VAT manual

Isle of Wight Council Schools and VAT

	School bank accounts
	2.7
	   
	Childcare and Child Welfare Services
	2.19

	VAT reclaims
	2.8
	  
	Education - school trips
	2.20

	Parent Teacher Associations
	2.9
	  
	School trip income - outside the scope education
	2.21

	Sales to staff and parents
	2.10
	  
	School trip expenditure - outside the scope education      
	2.22

	School uniforms
	2.11
	  
	School trip income - exempt education
	2.23

	Sales to pupils (Decision chart B)
	2.12
	  
	School trip expenditure - exempt education
	2.24

	Aided schools - capital works
	2.13
	  
	Calculation of at or below cost
	2.25

	Aided schools - zero-rating
	2.14
	  
	School funds
	2.26

	Catering (Decision chart E)
	2.15
	  
	School funds - VAT registration
	2.27

	Receipts made out to staff - claiming VAT      
	2.16
	  
	Transactions between school budget and school funds
	2.28

	Vehicle hire - accounting for VAT
	2.17
	  
	Assisted Instrument Purchase Scheme
	2.29

	Youth clubs, after school and breakfast clubs
	2.18
	  
	  
	  

	       
	  
	  
	  
	  


	2.7
	School bank accounts
The types of account schools use will fall into two main categories: school budget and school fund. School fund accounts are separate from Isle of Wight Council if they are outside the control of the Council, and if they are held in a distinct bank account to which the Council is not a signatory nor entitled to appoint a signatory. The school fund account is not covered by the  Council's VAT registration (see paragraph 2.26)

	  
	   

	2.8
	VAT reclaims
For devolved capital for non aided schools, invoices are paid for from the accounts falling within the Council's VAT registration, VAT can be reclaimed by the Council if normal invoicing conditions for claiming VAT are met (see paragraphs 1.25-1.40). In most instances this will be achieved by coding the VAT cost to VT.

Where local bank accounts are used, the schools will have to maintain their own records of VAT input tax to be reclaimed and output tax to be paid over and will need to send VAT submittals to Children’s Services on a monthly basis. Any VAT due to them will be reimbursed via BACS upon receipt from HM Revenue & Customs.

	  
	    

	2.9
	Parent Teacher Associations
Parent Teacher Associations (PTAs) are separate bodies from Isle of Wight Council and they cannot reclaim or charge VAT unless they are registered for VAT in their own right. If the taxable income of a PTA exceeds the registration limit (Appendix 1) it must register; thereafter the PTA will be able to reclaim the VAT it is charged (subject to the normal rules) and must charge VAT on its supplies, where appropriate (see paragraph 2.27).

	  
	    

	2.10
	Sales to staff and parents
You must always charge VAT where appropriate (see Income Schedule at section 6) on sales by school budget to staff, governors and parents. For sales to pupils (even where the purchases are paid for by parents) there are different rules that are explained in the following paragraphs.

	  
	     

	2.11
	School uniforms
When you sell school uniforms or games' kit through the school budget, the VAT treatment depends on whether they are children's or adults' clothes. If they are children's clothes the sale is zero-rated but there are complicated rules about how you decide this. The rate of VAT that your supplier is charging can sometimes help, but must not be relied upon. Please contact Tax Manager for help on this. But for schools with children under 14, if the clothes have a permanent, prominent logo or badge identifying them as part of the school uniform they will be zero-rated regardless of their size.

	  
	     

	2.12
	Sales to pupils (Decision chart B)
If you sell educational materials (including sports' equipment) to your pupils and all the following conditions are met, your supply is non business and you do not have to charge VAT:

· the sale must be made at cost of the goods or lower (for expensive items such as musical instruments, a small administrative charge of £5 can be added) 

· the goods must be for the direct use of the pupil receiving supervised tuition and must not be clothing (including sports' clothing) of any kind, and 

· the sale must be made by the school directly to the pupil - not by a retailer or distributor. 

For sales to those attending non-subsidised classes (some adult education classes where a charge is made, for example), the same rules apply except that the goods can be sports' equipment or clothing if needed for participation in the class. Customs regularly check that these rules are being followed and it is essential that all schools apply them strictly.

