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Preface to the Second Edition

VAT has existed in the UK since 1973. It also exists in all other EEC
countries and, increasingly, in other major industrial states. In the last few
years its importance in the UK has been increasingly recognised by the
businesses which must collect the tax, and the professionals who advise them.

VAT differs from the other main taxes in its underlying concepts, in the
immediacy of its effects, and in the source of its fundamental legal backing. It
is not a tax which originates in the UK, but arises from Britain’s membership
of the European Community. As such, it is governed ultimately by European
Community law.

The purpose of this book is to provide people in the business world (and
professional advisers who do not specialise in VAT) with a general under-
standing of the tax, so that they can be aware of its implications in the context
of their businesses and build it into their decision making processes.

It is not intended to be a comprehensive work of reference — the rate of
change in VAT is so swift, particularly at the time of writing, that this is best
left to loose-leaf works. It is hoped, however, that the reader will gain suf-
ficient understanding of the structure of the tax from this book to make best
use of such works, or of professional advisers, when necessary.

Perhaps the most important aspect of VAT, which is not immediately
obvious, is that it has the effect of including HM Customs and Excise as a
silent (but interested) party in each business transaction. The executive who is
too busy to read the whole book should at least read, and remember, 1260.
All VAT practitioners have met people who would have recouped the cost of
a book, many times over, by doing that.

Chris Allen
August 1992



About the Publisher

CCH Editions Limited is part of a world-wide group of companies that
specialises in tax, business and law publishing. The group produces a wide
range of books and reporting services for the accounting, business and legal
professions. The Oxfordshire premises are the centre for all UK and
European operations.

All CCH publications are designed to be practical and authoritative and
are written by CCH’s own highly qualified and experienced editorial team and
specialist outside authors.

In the UK CCH Editions currently produces a comprehensive series of
reporting services on UK and international tax, business and law, and many
books covering specific areas of interest for accountants, lawyers and business
managers. Irrespective of the subject matter being discussed or the depth and
scope of its treatment, the material is always dealt with in the same clear and
concise manner.

CCH is committed to you and your information needs, and this commit-
ment is reflected in the constant updating and development of our reporting
services and the growth and expansion of our range of publications.

If you would like to know more about our books or loose-leaf services
telephone (0869) 253300.

vi



Examples

Paragraph

1-1: Periodical VAT return ........ 103
1-2: The VAT fraction............... 109
1-3: VAT and contracts............. 114
2-1: Consideration................... 205
2-2: Consideration from third

2220 45 2t 205
2-3: Self-supply of land.............. 208
2-4: Theftof goods .................. 213
2-5: Supplies in bond................ 214
2-6: Exempt sideline activity ....... 232
2-7: Place of supply of goods ...... 239
2-8: Place of supply of

installed goods .................. 239
2-9:  Place of supply of

imported goods ................. 239
2-10: Place of supply of

SEIVICES +evrnrrcrninneeinenen 1ees 240
2-11: Establishment making

SUPPLY..oviit i 240
2-12: Goods on sale or return....... 242
2-13: On-account invoicing..... .. 243
2-14: Adjustment of contract........ 262
2-15: Value of supply for

consideration...........c.c.ooues 263
2-16: Prompt payment discount.....264
2-17: Cost of making asset

available..........oooviniiiannn, 272
3-1:  Collection of VAT ............. 303
3-2: Second-hand goods

scheme.........oocoevviiinins o0 312

vil

10-1:
11-1:
11-2:
13-1:

14-1:
14-2:

Paragraph
Basic partial exemption
calculation ............cccciuenn. 404
Exempt input tax deemed
taxable..........o. ceeeees il 408

Whether a tainted business ...410
Attribution of pot — standard

method .......oviiiiiiiiiann, 411
De minimis limits for partial
eXempPtion....cocvieviieiieannnns 416
Change in liability .............. 418
Provisional and final

calculations ..........ccoeeeennns 419
Longer periods.................. 421

Newly registered business.....422

Capital goods scheme
adjustment..........ccoeeieninnns 429
Turnover versus profit......... 502
Computation of turnover ..... 502
Date of registration ....... .... 505
Effects of current period
adjustment..........coooieinnns 612
Identities of developers........ 906
Value of self-supply............ 906
Scheme D......cooovevnnennn o 1008
Double taxation............... 1101
Sale under scheme...... ..... 1102
Going concern - type of

business ... ... ..... 1312
Default surcharge............. 1410
Serious misdeclaration..... . 1413



