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1.2

1.3

This Manual

This manual is intended to give advice on all tax issues relating to County
Councils and their schools falling under IBC. It is not suitable for use by others
that County Council provides services to, even where these services are supplied
via the IBC Portal, and should not be relied upon by such organisations.

The manual is available on http://intranet.hants.gov.uk/finance/tax.htm as a
complete “pdf” document in order to allow use of search functionality — press the
“Ctrl” and “F” keys together, and enter word(s) to search for.

Section 6 gives an index of VAT and PAYE liabilities. Where the liability is
dependant on the circumstances of the case, links to more detailed guidance are
provided. Section 4.5 provides a summary of guidance for schools, again linking
to more detailed information elsewhere in the manual.

Details of updates to this manual will be posted to the Tax News page on
www.hants.gov.uk.

Tax Team Contacts

For advice on any County Council VAT / tax issue, please contact the IBC Tax
Team:

e Telephone: (01962) 847404
e Raise a Tax enquiry in the IBC Portal

HM Revenue and Customs (HMRC)

Taxes are administered by HMRC. Inspectors visit the County Council, checking
that tax has been correctly accounted for. They may also want to visit individual
establishments; however this would usually be arranged via the IBC Tax Team.

Where they find errors, they will charge us for:

e Any tax under-declared,

e Interest, to cover the period from when the tax should have been declared,
and

e Penalties, especially where they consider that reasonable care had not been
taken to avoid the misdeclaration. Penalties can be charged regardless of
whether the error resulted in too little or too much tax being declared.

The IBC Tax Team should be contacted in respect of any VAT issues and the
County Council’s obligations to account for tax as an employer.
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Employees queries regarding their own personal tax affairs should be directed to:

Hampshire County Council Employees:

HM Revenue and Customs,
West Hampshire Area Service,
Trinity Bridge House,

2 Dearman’s Place,

Salford,

Manchester

M3 5BS

or telephone: 0845 3021400.

Oxfordshire County Council Employees:

HM Revenue and Customs,
Ty Glass,

Llanishen,

Cardiff,

CF14 5YF

or telephone: 0163 326 1610

Employees in direct contact with that office concerning their own affairs

should always quote that ref in correspondence, along with their National
Insurance no and payroll ref no. This enables HMRC to identify them as opposed
to someone else with the same name.

Further advice on personal tax issues can be sought from HMRC’s website:
https://www.gov.uk/.
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VAT

2.1 Introduction to VAT
21.1 Background
VAT is charged on:
¢ the supply of goods and services in the UK,
¢ the purchase of goods from other European Union (EU) member states, and
e the importation of goods from countries outside the EU.
2.1.2 VAT registration
Most organisations are required to register whenever one of the following two
conditions are met:
e their taxable turnover over the past 12 months exceeds the VAT registration
threshold; or
e they expect that their taxable turnover for the next 30 days will exceed the
VAT reqistration threshold
Taxable turnover is that element of turnover that would be subject to VAT if the
organisation were registered. The VAT registration threshold is generally
increased by around £1,000-£3,000 in each budget. Current and previous values
are shown in section 7.1.1. Businesses can de-register when their taxable
turnover falls below a de-registration limit, generally around £2,000 below the
registration threshold.
Businesses can still apply for registration voluntarily, even if the conditions are
not met.
Schools’ external unofficial funds are not part of the County Council’s VAT
registration, and would require separate VAT registration if the threshold is
exceeded.
Local Authorities must register for VAT regardless of the level of taxable turnover
(in practice this requirement is waived if taxable turnover is below £1,000 p.a. —to
prevent small town/parish councils having to register).
The VAT Registration numbers are:
= Hampshire County Council: GB 189 4068 22
= Oxfordshire County Council: GB 195 4786 09
= Hampshire Police and Crime Commissioner: GB 186 2120 19
= The London Borough of Hammersmith and Fulham: GB 226 6470 61
= The Royal Borough of Kensington and Chelsea: GB 238 6993 10
=  Westminster City Council: GB 236 2916 42
Oct 2018 9
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Outputs and inputs

VAT registered organisations must pay over to HM Revenue and Customs
(HMRC) the VAT they have charged on their supplies. This VAT is called output
tax, as it is the VAT paid over on the organisation's outputs.

VAT registered organisations can generally recover from HMRC the VAT on their
purchases of goods and services, provided that these have been purchased for
use in the course of their business. This VAT is called input tax, as it is the VAT
recovered on the organisation's inputs.

It is important to maintain the distinction between input tax and output tax -
irrespective of in which direction money changes hands. For example, the refund
by a supplier in respect of an invoice paid by us is negative input tax (rather than
output tax) even though we are receiving the payment. Similarly, if we refund a
part year of a season ticket we must declare the VAT as negative output tax
(rather than input tax) even though we are making a payment.

How does VAT work?

The following example shows how the VAT system works:

Example

A manufacturer buys materials for £60 (incl. 20% VAT) from their supplier, which
they use to make an item of furniture. They then sell the furniture directly to a
member of the public for £180 (incl. 20% VAT).

The manufacturer receives an invoice from their supplier. It pays the supplier £60
- but reclaims from HMRC £10 input tax — making the actual cost to them £50.
They sell the furniture to the member of public, who pays £180 - but the
manufacturer has to pay £30 output tax to HMRC. The actual income retained is
therefore £150.

The manufacturing process has clearly "added value" to the goods. The value
added can be calculated as the income retained from the sale, less the cost of
the goods supplied - i.e. £150 - £50 = £100. The tax difference - i.e. the
difference between the output tax paid to HMRC on the selling price and the input
tax recovered on the purchase of the goods is £30 - £10 = £20 = 20% of the £100
"value added".

The example is a simplified one; usually you would have a much longer supply
chain, perhaps with wholesalers and retailers. At some stage in the process,
goods may be imported or exported. But the concept remains the same - in
theory, VAT should only be a cost to the end consumer, who is unable to recover
VAT charged to them.

In practice, this is not always the case, as the ability to recover VAT on inputs to
a business is in some instances restricted. This can cause VAT costs to "stick"
with a business.

Special rules for local authorities

Local authorities and certain similar organisations, under section 33 of the VAT
Act 1994, are also entitled to recover VAT on purchases for use in the course of
their non-business activities (e.g. those carried out under statutory obligation).
However, not all organisations that you may consider as being similar to local




Tax Manual

2.1.6

2.1.7

2.2

221

authorities are covered by section 33. Examples of organisations excluded from
section 33 are health authorities, central government departments and the
governor / parent teacher associations’ funds within schools.

When accounting for VAT, no distinction is made between that which we recover
in respect of our business activities (true input tax) and that which we recover in
respect of our non-business activities (known as section 33 VAT). Except where
specified to the contrary, the rest of this manual uses “input tax” to refer to both.

The VAT return

Input and output tax is accounted for by VAT registered organisations on a VAT
return. The frequency that returns must be submitted varies. Local authorities
submit returns monthly, whilst many other organisations submit returns quarterly
or even annually, dependant upon the size of the organisation. A local authority's
VAT return will normally result in a payment being made by HMRC to the
authority - as the input tax recoverable on expenditure is usually far greater that
the output tax payable on income. The only exception to this would be smaller
councils receiving very high levels of taxable income, e.g. from seasonal trading
activities.

When can't input tax be reclaimed?

There are a number of circumstances when we will not be able to reclaim the
input tax shown on an invoice that we pay. These include:-
= where we have not received a supply. For example:
° re-imbursement of interview expenses
° payment of compensation for damage caused to private property by
our vehicles
»= VAT incurred on business entertainment.
= cars - where we lease cars, input VAT recovery is restricted to 50% on any
finance element to reflect the fact that the vehicle may be put to private use.
Where we purchase cars, input VAT recovery is blocked altogether, unless
we are able to get specific agreement from HMRC. “Private use” for this
purpose includes an employee’s journey from home to work.
= VAT on supplies of accommodation, travel, admissions, etc. bought in for
resale as an organised tour or trip (these come under the Tour Operators
Margin Scheme)
= should we become partially exempt, any input tax incurred on any
expenditure attributable to our "exempt activities"
= when we do not have a valid VAT document;
= Vat receipt with a personal and a business items

Where input tax is not recoverable, it is generally known as blocked input tax.

