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VATUPDATE
Take a rest from the grind
and focus on VAT matters
Our experts explore some of the latest developments in the tangled world of VAT

In January, for obvious reasons, our thoughts turn to tax and the
filing deadline, and that means VAT issues can take second
place. I believe that as the filing deadline draws closer and closer

delving into this e-magazine will
give everyone a break from the
regime of accounts, tax return
preparation and ultimate filing.
So why not take a breather,
have a break from tax and think

about something completely different, namely VAT? In this issue
our authors, including VAT guru Melanie Lord, expose the
supposed simplicity of VAT, examining cases involving
crowdfunding, EU supplies and even matchmaking. Who was it
who said VAT was simple?

Tony Margaritelli, Chairman, ICPA

In association with

T he new four ‘Quick
Fixes’ will apply to all
EU supplies of goods

from 1 January 2020,
affecting all EU businesses
including the UK (well, at least

for the time being). The changes have
nothing to do with Brexit, but rather aim to
iron out and simplify a lot of the procedural
differences that cause cross-border havoc in
terms of call-off stock, chain transactions,
documentation, and VAT number checks.

The introduction of standardised
treatment for call-off stock/consignment
stock relief and for chain transactions in all
EU states will certainly be very welcome not
least as it will allow UK businesses to
implement the same process across all of
the EU.

With so much going on politically it is
easy to feel the only thing to do is carry on
as usual until the whole Brexit situation is
resolved. Unfortunately, for many, this
would be a mistake, as the four Quick Fixes
could affect a great many cross-border EU
supplies.

The good news is it’s not too late to work
out what the changes will actually mean for
EU trade on a day-to-day basis. A good
place to start is to look at each of the ‘fixes’
and see where these ‘bite’ on current B2B
trading arrangements and decide what
needs to happen next.

You should look at:
1. All call-off stock arrangements where
goods are shipped into storage in another
EU state for later adoption by a specific

customer. The problem with call-off stock is
that title in the goods remains with the
supplier until the goods are called off by the
customer. This means that under normal
rules the supplier has to register for VAT in
the member state where the goods are
held. Helpfully, some EU states have
applied a call off relief whereas unhelpfully
others insisted on the supplier being
registered.

The first Quick Fix is a welcome change,
standardising call off stock relief across the
whole EU. Where the conditions are met
the VAT treatment for call-off arrangements
will become more predictable, with the
need for multiple VAT registrations
removed.
2. EU chain transactions involve both
cross-border movements of goods and

three or more parties. Previous irregularities
across the EU have led to uncertainty and
exposures in terms of VAT accounting and
registration obligations. 

The second Quick Fix will harmonise how
chain transactions should be categorised
which may affect VAT registration and
accounting for all of the parties in the chain.
3. Documentation requirements concerned
with proving that goods have moved from
one EU state to another have differed from
state to state which has caused arguments
and created unnecessary costs.

The third Quick Fix will specify the
evidence required so that the same process
and procedure can be applied to all EU
supplies.
4. VAT number checks is an important
change as it removes VAT relief where an
EU customer does not provide a valid VAT
number.

The fourth Quick Fix will limit zero rating
to those supplies where the customer
provides a valid VAT number and the EC
Sales Lists are correctly filed. Given that
VAT would fall due if these requirements are
not met, and that is irrespective of whether
the customer will pay the VAT charge, it will
be vital to ensure customer VAT numbers
are collected and validated before the
supply is made and invoiced.
• Melanie Lord is Managing Director of

AVS VAT, an independent VAT

consultancy supporting ICPA members.

To take advantage of our member

discount call 01438 716176 or email

melanie.lord@avsvat.com

Quick Fixes for EU trade
We’ve a great line-up of speakers for our London conference, which
takes place on 25 June. For details on how to book go to page 3 
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Crowdfunding
reward scheme
‘was VAT-able’
I n Lunar Missions Ltd v HMRC [2019] UKUT 0298 (TCC),

crowdfunding with the offer of a reward to those who made
pledges triggered VAT registration: there was a supply for VAT

purposes.
• Lunar Mission Limited raised £672,447 for a moon mission via the
crowdfunding platform Kickstarter.
• A supporter who pledged funds to finance the project was offered
rewards in the form of digital and/or physical space in a capsule.
• HMRC decided that Lunar made a supply to its supporters at the
time at which the pledges made by supporters became
unconditional and Lunar received payment.

The FTT dismissed Lunar’s appeal on the grounds that the rights
offered to supporters constituted “single purpose voucher (SPVs)”
within paragraph 7A of Schedule 10A to the Value Added Tax Act
1994 (“VATA”) and that a supply was made to Lunar’s supporters
when the vouchers were issued.

