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Are you…..

• A subcontractor?

• A main contractor?

• Both a main contractor and a subcontractor?
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• You can no longer make a non MTD 
submission through your software.

• You need to ensure you are registered 
with HMRC for MTD and then activate 
your software.

• If you attempt to submit without 
activating, the program will not allow 
you to submit via your software

• If you are not yet registered for MTD 
with HMRC you can still submit 
manually however it will become 
mandatory from April 2022.

Reverse charge will apply notional VAT on the 

VAT return for supplier invoices

Notional VAT affects both sales and purchase 

boxes, therefore no Overall VAT is due

Notional VAT allows HMRC to analyse the 
amount of VAT had normal VAT rules applied

Our products has features to account for this 
notional VAT automatically



© 2022 The Sage Group plc, or its licensors. All rights reserved.

DRC on Supplier invoices

Page 7



© 2022 The Sage Group plc, or its licensors. All rights reserved.© 2022The Sage Group plc, or its licensors. All rights reserved.

Incoming Supplier invoice where DRC 
applies.
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INVOICE

Description Net VAT

Labour £55 £0

Materials £55 £0

BUILDING SERVICES

SUBBIE & SONS

Total £110 £0

Reverse Charge

Customer to pay output tax of £22 to HMRC

The subcontractor / 

supplier has invoiced us 

for work they have 

completed for us

They have indicated that 

the supplies are subject 

to reverse charge
The Notional VAT has 

been calculated but not 

added to the total of the 

invoice
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• T21 is used for Domestic Reverse Charge at 20%
• T26 is used for Domestic Reverse Charge at 5%

• If these codes have been previously used then the next available codes will be used
• Using these codes will result in no VAT being picked up in the VAT column  the Notional 

VAT will be picked up at the point of VAT return Calculation.
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Impact on the VAT return.
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• Using DRC on a supplier invoice applies 

notional VAT

• The VAT value of the invoice impacts both 

boxes 1 and 4.

• These cancel one another out meaning no 

overall impact on the amount owed to or 

from HMRC

• This serves the purpose of reporting to 

HMRC what would have been owed under 

normal circumstances.

• The NET element impacts box 7 as 

normal
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Q1. Does the supply fall within the 

scope of CIS?

Q2. Is the supply Standard Rated 

or Reduced Rated?

Q3. Is your customer VAT 

Registered?

Q4. Is your customer registered for 

CIS?

Q5. Has your customer provided 

confirmation that it is an end-user?

Domestic Reverse Charge 

applies

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

YES

YES

YES

YES

NO

NO

NO

NO

NO

YES

The customer you are invoicing for your 
services is:

• VAT Registered
• Not the end-users in the supply chain
• Receiving services subject to the 

Construction industry scheme
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Processing a DRC 
customer invoice.
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• It is important to remember that the invoice 
must clearly state the transaction is subject 
to reverse charge

• Our standard layouts have been configured 
to automatically display reverse charge 
supply on invoices.

• It will also calculate the VAT without adding 
to the overall total of the invoice. 
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Processing a DRC 
customer invoice.
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• With Sales invoices We are passing the 
liability on to our customer therefore DRC 
invoices will not impact box 1 of the VAT 
return.

• For sales invoices and sales credits, using 
reverse charge will impact box 6 with the net 
amount only
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HMRC Flowcharts.

Page 17

Annex 1
Use this flowchart to see how you would decide whether to apply 

normal VAT rules or apply the Domestic Reverse Charge.

Do not use it for services supplied by employment businesses.

Annex 2
This flowchart is to help businesses receiving building and 

construction services check whether normal VAT rules or Domestic 

Reverse Charge.

Q1. Does the supply fall within the 

scope of CIS?

Q2. Is the supply Standard Rated 

or Reduced Rated?

Q3. Is your customer VAT 

Registered?

Q4. Is your customer registered for 

CIS?

Q5. Has your customer provided 

confirmation that it is an end-user?

Domestic Reverse Charge 

applies

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

YES

YES

YES

YES

NO

NO

NO

NO

NO

YES

Q1. Is the supply made by an 

employment business?

Q2. Is the supply received within 

the scope of CIS?

Q3. Is the supply Standard Rated 

or Reduced Rated?

Q4. I have confirmed with my 

supplier that I am an end-user?

Domestic Reverse Charge 

applies

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

NO

YES

YES

NO

YES

NO

NO

YES

https://www.gov.uk/guidance/vat-reverse-charge-technical-guide
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https://www.gov.uk/guidance/vat-reverse-charge-technical-guide

What if my invoice contains 

materials AND labour?

If materials are used as part of the 

supply of services then the reverse 

charge will apply. This is different to 

the CIS scheme where materials 

are specifically excluded from 

calculations.

There can be exceptions to this 

such as the 5% disregard so please 

check the HMRC guidance on this

https://www.gov.uk/guidance/vat-reverse-charge-technical-guide#employment-

businesses-supplying-construction-workers.gov.uk

What if I use VAT Cash 

Accounting or Flat Rate VAT?

Transactions subject to the reverse 

charge should be excluded from the 

cash accounting scheme and from 

the flat rate scheme. They will be 

treated under standard rules.

Users of the Flat Rate Scheme will 

have to consider if it’s still beneficial 

to them bearing in mind that under 

the scheme they cannot recover 

VAT incurred on purchases of 

materials, overheads and so on.

