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CHANGES TO VAT REVERSE CHARGE RULES

DO YOU BUY OR SELL SMALL ELECTRONIC EQUIPMENT?
HM Revenue and Customs are currently implementing changes to the VAT accounting rules (“reverse charge”) for businesses trading in mobile telephones, computer chips and certain other goods. 

Below is a summary of the changes that are going to take affect and the new reporting requirements:

Who the new rules affect
The new rules will affect all businesses buying and selling any of the following goods:

· Mobile telephones

· Computer chips, microprocessors, central processing units

· Electronic storage medium which may be used in, or in connection with, computers or any devices in this list. 

· Electronic devices used for the storage, processing or recording of electronic data as follows:

Handheld devices for recording or playing of sound and or images

Handheld computers

Handheld communication devices other than mobile telephones

Positional determination devices for GPS system

Games consoles with screen, or of a kind used with a television or computer. 

Background to the rule changes

The new rules are being put in to place to counteract the ‘missing intra-community (MTIC) fraud, which is also widely known as ‘carousel fraud’. 

Carousel fraud is largely perpetrated using goods such as mobile phones and computer chips and other electronic goods.  It involves goods being imported VAT free from other EU member states being sold on through contrived business to business transaction chains in the UK, and being subsequently exported.  

The tax loss occurs when the VAT charged on the initial sale of the goods in the UK is not paid over to HM Revenue and Customs (HMRC) because the seller disappears.  The purchaser can still reclaim the VAT (previous legislation introduced by the Revenue to deny a claim for the purchaser was held to be illegal by the European Courts) , so the loss crystallises when the trader who exports the goods from the UK makes a repayment claim.

By implementing a reverse charge accounting system on these goods the customer effectively acts as both the supplier and the recipient and therefore as the seller no longer has to account for VAT to HMRC the opportunity to steal the VAT in business to business transactions within the UK is effectively removed. 

When will the reverse charge apply?

There is currently a reverse charge system within the VAT legislation but this only applies where a UK business receives certain types of services from abroad, historically it has never applied to transactions between two UK businesses.

The new reverse charge will only apply to sales within the UK, where specified goods are purchased by a VAT registered business, for business purposes.  Sales to non-business customers are unaffected by the change, and normal VAT rules continue to apply.  

How will the reverse charge work? 

Under the reverse charge procedure, the purchaser of the goods, rather than the seller will be liable to account for the VAT on the sale.  The supplier will not charge VAT, but will have to specify on the invoice, that the reverse charge applies and providing that the purchaser has correctly accounted for the VAT under the reverse charge procedure they will be entitled to the input tax recovery, subject to normal VAT rules. 

Effectively, the reverse charge is an accounting procedure for certain specified goods and services whereby the customer acts as both the supplier and the customer.  It puts the purchaser (the customer), in the same position as they would be in had they received the supply from a UK supplier, rather than from a non UK supplier. 

As the purchaser the mechanisms of the reverse charge are as follows:

· Add to the VAT account the amount of output tax, calculated on the full value of the supply you have received.  Post to Box 1 of the VAT return, and at the same time:

· Increase the amount of input tax to which you are entitled to box 4. 

· Enter the full value of the supply in boxes 6 and 7 of the VAT returns. 

The reverse charge rules do not apply to exempt services, however, if you receive zero rated services, there is no output tax due, and no input tax to recover, but boxes 6 and 7 on the VAT returns should be completed. 

Will it apply to all transactions in these goods? 
In order to minimise the impact of VAT registered customers on retailers, there will be a de-minimus limit of £1,000 exclusive of VAT, below which the reverse charge will not apply.   

Normal VAT accounting rules will apply to transactions below this limit. 

Reporting requirements

In order to enable HMRC to ensure that the reverse charge mechanism does not lead to any new revenue losses, there will be a requirement for suppliers to submit a reverse charge sales list to HMRC (similar to the EC sales lists) listing customer and transaction details where the reverse charge has been applied.  

Timetable for implementation

The Government initially expected to implement the new reverse charge rules on 1st December 2006, however, it was recently confirmed that due to ongoing EU discussions the implementation would not be on the 1st December 2006.  Reverse charge accounting will still be introduced in order to counteract carousel fraud, but the Government is also mindful that businesses will need time to prepare for its introduction. 

HMRC have confirmed that they will give businesses approximately eight weeks notice of its prospective implementation and will provide further guidance as soon as possible. 

One of the reasons for the notice period is to enable software house to amend their accounting products to deal with the new reverse charge.  Companies with custom built systems may need to contact their suppliers to arrange for suitable changes to be made.

Summary

The purchase and sale of certain specified electronic and telephone goods will fall under the new reverse charge rules which are to be become legislation in the near future. 

Implementation of this policy may involve changes to software, and training of certain staff members as to how to account correctly for the VAT on the items that fall within the new rules and therefore guidance from taylorcocks may be required.  Please contact either Paul Taylor, Allison Walker or Rachel Westcott for further information. 
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