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Revised VAT
accounting for
the construction
industry

The UK Government recently announced a new measure designed to reduce VAT fraud
in the construction industry. It is a similar ‘reverse charge’ measure to one introduced
a number of years ago for high value goods such as mobile phones. The reverse charge
will be introduced from 1 October 2019 and will have an impact on businesses in the
construction industry

Upper VAT Tribunal finds
in favour of HMRC in
Sports Club case

What is a reverse charge?
The reverse charge is a mechanism for accounting
for VAT where no VAT is levied on a supply by the
supplier, but the customer charges themselves
VAT. As the reverse charge makes it the customer’s

responsibility to account for VAT, there is less chance
that a supplier can receive VAT from a customer and
then not pay the VAT to HMRC, with the VAT payment
effectively ‘going missing’. The diagram below
outlines this process.

An update from our Autumn 2018 edition of
VAT Matters: Upper VAT Tribunal finds in favour
of HMRC in Sports Club case.

Making Tax
Digital: the clock
is ticking

MTD is the new government initiative
to completely digitise the UK tax
system to a completely online
system: the biggest shake-up of the
tax system in more than 20 years.
Are you ready?

11 Option to tax in the UK

In this article we cover some of the basics
including what is an option to tax, when it may
apply and some key considerations.
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What is the practical affect?
If you are a contractor and are providing a qualifying
service to another contractor you will raise an invoice
without VAT. We expect that the legislation will require
a small narrative on the invoice to confirm that the
reverse charge will apply. By not charging VAT this
will not affect the supplier’s VAT recovery position. The
value of the supply will be recorded on Box 6 (Total
Sales) of the VAT return. Assuming the invoice was
for £1000, the purchaser will account for £200 VAT in
Box 1 of his VAT return and then recover the same
amount in Box 4. The result will be the same as before,
however as the purchaser is not paying VAT there is
less risk that a fraudulent supplier could disappear
with the VAT before paying it to HMRC.
What construction services are affected?
This reverse charge will only apply to specific
construction services provided to other businesses in
the construction industry.
What construction services are included?
The services that will be included in the measure are:
++ Construction,
alteration,
repair,
extension,
demolition or dismantling of buildings or structures
(whether permanent or not), including offshore
installations; construction, alteration, repair,
extension or demolition of any works forming, or to
form, part of the land, including walls, roadworks,
power-lines,
electronic
communications
apparatus, aircraft runways, docks and harbours,
railways, inland waterways, pipe-lines, reservoirs,
water-mains, wells, sewers, industrial plant and
installations for purposes of land drainage, coast
protection or defence
++ Installation in any building or structure of systems
of heating, lighting, air-conditioning, ventilation,
power supply, drainage, sanitation, water supply
or fire protection
++ Internal cleaning of buildings and structures, so far
as carried out in the course of their construction,
alteration, repair, extension or restoration
++ Painting or decorating the internal or external
surfaces of any building or structure
++ Services which form an integral part of (or are
preparatory to or are for rendering complete) the
services described above including site clearance,
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earthmoving, excavation, tunneling and boring,
laying of foundations, erection of scaffolding,
site restoration, landscaping and the provision of
roadways and other access works.
The reverse charge will only apply to construction
services that are subject to the standard rate and
reduced rate of VAT.
The reverse charge will also apply to building materials
supplied with those construction services.
What supplies are excluded?
The following are not included within the definition of
construction services:
++ Drilling for, or extraction of, oil or natural gas
++ Extraction (whether by underground or surface
working) of minerals and tunneling or boring,
or construction of underground works, for this
purpose
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supplying their construction services to another
business that will sell on these construction services.
It does not apply where the construction services are
provided to a consumer or connected businesses
where the normal VAT rules will apply.
Is there anything contractors should do now to prepare?
HMRC are still finalising the final draft of the legislation,
but the new law will be introduced from 1 October
2019. There will be a “light touch” from HMRC in the
first 6 months which will allow for genuine mistakes.
All construction businesses need to consider if they
will be impacted by this change and identify which
services to other contractors will be covered. Changes
will need to be made to accountancy packages to
enable these transactions to be treated correctly from
a sales and purchasing perspective.