Lunar appealed to the Upper Tribunal (UT). The UT confirmed
that:
• Crowdfunding involved a supply of services when a legal
relationship was created between service provider and recipient for
which there is reciprocal performance. Lunar agreed to provide
rights in the form of rewards in return for funds.
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• When Lunar issued the vouchers to the supporters, it must be
regarded as having provided them with all the information
necessary to obtain the supply of the service. It provided the
supporter who made the pledge, the only person with whom there
was the requisite degree of reciprocal performance, with the
wherewithal to obtain the digital or physical space on the capsule.
At that point, it made the supply.

The appeal was dismissed.



Meeting your match
I f you enjoy guessing the outcome of tax cases as soon as you

have read the first paragraph, then Gray & Farrar International
LLP(G&F) v HMRC will be up your street. The issue is simple.

The appellant ran an exclusive matchmaking business and claimed
its service fell within “the services of consultants, engineers,
consultancy firms, lawyers, accountants and other similar services
as well as data processing and the provision of information”.

If it could convince the Tribunal, then its services to non-taxable
persons who reside outside the EU would be treated as made
outside the EU and thus outside the scope of VAT. Unsurprisingly,
hitherto HMRC had been unconvinced and had raised
assessments on the appellant.

THE COMMON GROUND
When the Tribunal took stock of the battlefield between HMRC and
appellant, they found a reasonable amount of common ground.
There was no dispute between the parties that G&F provided a
single composite supply. There was also broad agreement based
on past case law that (a) consultants supply advice based on a
high degree of expertise and (b) that included specialist and expert
advice by someone with extensive experience/qualifications on the
subject. The Tribunal felt (b) hit the nail on the head because advice
given by a person with relevant experience which falls within the
domain of that experience is specialist or expert advice. There was
no need to ask whether the advice itself was in some way specialist
or expert.

There was agreement on how the business operated. G&F
interviewed all prospective clients for approximately 2 hours before
preparing a brief describing the client and the characteristics of the
person he/she was seeking. Once the brief was approved, G&F
offered introductions from its network of contacts. G&F then
followed up with weekly calls, and advice and coaching might be
offered within those calls. The managing partner stated that she
alone was responsible for matching one client to another. She
claimed she did not deputise others or use computer algorithms for
that task. However, she did not carry out all of the interviews herself
or make all of the weekly follow up calls.

WITNESS CREDIBILITY
The managing partner was a key witness, but she had mixed
success in swaying the Tribunal. Her evidence that she had
matchmaking expertise was accepted. The Tribunal acknowledged
her years of experience and accepted that she could identify
personality traits relevant to the selection of a suitable partner
based on her intuition and her reading of body language and
general approach.

However, her role in post introduction liaison and provision of
advice and coaching was held to be less than she portrayed. She
was found to be hesitant in offering figures on how her time was
spent and at times figures changed from what she had volunteered
before. HMRC landed a convincing blow when they used her
estimates to produce an annual total for her personal input since
this was substantially higher than would be possible with the 60-
hour week she claimed to work. The consequence of this was that
the Tribunal was united in concluding that the role of her assistants,
who changed over time and were not held to share her expertise,
had been underplayed.

FACTOR TO CONSIDER
The Tribunal were struck that continuing post introduction contact

with clients differentiated G&F from an online dating service where
no support was given. It was an important feature of G&F’s supply
from the perspective of clients and not merely incidental.

REACHING A DECISION
However, the two members of the Tribunal disagreed on the impact
of this factor. The Tribunal Chairman considered the assistants, by
regular contact with the client, provided in a “readymade confidante
for the client” with whom he/she could discuss hopes and
concerns for relationships.  Although he accepted that the
managing partner could step in to provide expertise, he concluded
the client obtained support and informal advice from the assistants.
This was not sufficiently inconsequential to say that it was just part
of the managing partner’s advice that a person might be suitable.

Contrastingly, the other Tribunal member considered the
telephone calls with the liaison team prompted the use of the
information and advice provided by the managing partner. The
feedback the liaison team gave enabled the advice and information
provided by the managing partner to be better used. The feedback
they collected was no more than collection of information. The
onward transition of that was no more than provision of information.
The liaison team merely helped the expert advice to be used. Their
support was all provided under the oversight of the managing
partner and their input should be regarded as ancillary to the expert
advice she provided.

Where a Tribunal consisting of two members is not unanimous,
the casting vote goes to the Chair. Therefore, the appeal was
dismissed (but everyone who plays the game of guessing outcome
after reading paragraph one has the comfort of finding some
support for their view.)
• Jan Garioch is a VAT Senior Manager at LBG

Does a matchmaking service fall under the consultants’ services provisions so that supplies to non-
taxable persons outside the EU fall outside the scope? Jan Garioch discusses a pertinent recent case
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MEPs have voted to make it mandatory for payment service
providers to collect cross-border e-commerce payment to crack
down on VAT fraud.

They will also create an online database so anti-fraud authorities
across the EU can strengthen administrative cooperation among
the member states’ tax authorities, and payment service
providers, and also make information-sharing and prosecution
more effective.

The new rules should raise €7bn (£5.9bn) in additional VAT
revenue, at the moment e-commerce VAT evasion is estimated at
€137bn.

