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	1.25         
	Reclaiming VAT
The Council can only recover VAT on expenditure when a proper VAT invoice is received. But even with a VAT invoice, VAT must not be reclaimed on the following, and the whole cost must be coded to the relevant budget code:

· purchases of cars and accessories supplied as part of the car, unless private use is strictly prohibited in which case 50% of VAT is reclaimable 

· purchases made on behalf of private individuals (for example purchases for residents in old people's homes that are coded directly to residents' personal accounts) 

· business entertainment, and 

· the supply of accommodation, travel, admissions, etc bought in for resale as an organised tour or trip (these come under the Tour Operators Margin Scheme - see paragraph 2.22 for further details). 



	  
	       

	1.26
	VAT invoices
You must ensure that the payment voucher is a proper VAT invoice unless the expenditure is exempt or zero-rated. Most suppliers to the Council are likely to be registered for VAT and are obliged to issue a VAT invoice for supplies to the Council. But if suppliers are not registered for VAT there will be no VAT to recover on goods and services obtained from them as they cannot charge VAT and you would need to treat these invoices as non business. Where the amount of VAT shown on the invoice differs from the amount calculated by SAP you should always input VAT at the amount stated on the invoice, using code VT, unless the supplier has clearly made an error, in which case you need to go back to them and obtain a correct invoice.
It is not permissible to pay on a fax or copy invoice unless the document is marked by the Vendor as a ‘true and certified copy’. It should also be a rare occurrence and not an ongoing issue with a particular supplier.

Some suppliers send, or wish to send, invoices as attachments to emails. This is acceptable if the attachment is a PDF file and we have agreed in writing with them in advance that we are prepared to accept these and they have confirmed in writing they will not be sending paper copies. We should send the letters of agreement to Creditor Payments who will retain for inspection by HMRC.

The PDF invoices should be sent by the Vendor to iwcinvoices@iow.gov.uk  and these must be retained for 3 years plus current in a shared folder accessible for inspection by HMRC. There must be an audit trail from the IT system to the PDF file. When paying on a PDF document please clearly mark on the invoice ‘Printed from a PDF Document’. 

It is not acceptable to simply receive an invoice as an attachment and we should contact suppliers and refuse to accept these.

If you are unsure whether a document is acceptable, please contact the Tax Manager.

	  
	       

	1.27
	Decision chart C1-C2
Appendix 3 sets out the information that must appear on an invoice for it to be regarded as a proper tax invoice. (A photocopied invoice cannot be used as a VAT invoice, but if you have no other evidence to reclaim VAT, please contact the Tax Manager for advice.)

However, for supplies of less than £250 (including VAT) a business may issue a less detailed VAT invoice whose requirements are also set out in Appendix 3.

VAT can only be reclaimed if the payment by the Council is supported by the supplier's tax invoice. Where exceptionally you issue a VAT-inclusive payment before the tax invoice has been received, you must not code the VAT to VT (see paragraph 1.32); you can only do this when you have a proper tax invoice. If you subsequently get a tax invoice, you need to reverse the entry and re input. You must also establish a trail between the payment voucher and the tax invoice by reference to the voucher or invoice numbers. 

	  
	      

	1.28
	Difficulties in obtaining VAT invoices
If you are unable to obtain a less detailed tax invoice that fulfils the requirements listed in Appendix 3, as a minimum, and only if nothing else is available, till receipts may be accepted when they have the following information:

· the name and VAT registration number of the supplier

· the nature of the goods and services supplied

· the date of the supply, and

· the price paid.

Council staff must not add this information. 

If retailers are unable or unwilling to produce satisfactory invoices, they must be reported to Tax Manager, who will pass the information, where appropriate, to Customs.

If a supplier does not issue an appropriate VAT invoice, the document issued should be returned to the supplier and a VAT invoice requested. Without a VAT invoice the Council cannot recover any VAT. Where only a VAT-inclusive charge is shown on an invoice, the amount to be coded as input tax (VT) is 3/23rds of the VAT-inclusive sum (while the standard rate of VAT is 15%).

VAT invoices must not be altered once they have been issued. If an invoice requires alteration it must be returned to the supplier, with an appropriate explanation, and they will either issue an amended invoice, supplementary invoice or credit note. The tax element of a credit note issued by a supplier is coded as a credit to the VAT claim code VT.

