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	5.1
	Introduction
The Council is increasingly entering into initiatives to be delivered by “partnerships”. Without careful planning it may not be possible to recover any or all of the VAT incurred by the “partnership”.

	  
	    

	5.2
	Types of partnerships
There are three main types of partnerships/arrangements:

Separate Legal Entity (SLE)
A separate legal entity is established such as a company limited by guarantee, legal partnership, association or charity, to deliver the aims of the partners. Unless the SLE is set up as an "arms length company" as defined in the Local Government and Housing Act 1989, it will not be covered by the Council's VAT Registration and will have its own VAT recovery regime. Unless the entity is making taxable supplies greater than £68,000 p.a. (from 1 May 2009) it will not be able to register for VAT and no VAT will be recoverable by it.

Single lead body
If the lead body is the Council and we receive and owns all the fund and deliver the project as lead body, VAT can be recovered in full. This is provided that any funds which are made available are paid to us, belong to us and we purchase and are invoiced for the goods/services on which the VAT is incurred in delivering the programme. Merely giving money to a local authority does not make it the lead body, nor does it mean that it can recover the VAT incurred. The crucial point is ownership of the funds. Any payment received by the Council from the other partners in relation to an activity that it has agreed to deliver will not be a consideration for a supply of services and is outside the scope. With single delivery the Council is deemed to incur all the partnership's expenditure and has full financial control in respect of activities allocated to it by the partnership.

Multiple lead bodies and unincorporated associations
With multiple or consortium delivery, individual partners may be deemed to be a lead body for certain aspects of the initiative. In these cases VAT is recoverable according to the VAT position of the delivering partner. With multiple delivery through an unincorporated association, a local authority lead body can only recover VAT to the extent that it has delivered services under the programme. The crucial point is ownership of the funds (see single lead body above).

	  
	          

	5.3
	Accountable body
An accountable body is responsible for administering the funding. Any funds retained by it for this role are outside the scope of VAT, as there is no business supply to the partnership.

An accountable body does not have to be a partner in the project, and does not become the lead body automatically by undertaking this role, its purpose is to distribute funding to other members. Those distributions are simply the allocation of funds, and not consideration for supplies. Funding passed to other partners by the accountable body needs to include any irrecoverable VAT that body may have suffered.

An accountable body may act as paymaster for some members. In such cases any payments it makes on their behalf are third party payments and VAT recovery is again dependent upon the VAT regime that applies to the recipient body.

	  
	      

	5.4
	Who is the owner or beneficiary of the project?
If there is property involved this will give a strong indication as to who owns and is the beneficiary of the project. Where a lead body is involved it would be expected that ownership would be with that body. The terms of the grant may also place obligations on one party to complete or adopt the project once it is 'up and running', thus making it the owner of the project.

	  
	        

	5.5
	Who has control of the management board or committee?
If the lead body appoints the members then this may imply indirect control of the board. Similarly if the lead body has power of veto or the other members have only an advisory or consultative role it will mean control by the lead body.

Care should be taken with Government Neighbourhood Renewal Schemes which cover health, crime, learning, and neighbourhood management. Here, local authorities initially promote and control partnership boards but are required to transfer control to elected members of the community to form an unincorporated association. Although not a separate legal entity the management board will be a separate entity for VAT purposes. The local authority ceases to be the lead body. Since members of the unincorporated association will be jointly liable for its actions it is recommended that legal advice be sought.

	  
	       

	5.6
	What is the composition of the board or committee?
If all or the majority of the members are Section 33 bodies and one or more of these acts as the accountable and lead body, then this allows the partnership to account for VAT under the Section 33 VAT rules. Section 33 of the VAT Act 1994 defines those bodies that are able to recover VAT on their non-business expenditure.

VAT recovery will depend on the VAT status of the delivering partners. Simply because one party is termed the accountable or delivering body does not determine VAT recovery.

	  
	       

	5.7
	Examples of arrangements
If the actual arrangement differs from the details below consult Tax Manager to confirm the VAT position.

	  
	             

	5.8
	Groundwork schemes involving local groundwork companies
These schemes improve the environment, for example new tracks, fences, rivers, canals.