MEPs proposed various improvements to make information
sharing and prosecution more effective. Another proposal was
creating a mandate for the European Public Prosecutor's Office, in
collaboration with national judicial authorities, to ensure that

fraudsters are effectively prosecuted in national courts.
It will also require payment service providers to retain records of

payment transactions for a three-year period and recommends
that member states investing in digital tax collection, such as
Making Tax Digital in the UK, automatically link corporate cash
registers and sales systems to VAT returns.

To address carrousel fraud, the EU will also set up a common
system for collecting comparable statistics on intra-Community
VAT fraud and require national estimates of VAT fraud losses to be
published.

The rules on requirements for payment service providers are
awaiting first reading in the European parliament and will amend
the EU VAT Directive 2006/112/EC 2004/0079(CNS).

According to Commission estimates, online sales in the EU are
worth €550bn a year – €96bn of which is cross-border.

EU votes for change to cross-border VAT rules

Solutions for 2020
MTD problems
A lthough by now everyone must have heard a lot about

HMRC’s Making Tax Digital (MTD) initiative, please do not
feel complacent – the problem has not gone away just yet.

Thanks to the very soft landing period through 2019, the initial
changes have been pretty easy to handle, but for many the big
challenge is yet to come. Worryingly, no one seems to be talking
about the big change in April 2020 even though, for some, there are
still some significant problems ahead.  

HMRC’s original objective was to prevent VAT leakage through
arithmetic and manual entry errors by making everyone prepare and
submit VAT returns on a fully digital basis. The inference was that
everyone had to move on to accounting software with a built-in VAT
filer, such as Xero, Quickbooks or Sage. However, as this ignored a
great many obstacles faced by a lot of VAT registrations, HMRC
had to dilute their expectations.

Fundamentally, MTD has meant that everyone had to stop using
pens and paper and instead start using spreadsheets or possibly
an accounting package. For those using spreadsheets, the 2019
MTD requirements could be met by using one of the new VAT filers
that hit the market. While typically these can submit VAT returns
from a spreadsheet, they may fall short of the April 2020
requirements, which is a problem we have found very hard to solve.

We cannot be alone in having clients facing all manner of different
2020 MTD challenges. In essence, April 2020 sees an end to being
able to use ‘copy and paste’ as part of the VAT return process.
Instead, all data input, transfers and calculations need to be
handled digitally. This new requirement gave us a big problem in
finding something cost-effective and simple to operate for clients
that:-
A. Do not use an integrated accounting package but who still need
to have a digital ‘nose-to-tail’ VAT journey. Here we have clients
who have always just used spreadsheets for VAT accounting as
well as others who have moved from manual records to using
spreadsheets in response to MTD.
B. Are charities or partly exempt organisations and therefore have
to adjust core VAT data to reflect VAT claim adjustments. As these
calculations relate to partial exemption and/or non-business
charitable activities the rules are complex and need to accurately
feedback into the VAT return calculation.  
C. Are based outside the UK but who have to register for UK VAT in
respect of a proportion of their activities. Here our clients send us
UK data taken from their global accounting system which has been

exported into Excel. Finding a way to digitally incorporate the data,
calculate a VAT return and then submit has been very difficult.
D. Operate a VAT group or complex larger system using bespoke
software. Here our problem was finding a way to collate the period
end return after digitally importing source data, calculating the VAT
return and submitting the return. 

As we were clearly faced with needing more than one type of
solution we have spent a lot of time looking for individual cost-
effective answers but without success. In the end we decided the
only solution was to set up our own system, so our MTD VAT
Bureau has come into being. This is a hosted bureau service that
gives us a secure and flexible system to handle each client
registration and VAT return on a different basis as needed, for
example:
• Some clients want to prepare the return and have us review their
workings before they submit the return;
• Others want to provide us with the raw UK data and have us
prepare and submit the return or 
• They might want us to do everything but review the workings
before we submit the return.

Instead of using a mixture of solutions or a ‘one-size-fits-all’
system, we are especially pleased that our Bureau allows us to
decide, job-to-job, who handles each of the key stages. In a
nutshell it means our clients get what they need from us, which is
great news.
• Melanie Lord is Managing Director of AVS VAT, . Call 01438

716176 or email melanie.lord@avsvat.com



Childcare provider wins
in £230,000 VAT dispute
A childcare business has won an appeal overturning a

£230,000 demand for VAT after a First Tier Tribunal (FTT)
agreed its holiday camps should have the same VAT

treatment as its after-school business.
Get Active Sports, an Ofsted-registered company, provided after-

school clubs, sports training and holiday camps.
The case went to tribunal over disputed VAT status. HMRC

disagreed over the VAT treatment of the holiday camps, although it
accepted that the after-school clubs were VAT exempt and the
sports training was taxable at the standard rate.

HMRC ruled that the holiday camps were activity-based events
and not childcare, which meant that the income was taxable at
20% rather than VAT exempt. However, the business argued that
the principal activity was childcare, and the care was no different
from the after-school clubs.

