
 

 

 
 

 
VAT reverse charge for construction services 
 
 

Following the postponement of the VAT 

reverse charge commencement date in 

September 2019 and October 2020, HMRC 

guidance states that the VAT reverse 

charge on construction services will now 

come into force from 1 March 2021. The VAT 

reverse charge brings major changes in how 

VAT is handled in the construction industry 

and construction businesses need to be 

aware of how the changes will work and 

what processes they need to put in place to 

comply with the rules. 

What are the changes? 

The reverse charge will require a recipient 

(the employer) of specified building and 

construction services, rather than the 

supplier (a contractor or sub-contractor or 

consultant), to account for VAT. The new 

rule will apply throughout the chain of 

suppliers, up to the point where the recipient 

of the services is an end user. 

If the recipient is an end user, an 

intermediary supplier or is not required to 

report payment under the Construction 

Industry Scheme (CIS) the normal VAT rules 

apply. 

Supplies of specified building and 

construction services made after 1 March 

2021 will be subject to the reverse charge, 

even if the underlying agreement was 

entered into prior to that date. HMRC has 

published a useful guidance note. 

 

Why is HMRC introducing these changes? 

HMRC has introduced the reverse charge to 

prevent the avoidance of VAT by suppliers 

who charge and collect VAT on the supply 

of labour or materials from the recipient but 

fail to account for that VAT to HMRC. HMRC 

estimates that its loss of revenue is up to £100 

million per annum due to supply chain 

fraud. 

Is the supply of building and construction 

services a specified service? 

The reverse charge only applies to specified 

services. The types of services covered by 

the reverse charge are closely aligned to 

those defined as construction operations in 

the CIS. The following (among others) 

specified services are subject to the reverse 

charge: 

 Constructing, altering, repairing, 

extending, demolishing and 

dismantling of buildings, structures 

and works forming (or to form) part of 

the land such as walls, roads and 

power lines. 

 Installing heating, lighting, air-

conditioning, drainage and other 

systems. 

 Painting or decorating the outside or 

inside of a building. 

 Preparatory work such as cleaning, 

site clearance, earth-moving 

excavation, laying foundations and 

erecting scaffolding. 
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The following services (among others) are 

not specified services and the reverse 

charge does not apply: 

 Professional work of architects, 

surveyors, engineers or landscape 

consultants (see exception below). 

 Oil, gas or mineral extraction. 

 Manufacture of building, 

engineering, heating, lighting, air-

conditioning or drainage 

components. 

 Artistic works. 

 Signage. 

 Installation of security systems. 

It should be noted that whilst professional 

services (such as the work of architects, 

engineers and surveyors) will not be subject 

to the reverse charge when supplied on 

their own, they will be if they form part of a 

single supply of construction services, for 

example by a design and build contractor. 

Who is an end user? 

An end user is a person or business or groups 

of businesses who receive the specified 

services for any purpose other than making 

an onward supply of those services. The end 

user is usually the property owner.  

An end user is required to inform the supplier 

that they are an end user and that the 

supplier should charge VAT in the traditional 

way. HMRC recommends that the end user 

provides written confirmation of their status 

to its suppliers and example wording from 

HMRC is: 

“We are an end user for the purposes of 

section 55A VAT Act 1994 reverse charge for 

building and construction services. Please 

issue us with a normal VAT invoice, with VAT 

charged at the appropriate rate. We will not 

account for the reverse charge.” 

Who is an intermediary supplier? 

An intermediary is a recipient who makes 

onward supplies of construction services 

without material alteration or further 

processing. An intermediary can be a 

landlord or tenant who commission 

construction services and on-supply those 

services to the other. 

Intermediary suppliers can also include 

design and build companies that buy 

building and construction services from 

various suppliers (such as from surveyors or 

architects or the supply of scaffolding) and 

provide these as a single supply to end user 

clients of the designed and built buildings. 

In the same way as end users, intermediary 

suppliers need to provide written notification 

to suppliers of their status. 

What if the end user or intermediary supplier 

status is not notified? 

Failure of recipients to notify suppliers (the 

employer) in writing of their end user or 

intermediary supplier status will entitle 

suppliers (a contractor or sub-contractor or 

consultant) to assume that the reverse 

charge applies. 

What are the invoicing requirements? 

Under the new reverse charge rules, VAT 

invoices will need to include a statement 

that the VAT reverse charge applies. 

HMRC’s latest guidance provides further 

detail on the particular invoicing 

requirements. 

Practical issues 

 To ensure compliance, employers, 

contractor’s, sub-contractors and 

consultants should familiarise 

themselves with the reverse charge 



rules and check their existing and new 

supply arrangements, internal 

invoicing and accounting 

arrangements and CIS and VAT 

registrations. 

Employers should: 

o Identify whether the supply of building 

and construction services that they 

are procuring fall within the scope of 

the reverse charge, and, if so, 

o Assess whether they are an end user 

and, if so, 

o Ensure that they provide to suppliers 

written notification of their end user 

status. 

We can assist in updating appointments 

and building contracts to address the 

mechanics around invoicing and 

accounting for the VAT reverse charge and 

to clarify the end user status of the 

employer. 

 Any financial institution which is 

funding a contracting business will 

need to take into account the 

adverse cashflow impact of the VAT 

reverse charge on the contractor’s 

working capital. 

 HMRC guidance states that HMRC will 

apply a ‘light touch’ in dealing with 

innocent errors during the first six 

months of the application of the 

reverse charge. It should be noted 

that HMRC will consider penalties 

during this period if the parties are 

‘deliberately taking advantage of the 

measure by not accounting for [VAT] 

correctly’. 
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LEGAL NOTICE  
The contents of this publication are for reference purposes only and 

may not be current as at the date of accessing this publication. They do 

not constitute legal advice and should not be relied upon as such. 

Specific legal advice about your specific circumstances should always 

be sought separately before taking any action based on this publication. 

 

 