++ Manufacture
of
building
or
engineering
components or equipment, materials, plant or
machinery, or delivery of any of these things to site
++ Manufacture of components for systems of
heating, lighting, air-conditioning, ventilation,
power supply, drainage, sanitation, water supply
or fire protection, or delivery of any of these things
to site
++ The professional work of architects or surveyors,
or of consultants in building, engineering, interior
or exterior decoration or in the laying-out of
landscape
++ The making, installation and repair of artistic
works, being sculptures, murals and other works,
which are wholly artistic in nature
++ Signwriting and erecting, installing and repairing
signboards and advertisements
++ The installation of seating, blinds and shutters
++ The installation of security systems, including
burglar alarms, closed circuit television and
public-address systems.
The measure will only apply to businesses that are
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How will MTD change the way VAT returns are
submitted?
There are two essential parts to MTD:
1. You will have to keep your accounting records in a
digital format
2. You will need to submit VAT return information to
HMRC using MTD compatible software

Making Tax
Digital: the
clock is ticking

MTD is the plan to move the UK tax system to a completely digital system: the biggest
shake-up of the tax system in more than 20 years. The change affects VAT registered
businesses.
What is Making Tax Digital?
In practical terms, Making Tax Digital is the online
submission of accounting and tax information via
approved software to HMRC. The first stage of
MTD, starting on 1 April 2019 affects VAT registered
businesses. However, it is expected that by 2020 all
tax submissions will eventually be submitted online in
a phased roll-out.
The intention of MTD is to minimise errors and simplify
the tax process, both for taxpayers and HMRC. Selfassessments as we know it will be replaced with more
frequent digital updates that will report directly into
HMRC via compatible software.
Who is affected?
All businesses and organisations who are VATregistered and have a taxable turnover over the VAT
threshold (currently £85,000) will be affected by MTD
and will need to use approved software to report on
their VAT from 1 April 2019.
Taxable income includes income for sales of goods
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and services at either 0%, 5% or 20%.
Once businesses and organisations are signed up to
the MTD process they will continue to use MTD even if
their turnover later falls below the VAT threshold.

For VAT, you will not need to keep records such as
invoices in a digital format but you will need to do
so for transactional data such as invoice dates and
values.
There is a common misconception that, because
VAT returns are already submitted electronically via
HMRC’s online portal, VAT registered businesses are
already MTD compliant. This is not correct.
MTD VAT returns will have to be made via HMRC
approved software. VAT data will have to be inputted
into software which will send a report to HMRC at the
click of a button.
Currently there are many applications available now
and the list is growing. More are being developed and
the list is updated on a regular basis by HMRC. HMRC
will not provide its own software so those without
accounts software at present will have to look at their
options and factor in the additional cost of a software
package subscription.

All other businesses and organisations that are VAT
registered and trading below the VAT registration
threshold can choose to remain on their existing HMRC
online system or use MTD. There is no requirement
at this stage for businesses trading below £85,000
taxable income to be MTD compliant.

If you already use accounting software to maintain
VAT returns to HMRC, then the transition to the new
system should be relatively smooth. HMRC will also
allow certain adjustments to be manually calculated
and inputted and have said that they will take a lighttouch approach to enforcement, at least initially. If you
are not already using software – instead using Excel
or an outdated package or even manual records – you
need to prepare for MTD now!