Where you not have sufficient documentation to recover VAT on a purchase you should pay the gross amount using VAT code V7 (non business). If the supply would have been exempt or zero-rated you should code to V0 or V8 regardless of the fact you do not have a valid VAT invoice/receipt.

	  
	     

	1.29
	VAT and the construction industry - general
When requesting payment, contractors in the construction industry often do not submit VAT invoices. Instead, self-billed invoices (paragraph 1.30) may be issued or the contractor may provide an authenticated receipt (paragraph 1.31) when payment is made. 
VAT will always be calculated on the gross amount (the combined labour and materials figure). 

	  
	       

	1.30
	Self-billing
Certain directorates operate special self-billing schemes to enable VAT to be reclaimed on internally generated certificates. Under the schemes, the VAT invoice is generated by the customer, i.e. Isle of Wight Council, and sent with the payment to a VAT-registered supplier. Establishments in other Council departments wishing to use self-billing schemes must contact Finance. Self-billing schemes can only be operated when contractors agree in writing not to issue VAT invoices or authenticated receipts (issued by some building contractors when they receive stage payments). A copy of the Councils self bill agreement can be found at 

	  
	          

	1.31
	Authenticated receipts
VAT invoices or authenticated receipts issued by contractors not participating in a self-billing scheme must be retained in the receiving department for inspection by Customs. If receipts cannot be produced, Customs could disallow any VAT claimed on the payments concerned.

	  
	          

	1.32
	Payments by cheque requisitions/pro forma
Where you make payments on the basis of cheque requisitions or pro forma invoice you must code all the expenditure to V7. The VAT can only be coded out on receipt of a proper tax invoice. So it is vital that you monitor this to ensure it is received. Upon receipt you will need to reverse the entry and re input.

	  
	       

	1.33
	Discounts
Where a supplier offers a cash discount or a settlement discount, the VAT on the invoice must be calculated on the net invoice value after the discount, whether or not the discount is actually taken. The VAT will not, therefore, be 15% of the invoice value.

	  
	      

	1.34
	Part exchange
In a part exchange or trade-in transaction there are two separate suppliers and both parties (ie the Council and the supplier) must provide tax invoices, unless the goods or services are zero-rated or exempt. VAT is calculated on the full value of each supply and not on any net cash adjustment.

	  
	  

	1.35
	Employee expenses
VAT may be claimed on the following expense payments to employees and councillors:

· off-street car parking and business telephone calls up to £25, without a tax invoice

· hotel accommodation, meals, etc where an invoice is submitted

· removal expenses paid to employees as long as a tax invoice is provided (it is acceptable in these circumstances for the invoice to be addressed to the employee. Normally the address has to be Isle of Wight Council or one of its establishments - see Appendix 3 and Decision Charts C1-C2). Where only part of the expense is reimbursed, only the same proportion of the VAT may be reclaimed.

Car mileage allowances include an element of reclaimable VAT. This can be reclaimed centrally by the Council so long as the claimant holds a petrol receipt. Without this, VAT cannot be recovered. These receipts must be kept by the manager for three years plus current in case of HMRC inspection.

	  
	  

	1.36
	Insurance
Insurance companies are not normally able to recover VAT in respect of claims and so they ask VAT registered persons to pay the VAT element of claims. They may also ask the Council to pay an excess for example on the repair of a Council vehicle. This VAT can be recovered provided that an appropriate invoice is obtained (see Appendix 3).

To enter this in SAP see the example below:

Excess 

£250 code to V0 

Cost of works 

  

£1,000 code to VT generating VAT of £150 

Credit cost of works 

  

-£1,000 code to V7 

This will leave a VAT charge of £150 and excess of £250 to pay.

	  
	          

	1.37
	Payments to third parties
There are some circumstances in which the Council pays legal and other costs that have been incurred by third parties. If the third party is not registered for VAT, then the VAT will form part of the costs and may be reimbursed. However, the Council cannot reclaim such VAT as it does not relate to a supply that the Council has received. The VAT amount on an invoice addressed to a third party must not be coded to VT. If the third party is registered for VAT, they should be able to reclaim the VAT on an invoice addressed to them and the VAT must not then form part of the costs. The only exception to this is the reimbursement of staff removal expenses (see paragraph 1.35).