The tribunal noted that this was a very unusual case in that there
was no dispute between the parties in relation to the proper
construction of the relevant legislation or indeed the primary facts to
which the relevant legislation applied.

Both agreed that the holiday camps represented a single supply
of services with one VAT treatment, with the dispute centring on the
VAT liability of those supplies [RSR Sports Ltd and the
Commissioners for Her Majesty’s Revenue and Customs, [2019]
UKFTT 678, TC07450].

The FTT considered the principles to be applied in the application
of exemptions, as set out in Mësto Žamberk v Finančni reditelstvi v
Hradci Králov 9 (Case C-18/12) [2013] ECR I-0000.

In particular, where a transaction comprised a bundle of elements
and was found to be one single supply with two or more elements,
the characteristic elements and the predominant elements had to
be identified, with the predominant element assessed from the
point of view of the typical consumer.

It was common ground the holiday camp services amounted to a
single composite supply of services – the provision of childcare and
the provision of activities. It was therefore only if the predominant
supply was the provision of childcare that the services would fall
within VATA 94, Sch. 9, grp.7, item 9.

The FTT considered two earlier decisions. In Planet Sport
(Holdings) Ltd [2013] TC 03024, although the appellant contributed
to the welfare of pupils in its after-school clubs it did so as a by-
product of its essential service which was sports coaching.

In Sport Academies Ltd [2016] TC 05171 it was concluded, on
balance, the essential nature of the single composite supply made
by the appellant in their sports day camps was the provision of the
activities made available rather than the care or protection of
children or young people.

In contrast, in this case the FTT found the holiday camp services
involved the provision of activities in the course of caring for children
during the school holidays.

In order to make the services more attractive to potential
consumers the company was anxious to emphasise the activities
element. However, while the activities were supervised by their staff,
there was no coaching or teaching of the relevant skills. They were,
for the most part identical to the active care services provided
before and after school.

The FTT noted it would be difficult to find a typical parent who
did not have childcare in mind as at least some element of the

service – the children were being cared for during the school
holidays by people who had the appropriate childcare qualifications.
The appellant was registered with Ofsted and the holiday camps
were supervised by Ofsted. In explaining its offering to schools, the
company described the holiday camp service as a cost effective
reliable form of childcare, and the provision of childcare was a
feature of certain of the five key areas set out in the job description
for a member of staff at the holiday camps.

The FTT did not agree with HMRC that just because the
provision of activities was an element of the holiday camp services,
which the company chose to emphasise, that meant this was the
predominant element.

The tribunal said the company should not be deprived of the
exemption for holiday camp services merely because it provided
activities in the course of providing the childcare which was a
feature of the services, as opposed to adopting a more passive
approach.

The tribunal agreed that the pricing structure for the after-school
clubs and holiday activities was similar, and said the law should not
prejudice tax treatment on the basis that the provider made the
care interesting for the children. The judge therefore agreed the
predominant element of the service was one of childcare and
therefore that income was VAT exempt. As a result, the appeal was
allowed.

Richard Staunton, VAT partner at Gerald Edelman, which advised
the appellant in this case, said: “It is always satisfying to witness a
client win at a tribunal, but this particular case was always very
clear; the predominant activity was caring for children in the school
holidays.

“Interestingly, this case breaks from previous cases that have
been won by HMRC, which is important because (in my opinion) it
draws a line, defining when school camps can rightfully take
advantage of beneficial VAT treatment. This will relieve the burden of
tax where there is childcare.”

The case said that any party dissatisfied with this decision has a
right to apply for permission to appeal against it pursuant to Rule
39 of the Tribunal Procedure (First-tier Tribunal) (Tax Chamber)
Rules 2009. The application must be received by this Tribunal not
later than 56 days after this decision is sent to that party.

A HMRC spokesperson said: “We’re carefully considering our
position in relation to this.”

Tribunal decides in favour of leisure provider that ran both sports clubs and after-school activities
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There are five basic schemes as follows:
● Point of Sale Scheme – The business identifies the correct VAT
liability of supplies at the time of sale, eg by using electronic tills.
● Apportionment Scheme 1 – A relatively simple apportionment
scheme, designed for smaller businesses with an annual VAT-
exclusive turnover of less than £1m. Each VAT period, the business
works out the value of purchases for resale at different rates of VAT,
and applies the proportions of those purchase values to sales;For
example, if 82% of the value of purchases are standard-rated, it is
assumed that 82% of takings are from standard-rated sales. Once
a year, a similar calculation is made based on purchases for the full
year, and any overpayment or underpayment is adjusted
accordingly.
● Apportionment Scheme 2 – Under
this scheme, the business calculates
the expected selling prices (ESPs) of
standard-rated and lower-rated goods
received for retail sale. The business
then works out the ratio of these to the
expected selling prices of all goods for
retail sale, and applies this ratio to the
takings;For example, if 82% of the
ESPs of goods received for retail sale
are standard-rated and 18% are zero-
rated, then 82% of takings are treated
as standard-rated, and 18% as zero-
rated.
● Direct Calculation Scheme 1 – A
business can use this scheme if its
annual VAT-exclusive turnover does not
exceed £1m. It works by calculating
expected selling prices of goods for
retail sale at one or more rates of VAT, so that the proportion of
takings on which VAT is due can be calculated.The business
calculates the ESPs for minority goods, ie those goods at the rate
of VAT which forms the smallest proportion of retail supplies. So, if
82% of sales are standard-rated and 18% are zero-rated, the
business has to calculate the expected sale of the latter.ESPs of the
zero-rated goods received, made, or grown for retail sale, are
deducted from takings to arrive at a figure for standard-rated
takings.
● Direct Calculation Scheme 2 – This works in exactly the same
way as Direct Calculation Scheme 1, but requires an annual stock-
take adjustment.

