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REVERSE CHARGE VAT
A significant change for the UK
construction industry
Reverse Charge VAT comes into effect on 1 March 2021. We outline what
you need to do now to prepare for the change and we explain how
RedSky’s construction management and accounting software can help
you comply with the new rules.

CONTENTS
ABOUT REDSKY

3

WHAT IS REVERSE CHARGE VAT?

4

WHAT’S THE MAIN DIFFERENCE?

5

DECISIONS, DECISIONS…

6

WHAT IMPACT WILL THE NEW RULES HAVE?

7

HOW WE CAN HELP YOU

8-9

WHAT SHOULD I DO RIGHT NOW?

10

GET IN TOUCH!

11

ABOUT REDSKY
We have a long pedigree in the construction marketplace, where we
have been developing and delivering industry-specific solutions for over
four decades. We have more than 1,000 customers in the UK and Ireland,
many of whom have been with us for well over 20 years.
Our software enables construction companies to achieve and maintain
competitive advantage. We make real-time actions visible, enabling
our customers to control change, eliminate risk and achieve ongoing
incremental gains from improved operational efficiency.
Across all types of construction and contracting projects, our software
is scalable, modular and proven to improve performance, efficiency and
success.
HERE TO HELP
The introduction of Reverse Charge VAT on 1 March 2021 will have a
massive impact on the entire UK construction industry. Many firms have yet
to get to grips with what’s happening and haven’t taken steps to prepare
for the change.
We’re here to help. This guide summarises what Reverse Charge VAT
is, why it’s being introduced and how it works. We also look at the
software implications and explain how our construction and accounting
management software can help you to ensure full compliance with the new
rules.
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WHAT IS REVERSE CHARGE VAT?
Effective from 1 March 2021, Reverse Charge VAT will move the
responsibility for recording a VAT transaction (for goods or services) from
the seller to the buyer.
WHY CHANGE THE RULES?
Reverse Charge VAT is HMRC’s weapon against the fraudsters and
organised crime groups who are using the construction industry to attack
the UK tax system and steal large amounts of tax owed to the government.
The fraud has many guises and
is very difficult to spot. Under
the current tax arrangements,
VAT money moves down the
construction chain, from the end
client through various contractors
and subcontractors, before
eventually being paid to HMRC.
It’s like a game of ‘pass the parcel’.
The trouble is, by the time the
parcel gets to HMRC, there’s
sometimes nothing inside it. That’s
because at some point in the
chain, the money is withdrawn as
cash by a subcontractor who then
‘disappears’.
There are also fraudulent players
who manipulate their way into
providing big gangs of workers,
charge VAT and deduct CIS tax,
then go missing… along with the
cash.
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WHAT’S THE MAIN DIFFERENCE?
From 1 March, the only companies in the construction chain that will bill
VAT on their supplies will be those that have contracted with an end user or
the customer of the building.
Everyone else will treat the VAT as if it has been billed on the supplies they
receive – and as if they had charged it to their customer – but no actual
money will change hands.
So whereas a business used to bill for £1,200 (including £200 VAT) and
receive a payment of £1,200, from March it will receive only £1,000.
This is called ‘reverse charging’. The amount of VAT paid doesn’t change –
but HMRC gets its money from the contractor at the top of the chain, rather
than at the bottom.
REVERSE CHARGE
APPLIES

REVERSE CHARGE
APPLIES

£1,000 + VAT

NO VAT ADDED

NO VAT ADDED

£1,200

SUBCONTRACTOR

CONTRACTOR

MAIN
CONTRACTOR

CUSTOMER

£200
VAT

HMRC
WHAT IF WE MAKE AN ERROR?
Don’t worry, there will be a lead-in period. HMRC is going to apply a
‘light touch’ for at least the first six months.
If there’s a genuine mistake, HMRC won’t be heavy-handed in its
response. But wilful errors will be penalised.
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DECISIONS, DECISIONS…
A fundamental principle of the new Reverse Charge VAT rules is that all
parties must be clear about their role in a project – and more specifically,
whether they are the end user.
Our advice is to follow the government-approved Reverse Charge VAT
flowchart shown below. This decision support tool is the blueprint for
success.

REVERSE CHARGE VAT DECISION TOOL *
Q1

Is any part of the supplies you are making
to this customer within the scope of CIS?

NO

NORMAL VAT RULES APPLY

YES

Q2

Is the supply standard rated or reduced
rated?

NO

NORMAL VAT RULES APPLY

YES

Q3

Is your customer VAT registered?

NO

NORMAL VAT RULES APPLY

YES

Q4

Is your customer registered for CIS?

NO

NORMAL VAT RULES APPLY

YES

Q5

Has your customer provided confirmation
that it is an end user?

