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Section 1 – Purpose of the Guide
1.10
Introduction
The Guide is intended to be used as an aid to managers and staff engaged in the processing of debtors and creditors invoices and cash receipts and payments. 

Its primary aim is the elimination of VAT errors. It is not intended to be an accounting manual or a definitive statement of VAT law. 

It is not suggested that you attempt to read it from cover to cover but rather that you should refer to those parts that are relevant to you or your department. Reference to departmental issues is made in Appendix A - Departmental Issues - Education and Appendix B - Departmental Issues – Other Departments. 

It is clearly impossible within these Appendices to draw your attention to all issues which may concern you and you should therefore, look carefully at the Contents Page to see what is included and read the rest of this Section and Section 2 – The Role of HM Revenue & Customs so that you have a broad overview of VAT and its importance to your work and to the Council. 

1.20
Contacts and Training
At a national level VAT is under the care and management of the Commissioners of HM Revenue and Customs. Day to day operation of VAT is in the hands of the Civil Service Officers who are members of the Revenue and Customs Department. 

The Council VAT returns are made centrally by staff within the Council’s Customer and Shared Services Directorate but the VAT accounts and returns can only be as accurate as the prime information which you provide.

 Council Contacts
It is hoped that this guide will resolve most day to day queries but there will be times when you need to seek advice from the Vat Team, who will be based at Technology House, Contact details are as follows:-
Parmjit Teji Senior Financial Advisor - Treasury Management: - Telephone 0300 300 4081 
            Connie Bentley Financial Advisor – Vat Telephone 0300 300 4554
Emma Burton  Senior Financial Manager - Strategy. Telephone 0300 300
            4803
If Parmjit or Connie are not available when you telephone, someone else will take a message so that your call can be returned.


VAT Training
Courses can be arranged to advise on general or specific VAT topics. You are urged to take advantage of any offer and to suggest any you think may be useful. Applications should be made to Parmjit Teji, Senior Financial Advisor Treasury , (telephone 03003004081) in Financial Strategy. 


HM Revenue and Customs contacts

VAT leaflets can be obtained at no charge from your local VAT office or from 
the Tax Officer. 

Please note that specific requests for advice should always be made to the          Senior Financial Advisor -Treasury and she will seek rulings from HM Revenue and Customs as necessary. 


No direct contact with the HMRC should be made other than to obtain 
leaflets.  All leaflets should be obtained using the National Advice Service 
number: 0845 010 9000

1.30
What is VAT?

Value Added Tax is a tax on expenditure which is collected on business transactions. Most business transactions involve supplies of goods or services. 

When you sell goods (‘making a supply of goods’) or provide goods or services to someone else for which you are paid (‘making a supply of services’) then you are normally making taxable supplies. Taxable supplies are those supplies made in the course of business. Supplies which are not made in the course of business are outside the scope of VAT. There are some supplies made in the course of business which have been specifically exempted from liability for VAT. Please refer to para 4.30
Exempt supplies for further details.
If you make taxable supplies (known as taxable turnover) in the course of business in excess of a prescribed limit (currently £70,000 a year) you must be registered for VAT and you thereby become a taxable person. 

Your taxable turnover for VAT purposes is the value of your supplies (sales and services to other people/organisation) that would, if you were VAT registered, be either standard rated or zero rated. 

1.40
Registering for VAT

It is the Person who is registered for VAT and each registration covers all the business activities of the registered person. The person to be registered could be, for example, a sole proprietor, a partnership, a limited company, a club, a school, an association or a charity. 

The basic UK VAT law is contained in the Value Added Tax Act 1994. There are many detailed rules in Statutory Instruments and in the numerous European Community Directives. Copies of the Act and of Statutory Instruments are available from OPSI but you are advised not to seek to acquire these technical and voluminous documents and to resolve any queries through the Tax Officer. 

1.50
VAT and Local Authorities
Local Authorities are in a special position in that certain supplies are made because of a legal obligation – full time primary and secondary education for example; these supplies are regarded as being ‘non-business’ where the authority has a statutory monopoly or there is no significant distortion of competition. Other supplies which are comparable to, or in competition with, supplies of a similar nature to those in the private sector such as catering are ‘business’ supplies and are subject to the same rules as other VAT registered persons. 

The term ‘Local Authority’ includes Unitary Councils, County Councils,  District Councils, London Boroughs, Parishes and groups of Parishes together with any joint committee or board established by any two or more of them. Also included are Police Authorities, Port Health Authorities and New Town Development Corporations. 

It is not always obvious which supplies are considered to be non-business. VAT Tribunals have held that some activities are considered to be business activities even though they were heavily subsidised by the local Council. Accordingly, an activity may be considered to be a business one even though it is not run for profit. Again, it is very important if you are in any doubt about VAT treatment that you ask the Tax Officer. 
1.60
How VAT works
VAT which is paid by the Council and relates to taxable supplies is called ‘INPUT tax’ and is subsequently reclaimed from HM Revenue and Customs. 

VAT which is charged by the Council on goods sold or services provided to its customers is called ‘OUTPUT tax’ and is subsequently paid to HM Revenue and Customs. 

At the end of each accounting period the excess of ‘input tax’ over ‘output tax’ is reclaimed by the Council from HM Revenue and Customs. There is always a reclaim to be made because of the special position of local authorities explained in 1.50
VAT and Local Authorities i.e. most of the supplies made by the Council are considered non-business. The figures are compiled from the information which is input to the Council’s payments and income systems. It follows, therefore, that this information must be accurate to enable the Council to recover the money to which it is entitled. 

Section 2 – The Role of HM Revenue & Customs 
2.10
Visits and Inspections
Control Visits
HM Revenue and Customs carry out visits to VAT registered bodies, known as Control Visits, in order to ensure VAT is being properly accounted for. 


Visits to the Council are not confined to Technology House and there may be 
occasions when visits to establishments are arranged. In that event, HM 
Revenue and Customs will book an appointment with you via the Council’s 
Tax Officer who will confirm the appointment with you and try to give you an 
estimate of how long the visit is expected to take. When HM Revenue and 
Customs arrive they will identify themselves by name and identity card. The 
Council’s Senior Finance Manager - Strategy and Tax Officer will be available                  
             to attend If you so wish.

With the decentralisation of payments processing and the operation of 
local bank accounts HM Revenue and Customs are likely to carry out 
routine checks by spending more time visiting schools and other 
establishments as the decisions affecting VAT returns and information 
relating to them are increasingly likely to be held at a local level. 


You should be aware, therefore, that your records may be subject to 
scrutiny by HM Revenue and Customs as well as by Internal and External 
Audit. 


Provision of Information
During visits the HM Revenue and Customs Officer has the legal power to require taxable persons to produce documents or furnish information. You should not respond to a question with an ‘off the cuff’ estimate or answer and you should take care that the information given cannot be construed or given in such way as to compromise the Council. 


This is a difficult area and therefore if you are unsure about how (or whether) to answer a question you should refer the HM Revenue and Customs Officer to the Council’s Tax Officer (1.20
Contacts and Training). Similarly any documents requested which you think may be relevant to VAT should be cleared with the Council’s Tax Officer before they are released. 


You will probably be able to supply most of the documents and information 
required by the HM Revenue and Customs Officer during the visit but if you 
can not you will always be allowed a reasonable time to provide it, so there is 
no reason why you should feel under pressure to give an immediate 
response. 

Recommended approach to visits

If you are visited by HM Revenue and Customs you are recommended to: 

· Show Customs that you take your VAT responsibilities seriously

· Be prepared to show the Officers around the premises

· Make appropriate notes of matters arising

At the earliest opportunity confirm to the Council’s Tax Officer that the visit has taken place and forward any comments you may have.  HM Revenue and Customs will also be asked to report back to the Council’s Tax Officer after the visit. 

2.20
Assessments and Penalties
Assessments
Officers of HM Revenue and Customs are empowered to issue assessments of tax where they believe VAT has been misdeclared. An assessment of tax is a notification in writing of the estimated amount of the tax due as a result of a misdeclaration and may include interest if appropriate. 


An assessment would normally arise either:



Where input tax has been over claimed, perhaps by claiming VAT 


where it has not been charged or by claiming VAT without 
the 


evidence of a tax invoice


or:



where output tax has been under declared e.g. If VAT has not 


been charged when it should have been, or VAT has been 
charged,   

but the relevant forms have not been completed or the information has 

not been passed to the Tax Officer for declaration on the VAT return. 


Penalties
A new penalty regime was introduced by HMRC on the 1st April 2009. This means that Individuals, Business Owners and L/A’S can now face penalties of up to 100% for underpayment of tax, this includes Vat. We would urge colleagues to report any errors found immediately to the Financial Advisor – Vat.
More detailed information about penalties can be obtained from the Finacial Advisor - Vat. 