Supply and Consideration
Definitions

A supply can be of either goods or services, or a combination of both, either by
organisation acting as principal, or as an agent of another.

Consideration may be a monetary payment or a supply of goods or services in
return, or a combination of both — for example, part-exchange. It can be paid by
the person receiving the supply, or by a third party.

Oct 2018
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For VAT to apply to a transaction, a supply must be being made in return for
consideration.

Donation, grants, voluntary contributions and sponsorship

Where a donation is received and no more than a simple acknowledgement is
provided in return, the donation cannot be consideration for any supply and so
must be outside the scope of VAT.

If instead the donor receives some benefit (for example free tickets, preferential
booking rights, free advertising space in an event programme, etc.) that they
would not otherwise be entitled to, the amount received is consideration for the
supply of that benefit. The VAT liability of that type of supply will apply.

If the donor receives a benefit that they would have been entitled to anyway, they
are making a voluntary contribution, outside the scope of VAT. The fact that it
may not be feasible to offer the benefit if insufficient donations are received is
unimportant — provided that where a benefit is offered, there is genuinely no
compulsion to donate.

Grants are outside the scope, where no goods or services are provided in return.
This doesn’t stop the grant provider attaching conditions simply to ensure that the
funds are spent for the purpose originally intended.

The term sponsorship can be used in two ways. Amounts collected by individuals
for participating in a sponsored charity event are outside the scope of VAT. But
sponsorship income provided by commercial organisations in return for
advertising benefits is standard rated.

If you are uncertain, please contact the IBC Tax Team.

Barter transactions

Where consideration for a supply is partially or fully non-monetary, this is referred
to as a barter transaction, and it is necessary to establish a true value for the
supplies. This is to ensure that both inputs and outputs are separately identified -
otherwise both are artificially reduced. It’s also possible that the bartered supplies
identified may have differing VAT liabilities, or that one of the parties involved
may be unable to recover VAT, meaning that there will be amounts of VAT due to
HMRC.

Example 1 — part-exchange:

A retailer offers the County Council a part-exchange on the purchase of a new
piece of equipment:

e  Supplies:
° the retailer is supplying equipment to the County Council, and
° the County Council is supplying equipment to the retailer
e  Consideration:
° the value of the supply made by the retailer is the normal price for the
equipment (i.e. before the part-exchange value is deducted), and
° the value of the supply made by the County Council is the reduction
in price offered for part-exchange.
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Example 2 — consideration partially non-monetary:

A local printer offers to produce a school newsletter. They make a reduced
charge (or no charge) for printing in return for retaining income raised from
advertising within it.
e  Supplies:
° the printer is supplies printing services, and
° the printer receives a supply of advertising rights.
e  Consideration:
° the value of the supply made by the printer is any reduced charge
plus the income raised from advertising, and
° the value of the supply received by the printer is the income raised
from advertising

Example 3 — consideration fully non-monetary:

A new tenant carries out some refurbishment works to a building that would
normally be the landlord’s responsibility. In return, the landlord grants them an
initial six month rent-free period.
e  Supplies:

e the landlord supplies the tenant with the use of the property, and,

e the tenant supplies the landlord with the refurbishment works.

e Consideration:

° no money changes hands, so the supplies must be of equal value.
Provided that they gave reasonable results, HMRC would be likely to
accept as the value of the supplies either the cost to the tenant in
undertaking the works, or the normal value for the six months rent.

Principals and agents

An agent is someone who acts for or represents someone else (a principal) in
arranging the supply of goods or services. The supplies between the parties are
usually as follows:-

Selling Agents
e  The principal makes a supply of goods or services to a customer.
e The agent makes a supply of services to the principal.

Buying Agents
e The principal receives a supply of goods or services from a supplier.
e The agent makes a supply of services to the principal.

The liability of the principal's supply to the customer is dependant upon the
nature of the goods or services supplied. The liability of the agent's supply to the
principal does not automatically follow the liability of the goods or services
supplied to the customer, and is standard rated unless it is zero rated or exempt
in its own right. For example, the legislation on zero rating for passenger
transport specifically mentions both the ".transport of passengers." and the
".making of arrangements for [that] supply.” as two distinct items.

Invoicing arrangements will vary - so they are probably best illustrated by
examples:

Oct 2018
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Example 1 - County Council as principal

A school catering contract, with external contractors (i.e. not HC3S). The
agreement makes the school the principal in the supply of meals to pupils and
staff, and the catering contractor is the school's agent. The catering contractor
will pay food suppliers, staff wages, etc. They will also collect income from pupils
and staff. They then send an invoice to the school showing:-

e The agent's costs, plus any VAT; less

° Income collected on behalf of the school, with any VAT element shown
separately.

This will usually result in a payment by the school to the contractor. The school
can recover the VAT on the agent's costs as input tax, but must declare the VAT
on income (adult meals only, pupil meals are outside the scope of VAT).

Further information on school meals is in section 5.4.

Example 2 - County Council as agent

Day trip ticket sales. The tour operator is the principal in the supply of day trips to
the public, and we act as the tour operator’s agent in arranging the sale of tickets.
We will collect income on behalf of the operator and declare the VAT element of
these sales as output tax. The operator sends us an invoice showing:-

e  The value of tickets we sell (net and VAT elements shown separately); less

e  The amount of commission payable to us (usually a percentage) - again net
and VAT amounts shown separately

We will pay the invoice, recovering the VAT element of ticket sales as input tax,
and declaring the VAT element of the commission as output tax.

Note that where we are putting a package together, the Tour Operators Margin
Scheme may apply.

Liabilities of Supplies
General

Once a supply has been identified, its VAT liability must be determined.
Remember that the basic position is that a supply made in return for
consideration is liable to VAT. However, there are a number of exceptions to this.
Some business supplies are defined in VAT law as being zero rated, exempt or
subject to VAT at a reduced rate — and in some cases this may be dependant
upon the nature of the supplier and/or recipient. Other supplies are not made in
the course of business at all, and are outside the scope of VAT altogether. Some
common examples are below.

Examples of VAT liabilities
A detailed list of the VAT liabilities of various types of income and expenditure is

shown in the VAT liabilities index table in the appendix section however, some
common examples are included below.

Taxable at Standard Rate (currently 20%):

It is not possible to list all standard rated supplies. A supply will be standard rated
if it fails to meet the criteria for any of the other liabilities.
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Taxable at Reduced Rate (currently 5%):

e Certain supplies of fuel (excluding road fuels) and energy, mainly supplies for
domestic or charitable use, and other "low quantity" supplies.

e Some materials used in energy efficiency projects.

Taxable at Zero Rate:

e Certain basic food items

e Books and magazines

e  Children's clothing up to set size limits

e  Certain supplies to charitable organisations / the disabled.

Note: the liability of these items can easily be changed to either the standard or
reduced rate (as was the case with energy supplies). The lowest rate of VAT
normally allowed under European legislation is 5%.

Exempt from VAT

e Certain land and property transactions

e Certain health-related supplies

e Certain supplies to or by charitable organisations

¢ Cremations (but not burials by a local authority, which are outside the scope

of VAT)

Admission fees covered by the cultural exemption.

e Certain financial services and insurance premiums. Note: insurance
premiums are subject to Insurance Premium Tax (IPT) - this should not be
confused with VAT and must not be reclaimed as VAT.

Outside the Scope of VAT (Non-Business)

e  Supplies made by an organisation that is not registered for VAT
e Grants

e  Statutory fees and charges

[ J

Internal transactions for example: transactions between HCC departments
as we are part of the same Vat registration (please see section 2.3.5 for
more information )

e Charges made that do not relate to any supply of goods or services

The criteria that must be met in order for a supply to be exempt or taxable at
either the reduced or zero rates is set out in law.

Onward supplies

Transactions within a chain need to be considered individually. VAT liability is
determined by what is being supplied, regardless of how the value is calculated.
For example: a school lets a classroom for an evening and charges the hirer an
amount equal to the overtime paid to the caretaker for keeping the building open
later. But the supply made to the hirer is that of the classroom, not the caretaker’s
time.

The VAT liability of our income may not always be the same as that of our costs.
For example a school may buy materials that are subject to VAT for use in a
lesson. However, their onward supply to the pupil will be incidental to education,
and so outside the scope of VAT. See section 5.1.5 regarding supplies to pupils.