HMRC has confirmed that some businesses and
organisations will not need to comply with MTD until 1
October 2019. These organisations include:
++ Trusts
++ Not for profit organisations that are not set up as
a company
++ VAT divisions
++ VAT groups
++ Local authorities
++ Annual accounting users

What should you do?
++ Ensure your tax affairs are up-to-date
++ Consider if your business or organisation will be
affected by MTD: what processes will need to
change and what you and/or your staff will have to
do. Also consider the impact this will have on your
resources
++ You will have to decide whether to input reporting
information yourself, or if you want to assign
responsibility to an adviser
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Are you VAT registered?
Yes

No

Is
your
taxable
income greater than
£85,000 per annum?

No action is required
at this time

Yes
Are you part of a VAT
Group, a not-for-profit
charity that is not a
company or a public
body?

No
You need to be
compliant by 1 April
2019

No
Compliance at
time is optional

this

Yes
MTD has been deferred
for you until 1 October
2019.
However
we
recommend considering
early compliance to
take advantage of the
efficiency
gains
an
accounting
system
brings.

++ You may need to change your accounting records
and software package. Virtually all affected
businesses and organisations will need move to
an accounting software that is compatible with
HMRC’s systems if they are not already on one
++ Your staff may need to be trained on the new
process to ensure a smooth transition – factor this
into your project planning.
Chiene + Tait can help you
We can:
++ Check if you need to be compliant
++ Advise on your accounting software
++ Help you choose new software that benefits your
organisation, and provide training
++ Answer any question, from a quick check to an indepth study of your needs.
We have software specialists who can help you to
identify what – if anything – you need to do to be
compliant, what advantages you can get from new
software systems, and how to implement them.
Please do not hesitate to contact us today by emailing
MTD@chiene.co.uk or calling 0131 558 5800.
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News Corp vs
HMRC: update
In April this year, we posted a blog discussing an interesting VAT
case that highlighted how VAT legislation (written decades ago)
was struggling to remain relevant in the present digital age.
Furthermore, in issue 2 of VAT Matters,
we discussed the fact that VAT zero
rating is available only for the supplies
of ‘printed matter’ which includes
newspapers, books and magazines
and that these items are described
as ‘goods’. News Corp, the company
that own the Times and Sunday Times
argued at a VAT Tribunal that digital
versions of the newspaper should
qualify for the same zero rating as their
printed counterparts. HMRC disagreed
with News Corp and claimed that the
online version of the newspaper was a
‘service’ and therefore the zero-rated
treatment was not applicable.
While the Tribunal conceded that the
digital version of The Times was 95%
similar to the paper version of the
newspaper and despite the fact that
the digital version of the paper was
issued periodically under the same title
and contained current affairs news,
the VAT Tribunal could not look past
the fact that the zero-rating provisions
for printed matter refers to goods, not
services.
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What’s New?
There may now be more hope for News
Corp and similar entities that provide
digital news content as The European
Council has agreed a proposal
allowing member countries of the EU to
apply reduced VAT rates to electronic
publications allowing them to be more
closely aligned with VAT rules for
physical publications. While this is not
the full zero-rating treatment that News
Corp would have been hoping for, it is
a step in the right direction and would
still result in a rather large reduction in
VAT.
Given the position with Brexit, it is not
known whether the UK will eventually
follow the European Council’s lead,
however it is interesting that there
appears to be a political will to rectify
this particular anomaly at EU level.

Upper VAT Tribunal
finds in favour of HMRC
in Sports Club case
In our Autumn 2018 issue of VAT Matters we discussed some of the problems that can arise for sports clubs
building new facilities and trying to secure zero rating on the building work.
Briefly, there are 2 routes to secure
zero rating on new charitable
buildings:
1. The building should be used
for purposes other than
furthering the course of a
business (this means that
the charity using the building
cannot make any charges
for the use of the building or
memberships); or
2. As a village hall or similar.
This second ‘village hall’ test
is used a lot by sports clubs,
however in order for this to
be successful there needs
to be a high degree of local
community involvement and
a wide variety of social and/
or recreational activities taking
place within the building.
Sports charities using this test