Contents

Preface to the Second Edition
About the Publisher
Examples

1 Introduction
71101 Overview

OUTLINE OF VALUE ADDED TAX
7102 Application

7103 Records and returns

1104 Outputs and inputs

7105 Tax invoices

7106 Rates of tax

1107 Input tax credit

7108 Partial exemption

7109 Retail schemes

71110 Second-hand goods schemes

CONTROL AND ENFORCEMENT
111 Review of the system

WHY VAT CAUSES PROBLEMS

7112 General

7113 Misunderstanding of concepts
T114 Disregard by decision makers
7115 Disregard by administrators
7116 Cumulative effect

1117 Enforcement techniques

SOURCES OF LAW AND PRACTICE

T118 Legislation: Statutes and Directives
7119 VAT tribunals

7120 Notices and Leaflets

1X

Page

vi
vii

p—

\© G0 0o ~1 NN B W W e e



VAT in Business

2 VAT on Supplies by the Business

7201
1202
7203

SUPPLY

1204
1205
1206
1207
1208
1209
1210

Liability to VAT: General
When VAT is chargeable
VAT on UK supplies

The meaning of supply
Consideration

Specified supplies
Supply by another
Self-supplies

Reverse charge supplies
Imports and acquisitions

NON-SUPPLIES

1211
71212
1213
1214
215
1216
1217
1218
1219
1220
1221
1222
1223
11224
1225
1226
1227

Receipt of money which is not consideration

Dividends received

Theft of goods

Supplies in bonded warehouse
Compensation

Disbursements

Internal payments

Capital introduced

Loan repayments

Gifts and donations

Grants

Payments for group relief
Indemnity payments

Sale of a business as a going concern
Supplies made outside the UK
Repossessed goods

Gift of motor car

TAXABLE AND EXEMPT SUPPLIES

1228
7229

General
Exempt and zero-rated supplies

TAXABLE PERSONS AND REGISTRATION

1230
1231
1232
1233

General

Person

Sideline activities
Business

Page
14
14
14
15

16
16
17
21
22
22
24
24

25
25
26
26
26
27
27
28
28
28
29
29
30
30
30
31
31
31

32
32
32

33
33
33
34
35



Contents

Page
GOODS AND SERVICES 37
7234 Introduction 37
7235 Compound and muitiple supplies 38
7236 Supplies of goods 39
7237 Supplies of services 40
PLACE OF SUPPLY 40
7238 Determining where supplies are made 40
7239 Place of supply of goods 41
7240 Place of supply of services 45
TIME OF SUPPLY 48
7241 Importance of time of supply 48
71242 The basic tax point 49
7243 Issue of a tax invoice 50
7244 Date payment received 52
SPECIAL TIME OF SUPPLY RULES 53
7245 General 53
7246 Goods put to private use 53
1247 Imported services 54
7248 Supply of land under major interest lease 54
7249 Power, heat, etc. 54
7250 Goods stored at customer’s premises 54
7251 Retention payments 54
1252 Supplies of services for a period 55
7253 Royalties, etc. 55
11254  Services of barristers and advocates 56
7255 Supplies in the construction industry 56
7256 Acquisition of going concern by group 57
7257 Self-supplies of stationery and cars 57
CHANGE IN RATE OF TAX 57
1258 Consequences 57
VALUE OF SUPPLY 58
1259 Introduction 58
7260 Consideration in money 58
1261 More than one supply 58
1262 Change in rate of tax 59
7263 Non-monetary consideration 59
7264 Prompt payment discounts 60

7265 Consideration in foreign currency 60

xi



VAT in Business

Page
SPECIAL VALUE OF SUPPLY RULES 60
7266 Modifications to basic rules 60
7267 Supplies between connected parties 61
7268 Party plan arrangements 61
71269 Tokens, stamps and vouchers 62
71270  Self-supplies 62
7271 Gifts of goods and deemed supply on deregistration 63
272 Non-business use of business assets 63
273 Long-stay hotel accommodation 64
7274 Catering, etc. for employees 65
7275 Production of pleasure aircraft 65
1276 Imported services 65
7277 Gaming machines 65
278 Second-hand goods 65
279 Goods used for business entertainment 66
280 Fuel for non-business use 66
SUMMARY 66
7281 Conclusion 66
3 VAT on Supplies to the Business 67
71301 Overview 67
71302 Concept of exact proportionality 67
71303 Tax mechanism 68
1304 Output tax and input tax 69
7305 Basic rules for deduction of input tax 70
7306 Definition of input tax 70
1307 Apportionment of tax 76
INPUT TAX WHICH CANNOT BE DEDUCTED 76
7308 Supplies on which tax is non-deductible 76
1309 Motor cars 76
7310 Business entertainment 77
7311 Fittings in new buildings 79
1312 Goods supplied under second-hand goods schemes 80
7313 Certain imports of goods 81
7314 Domestic accommodation for directors 81
USE TO WHICH SUPPLIES ARE PUT 81
315 Further restrictions on deduction of input tax 81