Oct 2018
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2.3.6

Single or multiple supplies?

This issue arises when a supply consists of a number of separately identifiable
goods or services, and is particularly relevant where the liability of these if
supplied alone would differ. Case law has laid down a process that should be
followed:

Is there one single supply - what the customer is actually receiving?

A single supply must be distinct and independent; it must amount to more than
merely a component of a supply. Supplies should not artificially be split. For
example, a vehicle service will consist of a number of separately identifiable
elements, but they are clearly not independent - any split would be artificial.

If a number of independent supplies are identified, could each be regarded
as a principal supply, or are some merely ancillary to a principal supply.

A supply should be regarded as ancillary if it does not amount to an aim in itself,
but simply enhances, or allows the customer to better enjoy, a principal supply.
For example, the provision of tea/coffee making facilities in a meeting room is
ancillary to the letting of that meeting room - hirers are not making the booking in
order to get the refreshments. Whether or not the supplies are separately
charged for is not in itself a determining factor.

Where a supply is deemed ancillary to a principal supply, its VAT liability should
follow that of the principal supply. Where all elements are supplies in their own
right, each will be liable for VAT at the appropriate rate. Sometimes this may then
appear on an invoice as an unusual VAT rate — packages containing a zero rated
book and standard rated CD are perhaps one of the most common examples.

Internal transactions

VAT should not be charged on internal transactions, irrespective of what the VAT
liability would have been had the supply been made to an external customer.
Internal transactions should be treated as outside the scope of VAT.

However, there are some circumstances where it will be unavoidable for VAT to
be charged on an internal transaction. If for example a ticket is obtained from a
pay-and-display machine in a County Council car park, VAT will have
automatically been charged.

Such cases will generally be paid via petty cash. Please record the expenditure
transaction as an output rather than an input - i.e. use the “A” prefixed VAT code
rather than the “V” prefixed one. The VAT calculated on this transaction will then
cancel out the original entry that was made when the invoice was raised,
preventing the overall VAT totals from being artificially increased.

Schools

Generally, for VAT purposes, schools are regarded as part of the County Council.

So transactions between schools or between the County Council and schools

should be treated as internal transactions — see guidance above. However there

are some exceptions to this:

e External funds held by schools — e.g. Governors / Parent Teacher Association
private funds, or unofficial funds held outside of the County Council's
systems.
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¢ Voluntary Aided schools in respect of most Governor Responsibility works.
These are generally capital works to the fabric of the building, rather than
supplies connected with the day-to-day provision of education - see section
5.9.

e Academies / Independent / Private Schools (although where the school
provides fee-paying education, see section 6.6.

e Schools not included above that are within other LEA areas - see Other local
authorities.

Section 4.5 provides a summary of issues for schools and links to detailed
guidance.

2.3.7 Other local authorities
All supplies by the County Council to other local authorities and their schools, to
Police Authority, Probation Boards, National Parks and to Magistrates' Boards
must be treated in the same way as supplies to other external customers.
An exception to this are supplies of services that are not made “in competition”
with the private sector. These may be treated as outside the scope of VAT.
However this exception only covers services where there are no private sector
providers — it will not be met simply by the customer failing to undertake a
competitive tendering exercise. If you think that the exception may apply to your
supplies, please contact the IBC Tax Team to confirm first.
Please note that Fire and Rescue Service and Pension Fund are still part of the
County Council’'s VAT registration, and transactions between them should be
treated as internal.

2.3.8 Charities
There are various VAT reliefs applicable to charges to and by charities. Please
see section 2.12.

2.3.9 Supplies to handicapped persons
Zero-rating is also available for the direct supply to handicapped people of the
equipment listed in section 2.12.3 “Goods and services supplied to charities”
(except for the supply of sound recording equipment, radios and cassette
recorders). Those claiming zero-rating must submit eligibility forms - contact the
IBC Tax Team.

2.3.10 Other organisations within partnership arrangements
There are special rules that can apply to charges between partners in
partnerships. Please see section 2.13.

2.3.11 Staff purchases for private use
Items should not normally be bought for staff private use.
However, where this has done, VAT must be charged to the staff member in the
same way as if the item had been supplied to any other external customer.

Oct 2018 17
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Further information

This section is very generalised - more detailed information regarding the VAT
liability of specific supplies can be found in the appendix section at the back of
this tax manual.

Calculation of VAT

VAT calculator

This tool, available on Hantsnet, calculates the VAT content within gross (VAT
inclusive) amounts, and the VAT chargeable on net (VAT exclusive) amounts:

http://intranet.hants.gov.uk/updatedvatcalculator-201011.xls

http://intranet.hants.gov.uk/finance/tax.htm

VAT fraction

Fractions are sometimes used to calculate the VAT element of a VAT inclusive
figure. The fractions can also be expressed as ratios.

_ Ratio
VAT Rate Fraction
Net VAT Gross
20% 1/6 5 1 6
5% 1/21 20 1 21
17v%% 7147 40 7 47
15% 3/23 20 3 23
Example

As per above table, for standard rate of VAT at 20%, the fraction is 1/6. How you
use it depends upon the figure you know and the one that you want to calculate:

e VAT = 1/6 of the Gross
e Net = the remaining 5/6 of the Gross
e VAT = 1/5 of the Net

The VAT fraction for the reduced rate of VAT (5%) is 1/21. So for the reduced
rate, VAT is 1/21 of the gross.

Rounding

When calculating VAT, amounts below 0.5p must be rounded down and amounts
of 0.5p and above must be rounded up. For example, 49.50p becomes 50p, but
49.49p becomes 49p.

You may find that, due to rounding, the total VAT on a supplier’s invoice is a few
pence different to any amount calculated by the financial system. Also some
suppliers may have agreed alternative basis for rounding with HMRC. In such
cases, you should not return the invoice to the supplier for correction, but must
use the VAT amount shown on the invoice.
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Discounts

Where a supplier offers an unconditional discount, and the discounted amount is
paid, VAT should be calculated based on the discounted amount.

Where a supplier offers a prompt payment discount:-

e  prior to 1 April 2015*, VAT should be calculated based on the discounted
amount whether or not the customer pays promptly enough to earn the
discount

e from 1 April 2015*, VAT should be calculated based on the amount paid by
the customer.

* note — this change takes effect from 1 May 2014 in respect of any
telecommunications and broadcasting services where no VAT invoice is issued.

Where a retrospective discount is paid by a supplier, the value of the supply is
reduced, and the supplier can issue a credit note to adjust the VAT.

Tax Point (Time of Supply)
General

The tax point of a transaction is the date on which VAT must be accounted for.
Normally this will just determine which month’s VAT return it should appear in —
but when VAT rates change, it can determine the rate of VAT to be used.

Basic tax point

For a supply of goods, the basic tax point is the date that the goods were either
delivered to the customer, or made available for the customer to collect. For a
supply of services, it is the date on which those services were performed.

Actual tax point

In certain circumstances the tax point will be earlier or later than the basic tax

point:

¢ Receiving a payment, or issuing a tax invoice in advance — the tax point will
be the date of receipt of payment or issue of invoice.

e Issuing an invoice up to 60 days after the basic tax point — the tax point will
be the date of issue of invoice. Note that the 60 day limit is by special
agreement between local government and HMRC - for other VAT registered
organisations, the limit is 14 days. If you issue an invoice more than 60 days
after the basic tax point, please provide details to the IBC Tax Team.

e Continuous supplies (e.g. utilities, maintenance agreements) — there is a tax
point on the earlier of each issue of invoice or receipt of payment. Where
invoices/payments are more than one year apart, there is a tax point
annually.

Change of VAT Rate

Whilst the tax point rules normally determine whether the “old” or “new” rates
should be used, transitional rules may allow use of the other rate. If you are
unsure of the rate that should be used, please use the contact IBC Tax Team.

Oct 2018

19




Tax Manual

255

2.6

2.6.1

2.6.2

2.6.2.1

20

The current VAT rates for goods and services were introduced on 04 January
2011.