For sales under the Assisted Musical Instrument Purchase Scheme (see paragraph 2.29).

	  
	          

	2.13
	Aided schools - capital works
HMRC have revised their policy in this area and with effect from 1 September 2009, with respect to projects initiated after this date, VAT may no longer be recovered by local authorities on capital works that are the responsibility of the Governors, as the supplies are not made to them (whether or not paid for from the delegated budget). HMRC will consider, on their individual facts, cases where a project initiated after 1 September 2009 was funded on the basis of the previous policy.

A local authority may, however, continue to recover VAT on expenditure at a voluntary aided school for which the local authority is statutorily responsible, or where the local authority, rather than the governing body, procures a supply of works and pays for that supply from its own funds (for further details please refer to Public Notice 749 Local Authorities and similar bodies paragraph 7.1). In such cases HMRC accept that the local authority receives the supply in connection with its non business activities.



	  
	       

	2.14
	Aided schools - zero-rating
There are some circumstances in which aided schools may not need to pay VAT on capital projects. As charities, carrying out non business activities (the provision of free education), the supply to aided schools of the construction of new buildings can be zero-rated by the contractor. In some cases it is difficult to know whether a completely new building is being constructed - particularly where there is some link with an existing building. Where such projects are being planned, please contact the Tax Manager at an early stage.

	  
	     

	2.15
	Catering (Decision chart E)
Catering is defined as any supply of food and drink for consumption on the premises on which it is supplied or any supply of 'hot food' for consumption off those premises. 
· the supply of meals to pupils or students in a canteen or dining room is non business. The supply of meals to others (for example staff and visitors) is always standard-rated. In this scenario vending machine sales are standard-rated regardless of where 
the machines are situated or who purchases from them.

· Customs are now prepared to accept that where it is possible to identify pupil sales from kiosk, trolleys, tuck shops and vending machines (when provided by the school or its agents), these sales can be treated as non business. Staff and visitor sales will remain standard rated. An extensive sampling exercise would have to be undertaken to use this method. Please contact Tax Manager before hand for details of Customs requirements.

Sales from outlets run by PTAs and other entities cannot be considered closely related to the provision of education and will either be standard rated to all as catering or will follow the normal rules for the supply of food (see Appendix 9).

	  
	      

	2.16
	Receipts made out to staff - claiming VAT
Where staff purchase items acting as an agent of the school, VAT recovery will depend on the value of the goods and tax documentation available. If the cost of the purchase is under £250 including VAT, recovery can take place if the documentation fulfils the requirements set out in Appendix 3 or as a minimum the receipt for the supply must contain the following:

· the supplier's name and VAT registration number 

· a description of the goods or services supplied sufficient to identify them as standard-rated 

· the date of purchase, and 

· the total charge being made including VAT. 

However, if the supply is of mixed rate items (for example, both standard- and zero rated) or over £250, only a full tax invoice will suffice for any purchases, see Appendix 3. The invoice/receipt must, as one of the conditions, be made out to Isle of Wight Council or the establishment name for VAT recovery to be allowed.
To establish that the staff member was acting as an agent, these conditions must have been met:

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

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

· the school was responsible for paying the supplier 

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

· no personal items may be on the same receipt

· the school 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 school that was paid to the supplier. 

It is likely that these conditions are all met already when staff make school purchases, but in order to clearly establish the agent arrangement, staff must obtain refunds from schools on claims issued by the school 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:' ... [school/head teacher] authorises [member of staff] to purchase on [school's] behalf [items purchased]. On production of the appropriate receipt [school] will refund to [member of staff] the cost of the items purchased ... '

Note; If the receipt contains any private items it is invalid for VAT recovery purposes and any vatable items should be coded gross to non business.

