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INTRODUCTION 

 
This service pack updates Debtors Ledger (and Sales Order Processing) to handle domestic 
reverse charge VAT (on sales). 
 

HMRC have stated that for the building and construction industry VAT should be collected 
using the domestic reverse charge rules as of 1st October 2020. It should be noted that it is 
possible that these rules will be applied to other industries should this prove to be successful.  

This service pack only covers changes for sales subject to domestic reverse charge VAT (i.e. 
Debtors Ledger and SOP). The changes for supplies subject to reverse charge VAT (i.e. 
Creditors Ledger and POP) have already been implemented and were released in service pack 
ZP60_000411_000.  

A short summary of the documentation from the H.M.R.C. website (correct as per August 
2019) is included below. 

Full details can  be found at https://www.gov.uk/guidance/vat-domestic-reverse-charge-for-building-and-

construction-services  

The domestic reverse charge (referred to as the reverse charge) is a major change to the way 
VAT is collected in the building and construction industry. It comes into effect on 1 October 
2020 and means the customer receiving the service will have to pay the VAT due to HMRC 
instead of paying the supplier. It will only apply to individuals or businesses registered for 
VAT in the UK (although it will not apply to consumers).This will affect you if you supply or 
receive specified services that are reported under the Construction Industry Scheme (CIS). 

The reverse charge means the customer receiving the specified service has to pay the VAT 
to HMRC instead of the supplier. In turn the customer can recover the VAT, subject to 
the normal rules for VAT recovery. 

The reverse charge does not apply if the service is zero rated for VAT or if the customer is 
not registered for VAT in the UK. 

 

If any of the services in a supply are subject to the reverse charge, all other services (even 
if that service would be excluded if it were being supplied as a single service) will also be 
subject to it. 

 

If there is doubt whether a type of works falls within the definition of a specified service, as 
long as the recipient is VAT registered and the payments are subject to CIS, the reverse 
charge should apply. 

The reverse charge does not apply to consumers or final customers of building and 
construction services. 

 

 

 

 

https://www.gov.uk/guidance/vat-domestic-reverse-charge-for-building-and-construction-services
https://www.gov.uk/guidance/vat-domestic-reverse-charge-for-building-and-construction-services
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Completing your VAT Return, VAT on Sales. 

For sales under the domestic reverse charge suppliers must not enter any output tax on sales 
to which the domestic reverse charge applies in box 1 of the VAT Return. The net value of 
the sale must be entered in box 6. 

VAT documents – Invoices 

When supplying a service subject to the domestic reverse charge, suppliers must: 

 show all the information required on a VAT invoice 

 make a note on the invoice to make it clear that the domestic reverse charge applies 
and that the customer is required to account for the VAT 

 clearly state how much VAT is due under the reverse charge, or the rate of VAT if the 
VAT amount cannot be shown, but that VAT should not be included in the amount 
charged to the customer 

If you use software to produce your invoices, and your system cannot show the amount of 
VAT to be accounted for under the reverse charge, then the wording should state that VAT 
is to be accounted for by your customer at the standard or reduced rate of VAT, based on 
the VAT-exclusive selling price for the reverse charge goods or services. But your customer 
must be able to identify the reverse charge goods or services, and a legend such as ‘customer 
to account to HMRC for the reverse charge output tax on the VAT-exclusive price of items 
marked reverse charge’ should be shown on the invoice.  Under the VAT Regulations 1995 
invoices for services subject to the reverse charge where the customer is liable for the VAT 
must include the reference ‘reverse charge’. Here are some examples of wording that meet 
the legal requirement: 

 reverse charge: VAT Act 1994 Section 55A applies 

 reverse charge: S55A VATA 94 applies 

 reverse charge: Customer to pay the VAT to HMRC 

The changes that have been made include: 

 Two new tax classes are operated for domestic reverse (output) tax on sales. Reverse 
charge transactions have two tax analysis records one for the output tax (analysed to 
tax class ‘RS’) and one to reverse the output tax (which is created when the 
transaction is posted and is analysed to tax class ‘RT’). 

 A new customer setting (labelled ‘Domestic reverse charge VAT rules apply’) has been 
added. When set, Debtors Ledger transaction entry (Invoices/Credit Notes) and SOP 
Order Entry/Transaction Desktop will by default ensure that transaction dated on or 
after 01/10/2020 follow the domestic reverse charge rules whilst providing the ability 
to treat individual transactions using the standard VAT rules. The domestic reverse 
charge rules are not compatible with transactions where the analysis is by batch. 