Voluntary Disclosures
Penalties may be avoided if errors, omissions or misdeclarations are discovered and notified to HM Revenue and Customs – Via the Council’s Financial Advisor - Vat before they start their investigation into a particular subject or department. Notifications of this kind are known as Voluntary Disclosures and, although not subject to penalty, will normally incur interest in the same way as assessments. It is suggested, however, that where errors etc are discovered a voluntary disclosure is the proper course of action as it demonstrates a professional and responsible approach to our VAT obligations and builds credibility into our systems and the way which we operate them. 
Close adherence to the guidelines in this publication should avoid the risk of penalties falling on locally managed budgets. (Although, any interest incurred on voluntary disclosures will be charged to the responsible profit centre.)
VAT Errors
All VAT errors must be advised to the Council’s Financial Advisor - Vat as soon as possible after their discovery. All adjustments to the VAT Accounts must be made centrally by that Officer unless otherwise authorised. Failure to do this may result in an assessment for misdeclaration of tax and/or a penalty for breach of VAT regulation. 

Appeals
There are provisions for appeals to be made against HM Revenue and Customs assessments. A significant proportion of appeals result in assessments being reduced or withdrawn if a good case is submitted. Any grounds for appeal should therefore be advised to the Financial Advisor - Vat who will take appropriate action. 

Section 3 – Working with VAT

3.10
Types of VAT Invoices
Whenever standard rated goods or services are supplied by a VAT registered person a tax invoice, modified tax invoice or, for supplies of £250 or less, a ‘less detailed’ tax invoice must be issued. 

In practice this means that in respect of standard rated supplies, if you are dealing with the payment of creditors who are VAT registered, you should always receive a tax invoice, a modified tax invoice or a ‘less detailed; tax invoice and if you are involved with the issue of invoices you should always issue one or other of these invoices as appropriate. 

Tax Invoice
A tax invoice must contain the following information: 

· An identifying number

· The supplier’s name, address and VAT number

· The time of supply (the date)

· The date of issue of the invoice

· The customer’s name and address

· The type of supply (e.g. sale, rental etc)

· A description of the goods or services showing quantity or extent (including VAT)

· The unit price of each supply

· The rate of VAT applicable to each individual supply

· Total charge (excluding VAT)

· Total VAT payable

· Details of discounts offered (if any)

Modified Tax Invoice


Provided the customer agrees you can issue an invoice which shows the VAT-inclusive values of each standard rated supply instead of the VAT-exclusive values. 

At the foot of the invoice it must show separately: 

· The total VAT-inclusive value of the standard rated supplies

· The total VAT payable on those supplies

· The total value, excluding VAT, of those supplies

· The total value of any zero-rated supplies included on the invoice

· The total value of any exempt supplies included on the invoice

In all other respects the invoice should show the details required for a full VAT invoice. 

‘Less Detailed’ Tax Invoice
A less detailed invoice (often known as a retailer’s invoice) may be issued where the total value of the supplies (including VAT) is £250 or less. A less detailed invoice must contain at least the following information: 

· The supplier’s name, address and VAT number

· The time of supply (the date)

· A description of the goods or services

· The rate of VAT applicable

· The total amount payable including VAT

Calculation of VAT

The amount of VAT included in a ‘less detailed’ tax invoice may be calculated by multiplying the charge including VAT by the VAT fraction. 

The VAT fraction is expressed as: 


Rate of tax

100 + rate of tax

In the case of the present standard rate this is: 

 
    20




 20


            1
100 + 20

=

120

=

6
As an example (using the current standard rate of 17.5%):



If the charge including VAT = £180.00


Then the amount of VAT = £180.00 x 1/6= £30.00
In this example, therefore, the charge excluding VAT is £150.00 (£180.00 - £30.00 you can, if you wish, check that you have the correct answer by now doing the following calculation i.e. £150.00+ (20% x £150) = £180.00
No Tax invoice required
Where total expenditure on the following items is less than £25 in any one instance, no tax invoice is required:

· Telephone calls from public or private telephones

· Purchases through coin-operated machines

· Car park charges (on street meters are not subject to VAT)

· Road and bridge tolls

In all other cases, even for expenditure below £25, a tax invoice or a less detailed tax invoice is required and must be obtained. 

Invalid Tax Invoices
Care should be taken when you see the following headers: 

· ‘Pro-Forma Invoice’

· ‘This is not a tax invoice’

· ‘Not an invoice for tax’

· ‘Statement’

· ‘Certificate for payment’

These are not tax invoices and no VAT may be reclaimed by the Authority on the strength of such documents; you should ensure that you obtain a proper tax invoice and inform the Council’s Tax Officer if this is not possible. 

3.20
Tax Points (Time of supply)

Tax must be declared in the accounting period (i.e. the calendar month) in which the tax point occurs at the rate of tax in force at that time.

This section is for information only:

There are two types of tax point:

(i) BASIC TAX POINT

The basic tax point for the supply of: 

Goods – is when they are sent to the customer or collected, or 
when they become generally available to the customer. 



Services – is the date on which the performance of the service is 


complete.

(ii) ACTUAL TAX POINT

This is the date when the invoice is issued or when the payment is received if this is before the basic tax point; or the date when the invoice is issued, if up to 2 months after the basic tax point. 


Continuous Supplies

If services are supplied on a continuous basis there is a tax point every time a 
tax invoice is issued or payment received, whichever happens first. Invoices 
for continuous supplies can be issued up to 12 months in advance; in this 
case the tax point is the date each payment is due or made whichever is first. 


However, Input tax cannot be reclaimed in advance of the tax point. 



If, for instance, a photocopier is hired and the supplier has issued tax invoices 

showing that payments are due on 1 January, 1 April, 1 July, 1 September, 

then these dates will be the tax points. It might well be your practice to send a 

cheque for the 1 April payment on 20 March. 

You should take care, in these circumstances, that the input tax is not reclaimed until April. 


Retention Payments

The tax point for the payment of retention money is either the date the invoice 
is issued or the date of payment whichever is the earlier. 

Vending Machine Sales
HM Revenue and Customs will accept the date when money is removed as the tax point. 

Property Leases
Where payment of rent or ground rent is made the tax point is the date of payment unless a tax invoice is issued earlier.
3.30
Planning Points (Minimising VAT)

There is limited scope for VAT planning in the same way that other taxes are open to long term considerations because, by its very nature VAT is an immediate tax. It is created by the making of a taxable supply and becomes immediately payable subject to the tax point rules. However, steps can be taken in the following ways to optimise the tax position: 



General Input Tax Considerations
Input Tax should be identified wherever it is incurred and reclaimed by appropriate coding. This applies whether the amount is 5p paid out of an imprest account or £5,000 on a creditors invoice. 

In order to ensure that the Council is able to claim the maximum amount of VAT and that your budget is only charged with the net amount you are urged to obtain all necessary invoices and code them properly. 

Contracts
When entering into contracts it should be clearly understood by all parties what the VAT implications are e.g.:

· Does the contract include agency-type supplies

· Are the sums quoted inclusive or exclusive of VAT

· What are the pricing arrangements

· How are stage payments to be brought to account

If you are in any doubt please talk it over with the Tax Officer. 

Property and the option to Tax
Probably one of the most complex areas of VAT is that of land and property and in particular the option to tax facility (see 4.60
Option to Tax/Election to waive Exemption.
This has both short and long term implications and should always be considered at an early stage. An ill advised option to tax may result in significant output tax liabilities throughout the length of tenure of the property and its subsequent disposal whilst failure to exercise the option at the right time may result in substantial losses to the Council. 

The Senior Financial Advisor/Senior Finance Manager - Strategy should be contacted in every instance and only the Assistant Director of Finance  (S151 Officer) has delegated responsibility to make the final decision. 
3.40
Retention of Documents
Business records should normally be kept for six years plus current year. This is a requirement of HM Revenue and Customs. 

Examples of business records include: 

· Orders or delivery notes

· Relevant business correspondence

· Appointment and job books

· Purchase and sales records

· Cash books

· Record of daily taking such as till rolls

· Import and export documents

· Bank statements and paying in slips

· Invoices and credit notes
3.50 Purchases from overseas
The VAT treatment of goods purchased from suppliers located overseas is different from goods purchased in the UK.  What the Council needs to do depends on whether the goods are moving from outside the EU or within the EU.

Outside the EU

Where the supplier is located in a country outside the EU no VAT, foreign or UK VAT, should be charged to the Council.  When the goods arrive into the UK the Council will be required to pay any duty and VAT on the value of the goods to HMRC.  In the month following the importation the Council will receive a VAT certificate from HMRC, referred to as a C79, which shows all imports undertaken in the month and the VAT and duty that has been paid.  This certificate forms the document against which VAT recovery should be made.  Therefore if the VAT is paid by an agent on the Council’s behalf no VAT recovery should be made against any invoice issued by the agent.  