COMPARING THE SCHEMES
Here are some comments to help choose the right Scheme.
POINT OF SALE SCHEME
● this is the only available Scheme if all supplies are at the same
rate;
● it does not involve stocktaking or working out expected selling
prices;
● no ‘annual adjustment’ is required;
● if the business sells at two or more rates, the Scheme is the
simplest and the most accurate if the business can consistently
record sales by rate of VAT accurately. However, many shops have
been caught out over that accuracy. It is suitable primarily for
businesses with tills that can recognise the VAT rates from product
bar codes.

APPORTIONMENT SCHEME 1
● it cannot be used for services, catering supplies, self-made or
self-grown goods;
● there is a maximum turnover limit of £1m;
● it does not involve stocktaking or working out expected selling
prices;
● an annual adjustment is required;
● the Scheme is relatively simple. However, if on average, a higher
mark-up is achieved for zero-rated goods than for standard-rated
or reduced rate goods, more VAT could be payable under this
Scheme than under an alternative one.
APPORTIONMENT SCHEME 2
● it cannot be used for services or catering supplies, but can be
used for self-made or self-grown goods;

● stocktaking is required at the start of
using the Scheme, but not thereafter;
● expected selling prices must be worked
out;
● no annual adjustment is required, but a
rolling calculation is used;
● the Scheme can be complex to operate
but, if worked properly, it will provide a more
accurate valuation of supplies over a period
of time.
DIRECT CALCULATION SCHEME 1
● services can only be included if they are
liable at a different rate from the minority
goods;
● it cannot be used for catering supplies,
but can be used for self-made or self-grown
goods;
● there is a maximum turnover limit of £1m;
● expected selling prices must be worked
out. The Scheme can produce inaccuracies

if these are not calculated accurately. In addition, where expected
selling prices are set for standard-rated goods and the stock of
these goods has a slow turnover, the Scheme may not be
appropriate, as VAT is paid in the period in which the goods are
received, and not necessarily when they are sold;
● stocktaking is not required;
● no ‘annual adjustment’ is required;
● the Scheme is relatively simple where goods are sold at two rates
of VAT, and most of the supplies are at the same rate. However, it
can be complex where goods are sold at three rates of VAT.
DIRECT CALCULATION SCHEME 2
● services can only be included if they are liable at a different rate
from the minority goods;
● it cannot be used for catering supplies, but can be used for self-
made or self-grown goods;
● expected selling prices must be worked out. The Scheme can
produce inaccuracies if these are not calculated accurately. In
addition, where expected selling prices are set for standard-rated
goods and the stock of these goods has a slow turnover, the
Scheme may not be appropriate, as VAT is paid in the period in
which the goods are received, and not necessarily when they are
sold;
● stocktaking is required at the start of using the Scheme, and
annually thereafter;
● an annual adjustment is required.
• This extract is taken from Value Added Tax 2019/20,

published by Bloomsbury Professional (14th edition)

Back to basics
Andrew Needham outlines five basic VAT schemes
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Here are some sample questions from accountants submitted to the 
Croner Taxwise help desk concerning VAT issues

Truth or myth?
Here are five VAT questions – and
misconceptions – the Croner Taxwise team hears
regularly in calls to its VAT Helpline

The client is adamant that their car dealer has advised them that

VAT incurred on the purchase of an electric car is recoverable in full.

6
Myth! An electric car is no different to a car that runs on any
other fuel; input tax is blocked from recovery unless the car

meets one of the exception conditions detailed in VAT Notice
700/64, section 3, summarised briefly below:

The exceptions are for a car that:
• is stock in trade of a motor manufacturer or dealer.
• is intended to be used primarily as a taxi, for driving instruction, or
for self-drive hire.
• will be used exclusively for the purposes of the business and
would not be made available for the private use of anyone.

A building or a piece of land is itself opted to tax, and that option

continues after the building is transferred to a new owner.

6
Myth! It is not the land or building which is opted to tax, but
the ‘interest in’ that land or building held by the entity which

has made the decision to opt to
tax, and the option to tax is only
binding on that entity, or a
relevant associate of theirs in a
VAT group situation. An ‘interest
in’ property means any interest in,
right over or licence to occupy
property.