 Debtors Ledger auto-transfer has been updated so that transactions can be included 
for which the new reverse charge tax class (‘RS’) are to be applied.  
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 For transactions where the reverse charge applies. The standard SOP invoice and credit 
note documents have been updated to omit the ‘Total VAT’ amount and to include the 
message ‘Reverse charge: VAT Act 1994 Section 55A applies. Customer to pay the VAT 
to HMRC’ (non PDF format documents show a shortened message).  
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DOCUMENTATION CHANGES 
 

Customer Maintenance – General Details Window 

 

 

Domestic reverse 
charge VAT rules 

apply? 

(Not available if the account type is ‘Quotation’ or ‘Consumer’ or if the tax 

(VAT) status is not normal). When this is set transactions (invoices/credit 

notes) are by default processed using the domestic reverse charge VAT 

rules. This setting is ignored if the customer is not registered for VAT in the 

UK (i.e. if they do not have a UK tax registration number).  

Note  The domestic reverse charge rules are not compatible with transactions 

where the analysis is by batch. 

Reverse charge transactions have two tax analysis records one for the output 

tax and one for the input tax (the latter is created when the transaction is 

posted). The output tax is analysed to tax class ‘RS’ and its reversal is 

analysed to tax class ‘RT’. 
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DL Transaction Entry – Domestic Reverse Charge Window 

 

 

 This window appears when you confirm your response to the transaction 

date prompt for an invoice or credit note and the domestic reverse charge 

rules apply to the customer.  

Purpose This window enables you to identify the transaction as being subject to the 

domestic reverse charge tax rules.  

The prompt is: 

Domestic reverse 
charge VAT rules 

apply? 

If set when the invoice/credit note is produced the domestic reverse charge 

VAT rules (VAT Act 1994 Section 55A) are applied and it is the 

responsibility of the customer to pay the VAT to HMRC. The tax amount 

is shown and recorded as zero but the tax amount to be paid to HMRC by 

the customer can be seen in the tax analysis window. 

Note Reverse charge transactions have two tax analysis records one for the 

output tax and one to reverse it (the latter is created when the transaction is 

posted). The output tax is analysed to tax class ‘RS’ and its reversal is 

analysed to tax class ‘RT’. 

In addition, reverse charge tax codes cannot be used if the tax analysis is 

by batch. 
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SOP Transaction Desktop – Header Details Window 

 

 

Domestic reverse 
charge VAT rules 

apply? 

(Only if the domestic reverse charge VAT rules apply to the customer. 

Cannot be changed once any goods have been invoiced). If set when the 

invoice/credit note is produced the domestic reverse charge VAT rules 

(VAT Act 1994 Section 55A) are applied and it is the responsibility of the 

customer to pay the VAT to HMRC.  

Note  When the domestic reverse charge rules are applied the invoice/credit note 

omits the ‘Total VAT’ amount and includes the message ‘Reverse charge: 

VAT Act 1994 Section 55A applies. Customer to pay the VAT to HMRC’ 

(non PDF format documents may show a shortened message). 
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SOP Order Entry – Header Details Window 

 

 

Domestic reverse 
charge VAT rules 

apply? 

(Only if the domestic reverse charge VAT rules apply to the customer. 

Cannot be changed once any goods have been invoiced). If set when the 

invoice/credit note is produced the domestic reverse charge VAT rules 

(VAT Act 1994 Section 55A) are applied and it is the responsibility of the 

customer to pay the VAT to HMRC.  

Note  When the domestic reverse charge rules are applied the invoice/credit note 

omits the ‘Total VAT’ amount and includes the message ‘Reverse charge: 

VAT Act 1994 Section 55A applies. Customer to pay the VAT to 

HMRC’(non PDF format documents may show a shortened message). 
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VAT Reconciliation Report Window 

 

 This window appears when you select VAT Reconciliation Report from the 

Financial Reports menu 

Purpose This window enables you to enter the selection criteria for the report. The 

report contains up to 11 sections each beginning on a new page which list:- 

1. Sales (Domestic/Overseas), Tax Classes NS, AN, AV. 

2. Sales (to the EC), Tax Classes ES, CN, CV. 

3. EC Acquisitions, Tax Classes EA, EV. 

4. Purchases (Domestic/Overseas), Tax Classes NP, BN, BV. 

5. Purchases (from the EC), Tax Classes EP, DN, DV. 

6. Discount Adjustment on Sales, Tax Class OD.  

7. Discount Adjustment on Purchases, Tax Class ID. 

8. Digital Services, Tax Class DS. 

9. Domestic reverse charge supplies, Tax Classes RA, RD. 

10. Reverse charge supplies, Tax Classes RP, RC.  

11. Domestic reverse charge sales, Tax classes RS, RT.  

If any of the sections in the detailed format have no entries, the section is 

omitted completely from the report. 

 