The C79 should be received by the Council’s Tax officer and retained as evidence for VAT recovery.  If any department is purchasing goods from overseas the Council’s Tax officer should be notified.

Within the EU

Where a supplier is located in a country within the EU, provided the Council’s VAT registration number is provided to the supplier, no VAT should be charged to the Council.  When the goods arrive into the UK the Council is required to account for the VAT on the value of the supply using acquisition accounting.  Essentially the Council calculates the VAT on the value of the supply and treats this as both input tax and output tax.  

All purchases from the EU should be notified to the Council’s Tax officer to enable the acquisition accounting to be undertaken.     
Section 4 – VAT Rates and Classifications
4.10
Liability to Tax
Taxable (Business) Supplies
There are three rates of VAT – a standard rate, currently 20%, a reduced rate, currently 5% and a zero rate. 

Standard Rated
Tax, currently 20%, is payable on standard rated supplies. 

Reduced Rated
The reduced or middle rate of tax (currently 5%) applies to a limited number of supplies including domestic fuel and power 

Zero Rated
No tax is payable on zero-rated supplies but they are treated as taxable supplies in all other respects. Zero rated supplies are dealt with in 4.21
Food. Some supplies are not subject to VAT if the law says they are exempt. Please refer to para 4.30
Exempt supplies.
Outside the Scope
Taxable and exempt supplies as described are supplies made by way of business. When a local authority carries out an activity in its statutory capacity as a public body, subject to certain exceptions, any charges made will be outside the scope of VAT because the supplies will not be made by way of business. Similarly any income received which is not the consideration for a supply of services e.g. grants, will also be outside the scope of VAT. See 4.40
Outside the Scope for more information on which supplies are outside the scope. 


In the sections which follow the approach has been taken that all supplies are Standard Rated except where they are referred to as Zero Rated, Exempt or Outside the Scope. 

4.20
Zero Rate
Certain supplies made in the course of business are taxable supplies but specifically designated as zero rated. This means that, although subject to VAT, tax is applied at 0%. Because this is ‘a rate of tax’ the restrictions that apply to input tax related to exempt supplies (called ‘exempt input tax’ – see 4.50
Exempt Input Tax) do not apply. 

The supplies that are zero rated are defined in Schedule 8 to the VAT Act 1994 and fall under the following headings:


Group 1
Food


Group 2
Sewerage Services and Water


Group 3
Books



Group 4
Talking Books for the Blind


Group 5
Construction of dwellings


Group 6
Protected Buildings


Group 7
International Services


Group
8
Transport


Group 9
Caravans and Houseboats


Group 10
Gold


Group 11
Bank Notes


Group 12
Drugs, Medicines and Aids for the Handicapped


Group 13 
Imports, Exports etc

Group 14
Tax Free Shops


Group 15
Charities


Group 16         Children’s clothing and Footwear

It is not intended to detail all of these, but brief notes are given in the following paragraphs regarding the groups which are more likely to affect the Council. 

4.21
Food
The following are generally zero rated: 

· Food for human consumption

· Animal feeding stuffs

· Seeds etc comprised in 1 and 2 above

· Live animals generally used for human consumption

But the following are standard rated:

· Anything supplied in the course of catering

· Confectionery

· Ice Cream 

· Alcoholic beverages

· Manufactured soft drinks and fruit juices

· Snacks, crisps, peanuts

A detailed list is in VAT Notice 701/14, available from the HM Revenue & Customs website or you can get further advice from the Council’s Tax Officer. 

4.22
Books

Supplies of the following are zero-rated: 

· Books, booklets, brochures, pamphlets and leaflets

· Newspapers, journals and periodicals

· Children’s picture and painting books

· Music

· Maps, charts and topographical plans 
The following supplies are standard rated: 

Plans or drawings for industrial, architectural, engineering, commercial or similar uses. 

Other printed matter not listed in the zero rated categories above such as posters, calendars, stationery, business cards, stickers etc. 

This is a fairly complex area. It is advised that anyone involved in such supplies should hold VAT Notice 701/10, available from the HM Revenue & Customs website. 

Further information is given in 5.40
Photocopying and Reprographics. 

4.23
Talking books for the blind
Zero rating applies to talking books for the blind and to wireless sets for the blind BUT ONLY when these are supplied to the Royal National Institute for the Blind or a similar charity. 

4.24
Construction of dwellings and civil engineering works

The construction costs and the sale by the person constructing one of the 
following properties are zero rated: 

· A residential property

· A building which meets the following criteria: 



A dwelling or a group of dwellings (e.g. block of flats) that 



can be occupied throughout the whole year, 



Or

A residential building (or part thereof) which the purchaser has certified will be used as one of the following: 

· A Children’s home

· A home for old or disabled persons at which care is provided

· A home for rehabilitation of alcohol/drug dependency or mental disorder sufferers

· A hospice

· Living accommodation for students or school children

· Living accommodation for members of the armed services

· Living accommodation for members of religious communities 

· Communal living accommodation of which 90% of residents use as their sole or main residence (but excludes hospitals, prisons, penal institutions, hotels, inns or similar establishments). 

Or

A building (or part thereof) which the purchaser has certified will be used by a charity either for non-business purposes or as a village or community hall providing social or recreational facilities. 

The following are standard rated: 

· Sales of new buildings not described above (including subsequent sales within 3 years of completion) (a property is “new” up to 3 years after completion)

· Sales of new civil engineering works (including subsequent sales within 3 years of completion)

Fixtures supplied with property are considered part of the overall supply and follow the VAT liability of the property. 


For properties which are not ‘new’ see 4.31
Land and Property 

4.25
Transport
The transport of passengers in a vehicle designed or adapted to carry not less than 10 passengers is zero rated. 

4.26
Aids for handicapped persons

The following are zero rated: 

· The supply to a handicapped person for domestic or personal use of certain goods and services directly related to the handicap. 

· Certain supplies to charities directly related to access for the handicapped. 


Full details are given in VAT Notice 701/7. 

4.27
Children’s clothing and footwear
This section deals with the zero rating of children’s clothing and footwear. VAT Notice 714  gives precise details of garment sizes etc.
that qualify for zero rating as children’s clothing and may be particularly relevant to schools when selling such things as cycle helmets, sweatshirts and sports clothing.

4.30
Exempt supplies

General
Exempt supplies are those which are specifically exempted from VAT by Schedule 9 of the VAT Act 1994 and cover the following categories: 


Group 1
Land and Property


Group 2
Insurance


Group 3
Postal Services (applicable to the Post office only)


Group 4
Betting, Gaming and Lotteries


Group 5
Finance


Group 6
Education


Group 7
Health and Welfare


Group 8
Burial and Cremation


Group 9
Trade Unions and Professional Bodies


Group 10
Sport, Sports Competitions and Physical Education


Group 11
Work of Art etc


Group 12
Fund raising events by Charities etc

The Council makes supplies of several of the above categories e.g. Education, Welfare etc, and whilst these are normally exempt, when made by a local authority which has a 
statutory monopoly over such supplies, they are treated as non-business and outside the scope of VAT. 

However, where such supplies are comparable to, or actually are potentially in competition with similar supplies made in the private sector then they are considered to be business activities and follow the 
normal VAT liabilities. 

4.31
Land and Property
Generally
The grant of any interest in, or right over land, or the grant of any licence to occupy land (this term includes rents and lettings) is exempt except for: 

· Sales of new property (i.e. less than 3 years old) or new civil engineering works (see 4.24
Construction of dwellings and civil engineering works).
· Game/fishing rights

· Hotel or similar accommodation

· Holiday accommodation

· Seasonal pitches for caravans and associated facilities

· Tent pitches and camping facilities

· Vehicle parking facilities

· Right to fell or remove standing timber

· Housing or storage of aircraft, ships, boats etc

· Accommodation at recreational and cultural establishments

· Sporting activities and physical recreation

Some of these are dealt with in the following paragraphs. All other 
supplies relating to land and property are exempt (unless the option to tax has been exercised – see paragraph 4.60
Option to Tax/Election to waive Exemption and 3.30
Planning Points (Minimising VAT))

Care should be taken with sales of land which include civil engineering works as the VAT liability will depend on whether the sale is primarily a sale of land (which would be exempt) or a sale of a civil engineering work of which the land is an integral part (when the civil engineering works would be standard rated if new and the land exempt). 

Similarly, land on which a building is under construction i.e. where work has progressed beyond the foundation stage, is considered to be part of the building under construction and follows the VAT liability of that building (standard or zero rated – see para. 4.24
Construction of dwellings and civil engineering works)
Game/Fishing Rights
The grant of a licence or right to take game or fish is a standard rated supply. 

Where, however, this is part of an overall interest in, right over or licence to occupy land which is exempt, then the right to take game of fish will also be exempt. 

