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Deduction of VAT on construction services
Tax Alert

Dear Readers,

The correct determination of the inception of the right to deduct VAT on the services covered by the
reverse charge upon receipt of an outstanding invoice from a subcontractor, is an important issue in
the construction industry. The mechanism of reverse charge of VAT for services listed in Annex 14 to
the VAT Act raises further doubts of taxpayers. This time, the issue concerns the determination of the
inception of the right to deduct VAT for the General Contractor when he has received an invoice from
a subcontractor with a delay of more than three months. It should be considered whether this right
arises on general principles, i.e. not earlier than upon receipt of an invoice from a subcontractor,
or at the time the tax obligation arises.

Let me remind you that from 1 January 2017, a new provision of Article 17 Section 1h of the VAT Act has been
in force, according to which the reverse charge rules apply to construction services listed in Annex 14 to the
Act if the service provider is providing those services as a subcontractor. Therefore, the General Contractor's
obligation is to settle the tax due and accrued if he has received an invoice without VAT from a subcontractor.
The issue is when the General Contractor should specify the inception of the right to make the deduction if
a subcontractor provides the invoice several months after the completion of the service.

In such a situation, we should refer to Article 86 Section 10 of the VAT Act, according to which the right to
deduct tax accrued, with respect to the goods and services acquired or imported by the taxpayer, arises in the
settlement for the period in which the tax liability has arisen. However, according to Article 86 Section 10b Item
3 of the VAT Act, the right to deduct tax accrued arises provided that the taxpayer takes into account the
amount of tax payable in respect of these transactions in the income statement in which the taxpayer is obliged
to settle the tax, not later than 3 months after the end of the month in which tax liability related to the goods or
services acquired arose. This standard does not mention at all the time of the invoice receipt, and thus, in our
opinion, the right to deduct arises at the moment of the service performance. As a consequence, the General
Contractor will have only three months to obtain and include in the statement the invoice from a subcontractor
to make the transaction settled as VAT tax neutral. In case of exceeding the said period, the taxpayer will have
to account for the VAT due at the time the tax liability has arisen, and accrued at a later date.

For example: A General Contractor receiving an invoice two months after performing the service will be able to
account for VAT due and accrued by making a correction to the statement. In such case, the transaction will be
tax neutral. In case the invoice is received in the fourth month or later, the General Contractor shall settle the
VAT due in the month in which the tax obligation has arisen (with interest on arrears), and shall settle the VAT
accrued at a later date (in the month of the invoice receipt).
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In the end, we would like to point out to the problem of defining the moment of performing a service in the
construction industry. The decisions of administrative courts indicate that the date of signing the handover
report is not equivalent to the date of the service implementation.

RSM Poland is a member of RSM, the world’s 6th largest network of independent advisory and
auditing companies, with over 800 offices in more than 120 countries, employing over 41,000
professionals worldwide.

RSM Poland has been operating on the Polish market since 1991. Throughout this time we have
gained vast knowledge and experience. We take pride in the unique team of professionals, counting
among the best, that we were able to form.

Our company is shaped by our clients, whose requirements always take priority. That is why we offer
comprehensive services tailored to meet individual needs. It is our clients who decide about the
range of available services, while we give them opportunity for development and growth at every
stage of their business.

Years of experience show that our approach is the key to mutual success.
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Should you wish to discuss the above mentioned amendments in detail, feel free to contact us:

Przemystaw POWIERZA

Tax Partner

Tax advisor (11204)

E: przemyslaw.powierza@rsmpoland.pl
M: + 48 600 335 610
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Droga Debinska 3b
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Please note that the presented text should not be understood as legal advice, as each individual case requires a separate, thorough
analysis. Henceforth, RSM Poland Spétka Doradztwa Podatkowego S.A. and RSM Poland Audyt S.A. assume no liability in connection
with use of information, advice and suggestions included in this publication.
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