Transactions outside the UK

Different tax point rules can apply .Therefore, please ready section 2.14
International Transactions

Place of supply

What ‘place of supply’ means

The place of supply is the place where a supply is made and where VAT may be
charged and paid. With services, deciding the place of supply can be
complicated. There are various rules that apply, depending on:

e whether you have more than one business location

¢ the kind of service you provide

¢ the place where your business or your business customer ‘belongs’

Place of Supply Digital Services

From 1 January 2015, the place of supply for digital services from a business to a
consumer (private individuals and non-business entities e.g. public authorities or
charitable bodies), becomes the location of the consumer.

Where digital services are supplied on a business to consumer basis, the supplier
is responsible for accounting for VAT on the supply:

¢ to the tax authority

e atthe VAT rate applicable

in the consumer’'s EU member state.

There is a specific rule for supplies of digital services to non-business consumers
and the approach is as follows:

1. Determine whether it is a digital service (because if it isn’t, the general place
of supply of services rules will apply).

2. Determine the status of your customer i.e., business or non-business.

3. Determine the place of supply (i.e., the member state).

4. Determine whether the supply must be taxed at the member state’s standard
or reduced VAT rate, or whether it is eligible for any VAT exemptions (e.g., most
member states exempt betting and gaming).

Digital services include:

¢ Radio and television broadcasting services;
¢ Telecommunications services;

e Electronically supplied services.

Electronically supplied services

The rule change only applies to ‘e-services’ that are ‘electronically
supplied and includes things like:
e supplies of images or text, such as photos, screensavers, e-books and other
digitize]
¢ documents e.g., pdf files
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o supplies of music, films and games, including games of chance and
gambling games, and of programs on demand

online magazines

website supply or web hosting services

distance maintenance of programs and equipment

supplies of software and software updates

advertising space on a website

Defining electronically supplied

This covers e-services which are automatically delivered over the internet, or an

electronic network, where there is minimal or no human intervention. In practice,

this can be either:

o where the sale of the digital content is entirely automatic e.g., a consumer
clicks the ‘Buy Now’ button on a website and either:

¢ the content downloads onto the consumer’s device

¢ the consumer receives an automated e-mail containing the content

o where the sale of the digital content is essentially automatic, and the small
amount of manual process involved doesn’t change the nature of the supply
from an e-service

o All ‘e-services’ that are ‘electronically supplied’ in the ways outlined above are
‘digital services’ and are covered by the rule changes

Examples of electronic supplies and whether or not they are ‘digital services’

. e- Electronically Covered by
Service : :
service supplied? the new rules

Pdf document manually emailed by seller Yes No No
Pdf d9cument automatically emailed by Yes Yes Yes
seller’s system
Pdf do_cument automatically downloaded Yes Yes Yes
from site
Stock photographs available for automatic Yes Yes Yes
download
Live webinar No No No
Online course consisting of pre-recorded
videos and downloadable pdfs Yes ves ves
Online course consisting of pre-recorded
videos and downloadable pdfs plus

Yes No No

support from a live tutor

Individually commissioned content sent in
digital form eg, photographs, reports, Yes No No
medical results

Link to online content or download sent by

- Yes Yes Yes
manual email
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The above examples are illustrative and don’t provide a comprehensive and
definitive list of what is considered to be a digital service.

Using the internet or some electronic means of communication, just to
communicate or facilitate trading does not always mean that a business is
supplying e-services.

If you are unsure whether your supplies are ‘digital services’, please contact IBC
Tax Team

VAT Types and Codes Used
VAT types

For VAT purposes there are three categories that transactions fall under:
¢ taxable — a business supply that is either:
o standard-rated (20% since 4 January 2011),
o reduced-rated (5%) or
o zero-rated (0%),
e exempt - a business supply not subject to VAT, or
e outside the scope — not subject to VAT (for example receipt of a grant or
donation where there is no supply, and certain supplies made by a local
authority under a statutory monopoly - such as education supplied in local
authority schools).

VAT codes

Current VAT codes are:

Rate Inputs/ Outputs/
Expenditure Income
Taxable:
e Standard Rate 20% V9 A9
e Reduced Rate 5% V6 A6
e Zero Rate 0% V8 A8
Exempt - VO AO
Outside the Scope - V7 A7

Inputs (*V’ codes) are usually related to expenditure and outputs (A’ codes) are
usually income — but see below section 2.7.3 for details of how to process credit
notes and refunds.

Please also note that there is no longer a separate code for input VAT on
certificate payments — these should also use V9.

The previous VAT rates and codes were:

| Rate | Inputs | Outputs
Tax point is prior to 01.12.08, or between 01.01.10 and 03.01.11
e Standard Rate 17%% V1 Al
e Certificate Payments 17%2% V3 -
Tax point is between 01.12.08 and 31.12.09
e Standard Rate 15% V4 A4
e Certificate Payments 15% V5 -

These codes are no longer valid and should not be used
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Credit notes and refunds
A debit is not always an input, and a credit is not always an output:

e A credit note we receive from a supplier is a negative input — please use the

“V...” codes.
e A refund we make of income received is a negative output — please use the
“A...” codes.

Retrospective rebates

Expenditure
If you are VAT registered and you receive a cash back (rebate), it reduces the

taxable value of your purchase and so you must reduce your input tax
accordingly and your entries should be code with *V’ codes.

Income

When you offer rebates to your customer, this reduce value of your income and
SO0 you must reduce your output tax accordingly. Therefore your rebates relate to
the income should have ‘A’ codes

Mixed rates

Sometimes you will find on an invoice a VAT rate which is not one of the above.
Most often this occurs with the purchase of packages containing zero rated books
and standard rated CDs or DVDs. Suppliers of such items have usually agreed in
advance with HMRC a composite VAT rate reflecting the actual cost of each
component being sold.

If possible, these should be input into SAP as multiple lines — one for each
VAT rate, with the appropriate tax code.

You can use either the VAT calculator or the VAT fraction to determine the net
amount relating to the standard rated element.

Otherwise if you are unable to do this, input the total amount as standard rated
and overwrite the VAT amount generated by SAP with the actual amount shown
on the invoice

System guidance

Please refer to Hantsnet: http://www3.hants.gov.uk/portal-help

Invoices, Receipts and Record Keeping
VAT invoices

A VAT invoice (or receipt containing the same information) is required to recover
the VAT on our expenditure. We must also issue VAT invoices (or receipts) to
VAT registered customers. The invoices that our systems produce comply with
the requirements for this. Where income is received without issuing invoices, we
may be asked for a VAT receipt by business customers - please contact the IBC
Tax Team if this occurs.
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Please note that documents such as pro-forma invoices, delivery notes order
confirmation are not VAT invoices.

If you do not have a valid Vat invoice, the payment should be made gross with a
tax code V7 (outside the scope).

Full VAT Invoice

A full VAT invoice should show all of the following information:
Invoice number.

Date of supply and issue of invoice.

Name, address and VAT registration number of the supplier.
Name and address of the recipient.

Description sufficient to identify goods/services supplied.
For each description, the quantity of goods, the unit price, the amount
excluding VAT and the rate of VAT applicable.

Total amount excluding VAT.

e Total amount of VAT.

¢ Rate of any discount offered.

Less Detailed VAT Invoice

Where the total value of the goods/services supplied (including VAT) does not

exceed £250, only the following information is required:

¢ Name, address and VAT registration number of the supplier.

e Date of supply (tax point).

¢ Description sufficient to identify goods/services supplied.

e For each VAT rate applicable, the rate and total amount payable including
VAT.

Retailers’ Invoices

As VAT invoices only have to be supplied to VAT registered businesses, retailers
are only required to produce a VAT invoice if they are asked for one. The
document produced can either be a full or less detailed VAT invoice as above,
and it can show the amounts as being VAT inclusive rather than VAT exclusive.

Pro-forma invoices/ Order confirmations/ Delivery notes/ Cheque
requisitions

A pro-forma invoice, delivery note or order confirmations, cannot be considered
to be an accounting document (they are not a valid VAT invoice) and has no
place in the books of account of the trader either issuing or receiving it.

Where payments are made on the basis of cheque requisitions or above
documents, the expenditure will be charged gross to budgets.

The gross payment should be made with tax code V7 (outside the scope) and Vat
can not be claimed. Once a valid Vat invoice is received, the correction journal
can be requested.