In most cases the decision to
opt to tax is driven by the wish to
recover input tax incurred in
relation to the building, but can
also be a requirement for the
purchaser of a building opted to
tax by the seller, to acquire it ‘VAT
free’ as part of the transfer of a
business as a going concern.

To illustrate this point: if the
landlord of a building has opted
to tax, that option does not flow through to the tenants. If the
tenant is subletting, and wants the rent they receive to be taxable
income, they will need to notify HMRC of their own option.

Detailed information on Opting to Tax Land and Buildings is
provided by HMRC in VAT Notice 742A

The conditions required to be met when transferring property as
part of a transfer of a going concern are covered in section 2.3 of
VAT Notice 700/9.

Exempt and outside-the-scope supplies of goods and services do

not form part of taxable turnover for VAT registration or Making Tax

Digital threshold purposes, but zero rated supplies of goods or

services do (including exports).

4True! Taxable Turnover includes supplies of goods and
services at the standard, reduced and zero rate of VAT.

Exempt supplies are not taxable supplies.
Examples of outside-the-scope supplies are:

• Business-to-business services supplied to customers outside the
UK, which under the place of supply of service rules are supplied
where the customer belongs (see VAT Notice 741A).
• Supplies of goods that never come into the UK – for example

goods purchased from a supplier with stock held outside the UK
and delivered direct to a customer’s premises outside the UK.

Both the above are examples of “supplies which would be
taxable if made in the UK”, but as the supplies are not made in the
UK they do not count as taxable turnover in the UK.

Exempt and zero rated supplies are both included when calculating

the gross turnover on which VAT is to be declared on the Flat Rate

Scheme (FRS). Outside-the-scope supplies of goods and services

are not.

4 True! It is a common misconception that exempt supplies in
particular are excluded from the FRS turnover calculation. This

often catches out FRS users with property letting income.
Information on supplies to be included/excluded from FRS

Turnover is provided in the Flat Rate Scheme VAT Notice 733
Sections 6.2 and 6.3.

Expense recharges are disbursements.

6Myth! When a consultant or any other kind of businesses
recharges the costs it has itself incurred in the course of

providing its services to its customers, that recharge is not a
disbursement.

As per HMRC guidance on disbursements in section 25 of Notice
700: The VAT Guide, a disbursement is the result of acting as a

disclosed agent between your
customer and a third party to
facilitate a supply of goods or
services between those
parties, and the supply made
must be used by your
customer – not by you!  There
are eight conditions which
need to be met for a payment
made to a third party on behalf
of your client to be treated as
a disbursement:
• you acted as the agent of
your client when you paid the
third party.
• your client actually received
and used the goods or
services provided by the third
party (this condition usually

prevents the agent’s own travelling and subsistence expenses,
phone bills, postage, and other costs being treated as
disbursements for VAT purposes).
• your client was responsible for paying the third party (examples
include estate duty and Stamp Duty payable by your client on a
contract to be made by the client).
• your client authorised you to make the payment on their behalf.
• your client knew that the goods or services you paid for would be
provided by a third party.
• your outlay will be separately itemised when you invoice your
client.
• you recover only the exact amount which you paid to the third
party.
• the goods or services, which you paid for, are clearly additional to
the supplies which you make to your client on your own account.

Recharges of a business’s own travel, subsistence or other costs
are not disbursements – the customer is not using the transport,
eating the meal or doing the miles in the case of a mileage rate.
The recharge is correctly treated as further consideration for the
goods or services supplied. In the case of a consultant, the fee for
the job is in effect a daily rate for the job plus costs.





Non-corporate entities can join VAT groups

Retained deposits from ‘no-show’ bookings

V AT group registration control requirements have been
expanded to allow non-corporate entities to be included in
VAT group registrations if they meet qualifying conditions.

Previously, only corporate bodies which had a business
establishment in the UK had been permitted to join a VAT group.
However, as from 1 November 2019, non-corporate entities
including partnerships, sole traders and trusts, can now join.

There are two main conditions that non-corporate bodies must
meet in order to join a group:
• the business must be entitled to register for VAT as a stand-alone
business – it must have income that is liable to VAT at the standard,
reduced or zero-rate.

Corporate bodies on the other hand may include dormant
companies in a group. 
• The non-corporate body must control all of the corporate bodies
in the group. 

Typically, this means owning 51% or more of the share capital in
the other companies, which is similar to the parent/subsidiary
company relationship for corporate bodies.

Gavin West, Head of VAT and indirect taxes at accountants
Smith Cooper, said there were advantages and disadvantages of
VAT grouping: “Generally, the benefits of VAT grouping involve cash
flow and administration. By being part of a VAT group the supplies
of goods or services between group members are not subject to
VAT and a single VAT return is completed each period for the entire
group, as opposed to the unincorporated business submitting its
own returns if it had its own VAT number, making for much simpler
VAT accounting. Businesses could also be entitled to significant
VAT savings if there are intra VAT group supplies involving partly
exempt entities. But as with everything, there are disadvantages. All
group members are jointly and severally liable for any VAT debts of
the group – meaning that if one group company enters insolvency,
the remaining group members are liable for its VAT, which poses
unwanted risk for some.