	  
	          

	1.38
	Imports
It is not necessary to pay VAT at importation on such goods from other European Union (EU) countries (see Appendix 2). However, Isle of Wight Council still needs to account for VAT on its VAT return on acquisitions originating in the EU. Please, therefore, notify Finance of any such purchases by sending a copy of the invoice and payment details as soon as possible after the goods are received. It is very important that this procedure is followed in all cases as we could be liable for interest and penalties if we do not treat VAT on acquisitions correctly. These rules apply only to states that are currently members of the EU. For imports of goods from outside the EU, VAT is paid and where possible reclaimed centrally, without any effect on individual cost codes. Section 4 gives more details about imports of goods.

	  
	           

	1.39
	Staff members buying goods on behalf of Isle of Wight Council
Sometimes purchases are made by staff members (or other third parties) and the only receipt provided by the supplier of the goods or services is made out to the staff member and not the establishment (for example the customer copy of the card's authorisation voucher where staff have used their personal credit, debit or charge cards). As this sort of receipt shows the supply being made to the staff member rather than the establishment, VAT on these purchases can only be reclaimed by the establishment when the following conditions are all met. The staff member must have been acting as an agent for the establishment when making the purchase. The receipt must be for business items only and must contain the following information:

· the supplier's name and VAT registration number 

· a description of the goods or services supplied, and 

· the total charge being made including VAT. 

The total cost including VAT must be less than £250.

However, if the supply is of mixed rate items (for example both standard- and zero- rated), only a full tax invoice will suffice for any purchases other than minor ones. To establish that the staff member was acting as an agent, these conditions must have been met:

· the staff member acted for the establishment when paying the supplier 

· the establishment actually received the goods or services provided by the supplier 

· the establishment was responsible for paying the supplier 

· the establishment authorised the member of staff to make payment on its behalf 

· the establishment knew that the goods or services would be provided by a supplier rather than by the staff member, and 

· the staff member must only recover the exact amount from the establishment that was paid to the supplier. 

It is likely that these conditions are all met already when staff make purchases, but in order to clearly establish the agent arrangement staff must obtain refunds from the establishment on claims issued by the establishment that contain a form of words that reflect the above conditions. All claims must be kept with the relevant receipts to validate any VAT claimed. A suggested form of words is:' ... [responsible manager] authorises [member of staff] to purchase on [establishment]'s behalf [items purchased]. On production of the appropriate receipt [the establishment] will refund to [member of staff] the cost of the items purchased ... '

If a staff member makes purchases of £250 or more, regardless of how payment is effected, VAT can only be reclaimed if the supplier issues a full tax invoice; this must show Isle of Wight Council or the establishment as the recipient of the supply.

	  
	             

	1.40
	Deposits and refunds
Where you are required to pay a deposit in advance of receipt of any supply of goods or services you should pay this using code V7 as no supply for VAT purposes has yet taken place.

On receipt of the VAT invoice you will be expected to pay any outstanding balance plus any VAT due. If deposits paid equalled £5,000 and the balance was £1,000, VAT would be £900 (15% of £6,000). Input into SAP as follows.

Debit £6,000, code to VT to generate VAT of £900.

Credit £5,000 code to V7 to reverse the deposits paid and leave payment of £1,000 plus VAT of £900.

Where you receive refunds from companies for the return of such items as chemical containers for swimming pools or water cooler bottles, you should always credit the same VAT code as you used when making the original payment.

	  
	    

	1.41
	Mixed rates (books with CDs/DVDs attached)
Sometimes you will find on an invoice an unusual VAT rate which is less than 15%. Most often this occurs with the purchase of books which are zero-rated which have CDs or DVDs attached which are standard rated. Suppliers of such items have usually agreed in advance with HMRC a composite VAT rate reflecting the actual cost of each component being sold. As a result you may find the invoice states VAT is at 11% for example.

To input this into SAP you will need to split the amount so that an amount is coded to zero rate and the balance to VT to generate the amount of VAT shown on the invoice.


	1.42
	Claiming VAT without a VAT invoice
You do not need a tax invoice for some types of supply if your total expenditure for each taxable supply was £25 or less (including VAT). You must be sure that the supplier was registered for VAT. This applies to:

· telephone calls from public or private telephones 

· purchases through coin-operated machines 

· car parking charges (on-street parking meters are not subject to VAT). 