What if my project spans the 

1st of March?

For invoices issued for supplies that 

span the 1st March 2021, the tax 

point needs to be considered

• If the tax point falls before 1st

March 2021 then normal VAT 

rules apply

• If the tax point falls after 1st

March 2021 then Domestic 

Reverse Charge rules will apply

• To understand the tax point rules 

see here

https://www.gov.uk/vat-record-

keeping/time-of-supply-or-tax-point

/guidance/vat-reverse-charge-technical-guide#services-with-

reverse-charge-and-normal-vat-charging

https://www.gov.uk/guidance/claim-for-wage-costs-through-the-coronavirus-job-retention-scheme
https://www.gov.uk/vat-record-keeping/time-of-supply-or-tax-point
https://www.gov.uk/guidance/claim-for-wage-costs-through-the-coronavirus-job-retention-scheme
https://www.gov.uk/vat-record-keeping/time-of-supply-or-tax-point
https://www.gov.uk/guidance/claim-for-wage-costs-through-the-coronavirus-job-retention-scheme
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HMRC Flowcharts.
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https://www.gov.uk/guidance/vat-reverse-charge-technical-guide

Do I need to use the CIS 

module for Domestic Reverse 

charge?

No, you do not need to be using the 

Sage 50 CIS module to be able to 

process Domestic reverse charge. 

Continue to process as you are now 

but use the new tax codes where 

Domestic reverse charge applies

https://gb-kb.sage.com/portal/app/portlets/results/viewsolution.jsp?solutionid=200427112542346vat-reverse-

charge-technical-guide#services-with-reverse-charge-and-normal-vat-charging

What Nominal codes do I use 

for Domestic Reverse 

charge?

You do not need to change the 

nominal codes you currently use, 

the Domestic Reverse charge relies 

on the New DRC tax codes to be 

recorded correctly.

Does Domestic Reverse 

charge apply if I use and 

agency?

‘Employment businesses supplying 

Construction workers re, for VAT 

purposes, treated as supplying staff 

rather than building and 

constructions staff.

Supplies by employment 

businesses are not subject to the 

reverse charge, eve if those 

supplies are within the scope of 

CIS’

https://www.gov.uk/guidance/claim-for-wage-costs-through-the-coronavirus-job-retention-scheme
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Summary.
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• Use the HMRC flowcharts to Establish where DRC 
applies

• Where a transaction is subject to DRC T21 can be 
used for standard rated items and T26 for reduced 
rate items.

• If Domestic reverse charge is applied to an invoice 
for labour any goods attached must also be treated  
under domestic reverse charge unless they fall into 
the 5% rule.

• If you think a supplier has invoiced incorrectly you 
need to reject the invoice and ask for it to be 
reissued correctly.

• You do not need to be using the CIS module for 
Domestic reverse charge.

Useful links

•Construction Industry Scheme (CIS) 
Reverse Charge (sage.com)

Show the Domestic Reverse Charge 
wording on invoices and credit notes 
(sage.com)

CIS Reverse Charge - Common questions 
(sage.com)

CIS Domestic Reverse Charge VAT - Free 
live webinar (sage.com)

https://gb-kb.sage.com/portal/app/portlets/results/viewsolution.jsp?solutionid=200427112546520
https://gb-kb.sage.com/portal/app/portlets/results/viewsolution.jsp?solutionid=210113165719237&hypermediatext=null
https://gb-kb.sage.com/portal/app/portlets/results/viewsolution.jsp?solutionid=200427112542346&page=1&position=3&q=domestic%20reverse%20charge
https://gb-kb.sage.com/portal/app/portlets/results/viewsolution.jsp?solutionid=210125105146770&page=1&position=4&q=domestic%20reverse%20charge%20webinars
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Upcoming Webinars.
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Credit control part 1  - Aged reports
Thurs Sep 1 2pm

How can the credit control features help you to get paid on time.

.

VAT Return

Projects - Part 2

Invoicing

Report Designer

Edit your invoice layout

Recurring items

Tips and Tricks in

Sage 50cloud Accounts

Upcoming Key Topics

Festive messaging
Thurs Dec 1 2pm

Create a festive message, add new ranges or inform customer of price changes using the letters 
feature.
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What is Sage 
Membership ?

Great internal 
training module 
covering 
everything you 
need to know.

Shout out to …

▪ Kayleigh’s Team

It takes more than software and solutions to make a business work. 

That’s why we created Sage Membership, so you can grow and learn, from a community of real business experts. 

Sage University – Sageu.com 

Sage City – Sagecity.com

Sage Masterclass
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Member Masterclass

Built exclusively for Sage members and available to 

everyone for a limited time only.

Your greatest asset is your people. So, how do you find and 

keep the best? 

Whether you’re a one-person business or already lead a 

team, a great hire is game-changing. 

In the very first season of Member Masterclass, you’ll 

discover: 

• How to create a world-class onboarding experience. 

• How to develop and nurture your talent. 

• How to retain the talent you have. 

Visit sage.com/uk/masterclass now and learn from visionary 

leaders on how to hire and retain top talent. 

Season 1: Finding and keeping great people

And 
more…

http://www.sage.com/uk/masterclass
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Thank you!