“Furthermore, if the group is to include an exempt company, the
group as a whole will become partially exempt, potentially restricting
the recovery of input tax, which in turn would cause the VAT cost to
increase.”

C hanges were introduced by HMRC in the Spring of 2019 to
the VAT treatment of ‘no-shows’ (in respect of hotel
accommodation), which considers supplies that are

unfulfilled.
Prior to the change, where an advanced payment or deposit

was paid by a customer for a future taxable supply of hotel
accommodation, VAT would have been due with the tax point
triggered at the time the payment was made. Where this supply
was unfulfilled because the customer was a ‘no-show’, the hotel
could treat the income as compensation (i.e. outside the scope of
VAT) and so if the VAT had already been accounted for it could be
subsequently adjusted, so there was a nil VAT effect for the hotel.

With effect from 1 March 2019, the VAT on advanced payments
or deposits must still be accounted for at the time of payment, but
if the customer does not fulfil their stay, the hotel can no longer
adjust the VAT in their return. This clearly creates a potential issue
for affected businesses, as any no-shows means that output tax
has been accounted for by the hotel (on the advanced payment or
deposit) but remains a cost due to the inability to adjust it.

A farmer and his wife have been jailed for their role in a
£610,000.00 VAT fraud, after an HMRC investigation into
their County Armagh beef cattle farm. 

Joseph Cassidy, 50, of Tassagh, was a VAT registered beef
farmer from January 1995. Between July 2011 and March 2015,
Cassidy made fraudulent VAT claims totalling £610,000.

Cassidy and his wife Anna Cassidy, 51, who was responsible for
the farms business records, were arrested on 23 February 2016 on
suspicion of VAT fraud and money laundering offences. The
premises and the adjoining farmyard were searched by HMRC
officers and business records were seized.

HMRC investigators established that Anna Cassidy held two
bank accounts; a business account into which the VAT repayments
were paid and a savings account in her name.

Both Anna and Joseph Cassidy pleaded guilty to the fraudulent
evasion of VAT and money laundering offences. Both appeared at
Newry Crown Court on 28 November 2019. Joseph Cassidy was
sentenced to 18 months’ imprisonment, and Anna Cassidy was
sentenced to 15 months in jail. The judge ruled that each will spend
half of their sentence in jail and the rest on licence.

Confiscation proceedings are now under way to recover the tax
stolen.

County Armagh couple jailed for VAT fraud

Disclaimer The information contained in this publication is for general guidance only. You should neither act, nor refrain from acting, on
the basis of any such information. Professional advice should be taken based on particular circumstances, as the application of laws
and regulations will vary. Please be aware that laws and regulations are also subject to frequent change. While every effort has been
made to ensure that the information contained in this publication is correct, neither the author nor his firm shall be liable in damages
(including, without limitation, damages for loss of business or loss of profits) arising in contract, tort or otherwise from any information
contained in it, or from any action or decision taken as a result of using any such information.
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N ews Corp UK and Ireland Limited (News UK), the publisher
of The Times, has been successful in its appeal to the
Upper Tribunal where it argued that digital versions of its

newspapers should be zero rated for VAT.
The publisher first brought its case to the First Tier Tribunal (FTT),

arguing that its digital editions were ‘newspapers’ within the
meaning of Value Added Tax Act 1994 (VATA) and should therefore
be zero-rated.

While the FTT ruling in March 2018 found that the content of The
Times and The Sunday Times during the period under review was
“fundamentally the same or very similar” as between the digital and

printed editions, it concluded that the digital editions constituted a
supply of services rather than goods, whereas the relevant
Schedule in the legislation relating to zero rating was confined solely
to goods.

The publisher had also argued that the word ‘newspaper’ should
be interpreted in a way which keeps pace with technological
developments, but the FTT decided that a strict interpretation
should apply.

In its appeal decision, the Upper Tribunal determined that the FTT
had been wrong to conclude that the relevant Schedule was
intended to be limited to items that were goods as opposed to
services, pointing out that Section 30 of VATA authorises zero rating
for both goods and services.

Furthermore, it stated that the digital versions shared the
essential characteristics of a newspaper, namely “to promote
literacy, the dissemination of knowledge and democratic
accountability by having informed public debate”.

It concluded that the purpose of the legislation was neutral as
regards the manner in which the newspaper was supplied – be it
digital or physical – and that the print and e-reader versions were
sufficiently similar that the original legislative purpose extended to
both.

Philip Munn, a VAT partner at RSM said: “While we expect that
HMRC will attempt to overturn this decision on appeal, it is a
significant win for News UK and one which could impact many
media organisations that publish digital editions.

