261587)_Jul26-3.pdf
	Newsletter Hero and Back Cover july 2 26.pdf