can make charges for the use
of the building and charge
membership fees, however
the problem for sports clubs
is establishing this wider
community use, rather than
another use being ancillary to
the use by the sports club.
This issue has been examined in
a lot of detail in the Greenisland
Football Club case, as the initial
ruling by the Tribunal (which was
in favour of Greenisland) was
appealed successfully by HMRC.
Greenisland Football Club is
a Northern Irish charity which
obtained zero-rating and issued
a zero-rating certificate to the
builder of its new clubhouse in
2014. HMRC issued a penalty
against the charity for issuing an
incorrect certificate, the amount of

the penalty being the same as if
the builder had charged 20% VAT
on his services.
The First Tier Tribunal sided
with the charity holding that the
clubhouse did qualify under the
‘village hall’ tests because there
was an intention for wide use of the
building by the local community
and not just by the football club.
In terms of the error, the Tribunal
also found that the club had a
‘reasonable excuse’ for issuing the
certificate to the builder because
the club secretary had consulted
two professional people about the
VAT position and had also read
VAT Notice 708.
As outlined above, HMRC
appealed this decision to a
higher court. In its arguments it
focused on the way that the club
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was organised and that it charged
subscriptions to players, earned
income from an after schools club
and profited from the operation of a
tuck shop.

demonstrates the determination of
HMRC to pursue charitable bodies
including sports clubs who have
tried to obtain VAT savings on the
construction of new premises.

Having looked at the operational
aspects more closely the Upper
Tribunal agreed with HMRC but
refused to agree that the club did
not have a ‘reasonable excuse’ for
issuing the incorrect certificate to
the builder.

Three years ago HMRC pursued a
charity which provided water sports
to under-privileged children all the
way to the Court of Appeal where
it was finally successful (Longridge
on the Thames).

As outlined in our VAT Matters article
in Autumn 2018, this case further

Ultimately in this case, football
activities were seen as the dominant
activity rather than community use
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and this is where the charity failed
at the Upper Tribunal.
In light of HMRC’s diligence in
these areas, we recommend that
sports clubs take professional
advice when they are considering
capital projects; and if the ‘village
hall’ route is taken, concessions
must be made for other community
groups to use the facility if the club
wishes to benefit from the VAT
saving on the works.
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Option to tax in
the UK
What is an Option to Tax (OTT)?
By default, the sale and lease of commercial property is
exempt from VAT in the UK. By opting to tax, landlords
and commercial property owners can charge VAT on
the sale or lease of their property to turn an exempt
supply into a taxable one. It is important to note that
an OTT does not apply to residential buildings or
charitable buildings.
While the process for completing an OTT is simple,
the decision to proceed should not be taken lightly. It
is important to be aware that this decision will require
careful planning and consideration, particularly as the
OTT lasts for 20 years.
In our daily interaction with clients and HMRC we
thought it would be useful to share some of the
common misconceptions regarding the OTT and this
article highlights some of the things to watch out for
and problems that can arise with HMRC and in future
property transactions.
When to consider an OTT?
If you have an interest in a commercial property, either
freehold or leasehold, and use it for your own business
purposes and do not rent it to a third party, it is unlikely
that you will need to consider an OTT.
The main reason that an OTT is considered is to ensure
that VAT on expenditure to a property (renovation,
repair, or acquisition) can be fully recovered.
There can be other reasons where an OTT is required.
If a property has been acquired as part of a business
acquisition (or where the property has existing tenants
in place), under the VAT rules this is treated as a
transfer of a business as a going concern (TOGC).
Subject to certain conditions, the VAT rules allow this
transaction to be treated as outside the scope of VAT,
however if the seller has opted to tax any property,
the purchaser must also opt to tax the property by the
acquisition date. Failure to do so will mean that VAT