When the option to tax has been exercised then this will be a wholly standard rated supply. 

Hotel or Similar Accommodation
Supplies of the following are standard rated: 

· Provision of furnished sleeping accommodation that is non-
permanent

· Rooms used for catering e.g. wedding receptions

· Bar and Catering 

But the following are exempt: 


Letting (other than for catering) e.g. conference rooms


Other lettings of non-bedded accommodation. 


Sporting Activities and Physical Recreation

The letting of facilities for playing any sport of taking part in physical 
recreation is normally standard rated. 


However, the letting may be exempt if: 


Either

The letting is for over 24 hours and is provided to a person who has exclusive control of the facilities throughout the period. 
Or

The facilities are let out for a series of sessions where: 

· The series consists of ten or more sessions – and

· Each session is for the same sport or activity – and

· Each session is in the same place or sports ground etc – and

· The interval between each session is at least a day e.g. If a club hired a squash court on Saturday at 3pm the earliest next session can start is at 3pm on the Sunday. A booking for 2pm would not qualify for the exemption. – and

· Not more than 14 days (e.g. every other Saturday afternoon would fulfil this condition) – and

· The series is paid for as a whole and there is written evidence to that effect – and

· The facilities are let out to a school, club, association etc – and

· The lessee has exclusive use of the facilities during the sessions. 

The letting of sports facilities for other than sporting or physical recreation use (e.g. letting a stadium for a concert etc) is also exempt. 

4.32
Insurance
The supply of insurance by a registered insurance provider, being a person permitted by the Financial Services and Markets Act 2000 to carry on business in the UK is exempt. 

If you act as an intermediary in making arrangements for the provision of insurance to a person who resides in the E.C. these are exempt insofar as they relate to a specific supply of insurance. 

The introduction of a client to a broker or insurance advisory services that do not relate directly to a specific supply of insurance are standard rated. 

4.33
Health and Welfare
The provision of welfare services when supplied by a charity, public body (see below for the position of local authorities), or state-regulated private welfare institution is exempt. ‘Welfare Services’ for VAT purposes means: 

· The provision of care, treatment or instruction designed to 
promote the physical or mental welfare of elderly, sick, distressed, or disabled persons

· The protection of children and young persons

· The provision of spiritual welfare by a religious institution as part of the course of instruction or a non-recreational retreat. 

Where these welfare services are provided by a local authority as a statutory function, they are outside the scope of VAT. 

The following summarises local authority welfare activities which have been designated non-business and outside the scope of VAT: 

· Welfare services, including meals on wheels and home helps, etc (see notes 1 and 4 below)

· Homes of children and the elderly

· Domiciliary laundry services

· Adaptation of property for disabled persons provided without charge (see note 2 below)

· Rentals of telephone, television and radio under the Chronically Sick and Disabled Persons Act 1976

· Social work including social therapy clubs

· Day nurseries and playgroups (see note 3 below)

· Provision of meals (other than to staff) at Social Services establishments (see note 4 below)

· Maintenance of children on remand

· Guardian ad item fees

· Staff accommodation in local authority residential establishments

· Distress alarm systems (see note 5 below)

· Recreational holidays for the elderly (see note 6 below)
· Sale (at cost) of occupational therapy products

The notes referred to are:

1. HMRC have ruled that whilst meals on wheels delivered to entitled people in their homes is outside the scope of VAT, the provision of meals at luncheon clubs is a standard rated supply of catering except where provided to a person whom social services have designated eligible for meals on wheels or are provided with care

2. Zero rating may apply when supplied to the disabled person by someone other than a local authority. If supplied by the Authority at a charge you should contact the Council’s Tax Officer for advice. 

3. Does not apply to schools etc where playgroups are provided out of private funds

4. Catering supplied to staff and other persons who are not recipients of welfare services is always standard rated

5. When supplied to a handicapped person – zero rated

When supplied to a Council Tennant in sheltered accommodation as a 
permanent fitting and the tenant has no choice in the matter – outside the 
scope

6. Provided such  holidays do not fall within the Tour Operators’ Margin Scheme (see appendix A.11
Tour Operators’ Margin Scheme)
4.34
Education
Generally
Although the provision of education of a type normally provided by schools or universities is exempt from VAT, when such statutory education is provided by a local authority it is non-business and outside the scope of VAT. 


Courses, or adult education, must be considered on their individual 
merits. The VAT treatment of these and other educationally related 
topics is considered in A.04
Adult/Community Education.

Youth Clubs
The provision of facilities for youth club members under the Education Act 1996 in return for their subscription is non-business provided that 
the charge made is at or below cost. 

Non-business treatment includes social evenings, outings and similar events where the activities are arranged by the youth service for the members of the club.  The non-business treatment does not extend to events organised by other parties, entertainment, goods which are sold, food, telephones, drink and purely recreational holidays. The provision of games, amusements and entertainments machines form part of the youth service and therefore any income derived from them is also non-business. Sales from tuck shops and vending machines within the youth club premises to members will also be non-business 
provided they are made at or below cost. 

Training Agency Schemes
VAT Notice 701/30 explains the VAT treatment of a number of schemes run by the Department of Employment to assist the unemployed. 

These schemes usually involve training, work experience or a project under an approved training provider – a company, local authority, government department, voluntary body or an individual. 

A Training and Enterprise Council is an independent company and contracts with the Department of Employment to develop training and enterprise in its area. 

The VAT treatment of the activities under the various schemes is very complex and not appropriate to be dealt with in this guide. 

If you are involved with any of these training programmes it is suggested that you discuss the VAT treatment with the Council’s Tax Officer. 

4.40
Outside the Scope
Supplies made to organisations which are not local authorities are regarded as business and subject to normal VAT liabilities. 

Supplies of goods to other local authorities are treated as business supplies and subject to the normal VAT liability. 

Where supplies of services are made to other local authorities these should be dealt with as follows:

· The supply of services made under a statutory obligation and not in competition with the private sector should be treated as non-business.

· The supply of services not made under a statutory obligation and not in competition with the private sector should be treated as non-business, but may be taxed if both parties agree.

· The supply of any services which are in competition with the private sector on a significant scale, i.e. nationally, should be treated as business and are subject to the appropriate rate of VAT.

The supply of services that includes any supply of goods should be treated as business and are subject to the appropriate rate of VAT.  
4.50
Exempt Input Tax
General
Input tax is the VAT that is charged to the Council and which is recovered from HM Revenue and Customs. If input tax on purchases relates to supplies of goods or services which are exempt (e.g. rent, financial transactions, insurance etc) then it is known as exempt input tax. 


Recovery of Exempt Input Tax

The basic rules of VAT state that exempt input tax is recoverable if it is 
considered to be insignificant. 

In the case of local authorities insignificant is defined as being less than 5% of the total input tax claimed in a year. If, therefore, exempt input tax represents more than 5% off the total input tax then the exempt input tax is considered no longer insignificant and cannot be reclaimed. 


Coding Requirements
The Council’s VAT coding does not included a separate VAT indicator for Exempt Input Tax – this has always been coded as Input Tax. It is not possible therefore to precisely assess the percentage of exempt input tax to input tax claimed.  A detailed calculation is done by the Senior Finance Manager - Strategy each year to determine the Council’s position. This calculation has to be agreed by HM Revenue and Customs.  For certain areas such as Schools the calculation of exempt input tax is based proportionately on the amount of income coded using the ‘Exempt Output Tax’ indicator; therefore it is very important that income is coded correctly.  HMRC will inspect us from time to time on the accuracy of our calculations.  Penalties will be incurred if errors are found.  If the Council are found in breach of their 5% limit the whole amount of our Exempt Input Tax will have to be repaid to HM Revenue & Customs this could exceed £1.5m.
4.60
Option to Tax/Election to waive Exemption
General
There is some flexibility with regard to supplies of Land and Property as to whether they are treated as taxable or exempt. This option is particularly useful where the 5% exempt input tax limit (please see paragraph 
4.50
Exempt Input Tax
 above) is likely to be exceeded. This is known as an Option to Tax or Election to Waive Exemption. 

The full range of implications of opting to tax; the areas in which you can exercise the option, the restrictions which apply, the method of opting, and the advantages and disadvantages, are not appropriate subjects for this guide. 
Only the S151 Officer has delegated responsibility to make the final decision to opt to tax, the exercise of any option must be notified to HM Revenue & Customs by the Finance Manager within 30 days of the Council making the decision. It is stressed, therefore, in any case where the option to tax is to be considered, that the Senior Finance Manager - Strategy is consulted at an early stage. 

Section 5 – Common Local Authority Issues
5.10
Supplies to other Local Authorities
This term ‘local authority’ embraces all those authorities listed in Section 96 (4) of the Value Added Tax Act 1994 and includes (as well as Council, District and Parish Councils) Police Authorities and Port Authorities. It does not include, for example, Health Authorities or Government Departments. If you are in doubt about the status of the recipient of supplies, please ask the Tax Officer. 