NO

DOMESTIC REVERSE CHARGE VAT APPLIES

YES

NORMAL VAT RULES APPLY

*The flowchart shown above is designed for businesses that supply building and construction
services. It is designed to help them decide whether to apply normal VAT rules or Reverse Charge
VAT. Please note: employment businesses should not use this flowchart – they will invoice for
supplies with VAT under normal rules.
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WHAT IMPACT WILL THE NEW RULES HAVE?
Reverse Charge VAT is undoubtedly going to cause numerous construction
companies considerable cashflow difficulties.
The main purpose of Reverse Charge VAT is to prevent fraudsters from
hijacking the construction supply chain and stealing huge amounts of VAT
that should have been paid to HMRC. So the move is a good thing.
However, many construction companies already struggle to pay their
quarterly VAT bill. Unfortunately, it’s likely that the new rules will make their
situation even more difficult because they will no longer be able to use the
VAT element of their invoices to pay for labour and materials.
Of course, the VAT money always belonged to HMRC, but cutting off this
free source of working capital is going to put the pressure on already
stretched cashflows.
Another important impact of the new rules is that construction companies
will also need new software that can deal with Reverse Charge VAT. It’s not
something that can be calculated using a pen and paper…
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HOW WE CAN HELP YOU
RedSky’s award-winning construction and management software makes
dealing with Reverse Charge VAT a doddle. Let our software take the strain.
FINANCIALS
• Multi-company
• Multi-currency
• Nominal Ledger
• Accounts payable and
receivable
• Contract Ledger
• Purchase Invoice Ledger
(non-OCR)
• GRN Register
• Payroll and encrypted
ePayslips
• Auto-enrolment
• CIS and RCT tax
• CIS verifications and
submissions
• Contract sales – applications,
certificates, cumulative and
non-cumulative invoicing
• Sales invoicing
• Cash book and bank
reconciliation
• Fixed assets
• VAT, Reverse Charge VAT and
Making Tax Digital API
• Real-time information
• Management reporting

COMMERCIAL
• Estimating
• Post-tender bill of quantities
• Revision control
• Materials enquiries
• Subcontractor enquiries
• Client valuations
• Subcontractor valuations
• Variations
• Cost-value reconciliation

DOCUMENT MANAGEMENT
• Document management and
revision handling
• Drawing control and revision
handling
• Document annotation
• Content search
• Email archiving
• Forms capture and analysis
• Project control – RFIs,
technical submissions,
snagging, meetings
• Subcontractor tenders
• Bid management
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HOW WE CAN HELP YOU
OPERATIONS
• Material orders
• Subcontractor orders
• Plant hire
• Internal plant
• Plant timesheets
• Requisitions
• Goods received
• Stock

SYSTEM
• System access
• Role-based dashboards and
Business Analytics
• Workflow and approvals
• User and group administration
• System administration
• Database customiser

SERVICE MANAGEMENT
• Call management
• Control and scheduling of jobs
• Final job invoicing
• Profitability analysis on jobs
• Managing schedule of rates

TIME AND EXPENSES
• Individual and group
timesheets and expense
management
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WHAT SHOULD I DO RIGHT NOW?
You need to get cracking with the groundwork, so that you’re ready and
raring to go on 1 March 2021.
Take action NOW by doing the following:
•

Look at who’s going to pay you in March and April. Request their VAT
and CIS numbers and ask them if they are an end user

•

Make sure your software has standardised VAT and Reverse Charge VAT
templates in the right format, so that you can start using them from
day one

•

You’ll need the right software to run Reverse Charge VAT – make
sure you understand how it works and how to enter the VAT
information correctly

•

Give your subcontractors your VAT and CIS details and inform them
whether you are the end user on a project

•

Consider whether you should move from quarterly to monthly VAT
reporting, so that HMRC pays you more quickly – seek advice from
your accountant

And one final tip:
issue your new-style invoices
promptly in March, to keep
your cashflow going.
Don’t put it off!
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GET IN TOUCH!
March will be here before you know it – if you’d like to know more about our
business finance software for the construction industry, we’d be more than
happy to help.
Give yourself a fighting chance. Get ready for Reverse Charge VAT so that
you’re armed with the right software and are ready and raring to go on
1 March 2021.
Contact us now to request a free demonstration and see for yourself how
our construction management and accounting software can help you, not
just with Reverse Charge VAT but with all your business finance needs.
Call 020 3002 8700 or email hello@redskyit.com
For more detailed information about the topics covered in this document,
read the Insight piece on our website (www.redskyit.com).
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+44 (0) 20 3002 8700
hello@redskyit.com
www.redskyit.com

FOR THE END GAIN
Smarter Software for the Construction Industry