1. There is no partnership, but merely a contractual agreement with a groundwork company to improve some aspect of the environment. 

2. Funding for the project may be received from various bodies such as development agencies. 

3. There is no lead body. 

4. Often the local authority will be the owner of the land, and therefore the beneficiary of the environmental work. 

5. There is no board or committee. 

6. Not applicable. 

Conclusion

There is no partnership. VAT will be chargeable by the groundwork company to the local authority. The local authority will recover the VAT from Customs in the normal manner and meet the pre-VAT expenditure from grant income.

	  
	     

	5.9
	Sure Start (unless it is a legal entity)
1. The partnerships are not generally a legal entity. 

2. The funds belong to Sure Start members as per the guidance issued by the Department for Education and Skills. The funds are held by one partner as the accountable body, and allocated to the members for specific projects. 

3. There is no lead body. 

4. There is no long-term owner of the whole project since its aims are to improve the community's health and education. 

5. The members of the partnership board must be drawn from local authorities, health practitioners, parents, voluntary and community groups, and are equal partners as per the guidance issued by the government. 

6. Not applicable. 

Conclusion

For Sure Start projects that are unincorporated associations there is likely to be some irrecoverable VAT due to the management board spending money in its own right. VAT can be recovered by those local authorities that are members of Sure Start and which are delegated by the members to carry out specific tasks.

	  
	        

	5.10
	Crime and Disorder Reduction partnerships
1. This is an advisory partnership, not a legal entity. 

2. The accountable body is also the lead body and will receive all contributions. 

3. Often a Section 33 authority will be the lead body. 

4. Often partnership assets are owned by the police or local authorities in an area. 

5. The Crime and Disorder Act 1998 places specific responsibility on police and local authorities to act with other agencies. The lead body is required to ensure that the responsibilities are met. 

6. If the Section 33 authorities control the partnership, that VAT regime applies. 

Conclusion

In essence funding is often paid to and owned by the Section 33 body, so full VAT recovery is possible. 

	  
	       

	5.11
	City and County music partnership
A County works 'in partnership' with a City and with parents, pupils and instrumental teachers. It allows best use of resources available to the County and the City. Music tuition is provided at a subsidised charge to children in school hours. There are ensemble activities outside school hours (possibly for a charge). Musical instruments are provided.

1. There is no legal partnership. 

2. Funds are made available from the Department for Education and Skills. 

3. As deemed by the Department for Education and Skills, the county is the lead body. 

4. Beneficiaries of the "partnership" are children in schools or music centres who receive instrumental tuition. 

5. There is no board or committee. 

6. Not applicable. 

Conclusion

There is no partnership. Grant from the Department for Education and Skills is spent by the lead authority and VAT is recovered under the Section 33 VAT regime.

	  
	    

	5.12
	Pooled budgets with the NHS
Section 31 of the Health Act 1999 gives NHS bodies the flexibility to enter into partnership arrangements with local authorities. Each partner makes a contribution to the budget, financially or in kind, but retains statutory responsibility for their own service.

1. There is no separate legal entity. 

2. The accountable body is also the lead body. This is decided by the members and approved by the NHS. 

3. A lead body is established. 

4. Whichever NHS body or local authority is deemed to be the lead authority will own the assets. 

5. There is a joint NHS/local authority management board. 

6. There is no overall control of the board. 

Conclusion

VAT is recoverable according to the VAT regime of the lead authority.

	  
	   

	5.13          
	e-Government partnerships
To facilitate the implementation of an e-Government programme, such as access to information and services via the internet, Government grants can be applied for by local partnerships. The partnerships are often between local authorities, but can include NHS Trusts, transport companies or other private enterprises. Grants may cover capital costs, running costs, or both.

1. There is no separate legal entity. 

2. The accountable body is also the lead body. 

3. Often a Section 33 body is the lead body. 

4. The lead local authority will own some of the assets although some have been supplied to the other partners for no consideration. 

5. There is a management board. 

6. The board includes representatives of Section 33 bodies. 

Conclusion

VAT is recoverable according to the VAT regime of the lead authority.


