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Introduction

This is the third edition of A Practical Guide to VAT. It has been updated to cover
changes in VAT law and case law developments to the end of March 2008.

The book is specifically targeted at the VAT needs of voluntary organisations, that
is: non-profit making entities such as charities, registered social landlords, tenant
management organisations, campaign groups, voluntary clubs and associations. Some
voluntary organisations have commercial arms such as trading subsidiaries, so the
book also covers topics of relevance to these.

It is a fairly common misconception that VAT does not apply to charities and other
voluntary organisations. This is not the case. There are some specific VAT rules for
voluntary organisations and in particular for charities. Many activities of voluntary
organisations will also be excluded from the VAT regime because they are ‘non-
business’ or ‘exempt’. However, this does not mean that all activities of voluntary
organisations and charities are invariably excluded. As a very rough rule of thumb, if
your organisation undertakes an activity that is also undertaken by a commercial
business, and that commercial business charges VAT, your activity will be subject to
VAT.

There are three key points you should bear in mind when dealing with VAT:

*  You do not have to be registered for VAT to benefit from some of the VAT rules.
Charities in particular are able to tell suppliers to ‘zero rate’ or add no VAT when
making some types of supplies to the charity. This includes, in certain situations,
the construction of a new building and the renovation of a building, so the VAT
savings can be very significant. The special zero-rating rules are covered in
Chapters 6 and 8.

*  You should be aware of the fact that VAT guidance provided by HM Revenue
& Customs (HMRC) is not the same as the law. VAT notices and leaflets are
HMRC’s interpretation of the law. Some published guidance may be out of date,
wrong or just sets out HMRC’s view of an uncertain situation. So you should
not necessarily be put off by some of the guidance, but be prepared to seek further
advice on the legal position. Some of the key risk areas for multiple interpretations
of the law are highlighted in this book.



A PRACTICAL GUIDE TO VAT

* VAT law is subject to constant change. New VAT laws are passed all the time
and court cases regularly change long-established interpretations of the legislation
or introduce new twists. This book explains the position as commonly understood
in January 2008.You should always check to see if new VAT laws or court cases
have changed that position since then. See Chapter 14: Further information for how
to check for changes.

Background: VAT and the voluntary sector

VAT is a relatively new tax. It was first introduced in France in 1954 and was adopted
as an EC-wide measure in 1972.The UK was required to implement VAT on joining
the EC in 1973 and in 1993 the EC implemented legislation requiring harmonisation
of the VAT rules in the different member states. This effectively gave the EC control
over each member state’s legislation.

As VAT is a young tax, there are many grey areas where the position still has to be
ironed out or where further legislation is required in order to bring clarity. Two of
these grey areas are of major importance to many voluntary organisations:

* VAT is designed to cover the activities of businesses but not the personal activities
of individuals. However, the distinction between ‘business’ and ‘non-business’
activities can be unclear. Many activities of voluntary organisations sit in the grey
area between the two.

* VAT law specifies that certain activities carried out in the public interest are
‘exempt’ from VAT. Many activities of voluntary organisations are carried out in
the public interest and are potentially exempt. However, the distinction between
what is exempt and what is not is again unclear and this uncertainty affects many
voluntary organisations.

VAT is also an administratively burdensome tax.VAT-registered organisations have to
issue invoices in the correct format, keep copies of VAT invoices received, monitor
VAT charged and VAT paid on a transaction-by-transaction basis and submit VAT
returns and pay any VAT due to HMR C within tight deadlines.

All VAT-registered organisations face these administrative burdens. However, many
voluntary organisations have to deal with extra administrative burdens. Most com-
mercial businesses simply charge VAT on everything they sell and reclaim all the
VAT on the purchases they make. For many voluntary organisations the situation is not
so straightforward. If there is a mix of non-business, exempt and normal ‘tax-
able’ activities, the VAT on purchases must be split. Only the VAT that is ‘attributable’
to the taxable activities can be reclaimed from HMR C. This splitting of the VAT on
purchases can be a real challenge and may add considerably to the administrative
burden.
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1 Overview of VAT

This chapter provides an overview of how VAT works and the differences
between non-business exempt and taxable activities.

How VAT works

Value Added Tax (VAT) is a tax on sales. It is calculated as a percentage of the
sale price and added to the price charged to the customer. The added VAT is called
output VAT.The standard rate of VAT in the UK is currently 17)5 per cent.

The price before VAT is added is called the net price and the price after output
VAT is added is called the gross price.

Businesses do not get to keep the output VAT they charge to their customers. It must
be paid to HM Revenue & Customs (HMRC).

Example: Woodwork Ltd

Woodwork Ltd manufactures and sells chairs. It sells a chair for £100 plus VAT.
The price charged to the customer is:

Net selling price £100.00
Plus output VAT: 17%% x £100 £17.50
Gross selling price £117.50

Woodwork Ltd must pay the £17.50 output VAT to HMRC.

Businesses also incur VAT on the purchases they make. This is called input VAT.

Businesses are allowed to recover any input VAT they incur on making purchases that
relate to the taxed sales.

They do this by deducting the input VAT from the output VAT and paying only the
balance over to HMRC.
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