Supplies of Goods
Supplies of goods between Local Authorities are regarded as business and are subject to normal VAT liabilities. 

Supplies of Services
The supply of services to other Local Authorities should be subject to the VAT liabilities detailed below: 

· Supply of services made under a statutory obligation and not in competition with the Private Sector. 


These supplies should be treated as outside the scope of VAT.
· Supply of services which are not made under a statutory obligation and are not in competition with the private sector. 


These supplies should be treated as outside the scope of VAT, but 
they may be taxed if both parties agreed. 

· Supply of services made under a statutory obligation but in competition with the private sector; supply of any services in competition with the private sector on a significant scale; supply of services that include any supply of goods. 


These supplies should be treated as business supplies and therefore 
subject to the appropriate VAT liability e.g. standard rate, zero rate, 
exempt etc. 

If you are unsure whether the supply you are making to the other local authority is classed as goods or a service, please ask the Tax Officer. 

5.20
Sponsorship/Donations
Certain activities of local authorities may be financed or supported by gifts of goods and/or money, either of which may have VAT implications depending upon whether they are considered to be sponsorship or donations. 
Sponsorship
If you supply something to a sponsor in return for sponsorship then you are making a taxable supply. The supply may take the form of advertising the sponsor’s name, granting ‘free’ tickets to an event, performing any type of ‘free’ service or supply of goods. The value of the supply is the consideration you receive (i.e. the amount of sponsorship money or the value of the sponsorship goods you receive) and it is on this value that the VAT should be calculated and declared as output tax. 

Donations
If you do not give or do anything in return for the sponsor’s support you are not making taxable supply, and therefore the sponsorship is outside the scope of VAT. To be treated as outside the scope the donation must be wholly unconditional and confer no benefit to the donor, although this does not prevent there being an agreement as to how the donation may be used. 

Combined Donation/Sponsorship
Provided it is clear from any agreement that there is a donation separate from the actual sponsorship and that the amount of the sponsorship is realistic in relation to the benefits provided to the sponsor then the amount of the donation may be treated as outside the scope of VAT. If, however, the sponsorship is conditional on the donation being given then the whole amount is considered to be the value of the sponsorship and VAT is due on this amount. 

Documentation
If the sponsor is VAT registered then a debtor’s invoice must be raised for all taxable supplies of sponsorship. Sponsorship from VAT registered persons or other donations should be recorded for VAT as appropriate. 

5.30
Supplies of Staff
If you provide to another person the use of an individual who is contractually employed by you and you receive payment you are making a supply of staff. If the supply is made to a person outside the authority then this will be standard rated supply (subject to the exceptions below). The value of the supply for VAT purposes is the total amount you receive even if this is merely the recharge of salary and employers NI contributions. 

The exceptions (which would make the supply outside the scope of VAT) are:

· Where staff are regarded as jointly employed i.e. their contracts of employment make it clear that they have more than one employer

· Supplies of teachers to examining boards

The supply of teaching staff to education providers is exempt in certain circumstances – please contact the Tax Officer for further information. 

Supplies of staff may also be known as secondments, staff cover, loan arrangements etc. Whatever the terminology used, the VAT liability is as detailed above. 

5.40
Photocopying and Reprographics
General
No VAT is charged on work for photocopying and reprographic work to another department within the authority; this is an internal supply and therefore outside the scope of VAT. 

Work charged to a person (individual or corporate) who is not part of, or acting on behalf of, the local authority is deemed a taxable supply for VAT purposes and is either zero rated or standard rated as summarised below (further details are in VAT Notice 701/10). 

Reprographic Work
Zero Rated:
· Books and booklets (text and/or illustrations bound in a cover stiffer than the pages – this includes literary and reference works, loose leaf books, manuals, instructions and amendments thereto, children’s picture/painting books)

· Brochures and pamphlets

· Journals and periodicals

· Music (printed, duplicated or manuscript)

· Maps, charts and topographical plans

· Newspapers

· Leaflets which:
Consist of a single sheet no larger than A4
Are intended to convey information

Are supplies in quantities of at least 50 to permit general distribution

Are not intended for display as posters

Do not have an area for completion by the recipient exceeding 25% of the printed area

Standard Rated:
· School work books

· Exercise books

· Stamp albums

· Posters

· Stationery

· Letters (unless permanently bound in a book)

· Incomplete publications (unless the item is an instalment which is complete in itself)


Photocopiers
Photocopying (which is not for the local authority or someone acting for the local authority) is always standard rated unless: 

The copies can be properly described as books, leaflets etc (a bundle of photocopies would not constitute a book unless it consisted of copies of all pages of a book and was in a permanent binding)

Or



They are in the form of single sheets and meet all the criteria 


(including quantity) for being treated as leaflets (see 



reprographics above). 

Where you are required to provide ‘instant’ photocopying and you can not determine the VAT status of a particular supply you must charge VAT. 


Further Information
The treatment of photocopying and reprographics for VAT purposes is complex. More information is available in VAT Notice 701/10 and the Tax Officer is always available to help. 

5.50 
Purchase of Vehicles
Conditions for Reclaiming VAT

Central Bedfordshire Council may reclaim the VAT paid on the purchase of vehicles provided that:

· The vehicle is not a car (subject to the exception below);

· The necessary VAT documentation is held (i.e. VAT Invoice); and

· The vehicle is owned by the Council.


Cars
The VAT paid on the purchase of cars can not normally be reclaimed. The only exception to this is, when VAT may be reclaimed, as follows: 

· The car must be used demonstrably wholly for business purposes

This means that the car must not be available for the private use by anyone. In order to meet this test you will have to be able to demonstrate that by the very nature of its use the car is not available for any private use. The cars must not be allocated to a single individual and never be kept at an employee’s house overnight. 

Definition of Cars
For VAT purposes, a car is defined in Article 2 of the Value Added Tax (Cars) Order 1992 (SI 1992 No 3122) as being: 

Any motor vehicle of a kind normally used on public roads which has three or more wheels and either

Is constructed or adapted solely or mainly for the carriage of passengers
Or

Has to the rear of the driver’s seat roofed accommodation which fitted with side windows or which is constructed or adapted for the fitting of side windows. 

Vehicles with temporary seating or seating which either folds flush to the floor or folds to the sides of the vehicle or folds forward to rest behind the driver’s seat are regarded as cars falling within the above Article 2 unless the area available to passengers is less than the available load space area. When working out the areas, the space occupied by the temporary seating of folding seating must be included in both the passenger space and load space. 


The definition of a car does not include

· vehicles capable of accommodating only one person or suitable for carrying twelve or more people

· vehicles of not less than three tonnes unladen weight

· caravans, ambulances and prison vans

· vehicles constructed to carry a payload weight of one tonne or more

· vehicles constructed for a special purpose other than the carriage of persons and having no other accommodation for carrying persons than such as is incidental to that purpose (such as ice-cream vans, mobile shops and offices, hearses and bullion vans). 

5.60
Transport/Minibus Hire
The hire of a vehicle without a driver is a standard rated supply. This includes minibus hire. 

There is however, provision for zero rating of certain types of passenger transport. The 1994 VAT Act allows Zero rating for the transport of passengers in any vehicle, ship or aircraft designed or adapted to carry not less than ten passengers. 

Therefore, if you make a supply of transport, i.e. provide a vehicle and driver, of a vehicle designed to carry at least 10 passengers (e.g. coach or minibus) the supply is zero rated. (This is why taxi fares carry VAT and bus fares do not). 

VAT Tribunals have ruled that a ride on a roller coaster is not a supply of transport so does not qualify for zero rating: nor does a hot air balloon flight. 

It should be noted that supplies of transport of passengers for other local authorities are not automatically outside the scope of VAT (see exemptions in 5.10
Supplies to other Local Authorities) and so the above rules apply. 

Section 6 – Completion of Council Documentation
6.10
VAT Authenticated Receipts
In the construction industry when the terms of a contract call for stage payments then an authenticated receipt system may be operated.  Under this scheme a contractor applies for stage payment, usually by valuation, and a sum is then paid over which, if part payment of a standard rated supply, will include an element of VAT.

When making the stage payment the Council may “self-bill” by issuing a document containing the information normally found on a tax invoice.  This document is sent to the contractor who must agree the amount of VAT, sign and date it and return it to the Council.  It will then become an authenticated receipt which may then be used as evidence to reclaim input tax.  No tax invoice must be issued by the supplier for supplies made under the authenticated receipts invoicing procedure.  It is recognised, of course, that not all contractors are necessarily registered for VAT but it is assumed, for this purpose, that the contractors who are engaged will be so registered.
The danger that needs to be guarded against here is claiming for the VAT paid in a period earlier than the one in which the date of the authenticated receipt falls.  Furthermore there is a danger that the receipt will never be returned.  Both situations could result in a misdeclaration of tax.