All correction journal requests in the Portal.
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Please note that to be able to complete a correction journal we require:

e ¢/l code and cost centre which have been used with an original
transaction,

e ¢/l code and cost centre which should be used with the correction (if
different to above one),

e amount,

o document number for the original transaction,

e copy of an invoice

2.8.6 VAT receipt with personal items
The VAT cannot be claimed if the Vat receipt includes both personal and
business items. Staff personal purchases should not appear on the same receipt
as official purchases.
The guideline line for Transactions and Record Keeping can be found below:
http://intranet.hants.gov.uk/finance/purchase/pcardspcash/petty-cash/p-cash-
transactions.htm

2.8.7 Where No VAT Invoice Is Required
VAT invoices are not required in respect of the following where the VAT inclusive
amount is less than £25:
e  Off-street car parking (on-street car parking is not subject to VAT).
e Telephone calls.
e Purchases from vending/other coin operated machines.
You must however be certain that both:
e the supplier is registered for VAT in the UK, and
e the supply took place in the UK.
Purchasing cards only — some suppliers are able to transmit VAT details in
respect of purchasing card transactions. In such cases, the VAT will already have
been split when the parked journal is received, and no VAT invoice will be
required to support this recovery. However, where VAT amounts need to be split
manually, the appropriate VAT document must be held.

2.8.8 Self billing Agreements

2.8.8.1 General information
Under a self billing arrangement, an agreement is made that the customer will, on
the supplier’s behalf, issue an invoice charging themselves.
In some circumstances it may be more practical for the recipient of a supply to
produce the invoice — for example in a construction contract where the amounts
due to a contractor are determined by the client’s valuation of the works to date;
or where items in a gift shop are provided by a supplier on a sale or return basis.
Sometimes an invoice can be a combination of a “normal” invoice and a self
billing one — for example where a school catering contractor invoices for their
services to the school, but deducts money collected in respect of the school's
sales to pupils and staff.
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Even though the invoice is issued by the recipient of the supply, it must still
contain the supplier's VAT registration number. VAT amounts should be clearly
identified as “This amount is your output tax due to HMRC”.

Before self-billing arrangements can commence, it is necessary for an agreement
between supplier and recipient to be signed. Where arrangements are
continuing, updated agreements then need to be signed each year.

The IBC Tax Team already maintains and arranges updating of some self billing
agreements, and is happy to add agreements for other areas to this process.
Therefore, if you want to enter into a self billing agreement, or think that this may
be useful for your service, please contact the IBC Tax Team, in order that the
supplier/customer can be added to the list and included in the annual renewal of
agreements

School Photographers — current agreements

Self-billing arrangements are often used by photographers in respect of
commission. In the case of photography commission, the school is “the supplier”
and the photographer is “the customer

Agreements are entered into with photographers centrally (to avoid each school
needing to enter into separate agreements) and are renewed annually.

Hampshire County Council Self-billing agreements with the following school
photographers, covering the school year 2017/2018, are held centrally:
e Cardwell & Simons, 15 Church Street, Shirley, Southampton
Fraser Portraits, The Broadway, Broadstone
Hallett Photography, Dene Close, Chilworth
Pro Portraits, 100 West Heath Road, Farnborough
H Tempest Ltd, Lelant, St lves, Cornwall
Alex Guy Photography, 71 Cheltenham Gardens, Hedge End
Yellow, The Old Stables, Peewit Hill Close, Southampton, SO31 1DH

Photographers have been told that although it is a single central agreement,
individual schools retain the choice of whether they want to use self-billing or not.

If you want to enter into a self billing agreement with any other photographer,
please contact the IBC Tax Team.

Obtaining Vat invoices/ Receipts — special rules
For more general information regarding invoices, please see section 2.8.

Some suppliers do not automatically issue VAT documents, but have procedures
for providing them on request. The list in this section provides details for specific
suppliers where known. This information has been provided by various
departments and establishments — if you are aware of any other suppliers’
arrangements, please inform the IBC Tax Team, so that this list can be
expanded.

Amazon

The County Council’'s VAT registration number can be added to business
Amazon accounts (must not be added to personal accounts). Doing so will
ensure that VAT invoices are provided when goods are supplied by Amazon UK,
and charges will be zero rated where possible when goods are supplied by
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Amazon from elsewhere in the EU. Note that it will not affect purchases from
Marketplace suppliers — who may need to be contacted to determine whether
VAT will be charged.

Instructions for adding the VAT registration number are at:
www.amazon.co.uk/gp/help/customer/display.html?nodeld=502576. You may be
asked to provide a “legal business name/address” — if so, this should be:

Hampshire County Council, The Castle, Winchester, SO23 8UB”
or
Oxfordshire County Council, County Hall, New Road, OX1 1ND

Argos

VAT receipts for on-line purchases can be requested from customer services:
http://www.argos.co.uk/m/static/StaticDisplay/includeName/customer services fa
g_refunds m.html.

Asda

VAT receipts for on-line purchases can be obtained by emailing ID and order
numbers to VATRequest@asda.co.uk

The Range
VAT receipts can be obtained by contacting (01752) 725572.

Difficulties in obtaining VAT invoices

VAT registered suppliers are legally obliged to provide VAT registered customers
with VAT invoices/receipts. Some suppliers do not automatically produce these
documents, but have procedures for supplying them on request — see previous
section for details relating to specific suppliers.

If VAT registered suppliers refuse to produce satisfactory invoices, they must be
reported to the IBC Tax Team, who will pass the information where appropriate to
HMRC.

If a supplier does not issue an appropriate VAT invoice, the document issued
should be returned to the supplier and a VAT invoice requested. Where only a
VAT-inclusive charge is shown on an invoice, the amount to be coded as input
tax can be calculated using the VAT fraction.

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.

Alternative Evidence

Strictly one of the above documents is required to reclaim VAT, and where no

such document is held, the full VAT inclusive amount should be charged to your

budget. However, VAT legislation permits HMRC officers a degree of discretion,

and they may still allow us to recover where they are still satisfied that:

o there are other documents that demonstrate that a supply to the County
Council liable to VAT has taken place,

o that supply has been paid for by the County Council, and
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e itis not possible/reasonable to obtain a proper document from the supplier.

It is important to remember that VAT recovery in such circumstances is entirely at
the discretion of HMRC officers - every attempt should be made to obtain the
correct documentation. If you have received a supply where there is a significant
value of VAT but, despite having made all reasonable attempts to do so, you
have been unable to obtain the full documentation, please contact the IBC Tax
Team. Do not just assume that HMRC would allow VAT recovery on these
grounds.

Record keeping requirements

VAT regulations require that all source documentation (e.g. orders, invoices,
delivery notes, credit notes, paying-in slips, till rolls, bank statements and any
relevant documentation) is kept for a minimum of six years. They must be kept in
such a form as to allow them to be easily retrieved on demand by an officer of
HMRC and easily verifiable as being either the source document or a true and
unaltered copy of the information contained on it.

It is possible to reduce the period of time for which documents are retained if
agreement is obtained from HMRC. Agreement has been reached by the County
Council with regarding invoices to reduce the retention period to four full financial
years plus the current year.

VAT Errors

Reporting VAT errors

Some errors can be corrected on a future VAT return; others must be separately
notified to HMRC.

In order to ensure that we comply with these rules, journals to correct VAT errors
must only be carried out by the IBC Tax Team. Other staff who discovers errors
must notify the IBC Tax Team by email.

Please include the following information:

e An explanation of the correction required

e Detalils of the codes (Cost Centre / GL / SI0) used for the transaction
e  Document number of the transaction

Any relevant paperwork should be scanned and attached to the email.

Errors can result in HMRC charging interest and/or penalties to the County
Council — where this happens, the cost will normally be recharged to the relevant
department.

Errors: VAT not charged

Where you have agreed a price with a customer, raised an invoice all coded to an

income revenue account and you notice some time later that you should have

accounted for VAT on the sale, there are two possible courses of action:

e issue a supplementary invoice for VAT, or

e request a VAT journal to transfer the relevant proportion of the income to the
VAT account.
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If the price that you originally agreed a price was an amount “plus VAT”, then a
supplementary invoice should be issued. If it was agreed as an amount
“including VAT, it will be necessary to request a VAT journal.

If the price was agreed with no mention of VAT, the purchaser may accept a
supplementary invoice if they are registered for VAT (as they should be able to
recover the cost from HMRC on their next VAT return). Otherwise, a VAT journal
will be required.