xii



EVIDENCE FOR DEDUCTION OF INPUT TAX
1316 Requirement

1317 Tax on supplies

318 Imports of goods

7319 Imports of services

7320 Removal of goods from warehouse
71321 Other evidence

7322 Need to obtain evidence

PRE-REGISTRATION AND PRE-INCORPORATION SUPPLIES
1323 Relief available

7324 Pre-registration supplies

7325 Pre-incorporation supplies

POST-DEREGISTRATION SUPPLIES
1326 Deregistration: Relief in respect of services

MANNER OF CLAIM FOR INPUT TAX DEDUCTION
7327 Method

SUMMARY
1328 Conclusion

4 Partial Exemption

401 Introduction

7402 Partial exemption practicalities

7403 Partial exemption legislation

404 Overview of the partial exemption rules
T405 Analysis of input tax

7406 Concept of attribution

EXEMPT DEEMED TO BE TAXABLE

407 Secondary exempt supplies

7408 Supplies affected

7409 Tainted businesses

1410 Meaning of tainted business categories

ATTRIBUTION OF THE POT
411 The standard method

Y412 Exclusions from turnover under standard method

X1

Contents

Page
82
82
82
83
83
83
83
83

84
84
84
84

85
85

85
85

86
86

87

87
87
88
88
90
90

92
92
93
94
95

96
96
97



VAT in Business

OTHER METHODS

1413 Use of other methods
7414 Use-based methods
1415 Imposition of method

DE MINIMIS LIMIT
7416 Application and determination

CHANGE OF USE
T417 Special provisions
7418 Determining change of use

PERIODS

1419 Calculation of tax

7420 Tax years and longer periods

1421 Incurring exempt input tax for the first time
11422  Newly registered businesses

7423 Business ceasing to be registered

7424  Approval of different longer period

NON-SUPPLY ACTIVITIES AND SELF-SUPPLIES
7425 Taxation of non-supply activities
7426 Self-supplies

CAPITAL GOODS SCHEME

7427 Introduction

71428 Input tax affected

1429 Period and manner of adjustment
7430 Disposal, etc., within review period
7431 Other matters

SUMMARY
7432 Conclusion

5 Registration

1501 Introduction

1502 Taxable turnover

1503 Turnover limits: General

Y504 Annual turnover limit: Historic
7505 Notification: Historic turnover
1506 Turnover limit: Future

1507 Notification: Future turnover

Xiv

Page
98
98
98
99

99
99

100
100
101

101
101
102
103
104
105
105

105
105
106

107
107
107
107
108
108

109
109

110

110
110
111
112
112
113
113



7508
7509
1510
%511
1512
513
1514
1515
7516
1517
1518
1519
1520

Contents

Registration procedure

Voluntary registration

Intending trader registration

Exemption from registration

Opverseas supplies, etc.

Previous owner’s turnover

Effective date of late registration

Requirement for security

Deregistration

Registration in respect of acquisitions from 1 January 1993
Registration in respect of distance selling from 1 January 1993
Tax representatives

Overseas supplier accounting through customer

6 VAT Records and Returns

1601
11602
71603
7604
1605
1606
1607
1608
7609
1610
611
1612
1613
T614
1615

Introduction

Importance of records

General requirements

The VAT account

Special record-keeping requirements
Period of retention

Tax invoices

Stocks of goods

Record of control visits, etc.