In order to ensure that these problems do not arise, copies of authenticated receipts issued must be passed to the Council’s Tax Officer who will then ensure that VAT on them is properly declared.
6.20
Inter- Departmental Adjustments
No VAT is chargeable on these adjustments which are deemed to be outside the scope of VAT because they are supplies between departments of the same  council.

6.30
Payments & Income
There are a number of different software systems in use around the Council for the processing of payments and income depending on which department you work in.  All VAT entries will be posted at intervals to the Council’s Accounting System for inclusion in the Council’s final statements. Guidance and training is available on all of these systems by contacting your relevant software provider.
6.40
Imprest Accounts
An imprest account allows petty cash and other small items of expenditure to be paid locally.  Reclamation of VAT through the imprest system must follow the principles set down in Section 3 – Working with VAT.
Appendix A - Departmental Issues - Education
A.01
General
Your attention is drawn to the introduction in 1.10
Introduction and the suggestion that you may wish to read Section 1 – Purpose of the Guide and Section 2 – The Role of HM Revenue & Customs for a broad overview of VAT and how it affects local authorities. 


It may also be worthwhile to look at the Contents page to see what is included 
in this guide. 

Common local authority issues are covered in Section 5 – Common Local Authority Issues including (at 5.30
Supplies of Staff) and (at 5.40
Photocopying and Reprographics) photocopying. 


You may also wish to refer to exempt supplies which relate particularly to 
Education Services; these are covered in 4.34
Education. 

Transport and Bus Hire are covered in 5.60
Transport/Minibus Hire. School trips/visits are dealt with specifically in the A.10
School Trips/Visits. 

A.02
Sale of goods in Schools

Background
The Chartered Institute of Public Finance and Accountancy (CIFPA) has drawn attention to the fact that certain local authorities may be unclear as to the rules governing the sales to pupils, without the addition of VAT, of items incidental to education. 

This special arrangement has been in operation since the introduction of VAT. 

CIPFA suggests that the rules governing the scheme need to be reiterated and clarified in the light of the conditions under which local authority schools now operate. 

Conditions for Relief
The arrangement allows non-business treatment for goods, incidental to the provision of education, when sold to local authority pupils in class, at, or below cost, by the school itself. 

The scheme is intended to apply to equipment which is required for regular classroom use for a subject forming part of the normal school curriculum. 

Simple calculators, mathematical and musical instruments are probably the most common examples of the proper application of the scheme. The conditions for relief are that: 

· The goods and services must be closely related to the education provided, i.e. used by the pupil in school on a regular basis and necessary for delivering that education;

· The sale is made in-class by the school to its local authority pupils

· The goods are sold at, or below cost; 

· The goods are closely related to the provision of education forming part of the normal school curriculum and required for regular classroom use; 

· Some evidence must be retained to show that the recipient of the goods and services has been receiving education from the LEA and that what has been supplied was essential to that education; and

· The goods are not clothing or sports equipment.  There are complex rules on the liability of children’s clothes that determine the VAT liability, always check with the Tax Officer for clarification.
You must read the following comments if you intend to operate this scheme. 

Comments on these Conditions
CIPFA emphasise that local authorities have no statutory right to treat sales of goods incidental to education, as non-business. 

The above arrangements must be strictly observed to avoid distortion of competition with normal commercial outlets selling similar items. Such outlets could have justifiable complaints if this is not done. 

For sales to be made ‘in class’ they must be via the teacher or head teacher and not supplied directly to the pupil by an outside trader or dedicated dealership within the local authority using commercial methods of sale. 

Regular classroom use means that the item can be taken home but needs to be brought to school at least on a weekly basis and not, for example, just once a term. It is the intention that this scheme be applied to items that are purchased in bulk by the school and offered for sale for all members of the class. Only in this way can they be considered as forming part of the normal school curriculum and not merely as a useful improvement to home study. 

There has been recent discussion as to whether the provision of laptops to pupils can be treated as a closely related educational supply and therefore non-business. HM Revenue & Customs have ruled that this is not the case as the equipment has to be “necessary” for the provision of education “as part of the school curriculum” and “directly used by the pupil in the classroom, under supervised tuition”.
The setting of a monetary limit as to which items can be supplied to pupils has been avoided, as this would tend to create rigidities within the system. CIPFA suggests, however, this may be required in the future if it is shown that distortion of competition with private sector has become significant. 

If you are uncertain about these arrangements you should contact the Tax Officer. 

A.03
School and other separate funds – VAT Registration
If you operate a school or any other fund you need to consider whether you should be registered for VAT. If you are in business – and this has a very wide definition – and you make taxable supplies and the annual value of these supplies (i.e. your taxable turnover) exceeds a prescribed limit (currently £70,000) you become a taxable person and you must be registered for VAT (see  1.30
What is VAT?). 
Your business activities may not be run for a profit but this is irrelevant. 

A taxable person can be a sole proprietor, a partnership, a limited company, a club, school or association, a local authority or a charity. It is the ‘person’ who is registered for VAT and so all of the activities of the taxable person contribute toward the taxable turnover. 

If you think you may need to be registered, please consider the flowchart on the following page. 

If, having reviewed your fund using the flowchart, you still think you may need to register, please contact the Tax Officer. Penalties for failing to register at the correct time can be severe. 

SCHOOL FUND – VAT REGISTRATION CHECK
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A.04
Adult/Community Education
From 1st August 1994 legislation clarified the complex liability issues in respect of fee paying education and training. 

The liability is now determined by the status of the provider, rather than by the profit motive or the course itself.  Where the education is provided by an eligible body for the provision of education (as defined in the VAT legislation) the supply of education will be exempt from VAT.  

Fee paying education provided by eligible bodies (e.g. local authorities/universities/places of further education) is exempt from VAT. 

Free education and courses provided by local authorities are non business activities and outside the scope of VAT. 

A.05
Lettings

General
Lettings are generally exempt from VAT but certain transactions are liable to VAT at standard rate. The main situations where VAT is chargeable are when supplies are made of:


· Game/Fishing Rights

· Hotel or similar accommodation

· Holiday accommodation

· Seasonal pitches for caravans and associated facilities

· Tent pitches and camping facilities

· Vehicle parking facilities

· Facilities for playing any sport or participating in any physical recreation (but see below)

· When land or buildings are opted to tax

Sporting Facilities
Lettings of sporting facilities are generally standard rated (as above) but they may be exempted if either of the following conditions are met: 

1. The letting is for over 24 hours, and is provided to a person who has exclusive control of the facilities throughout the period

2. The facilities are let out for a series of 10 or more sessions where: 

Each session is for the same sport or activity
And 

Each session is in the same place or sports ground etc
And

The interval between each session is at least a day and not more than 14 days (e.g. every other Saturday afternoon would fulfil this condition)
And

The series is paid for as a whole and there is written evidence to that effect
And

The facilities are let out to a school, club, association etc 
And

The hirer has exclusive use of the facilities during the sessions. 

The letting of sports facilities for other than sporting or physical recreation use (e.g. letting a stadium for a concert etc) is also exempt. 

FLOW CHART FOR LETTINGS
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A.06
Food and Drinks

Local Authority Provision
Local authorities can treat meals supplied to pupils and students in their schools and colleges as non-business (outside the scope of VAT). Non-business treatment also applies to taxable foods provided all supplies of catering at the establishment are supplied at or below cost.

This includes the sale of items from vending machines or tuck shops on the school site.  “Cost” means the full overhead-inclusive cost of bringing the food and drink to the pupils.  Where a school fails to meet the at or below cost criterion HMRC will accept a separate calculation for each outlet (canteen, refectory, tuck shop, vending machine etc) and treat as business only those where the cost was exceeded.  Where an outlet has been treated separately and the cost is exceeded, the sales will be seen to be a supply of catering and output tax will be due on the income received.


School and other funds
The supply of food and drinks from school or other funds is not covered in this guide. Further information on this matter is available from the Tax Officer. 

Meals for pupils and students
Catering supplied to pupils and students are non-business when the supply is incidental to the provision of education. When they are not incidental to the provision of education, e.g. at weekend leisure events, they are standard rated. 

Meals for staff and visitors
These are standard rated as they are not incidental to any provision of education.  If they are supplied in a canteen which caters mainly for students and the meals supplied to staff and visitors cannot readily be identified it is necessary to apply an apportionment to the income received and account for VAT on the sales to staff and visitors. 

Sales to the general public e.g. those made by catering schools and training restaurants, are taxable. Where training restaurants etc. are used by students or staff and the outlet does not distinguish between these customers and the general public then all supplies are taxable.