VAT charged in error

There are two ways to correct errors where we have accounted for VAT on

income that should not have been liable to VAT:

e where the customer was originally sent a VAT invoice, we should send a
credit note and a replacement invoice for the correct value / VAT liability

e otherwise, request a VAT journal to correct the error

Credit notes issued

When we issue a credit note to correct an error, the credit note should use the
same VAT code as the original invoice.

VAT-only invoices received

On occasions you may receive VAT-only invoices from suppliers, where they
have omitted to charge VAT on an earlier invoice in error. Please check that the
net element has already been paid, and then send them to the IBC Tax Team for
processing.

Less often, suppliers may ask whether the County Council would be prepared to
pay VAT-only invoices should they decide to voluntarily register for VAT. Please
pass any such requests to the IBC Tax Team. We will need to be certain that we
would be entitled to reclaim the VAT amounts before agreeing to pay. Also these
suppliers will be benefitting from additional VAT recovery on their expenditure if
they register for VAT and it may be possible for us to negotiate a share of this in
the form of a retrospective discount.

P-Cards correction
Missed deadlines

IBC Tax Team will not complete correction journals for P-card transactions where
deadlines have been missed, as doing so conflicts with the approved process for
Purchase Cards Administration which each card holder agrees to when obtaining
the card.

It has been decided that no exception should be made and failing to complete the
VAT details by the deadline will result in the cost centre incurring the gross costs

Current period

If the p-card transaction relates to current period, a requester is able to amend
the VAT entry. The correction request can be sent to the Purchasing Card team
as they can unlock the transaction and then the requester can make necessary
correction.
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ParentPay charges — Vat

If you use Parent Pay you will have noticed there is VAT on the charges invoice.
It is possible to reclaim this VAT but you need to send a copy of the invoice and
the completed income banking spreadsheet to the Tax team and they will
complete a journal in order to claim the VAT.

Credit

GL Debit Amount VAT
Cost Centre SIO Text Amount
Code (Inc.VAT) (Incl.VAT) Code
1 | EDXXXXXX 4936 Bank charges gross amount
2 | EDXXXXXX 4936 Bank charges net amount v9
to be completed by
Tax team VAt VAt amount v9

o (O | W

*Please note that the text and g/l codes used are just examples.
A copy of the spreadsheet can be obtained by sending an IBC enquiry to the Tax
team

Partial Exemption

What is partial exemption?

In theory, input tax cannot be recovered on expenditure incurred in the making of
exempt supplies. Organisations such as insurance companies and universities
cannot generally recover input tax, as the vast majority of their income is exempt.

Any organisation that makes a combination of exempt and non-exempt supplies
is termed "partly exempt". They may still recover input tax incurred in the making
of exempt supplies, provided that it falls below a de-minimis limit.

For local authorities, this limit is 5% of total input tax incurred. If we are above the
limit, we cannot recover any input tax attributable to the making of exempt
supplies. To determine where we are relative to the 5% limit, a partial exemption
calculation must be undertaken.

What is the cost of becoming partly exempt?

We currently recover around £90 million of input tax per year from HMRC. Even if
we only slightly exceed the 5% limit, we would be required to repay to Customs
around £4.5 million for every year that the limit was exceeded. This would fall as
an extra cost to all services receiving exempt income.

It is therefore extremely important that we do not exceed the limit!

What can we do about partial exemption?

There are measures that we can undertake to avoid exceeding the de-minimis
limit. For example, we can opt to charge VAT on some exempt lets (sometimes
this requires HMRC’s permission), reducing our exempt income and thus also
reducing our expenditure relating to exempt income. This is particularly useful in
instances where the lets are to VAT registered organisations who could recover
the VAT charge, and where we may incur any significant costs.
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Income that is exempt from VAT on other grounds remains exempt. Opting to tax
an adult education centre would make room hires subject to VAT, but would not
affect course fees. An option to tax may also not apply where the tenant/hirer
puts the premises to charitable or residential use, or is involved in funding the
construction of the premises.

Properties subject to the option to tax are in section 6.8.121.

Also important is the structure of an agreement. Who supplies what to whom and
when? There are often a number of ways of structuring agreements, all of which
achieve the same overall objectives, but have totally different tax treatments. The
precise wording of agreements can also have an impact. If you are planning to
set up some form of agreement, for example including partnerships, joint working,
etc. please contact the Tax Team as early as possible in the process. It is much
easier to ensure that arrangements are "tax efficient", without impact to the
overall aims, at that stage.

The partial exemption calculation

Reports are run detailing by cost centre the amount of income and expenditure
for each tax code. These figures are used to calculate an exempt percentage for
each — that is the exempt income as a proportion of total income — and the
amount of VAT incurred in relation to this.

This is why it is important that the correct tax codes are used. If the code for
exempt is used on income that should be outside the scope, there would be an
adverse impact on the calculation. Whilst checking is carried out to spot obvious
errors, not all would be identifiable.

For capital schemes, it is necessary to determine a relevant exempt percentage —
this is based upon the anticipated use after completion.

The VAT on expenditure attributable to exempt income is totalled and expressed

as a percentage of the total VAT on expenditure. It is this figure that must be
below 5%.

Trips and The Tour Operators Margin Scheme (TOMS)

General
Where income for a trip is a voluntary contribution (i.e. those not paying can still
go on the trip), recover VAT on expenditure as normal, and income is outside the
scope of VAT.

Where a charge is for coach or air travel only (e.g. any admission fees,
accommodation, meals, etc. must be paid for directly), income will be zero rated.

School trips should follow the guidance in section O.

If none of the above applies, it will be subject to the Tour Operators Margin
Scheme (TOMS).
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Tour operators margin scheme (TOMS)

Where the VAT position has not been determined by the sections above, the
Tour Operators Margin Scheme applies. Instead of recovering VAT on
expenditure and charging it on income, VAT is accounted for on any profit
margin. To do this, please check that no VAT has been reclaimed on trip
expenditure — if it has, follow the procedure for requesting a VAT correction in
section 2.9. Please ensure that tax code A7 is used for all trip income.

Once all expenditure and income for the trip, plus any necessary VAT

corrections, have been processed, please forward to the IBC Tax Team by email

the following details:

o “Name”, venue and date of the trip.

e Cost centre that income/expenditure transactions are held in.

e For each GL code, the total income/expenditure relating to the trip.
Expenditure should include any VAT charged, since this will not have been
recoverable.

This information will be used to calculate whether there any VAT needs to be
accounted for on the trip. If it does, a VAT journal will be processed to charge
this. In practice, where trips are not run at profit, there will be no VAT charge.

Charities and Other Voluntary Bodies
General overview

There is no general exemption from VAT for charities and voluntary bodies —
normally they will be treated like any other external organisation with VAT being
charged to them where appropriate. There are, however, some specific VAT
reliefs.

For VAT purposes, the term “charity” includes not only registered charities, but
also organisations that are recognised as having charitable status for direct tax
purposes.

Charities may be entitled to Gift Aid on some of their income — details are in
section 4.3.

HMRC’s guidance relating to charities is extensive, and it is only possible to give
a summary in this manual. Please contact the IBC Tax Team if you have any
other queries.

Recovery of VAT on expenditure

A significant proportion of most charity’s activities will generally be non-business.
This means that they can be limited in their ability to recover VAT on their
expenditure (input tax).

Where the County Council supports a charity’s activities, it may be more tax
efficient to give that support in the form of goods or services, rather than cash.
The County Council can recover the VAT that it is charged by its suppliers as
usual — whereas had a cash grant been given, the charity may not have been
able to. However, it is not possible for the charity to avoid VAT by using its own
funds to buy goods or services through the council in this way, and if there is any
service to be supplied by the charity in return, it is likely that this will be a barter
transaction.
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Goods and services supplied to charities

In recognition of the limited VAT recovery, the following goods and services can

be zero rated when supplied to charities, on receipt of a completed certificate of

eligibility:

e sound recording equipment, radios and cassette recorders supplied to
charities for the blind or severely visually handicapped

¢ medicines supplied to charities involved in the treatment or care of humans
and animals and medical research

e equipment designed or adjusted to be used by the physically handicapped

e services of adapting goods to suit the physically handicapped

e construction of ramps, widening of entrances to enhance the mobility of the
handicapped

¢ lifts and the adaptation for use by the handicapped of bathrooms, washrooms

or lavatories in residential homes

alarm systems for the use of the handicapped

the repair and maintenance of such goods as above

the supply of fuel and power for non-business use

construction of new buildings*

sea rescue equipment (supply, repair and maintenance of lifeboats &

associated equipment); and

e advertising promoting their charitable aims**.