	  
	       

	2.17
	Vehicle hire - accounting for VAT
The VAT treatment of the hire of vehicles, such as minibuses, depends on the vehicle and the type of hire. Decision chart F gives guidance about this. VAT on expenses incurred in running the vehicle can be claimed if the vehicle is used for Isle of Wight Council business and the appropriate documentation is obtained (Appendix 3 and Decision chart C1-C2). Where staff use the vehicle for private mileage (which includes home to work and return), VAT cannot be recovered on that private mileage. Please contact Tax Manager for further information.

	  
	      

	2.18
	Youth clubs, after school and breakfast clubs
If a youth club is part of Council then any purchase made by the youth club from its own funds is covered by our VAT registration and VAT can be recovered. VAT must also then be charged where appropriate.

Where a youth club is independent of the Council or uses a school fund account then VAT does not need to be charged or accounted for on income unless turnover during a 12 month period reaches the threshold for separate VAT registration (see Appendix 1). Please refer to paragraphs 2.26-2.28 on the interaction of school budget and school funds.

Where a breakfast club is run by the Council for its pupils, the income from admission and catering are non business. Where they are run independently or through the school fund the same rules apply as for youth clubs above.

After school clubs can be treated in the same way as breakfast clubs. If they are run by the Council for its pupils, then income for admission and catering is non business. Where they are run independently or via a school fund they will not be covered by our VAT registration and the same rules apply as for youth clubs above.

Where breakfast and after school clubs are run by the Governors through a school fund but the staff are employed by the Council. Any recharge for staff or other costs by the Council to the Governors is non business.

	  
	        

	2.19
	Childcare and Child Welfare Services
Where these are provided directly by Isle of Wight Council or a third party acting as our agent any income generated will be non business. Where we merely let a space to a provider see Section 3 Lettings.

	  
	      

	2.20         
	Education - school trips
Before deciding the VAT liability of school trips, you need to distinguish between non business education (see paragraph 2.3) and exempt education (see paragraph 2.5). The rules for each are different.

	  
	         

	2.21
	School trip income – non business education
School's income, in the form of payments, from the children going on a trip relating to non business education will not be subject to VAT providing all the following conditions are met:

· the trip is educational - this condition will be met if the trip relates to the National Curriculum. It will also be met if the school considers the trip to be educational but it is not directly related to the National Curriculum. This will obviously be a matter of judgement in some cases and it is likely that as long as the school can justify the trip in educational terms, Customs will accept that it is educational. However, it is also likely that if Customs perceive that schools are misinterpreting this rule to their advantage they will take corrective action, and
· the trip is not a school fund activity - if the school fund merely acts as a holding account (see paragraph 2.27) for the trip and all the invoicing and arrangements are through the school budget with payment for the trip being made from the school budget, this condition will still be met. (It is important to note that all monies collected in this way must be paid across to the school budget for each trip as it belongs to Isle of Wight Council, not the school fund), and
· the appropriate documentation is held.
The cost of the trip should be set in such a way so as to avoid making a profit (see paragraph 2.25). 

Where no charge is made for pupils participating in the trip but a truly voluntary contribution is requested, this income will be non business (see paragraph 1.11).

	  
	         

	2.22
	School trip expenditure – non business education
Where your school provides a school trip and the three conditions above are met, you can reclaim any VAT charged to the school on purchases for the trip.

Schools need to be careful when buying a trip from a tour operator as they normally use the Tour Operators Margin Scheme, under which they cannot provide a VAT invoice and VAT cannot be reclaimed. Tour operators can deal with schools making trips in the UK without using the Scheme and where VAT will be charged it is important that you try, wherever possible, to ensure that this is the case.

Note the rules will change from 1 January 2010 and those operating trip packages cannot show VAT on their invoices and it will not therefore be recoverable and will be a cost on the trip. 

	  
	      

	2.23
	School trip income - exempt education
Where a trip is provided as part of an educational course, the income from the participants can be exempt from VAT. This will include sporting and recreational trips as long as they can be justified as forming part of the course.

	  
	      

	2.24
	School trip expenditure - exempt education
If the trip is part of an educational course, VAT on purchases for the trip can be claimed in the normal way. As with outside the scope educational trips, you should ensure wherever possible that your dealings with tour operators are outside TOMS.