Vending Machines
Sales from machines located in normal catering outlets will be treated as part of the overall supplies made by that outlet. 

Sales from machines situated away from normal catering outlets are taxable insofar as they relate to the sale of taxable foods. If the machine is used by members of the general public VAT is due on all items so supplied; this would be measured by apportionment of takings between takings from staff and pupils and the general public. 

A.07
Cash with order purchases

 Schools may experience difficulty in getting Tax invoices for purchases 
(usually mail order) which require cash with order. 

To overcome these problems it is suggested you send a letter (in duplicate) with the order on the lines of: 



‘Dear Sir



Value Added Tax

Please find enclosed a cheque for £    of which £     is in respect of VAT. In order to enable the Council to reclaim this amount as input tax, in accordance with Regulation 29 of the Value Added Tax Regulations 1995 (SI 1995 No 2518) a tax invoice or authenticated receipt must be held. 

You are therefore requested to forward such a document without delay to the address above. Please enclose the duplicate copy of this letter. 

Your Tax Invoice should contain all the details specified in Regulation 14 (1) of the VGR 1995. These requirements are also detailed in  HM Revenue and Customs Public Notice 700 ‘The VAT Guide’, a copy of which should be held by each VAT registered person. 

Any queries regarding this matter should be addressed to                        quoting the reference shown above. 

Yours Faithfully’

A.08
Purchases made with donated items
Local authorities can reclaim the VAT paid on purchases made with donated funds even if the donation is made for a specific purpose, provided that the authority: 

· Place the order, and

· Receive the goods and retains ownership of them, and uses the goods for it own purposes, and

· Makes payment, and

· Receives a tax invoice addressed to it, and

· Keeps sufficient records of the purchase – and the use to which it is put – to be easily identified. 


The above conditions are not met if there is a benefit to the donor or a 
third party or if one or more of the conditions are not met in full. 


NB. 
If the establishment disposes of the asset (e.g. mini-buses) VAT 

must be charged on top of the selling price and paid into the 


local authority funds. 

A.09
Swimming Pools and Lessons
Schools that have their own swimming pools should be aware that if they make a charge for admission to members of the public the charge 
is subject to VAT at the standard rate. This may well apply even if the money is paid into private funds as the supply may well be seen by HM Revenue and Customs as being made by the local authority. 

Charges made to pupils or parents for swimming that is incidental to the provision of education are outside the scope of VAT. This applies whether the activity is carried out on local authority premises or at pools belonging to outside bodies. When a non local authority pool is used any VAT charged can be reclaimed subject to the normal requirements. 


Charges made to pupils or parents for swimming that is wholly 
recreational, are subject to VAT. 

A.10
School Trips/Visits
To be classed as an educational school trip, the event must be ‘deemed as a necessary adjunct to the current LEA school curriculum and supplied to its own pupils. 

Provided that the trip meets these criteria, it can be treated as non-business (i.e. outside the scope of VAT). This means that, provided that the trip is paid for through the LEA and a proper VAT invoice is held, no VAT needs to be charged to the pupils/parents and the VAT shown on the invoice may be reclaimed. 

If the money collected from pupils/parents is firstly paid into the school fund, it should be transferred into the LEA, as a donation towards the cost of the trip. The invoices should then be passed to Technology House for payment (or paid through your local bank account if you have one). 

If the trip cannot be classed as an educational trip as defined above, the normal rules of the Tour Operators’ Margin Scheme (see A.11
Tour Operators’ Margin Scheme) will apply. 

A.11
Tour Operators’ Margin Scheme
This is an extremely specialist area of VAT legislation and therefore please seek further guidance from the Tax Officer. Details of the margin scheme are given on VAT Notice 709/05 (November 2009) on HMRC Website.
. 

A.12
Schools Performances
Admission charges to school concerts, plays, etc, are subject to VAT at the standard rate. 

A.13
Extended Schools
The DFES encourages schools to offer pre or after school services to children and the community.  Where pre or after school care is provided by the Council to children to whom the Council also provides non-business education, the VAT treatment will follow the liability of the education provided and hence will also be non-business.  Where education is provided to other persons the supply will be exempt from VAT. If services are provided to adults it will be necessary to consider whether that service is educational, refer to A.04, or some other services such as sporting facilities, refer to A.05.  

A.14
Voluntary Aided Schools
VAT is not recoverable on activities for which the VA Governing Body are legally responsible, even if they are spending funds from Local Authority delegated budgets.  Governors must not donate funds to the Local Authority in order to avoid VAT on work for which they are legally responsible.

Circumstances when VAT can be recovered:
When Governors are acting as agents for the Local Authority.  This covers expenditure from funds provided through the Local Authority delegated budget or funds which have been distributed through the LA and spent on Local Authority responsibilities

Local Authority responsibilities include:
· maintaining playing fields or any building or other structure connected with their use;

· schools premises to the extent that the LEA has directed that the premises shall be used for purposes other than those of the school;

· the provision of any new site which the LEA is to provide by virtue of the Schools Standards and Framework Act 1998, Schedule 3, Part II paragraph 4; and

· premises works under £2,000 exclusive of VAT.

Appendix B - Departmental Issues – Other Departments
B.01
General

Your attention is drawn to the introduction in 1.10
Introduction and the suggestion that you may wish to read Section 1 – Purpose of the Guide and part of Section 2 – The Role of HM Revenue & Customs for a broad overview of VAT and how it affects local authorities. 

Common local authority issues are covered in Section 5 – Common Local Authority Issues including (at 5.30
Supplies of Staff) supplies of staff and (at 5.40
Photocopying and Reprographics) photocopying. 

B.02
Property

The VAT status of new properties (and fixtures within them) is summarised in 4.24
Construction of dwellings and civil engineering works. 

Transactions relating to land and property including rents, game/fishing rights and lettings for sporting activities together with sales of land and property are covered in 4.31
Land and Property. Other lettings are summarised in Appendix A - Departmental Issues - Education and at A.05
Lettings. 

Particular attention is drawn to the problem of exempt input tax (in 
4.50
Exempt Input Tax
) and to the option to tax (in 4.60
Option to Tax/Election to waive Exemption). 

Legal Services
Where the authority reimburses the costs incurred by third parties (e.g. in connection with legal fees on compulsory purchase orders) the VAT element of the reimbursement cannot be reclaimed since the supply of the taxable service was to the vendor and not to the Council. However, if the vendor is VAT registered he will normally be able to recover the VAT in which case only the net costs should be reimbursed. 

The recovery of legal and valuation expenses in connection with the sales of land by a local authority and the reimbursement by a local authority of legal and similar expenses incurred by a vendor are not necessarily treated as non-business activities. Any recovery or reimbursement of cost increases the consideration for the supply, but as sales of land are exempt (subject to the option to tax – see 4.60
Option to Tax/Election to waive Exemption), no VAT is chargeable. Where private solicitors and surveyors are used the authority may reclaim any input tax incurred, and recover the net costs from the purchaser. 

Where a solicitor employed by the Council carries out legal services on its behalf and, by agreement, the costs for such work are paid by a third party, VAT is not payable. This is because the local authority is not supplying legal services to the person paying the costs.  If the legal costs are being paid because the third party is receiving another service, the recharge of the legal costs will follow the liability of the main supply.  If the third party does not receive anything from the local authority the payment by the third party does not therefore represent a consideration for a taxable supply. For VAT purposes the payment is regarded as a reimbursement of the costs arising to the local authority and is a non-business activity. 

B.03
Environment
Sales of new civil engineering works (including subsequent sales within 3 years of completion) are standard rated. 

Care should be taken with sales of land which include civil engineering works as the VAT liability will depend on whether the sale is primarily a sale of land (which would be exempt) or a sale of land with civil engineering works (when the works will be standard rated if new and the land will be exempt from VAT). 

Attention is drawn to the problem of exempt input tax (in 4.50 Exempt Input Tax) and to the option to tax (in 4.60
Option to Tax/Election to waive Exemption). 
Where an authority charges a third party for damage to street furniture or other items which benefit the public at large, there is no supply to the third party and the income should be treated as non-business i.e. outside the scope of VAT. 

Appendix C - Most Commonly Asked Questions
NOTE: It must be recognised that some of the answers given to the questions below could be subject to challenge by HM Revenue and Customs but they are given in good faith and should at least lead to uniformity of treatment within the Council. 

C.01
General

What if I’m due to pay an account but I don’t have a tax invoice?


You won’t be able to recover VAT and your budget may suffer an additional 
unnecessary cost. 


If the tax invoice has been lost or you never received one you should 
contact the supplier to obtain one. Of course, the supplier may not be 
VAT registered or may be making an exempt supply to you in which 
case there is no VAT to be recovered. 

If you think a tax invoice should be issued and you are having difficulty in getting one please contact the Tax Officer. 

What if the VAT charged is wrong?