* The buildings can be self contained or an annexe to an existing building
provided the annexe can function independently of the existing building. The
building must be used for charitable or residential purposes only. The zero rate
only applies to new construction - neither architects and other fees, nor
refurbishment works to existing buildings, qualify for zero rating.

** The zero rate applies to the printing of leaflets, publishing in newspapers,
brochures, etc. and TV & radio adverts. It also applies to artwork and typesetting.
The fund raising aspect must be clear from the wording of the advertisement - if
this is not the case the supply is taxable.

Only supplies in this list can be zero rated. All other supplies must be taxed if
appropriate. For example, the servicing of a minibus with tail hoist belonging to a
charity (subject to the provision of a declaration) could be zero rated, whilst
servicing an ordinary minibus or van (even one belonging to the same charity)
would have to be standard rated.

The County Council has produced a Certificate of Eligibility that can be used
(please contact the IBC Tax Team) — alternatively the charity can provide their
own. Please forward a copy of any certificates received to the IBC Tax Team. If
no certificate is provided, no VAT relief can be given.

In addition, a charity can display an option to tax on land and property that they
put to their non-business use, reverting charges to being exempt from VAT.

Fund raising event income

Income from charity fund raising events can be exempt from VAT, including
admission charges, sponsorship, advertising in brochures, and goods such as T-
shirts sold at the events. All of these income sources would normally be standard
rated, so the charities can retain all the income and not have to hand over the
VAT element to HMRC. There are conditions attached to these events, covering
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2.131

2.13.2

2.13.3

2.13.4

the frequency and types of event. This is to prevent abuse and distortion of
competition with commercially run events.

Partnerships
General overview

Increasingly partnership arrangements are being used to deliver services. The
way in which the partnership is established, who the partners are and the roles
and responsibilities that they have are all factors that can affect whether or not
the partnership is able to recover the VAT it incurs on its expenditure. This
section looks at the three main partnership structures.

No examples of partnerships are given in this manual, as sometimes what may
seem a small variation in the set-up can significantly affect the ability to recover
VAT. Most partnerships should clearly fit into one of the following categories, but
if you are unsure, please contact the IBC Tax Team.

County Council as lead authority

Where we act as the lead authority for the partnership, provided that:

e we receive all funds available to the partnership,

e those funds belong to us, and

e we purchase all goods and services required to deliver the project,

VAT is recoverable by the local authority.
Partners form a separate legal entity

The entity is unlikely to be able to recover VAT on its expenditure via any of its
partners; instead it will be subject to the normal business VAT rules. It will have
to register for VAT if its taxable turnover exceeds the VAT registration threshold —
and even if registered, will only be able to recover VAT on its expenditure
incurred in generating taxable income, i.e. input VAT, not section 33 VAT.

If the entity is a charity, it may be entitled to claim zero rating on some of its
expenditure.

Depending upon how it is established, it may be liable to pay income tax or
corporation tax on its profits.

Management Board or Committee is established (but not a
separate legal entity)

This is now one of the most common structures:

e The main board / committee determines the policy and direction of the
project, and at the start decides which partner should deliver which aspect of
the projects.

e Each partner treats the transactions involved in delivering their part of the
project according to the VAT rules applying to them. So a local authority
partner will largely be able to recover the VAT on the supplies it receives in
order to enable it to deliver the part of the project that it is responsible for. A
charity / voluntary organisation as a partner may not be able to recover VAT
in the same way, but may instead be entitled to receive some supplies zero-
rated.
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¢ HMRC have made it clear that the selection of partner for each part of the
project should be on the basis of which is most appropriate for the work — not
which offers the best tax recovery.

e Any transactions between the partners that are simply movements of funds to
reimburse a partner for the expenditure that they have incurred on the project
are outside the scope of VAT.

2.13.5 Lottery funding
If an application for funding is made to the Lottery Board (or other funding bodies)
by the County Council, we can use our registration to recover VAT on
expenditure against this funding. However, if the application is made by a body
that is not covered by our VAT registration (and they are not entitled to VAT
recovery under any VAT registration that they may have) the application must be
submitted on a VAT inclusive basis. This is because we will not be able to use
our registration to recover VAT incurred against this funding.
Lottery funding received by the County Council is outside the scope of VAT, even
if a token acknowledgement of the source of donation (e.g. a sign) is required.

2.14 VAT - International Transactions

2.14.1 General
There are some special rules affecting these transactions — for details, please
see:
e Importing Goods
e  Exporting Goods
e Receiving Services
e  Supplying Services
Also bear in mind:
e When exporting goods, there are record keeping requirements, to prove that

the items have left the UK.
e Itis important to establish where the place of supply is deemed to be.
e The tax point of the transaction (the point at which any VAT is due / can be
reclaimed) will not always be the same as for supplies made within the UK.

In this manual, for ease of reference, the terms “importing” and “exporting” are
used to cover any supply of goods in or out of the UK. However, strictly they
should only cover supplies from or to countries outside of the EU. The technical
terms for supplies between EU member states are “acquisitions / arrivals” and
“dispatches / removals”.

2.14.2 Importing goods
When importing goods from the EU:
¢ we should give the supplier our VAT registration number,
e they should not charge VAT, and
e we should use the VAT code for zero rate.
When importing goods from outside the EU:
o we will be charged UK VAT by HMRC when the goods arrive,
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2.14.3

2.14.4

o this is recovered using a certificate, issued by HMRC to the County Council
centrally.

e where paid by a courier on our behalf, it cannot be recovered on the courier’s
invoice.

Exporting goods
When exporting goods to a business based in the EU:

o we should obtain their VAT registration number and undertake the necessary
checks to make sure that our customer's EC VAT number is valid. The
verification can be completed by following the below link:

http://ec.europa.eu/taxation customs/vies/vatResponse.html

e we should obtain and keep valid commercial evidence that the goods have
been removed from the UK within set time limits:

- 3 months (including supplies of goods involved in groupage or consolidation
prior to removal), or

- 6 months for supplies of goods involved in processing or incorporation prior
to removal

e we should use the VAT code for zero rate on our invoice.

We must not zero-rate a sale, even if the goods are subsequently removed to
another Member State, if we:

o supply the goods to a UK VAT registered customer (unless that customer is
also registered for VAT in another Member State. In such cases they must
provide their EC VAT registration number and the goods must be removed to
another EC Member State)

o deliver to, or allow the goods to be collected by, a UK customer at a UK
address

o allow the goods to be used in the UK in the period between supply and
removal, except where specifically authorised to do

Please see VAT Notice 725 The single Market for complete guidance.

There are specific VAT reporting requirements for EC Sales of goods,
therefore, make sure you inform the Tax Team if you sell goods to
foreign suppliers!”

Receiving services

The VAT treatment of services depends upon the place at which they are
deemed to be supplied. There are some general place of supply rules, and some
exceptions.

Where the place of supply is deemed to be the UK:

e we should give them our VAT registration number,

e they should not charge VAT, and

e we should use the VAT code for outside the scope of VAT.

Where the place of supply is deemed to be abroad:
o we are likely to be charged foreign VAT (by EU businesses) or an equivalent
(non-EU businesses),
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2.14.6

¢ this cannot be reclaimed when paying the invoice, so use the VAT code for
outside the scope of VAT, but

e it is sometimes possible to reclaim some VAT charged in other EU countries
directly from the foreign tax authorities. If the amounts are significant, please
provide details to the IBC Tax Team. However, when comparing supplier’s
charges, we should not assume an ability to recover non-UK VAT,

Supplying services

The VAT treatment of services supplied depends upon the place at which they
are deemed to be supplied. There are some general place of supply rules, and
some exceptions to the general rules.