Returns

Estimation of input tax and output tax
Correction of errors

Bad debt relief

Payment by credit transfer

Statistical returns from 1 January 1993

7 Zero-rating

1701
1702
1703
7704
1705
1706
1707
7708

Meaning of zero-rating

Basic provisions

Interpretation of zero-rating Groups
Outline of Groups

Exports of goods

Evidence of export

Export by another

Miscellaneous

Page
114
115
115
115
116
116
116
117
117
117
118
118
118

119

119
119
120
120
121
122
122
124
125
125
126
126
129
130
130

132

132
132
132
133
134
134
134
135



VAT in Business

Page
1709 Single European Market 135
1710 Group 1: Food 135
7711 Catering 136
1712 Hot food 136
1713 Premises 136
7714 Delivered food 138
1715 Group 2: Sewerage services and water 138
1716 Group 3: Books, etc. 139
1717 Group 4: Talking books for the blind and
handicapped and wireless sets for the blind 139
1718 Group 7: Fuel and power for domestic or charity use 140
719 Group 8: Construction of dwellings, etc. 140
720 Group 8A: Protected buildings 144
1721  Supplies by owners 144
1722 Supplies by contractors 145
1723  Approved alterations 145
724 Repairs 145
1725 Group 9: International services 145
1726 Land outside the UK 146
727  Supplies performed overseas 146
1728  Services supplied to persons abroad 147
729  Services connected with international transactions 151
7730 Group 10: Transport 151
1731 Group 11: Caravans and houseboats 152
1732 Group 12: Gold 152
1733  Group 13: Bank notes 153
1734  Group 14: Drugs, medicines, aids for the handicapped, etc. 153
1735 Group 15: Imports, exports, etc. 153
1736  Group 16: Charities, etc. 153
1737 Group 17: Clothing and footwear 154
8 Exemption 155
801 Overview 155
1802 Group 1: Land 155
1803 Exclusions from exemption 156
1804 Group 2: Insurance 158
805 Group 3: Postal services 158
1806 Group 4: Betting, gaming and lotteries 158
1807 Group 5: Finance 158
7808 Group 6: Education 160
1809 Group 7: Health and welfare 163

XV1



1810 Group 8: Burial and cremation

7811 Group 9: Trade unions and professional bodies

7812 Group 10: Sports competitions

7813 Group 11: Works of art, etc.

1814 Group 12: Fund-raising events by charities
and other qualifying bodies

9 Property and Construction

1901 Introduction

71902 Supplies of construction, etc., works

903 Implications of VAT charge on construction services
1904 Supplies of land and buildings

1905 The option for taxation

906 Developer’s self-supply ~ new buildings, etc.
7907 Developer’s self-supply ~ refurbishments

7908 Developmental leases — notification to landlord
1909 Developer’s self-supply ~ conclusion

7910 Some areas of difficulty

911 Land swaps/non-monetary consideration

1912 Who can opt for taxation

1913 Joint ownership

1914 Scope of the option for taxation

1915 Whether land is agricultural

1916 Dedication of roads and sewers, etc.

1917 Conclusion

10 Retail Schemes

11001 Introduction
71002 Legal background
11003 Retailer

71004 Outline of schemes
71005 The VAT fraction
11006 Scheme A

11007 Scheme F

11008 Schemes D and G
71009 Schemes HandJ
71010 Scheme B

71011 Scheme E

11012 Scheme C

11013 Other schemes
71014 Changing schemes

Xvil

Contents

Page
165
165
166
166

166

167

167
167
168
169
170
173
175
176
176
176
177
177
177
178
179
179
181

182

182
182
183
183
184
184
184
184
185
186
186
186
186
187



VAT in Business

11015 Goods produced by retailer
11016 Goods sold at different rate
71017 Daily gross takings

71018 Sale of debts

71019 Goods for private use
11020 Cash discounts

11021 Deposits

11022 Credit cards, etc.

11023 Book tokens, etc.

11024 Goods on sale or return
71025 Part-exchange

71026 Theft

71027 Other matters

11 Second-hand Goods Schemes

11101 Introduction
11102 Outline of schemes
71103 Goods eligible
11104 Records

1105 Dealer’s margin
11106 Used motor cars

12 Special Persons
711201 Introduction

SMALL BUSINESSES

71202 Special schemes for small businesses
71203 Cash accounting

71204 Annual accounting

PARTNERSHIPS
11205 Registration in name of firm

JOINT VENTURES
11206 Joint ventures not involving partnerships

GROUPS OF COMPANIES

11207 Group treatment

71208 Eligibility for group treatment
11209 Application for group treatment
71210 Effect of group treatment

Xviii

Page
187
187
187
188
188
188
188
188
189
189
189
189
189

191

191
191
192
192
193
193

194
194

194
194
194
196

197
197

198
198

199
199
200
200
201