If the amount of the error is insignificant accept the amount shown on the invoice. If, however, the error is considerable you should contact the supplier and ask for a revised invoice. If you have difficulty, get in touch with the Tax Officer. 

Are there any circumstances where VAT which is paid cannot be reclaimed? 

VAT cannot be reclaimed on: 

· A car including fitted accessories and delivery charges but it can be reclaimed on accessories fitted later (unless the car is used wholly for business purposes)

· Purchases that fall within the Tour Operators’ Margin Scheme (see A.11
Tour Operators’ Margin Scheme)

· Goods supplied under one of the VAT second hand schemes (these are not covered in this guide – contact the Tax Officer if you believe you could be affected). 

· Certain business entertainments. 

· Third party purchases and purchases where there is no supply to the authority. 

· Invoices that show non-UK VAT e.g. French TVA, German MwSt. 

How much VAT can I claim back when I pay only a certain amount of the invoice (e.g. where I pay a clothing allowance of £10 on an invoice for £15.60 including VAT)?

None. The supply was not made to the Council; it was made to the person to whom the allowance was paid; the Council is making an allowance towards the cost. 

How much VAT can I reclaim on long service awards? 

If the local authority pays the supplier and obtains a proper tax invoice, then the VAT can only be reclaimed on the value of the contribution made by the Council. VAT may not be reclaimed on the element paid by the employee, over and above the value of the award made by the Council. 

When an invoice has a discount on it do I have to alter the VAT amount if I don’t take the discount?

No, you must never alter the input tax on an invoice. The amount of VAT shown on an invoice is the amount returnable by the supplier as output tax, and the amount you can reclaim as input tax. Whether you take the discount or not, you must still pay the amount of VAT shown on the invoice. 

C.02
Education
We occasionally let the school out for a wedding reception but we’re told that the kitchen facilities are not required. Should we charge VAT?
Only if the accommodation let is similar to a hotel or inn etc. Most schools do not fall into this category so the letting would be exempt. But establishments like training or conference centres may well be similar to hotels etc so in those cases VAT should be charged. 

Would VAT be charged if the same accommodation was let for a craft fair?

No. It would be exempt. Please see the flow chart in A.05
Lettings 

What if the school minibus is let out to another school? 

Provided it’s a Central Bedfordshire Council School it’s an inter departmental transfer and is therefore outside the scope of VAT. 

The PTA has given us £1,000 towards the cost of some new school furniture which the school will buy in the usual way and which will become the property of the Council. Can the school reclaim the VAT charged by the supplier of the furniture? 

Provided the school doesn’t give something in return for the donation then the school can reclaim the VAT paid. There is nothing to stop the school agreeing with the donor to use the donation for a specific purpose. 

When we’ve collected for a leaving present can we pay the money collected into school funds and buy the present out of the school funds to save the VAT?

No. You cannot recover the VAT paid in these circumstances. 

C.03
Social Services

In order to keep costs down we sometime buy from a market trader. 
Can we reclaim any VAT?

If you get a proper VAT invoice, Yes; if you don’t, No. You won’t know, of course, whether the market trader is registered for VAT or not, so you will need to ask for a VAT receipt and he/she is obliged by law to give you one if registered for VAT. If he/she is not registered you will need to judge whether the item is still good value even though you can’t reclaim any VAT. 

When we buy from our local supermarket we don’t get a proper VAT receipt so we don’t reclaim any VAT. Is this OK? 

At most supermarkets you can get a VAT Receipt from the Customer Service Desk. You should ask for one and reclaim any VAT. You are losing money out of your budget if you don’t. It is most likely that your supermarket is registered for VAT so if they refuse to give you a VAT receipt get in touch with the Tax Officer. 

We sell firewood from our Training Centre and pay half the money to Social Services Department and keep half for our Centre’s Amenity Fund, should we charge VAT?

You should charge 5% VAT. If the Council had not incurred any costs in acquiring the firewood, if you were to keep all of the money in a fund over which the Council had no control then provided it isn’t registered for VAT you would not have to charge VAT. 

It sometimes happens that when a resident dies there is no estate or relative who can pay the funeral expenses. How should the VAT be dealt with? 

The VAT should be recovered as non-business – outside the scope of VAT. 

We occasionally buy fish and chips for the residents; can we recover the VAT part of the cost?

You must have a VAT receipt and you must pay for the food out of Council Funds, in order to enable you to recover VAT. 

If we give someone money for bus fares out of petty cash can we recover any VAT?

There’s no VAT on bus fares so the question doesn’t arise. VAT is payable, however, on taxi fares but can only be recovered if you get a VAT receipt. 

We don’t recover any VAT on Christmas Crackers we buy out of the amenities fund. Is this correct?

Yes, (assuming your amenities fund isn’t registered for VAT). You could recover the tax if the Council paid for the items and the amenities fund made a donation to the Council.  

C.04
Libraries/Theatres
We used to let people put event notices up in our library without payment but now we make a small charge. Is it taxable?


Yes

The charges we make for book reservations and overdue books are not taxed because they are non-business and outside the scope of VAT. Does the same rule apply to lending charges and late return charges for compact discs?

Yes, these charges will also be outside the scope of VAT. This will also apply to records, cassettes, DVD’s and pictures.

What about charges for lost or damaged items? 

They are all deemed to be non-business and outside the scope. This applies to books, records, CD’s, cassettes, DVD’s and pictures. 

What about talking books on cassette? 

They should follow the same rules as for music cassettes. 

We charge 15% commission on pictures we sell in the library. Should we charge VAT on top of that?

The commission is taxable at standard rate. You must therefore account for output tax at 20%. Whether this is part of the 15% commission or in addition to it is your management decision. 

When we have a letting we charge VAT on the caretaker’s fees for the extra work but not on the letting charge/ Is this correct? 

Assuming the caretaker is not separately supplied, i.e., the person hiring the room must also have the caretaker, you should always subsume the caretaker’s fees in the letting charge and then the whole of the letting charge is exempt. 

When we sell tickets for events should we charge VAT?

Yes. 


If we only receive a commission on the sale of tickets do we charge 
VAT?

If you charge commission you should account for output tax on that commission charge, unless the commission received is for the sale of coach tickets in which case the commission will be zero-rated. 

Should VAT be included in the charge we make to people who use our FAX facilities? 

Yes, unless of course the facilities are used by the library or other local authority staff in the course of their work when it would be non-business and outside the scope of VAT. 

C.05
Vehicles
Should we charge output tax on vehicle maintenance we do for the ‘Door to Door’ Service? 

Yes, unless they are a charity and obtain an exemption certificate from HM Revenue and Customs – a copy of which must be kept by the Income Services Section. 

C.06
Property
What should we do if a contractor who is working on a stage payments job submits an invoice without VAT and tells us that he will invoice us for VAT separately at the end of the year?

Insist that all invoices for work done to date should be VAT invoices and consult with the Tax officer if the problem persists. 

If we supply books to other local authorities should the supply be treated as not subject to VAT because books are zero rated?

Yes

If our Energy Team does work for an organisation which is not a local authority how should it be treated? 

It should follow the normal VAT rules which will usually mean that it will be standard rated. 

C.07
Planning
When we do archaeological digs for another organisation, e.g. a private company, we employ the staff and charge out the cost – should we charge VAT?

Yes, as the private company is not a local authority so the services you supply are taxable. 

What about information we supply to a developer on, say, a green belt area?

Again, the services you supply are taxable and you should charge VAT at 20%. 

If the request for information comes from another local authority, is it taxable?

It will depend on whether you are supplying the services under a statutory obligation and whether you are in competition with the private sector. See 5.10
Supplies to other Local Authorities for details. 

Total the fund’s gross income from all sources over the last 12 months


Is this total higher than the VAT Registration Limit? 





Deduct all donations, bequests and voluntary contributions from your total income





Is this total still higher than the VAT registration limit?





Deduct all income for individual trips where the income is equal to, or less than, the expenditure 





Is this total still higher than the VAT Registration Limit?





Deduct income which is ‘In’ & ‘Out’ arising from fund raising for charities








Is this total still higher than the VAT registration limit?





A more detailed analysis of your income is required





Please seek advice from the Tax Officer in the Finance Directorate





Yes





Yes





Yes





Yes





No





No





No





No





You do not need to register your fund for VAT





Does the letting relate to sporting facilities?





Is it for


car parking?





Is it to be used for sporting purposes?





Is it for pitches for tents or caravans?





Is it one of a series?





Is it for holiday accommodation?





Is it for game or fishing rights?





Is it for hotel type accommodation?





Exempt from VAT





Does it meet all of the conditions in the previous .?





No





Yes





No





No





No





No





No





Yes





Yes





Yes





Yes





Yes





Standard Rated





Yes





Yes





Exempt from VAT





Yes





Exempt from VAT





No





No





No





Standard Rated








