
              ‘Reverse Charge VAT’ work?

Creating a Xero invoice correctly
as a Sub-Contractor...

DRC is a mechanism HMRC uses to prevent VAT
from needlessly moving back and forth between

companies in the construction industry.Normally -  when you send an invoice, you add VAT and collect that amount from
your customer. Later, you pay the VAT to HMRC on your quarterly VAT return.

Under DRC - you do not collect any VAT from the contractor who has engaged
you. Instead, you receive that amount in relief on your own VAT bill, while the
contractor cannot claim VAT relief because no VAT has been paid in the
transaction.

Domestic Reverse Charge VAT (DRC) can be tricky, as its application depends on the invoice details.

Different rules apply depending on if your invoice is for materials or labour on their own, or if your invoice is a materials / labour mix

What is Domestic Reverse Charge VAT (DRC)?

Even if you don’t collect VAT under DRC, you must
still include a special note on your invoice stating

the reverse charge applies.

On an invoice containing only materials - DRC does not apply on the materials.
Enter the price of the materials including VAT into box 3 & select the regular tax
rate in box 4 - likely ‘20% (VAT on Income)’.

Mixed invoice with materials and labour - DRC does apply on the materials.
Enter the price excluding VAT into box 3 and select the ‘Domestic Reverse
Charge @ 20% rate. The tax amount should show as zero in box 5.

CIS never applies to materials - Even if
your invoice is for materials on their own,
or for materials as part of a mixed invoice.

Always use your regular sales account in
box 2 for a ‘materials’ item.
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To Begin:  Set amounts as Tax Inclusive in Box 1. Then Consider:  Is your invoice ‘mixed’ or standalone materials or labour?

On either an invoice with only labour, or a mixed invoice  - DRC always
applies on the labour. - Enter the price of the labour excluding VAT into
box 6 & select the ‘Domestic Reverse Charge @ 20%’ rate in box 8. The
tax amount should show as zero. 
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CIS always applies to labour - Even if your invoice is for
labour on its own, or for labour as part of a mixed invoice.

Always use your CIS ‘Labour Income’ account in box 7 for
any ‘labour’ items.
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HOWDOES

Materials:

Labour:

CIS for materials DRC VAT for materialsBox

Box

A subcontractor’s invoice must show that the
Domestic Reverse Charge (DRC) VAT applies

because it tells HMRC that the VAT liability has
been shifted to the contractor.

DRC VAT for labourCIS VAT for labour

If your Xero doesn’t have DRC
or CIS options, let us know and

we’ll enable them for you.



Domestic Reverse Charge VAT
Working Invoice Examples

Domestic Reverse Charge VAT (DRC) does not apply on materials when the invoice contains only materials.  Enter the price
including VAT and select standard 20% vat rate for the Tax rate (unless working on a barn project where 5% VAT rates apply).
CIS never applies to materials - use your usual sales account.

When invoicing for only materials:

Domestic Reverse Charge VAT (DRC) does apply on labour when the invoice contains only labour.  Enter the price excluding VAT
and select ‘Domestic Reverse Charge @ 20%’ Tax rate (unless working on a barn project where a DRC 5% VAT rate applies).
CIS always applies to labour - select the ‘CIS Labour income’ account

When invoicing for only labour:
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Domestic Reverse Charge VAT (DRC) does apply on labour on a mixed invoice.  Enter the price excluding VAT and select
‘Domestic Reverse Charge @ 20%’ Tax rate (unless working on a barn project where a DRC 5% VAT rate applies).

CIS always applies to labour - select the ‘CIS Labour income’ account

When building a mixed invoice for materials & labour:

Labour

Materials

Domestic Reverse Charge VAT (DRC) does apply on materials on a mixed invoice.  Enter the price excluding VAT and
select ‘Domestic Reverse Charge @ 20%’ Tax rate (unless working on a barn project where a DRC 5% VAT rate applies).

CIS never applies to labour - use your usual sales account.