“This ruling is also good news for those concerned about the
future sustainability of journalism. Last year’s Cairncross Review
specifically recommended extending the zero-rating of VAT to digital
newspapers and magazines. This outcome, assuming it is not
successfully appealed to a higher court, may mean that new
legislation in this area is unnecessary.”
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Dixon loses £1.8m claim
R etail chain Dixons has failed at a First Tier Tribunal (FTT)

appeal in a bid to reclaim £1.8m of overpaid VAT on cheques
which had been dishonoured, on the basis it was out of time

for a refund.
The tribunal head the company had a bespoke retail scheme

agreement (BRSA) for the purpose of accounting for VAT to HMRC.
It was accepted that it paid over VAT to HMRC on sales for which it
had received a cheque that was later dishonoured and that in the
period 5/12/96 to 6/2/2003 it did not reclaim this VAT.

In September 2011, Dixons identified that this had occurred and
made a claim to HMRC to recover the overpaid VAT. HMRC
rejected this claim on the basis that it was out of time, because it
was a claim under s80 VATA 1994 and s80 claims are subject to
the four-year cap. 

Dixons appealed this decision but the appeal was held over
pending a decision on a similar issue involving Leeds City Council.
HMRC won the Leeds City Council case and Dixons withdrew its
appeal.

Dixons then adjusted its 01/2018 VAT return to recover the VAT
overpaid on the dishonoured cheques on the grounds that its retail
scheme contained no time limit by which adjustments should be
made. The adjustment was for the amount of £1,876,141. HMRC
refused to accept the adjustment, and the case went to appeal.
[Dixons Retail plc and the Commissioners for Her Majesty’s
Revenue and Customs, [2019] UKFTT 714].

The tribunal heard that HMRC’s case was that Dixon’s BRSA set
out how it was to account for VAT, including offsetting VAT on
dishonoured cheques. As Dixons had failed to do this in the period
in question, Dixons had over-declared its liability for output tax in
the relevant periods. 

HMRC’s position was that Dixons had therefore been entitled to
make a claim to recover such over-declared VAT under s80 VATA;
instead it had merely made an adjustment in its 01/2018 VAT return
which it was not allowed to do; and in any event, even if that
adjustment was to be treated as a claim under s80, it had made
the claim too late.

For its part, Dixon argued that it accounted for VAT under a retail
scheme. The retail scheme was a complete code for VAT
accounting. Its retail scheme permitted it to deduct from its daily
gross takings (DGT) the amount of dishonoured cheques and to do
so without any express or implied time-limit. That is what it had
done in its VAT return for 01/18. It did not matter that the cheques
had been dishonoured, and were in respect of supplies which had
taken place, many years earlier, as there was no time limit on
making the adjustment.

The FTT dismissed Dixon’s appeal, on a number of grounds.
These included the view that retailers could not make claims for
bad debt relief (Regs 165-172B, 1995 VAT Regulations), because
bespoke retail schemes included provisions for claiming bad debt
relief.

Although not expressly stated within the retail agreement or the
legislation governing retail schemes (Reg 67, 1995 VAT
Regulations), it was implicit that Dixons should make adjustments
for dishonoured cheques at the time it became aware that the
cheque had been dishonoured; and because Dixons had failed to
adjust its VAT calculation at the time the cheque was dishonoured
the correct recourse was to make a claim under s80. As Dixon’s

claim was made outside the four-year time limit, its claim was time
barred.

The tribunal also pointed out that Dixons’ 2002 BRSA did provide
for errors. The scheme had a term which stated: “In the
circumstances that Dixons Group plc fails to calculate output VAT
on retail sales according to the methods and adjustments agreed
within this scheme, it shall recalculate the scheme correctly and
accordingly claim or pay any VAT overpaid or underpaid as
appropriate.”

The FTT agreed with HMRC that where it refers to ‘claim’, that
must be a reference to a claim under s 80 VATA. It said this
provision clearly indicates that ex post facto adjustments were not
to be made by adjusting the DGT but by making a separate claim. 

The tribunal said: “The necessary implication was that such a
claim must meet the requirements of VAT legislation, such as those
of s80 VATA, VAT Reg 29, 34 or 38. It clearly indicates that the
retail scheme was not a complete code: we think that is clear in
any event for reasons already given.”

Dixons sought to argue that the position in 2002 changed from
the 1999 BRSA and that that therefore implies that it ought to
recover all VAT on dishonoured cheques prior to the 2002 BRSA
coming into force. The FTT did not agree, saying that none of the
BRSAs permitted ex post facto adjustments to the DGT. 

Sarah Kay, senior tax writer, Croner-i Ltd, said: “Dixons argued
that neither the law under which retail schemes are agreed (Reg 67,
1995 VAT Regulations) or its bespoke agreement with HMRC made
specific reference to any time limits.

“However, if correct, this would mean that a retailer could make
adjustments to its daily gross takings at any point. The FTT rejected
an interpretation of the law which would enable Dixons to adjust for
VAT which, in some cases, was overpaid over 20 years ago.”
• Thanks to Croner-i for this article
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