
In brief: VAT Changes in the Construction Sector

Why is the change being implemented? 
It is an anti-fraud measure. HMRC believes that £100m of revenue is lost each year due to ‘missing-trader’ fraud (sub-
contractors who provide groups of workers to the construction sector can charge VAT on the service of supplying their 
workers to other contractors and then fail to pay to HMRC the VAT they have collected by going missing or committing 
other types of fraud).
In order to combat this, a new reverse charge will come in force in October 2019. This reverse charge accounting makes it 
impossible for fraudsters to perpetrate missing trader fraud because the customer - rather than the supplier - accounts for 
the VAT direct to HMRC.

A summary of the changes:
HMRC will be changing how VAT is charged across the construction industry from 1 October 2019.

The reverse charge is being introduced as an anti-fraud measure because Main Contractors are thought to be more reliable 
for VAT payment, in contrast to certain businesses further down the supply chain.

HMRC believes £100m of revenue is lost each year due to missing-trader fraud.

Currently VAT is received by the Main Contractors from clients and they pay their input VAT to the supply chain. The Main 
Contractor pays the difference between the two figures to HMRC, generally on a quarterly basis.

Under the new procedure, the Main Contractor will continue to receive the VAT they charge to their Clients. The Main 
Contractor will then pay the VAT directly to HMRC for perhaps 90% of their sub-contract supply chain.

Impact on the supply chain, projects and other factors:

 •  90% of the supply chain will no longer receive the benefit of the cashflow resulting from the timing of VAT 
receipts and payments.

 •  It is thought that many contractors rely on this cashflow to keep afloat and pay bills and wages. With cashflow 
squeezed even further there will be upward pressure on prices.

 •  Reduced cashflow will mean the viability of some of these businesses will come under more strain. Everyone will 
need to be vigilant to this risk as the industry transitions to the new procedure.

 •  There may be trouble with incorrect payments being made initially, which will possibly cause some minor 
disruption. This will no doubt pass as the new arrangements settle in.

How will the new rules work?
The customer will be required to account for VAT on services received, rather than the supplier charging VAT and issuing 
a VAT invoice (the reverse change). As VAT will be self-accounted for in the future, the risk in the construction sector 
should be managed differently. 
The customer will pay the supplier for services but the VAT element will be paid direct to HMRC. The charge will apply 
through the supply chain up the point where the customer receiving the supply is no longer a business that provides 
construction services (deemed an ‘end user’). 
The actual VAT charge will not be affected by the changes, but the party responsible for accounting for the VAT will 
change. 
Under the new rules, businesses supplying construction services in the UK must not charge VAT where their customer:
 • Is registered for UK VAT, and 
 • Will use the services to make on onward supply of construction services

For example: 
Under the new rules, a bricklayer must not charge VAT 
on their services to a construction firm. Instead, the 
construction firm must directly pay the VAT chargeable 
on the value of the services received to HMRC via its VAT 
return. 
The same amount of VAT can be claimed as input VAT by 
the construction firm on its VAT return. Consequently, the 
reverse charge is VAT neutral for the construction firm (i.e. 
VAT paid = VAT claimed). 

What services are included?
Services relating to construction, alteration, repair and 
demolition, along with painting and decorating (it also 
includes goods – such as building materials – but only when 
supplied as a single package with construction services).  
Estimates vary, but around half of construction businesses 
are expected to be affected (around 300,000 firms).
Generally, provided the recipient is VAT registered and the 
payments are subject to CIS, it is recommended that the 
reverse charge should apply.

And excluded?
For some services there will be no change in the way 
invoicing works, including the installation of seating, blinds, 
shutters and security systems. The professional services 
of architects or surveyors and building and engineering 
consultants; and the supply between a landlord and tenant, 
will not be affected although the definitive list is yet to be 
clarified.
However, if excluded services are supplied as a package 
with services which are covered by the new rules, the whole 
package will be subject to the reverse charge. 

Possible impacts
•  Many businesses will suffer a cash flow disadvantage, where VAT collected from customers is currently used as working 

capital before being paid over to HMRC – presently the VAT is paid quarterly, and in these few months the VAT collected 
can be used as cashflow.  HMRC seem to have ignored this within their social impact assessment.

•  Burden for business administration. On-going costs are expected to include calculating the reverse charge, keeping 
records of all reverse charge supplies, checking purchases are correctly treated, and reporting reverse charge supplies on 
VAT returns.

•  It is likely that existing accounting systems will have to be changed, along with reporting systems, to ensure that the 
operation of the reverse charge is accurately reflected on the relevant VAT returns. Relevant staff will also have to be 
trained to ensure that supplies falling within the reverse charge are correctly identified.

•  HMRC understands the difficulties businesses may have in implementing the domestic reverse charge and will apply a 
light touch in dealing with related errors that occur in the first 6 months after introduction, where businesses are trying to 
comply with the new legislation.

•  However, businesses that knowingly claim end user status when the domestic reverse charge should have applied will still 
be liable for the output tax that should have been paid and may be liable for penalties.

Early assessments indicated that the reverse charge would have limited effect on the lowest tier of construction – labour 
only subcontractors and the like. It is increasingly clear that the changes will have a much greater impact across the sector.
Events are moving fast: in early August 15 trade bodies wrote to the Chancellor Sajid Javid asking him to push back the 
changes by at least six months due to concerns over the impact of the changes on firms’ cashflows. 
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