	  
	       

	2.25
	Calculation of at or below
To calculate the cost to be split amongst pupils going on the trip, take the cost of the trip itself (for example transport, accommodation, entrance fee), plus the cost of supply cover, any pre-visit assessments or any other cost incurred and divide this by the number of paying pupils. Where a profit on that trip is made this should be used to reduce the cost of the next trip the school makes. It is not permissible to allow any profits from trips to build up in an account, nor to use any profit for other purposes. If you make a profit on a trip of £5 or more per child, this must be returned to parents as soon as possible.

	  
	  

	2.26
	School funds
Where purchases are made through the school fund, you cannot reclaim the VAT unless the fund is separately registered for VAT. You cannot use Isle of Wight Council's registration to recover the VAT. However, if an unregistered school fund:

· donates the net cost of an item to the school budget to buy that item for the school, and 

· the item is ordered by and invoiced to the school, and 

· the school actually owns and uses the item

Isle of Wight Council can claim the VAT on the item.

It is important to note that for the monies from the school fund to be treated as a donation (see paragraph 1.11) any subsequent use by the school fund should be charged for as with any other outside organisation. If the school fund obtains free, discounted or beneficial rights to use the asset then the payment will not count as a donation but a VAT inclusive sum and must be accounted for accordingly.

It is not permissible for the school to ever purchase an item on behalf of staff or a third party and recover the VAT and then either donate the item to them or sell the item on to them without adding VAT.



	  
	       

	2.27
	School funds - VAT registration
School funds may need to be registered for VAT if their taxable turnover exceeds the VAT registration limit (see Appendix 1). Taxable turnover is the value of supplies made in the course of business that would be standard or zero-rated if the fund were registered. Paragraph 1.2 above gives more details about this. Once registered a school fund would have to charge VAT, where appropriate, on its taxable income. 

The major examples of taxable income are likely to be tuck shops and school uniform sales. If a school has two or more school funds under the same control, they must be treated as one for these purposes. For the purposes of registration limit, when the school fund is used as a holding account for the school budget, such as with school trips, these monies do not count towards the threshold for registration.

	  
	        

	2.28
	Transactions between school budget and school funds
You must charge VAT on any taxable supplies (where appropriate) made between school budget and school funds where ownership of the goods passes to the school fund. For example, VAT must be charged on the sale of calculators by the school to a school fund (for the school fund to sell to pupils). Similarly, VAT must be accounted for on a payment to the school budget by the school fund for photocopying. Payments for taxable supplies from the school budget to the school fund would constitute taxable income to the school fund (see paragraph 2.27).

	  
	         

	2.29
	Assisted Instrument Purchase Scheme
Customs have in place a concession allowing supplies of goods sold in the classroom for use in school lessons to be sold at cost to pupils without charging VAT. This Scheme is covered by this concession. As a concession there are conditions, all of which have to be fulfilled for it to be applicable.

· The Scheme only applies to pupils receiving non business education from the Council. It still applies where the Council is asking for a voluntary contribution (see paragraph 1.11) or charging the cost in full to the pupil for music lessons. 

· The instrument must be required for and brought in and used at least once a week in school lessons or for school band practice. 

· The pupil must have at least one whole term's music education left under the Council. 

Subject to all the above conditions being fulfilled the Scheme operates as follows:

· The parent/guardian must contact the school in writing, stating exactly what instrument is required and from which supplier. 

· The school then places the order, is invoiced direct and uses our VAT registration to recover the VAT. 

· The parent is then invoiced for the net cost of the instrument with the income being banked as non business. 

· It is possible to add an administrative charge, up to £5 per instrument, for purchases under this Scheme. This should also be banked in the school budget as non business. 

Note:  The Scheme is a concession and you do not have to use it if you choose not to. No parent or music shop can insist that you do.

Music software such as Sibelius software cannot be purchased using this scheme. When purchasing music software for onward sale to parents, VAT must be charged.

If the Scheme is used when all the conditions are not met, Customs will withdraw the concession countywide.

If you have any problems with the use of the Scheme please contact the Tax Manager.