10

Spring 2019

will have to be paid on the value of the property being
transferred.
Considerations
Any business or organisation that is considering an
OTT for a property, should be wary of the implications.
Clearly there are benefits in terms of being able to
recover VAT on property expenditure, however given
the 20 year life of an OTT it is worth considering who
potential tenants might be and whether the imposition of
VAT on these tenants would be a cost to these tenants.
For example, charitable bodies and businesses in the
financial sector cannot ordinarily recover the VAT on
their expenditure including rent.
Issues can arise where properties are sold and
paperwork is not in place. HMRC’s OTT Unit, which
is based in Glasgow, is often inundated with requests
for paperwork and can often be slow to respond to
queries. This can be frustrating when a seller is trying
to determine whether there will be VAT on the disposal
of the building but the purchaser will not accept this
without the necessary paperwork. Where there is
a TOGC this can also provide complications. We
recommend that when businesses are charging VAT
on rent, they should ensure that they keep their OTT
documentation on file, to remove any complications
where future disposals arise or in the event of a VAT
visit.
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Common misconceptions
There are some common misconceptions surrounding an OTT that come up time and time again in practice.
Q: I have already opted to tax so this new
building I am constructing will also be covered

Q. I have been charging VAT on my rents for
years, so I must have opted to tax

A: Incorrect. An OTT is property specific. If you
wish to opt to tax this new building and it is to be
used for rental or commercial purposes, then a new
notification will need to be made to HMRC.

A. An OTT is a two-stage process involving the
business making the commercial decision to opt to
tax (and charge VAT on rents and future sale of the
property), and then notifying HMRC of this decision
within 30 days. If you have not notified HMRC of
your intention to opt to tax, then an OTT has not
been property made. Since you will have already
been charging VAT on rents, HMRC may offer a
back dated OTT from when you started charging
VAT. This can cause problems if you come to sell the
property and the correct paperwork is not in place.

Q: I have been treating my rents as exempt
in the past but due to significant repairs to the
property I will opt to tax in order to recover the VAT.
A: Where exempt income has been received in
relation to a property and the owner/leaseholder
wishes to opt to tax, it may have to obtain
permission from HMRC. In certain circumstances
the permission can be automatic but care should
be taken where the property has generated exempt
income in the past.

Q: After 20 years I can revert to treating my
rental income as exempt from VAT
A: Although an OTT typically lasts 20 years, HMRC
require notification from the opter, or present owner
of the building, that they no longer wish for an OTT
to continue and must apply for it to be revoked. Only
once this is granted will rental income be allowed to
be treated as exempt.

Q: I don’t have any paperwork but had an
HMRC visit a few years ago and they didn’t say
anything
A: If you are unsure of any OTTs that you have
elected, and have lost copies of your OTT
paperwork, then the taxpayer can request fresh
copies of their elections by contacting the HMRC
OTT unit in Glasgow.

Q. I am only renting out the top floor of my
building so my OTT will only cover that
A. Not necessarily. An OTT normally applies to the
whole property that is listed on the VAT1614A form
that was sent to notify HMRC.
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MEET OUR TEAM
IAIN MASTERTON
VAT Director

HELEN MACKENZIE
VAT Partner

KERRY ANNAND
VAT Assistant Manager

ANDREW YOUNG
VAT Adviser

iain.masterton@chiene.co.uk

kerry.annand@chiene.co.uk

We provide advice, consultancy and support with
VAT planning, capital projects and disputes. We have
a specialist in-house team with valuable expertise to
help you understand complex legislation, case law
and HMRC guidance.
We advise on specific projects and also provide VAT
audits to review your position.

helen.mackenzie@chiene.co.uk

andrew.young@chiene.co.uk

to deliver the right advice. We have over 40 years
of experience dealing with a wide range of issues
for SMEs, charities, farms & estates, and the public
sector.
Contact us whether you have a specific question,
need general advice or are looking for an audit of
what you do.

VAT touches on nearly every aspect of business, so
our team works with colleagues across Chiene + Tait
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