Where the place of supply is deemed to be the UK,
¢ the transaction is subject to normal VAT rules, and we should use the same
VAT code as if the supply had been made to a UK-based customer, unless:
e the services are one of the following (where the VAT code for zero rate
should be used):
o works on goods for export outside of the EU
° making arrangements for those works, or the export itself
° making arrangements for a supply of services outside the EU

Where the place of supply is deemed to be abroad:
o if the customer is an EU business, we should get their VAT registration
number,
o if they are a business outside of the EU, we should request other
evidence such as a certificate issued by a fiscal authority, and
e use the VAT code for outside the scope of VAT on our invoice.

Where the customer is outside of the EU, there may be a liability to local taxation
in that country.

Place of supply of services

The VAT treatment of services is depends on where they are deemed to have
been supplied. From 1 January 2010, “business to business” (B2B) supplies of
services within the EU are generally accepted to be supplied in the country where
the customer belongs — and so are not subject to UK VAT. “Business to
consumer” (B2C) supplies within the EU are generally deemed to be supplied in
the country where the supplier belongs, and so are subject to UK VAT.

There are some exceptions to the general rules, listed below, and the place of
supply in each case:
e Any services related to land or property — the country in which the land or
property is located.
e Short term vehicle hire, and passenger transport — the country in which
the vehicle is hired or the transport takes place.
¢ Freight transport (exception applies to B2C supplies only) — the country in
which the transport takes place.
e Services involving “physical performance” (artistic, cultural, training, etc.)
— the country in which the services are performed.
o Restaurant / catering — generally the country in which the services are
carried out.

Oct 2018

37




Tax Manual

38

2.14.7

2.14.8

o Electronically supplied services — e.g. e-books, web hosting, etc.
(exception applies to B2C supplies only) — the country in which the
customer belongs.

Supplies of services to businesses or consumers outside of the EU are subject to
UK VAT.

Record keeping requirements
We must retain evidence that goods are actually exported in order to zero rate.

For goods exported within the EU, a commercial document from the carrier
removing the goods from the UK will be acceptable. Any of the following will be
acceptable evidence as long as, taken together with other evidence, they clearly
indicate removal: customers' orders, sales contracts, inter-company
correspondence, copy export invoices, advice notes, consignment notes, packing
lists, insurance and freight charges, or evidence of payment.

If goods are exported in baggage or a private motor vehicle, the tickets, loading
passes etc provided by the shipping company or airline can be used in addition to
any commercial accounting records. Where the customer takes the goods out of
the UK personally, it would be prudent to find out what evidence they will be
getting and retain a deposit until they provide that evidence.

Where goods are exported outside of the EU, examples of the evidence that

Customs will expect to see are:

e Primary evidence issued by shipping and airline companies such as
authenticated seaway bills, airway bills or bills of lading, or

e Secondary evidence issued by freight forwarders and other carriers. They will
get primary evidence and then issue secondary evidence in the form of
authenticated house air or seaway bills, CMR notes and similar documents,
or certificates of shipment to the exporter based on the primary evidence of
export.

o Photocopies cannot generally be used as evidence of export (although
authenticated photocopies may be used in certain circumstances). But
duplicates of lost evidence are acceptable provided they are clearly marked
as such.

The rules for services can depend upon whether the customer is a business.
Before treating a customer as a business, we should obtain a VAT registration
number for EU businesses, or some similar evidence from non-EU businesses. If
we cannot obtain this evidence, we will have to apply the VAT treatment as if they
were an individual.

Tax points

The tax point of a transaction determines when any VAT due to the tax
authorities must be paid, and when any VAT recoverable can be claimed. The
tax point rules applying to transactions involving other EU member states are
slightly different to those applying to transactions within the UK, explained in
section 2.5.

Supplies of goods — the tax point is the earlier of:
e the 15th day of the month after that of the first export/import of goods, and
e the date of issue of an invoice.
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2.14.10

Supplies of services - the tax point is the earlier of:

¢ the date on which the services are performed (or for continuous supplies, the
end of any period covered by an invoice), and

¢ the date any payment is made

If no invoice is raised or payment made for a continuous supply made over the
course of a full calendar year, 31 December will be deemed a tax point.

Intrastat

Intrastat is a reporting requirement on movements of goods within the EU. It must
be undertaken by any organisation that buys or sells goods to other EU member
states, where the total annual sales or purchases exceed set limits.

The County Council is not currently required to submit declarations, but must
keep the position under review.

“EU” prefixed VAT registration numbers

Non-EU based suppliers of electronically delivered (e.g. downloaded) services
can have a single VAT registration number with an EU prefix, rather than having
to register in every country where they want to do business. No VAT amounts
should be shown on these invoices.
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3.21

PAYE

Introduction

PAYE (Pay As You Earn) is the system that HM Revenue & Customs (HMRC)
uses to collect Income Tax and National Insurance contributions (NICs) from
employees' salary / wages as they earn it.

The County Council has to collect these amounts, and pay employer's NICs if
they earn above a certain threshold. These amounts are paid to HMRC monthly.
At the end of the tax year, various annual returns are submitted.

For PAYE to apply, a payment must be made to the employee. However, tax
must be accounted for on the following notional payments:

e vouchers (which can be exchanged for cash, goods or services),
e money or goods provided by way of a credit token,
e tradable assets.

Section 6.3 provides details of the income tax and national insurance liabilities of
a range of expenses and benefits.

The Government are currently consulting on whether there is scope to combine
or align income tax and national insurance. A combination of the two is unlikely —
an updating and closer alignment of rules, exemptions and thresholds is more
possible.

Income Tax

Scope of income tax

Income tax is payable at the appropriate rate on income in excess of a tax-free
personal allowance, less any allowable expenditure. This allowable expenditure
is called a deduction.

Income from employment is subject to tax under The Income Tax (Pay As You
Earn) Regulations 2003. The tax payable is collected through the PAYE system.

Taxable income includes not just salaries, wages, bonuses and pensions, but
also:

e most benefits in kind
e certain payments of expenses to staff
e certain allowances given to staff.

Income from self employment is also subject to income tax. The tax treatment for
self employment can appear more favourable (greater entitlement to deduct
expenses and delayed need to pay over tax). Therefore where individuals claim
to be self-employed, it is necessary to check their employment status.




Tax Manual

3.2.2

3.3

3.3.1

3.3.2

3.3.3

3.3.4

Exemptions and deductions

These two terms are easily confused, although they are technically quite
different.

Exemption

An item (usually a benefit) that is not subject to income tax in the first place. For
example, childcare vouchers provided by employers up to a set value per week
are exempt from tax.

Deduction

An item of allowable expenditure (for example, a necessary professional
subscription) that can be offset from income for tax purposes. Where payment is
made by an employer for an expense for which a deduction would be due, strictly
the employee should still initially be taxed, but then entitled to reclaim the tax
from HMRC. To simplify the process, employers can agree dispensations with
HMRC, which allow them to treat the items as tax free in the first place.

National Insurance Contributions (NICs)
Employees

National Insurance Contributions are payable by employees aged between 16
and the state retirement age, where the amount that they are paid exceeds a
Lower Earnings Limit. If the amount that they are paid exceeds an Upper
Earnings Limit, then only the income up to that limit is subject to employee’s
contributions.

Where employees are part of an approved pension scheme, such as the LGPS,
they “contract out” of part of the state pension and pay reduced contributions.

Employers

National Insurance Contributions are payable by employers of individuals from
the age of 16, where the amount that they are paid exceeds a Lower Earnings
Limit. There is no upper age limit, nor upper earnings limit in respect of
employer’s contributions. In addition, employers must pay contributions on most
non-cash benefits, such as lease cars.

Where employees are part of an approved pension scheme, such as the LGPS,
they “contract out” of part of the state pension and reduced employer’s
contributions are paid.

Self Employed
Self-employed individuals pay two classes of National Insurance Contributions.
One is a fixed amount payable regularly and based on a set weekly rate, whilst
the other is calculated on the profits of the individual's business and payable with
any income tax due.

Rates

Current employee and employer NIC limits and rates are shown in sections 7 this
manual.
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3.35

34.1

3.4.2

3.4.3

Aggregation

The law requires earnings to be aggregated (totalled) if an employee has two or
more jobs with the same employer, to ensure that the correct rates of National
Insurance are paid.

Expenses and Benefits

General

From 06 April 2016 the £8,500 threshold will be abolished aligning the tax
treatment of employee benefits for employees earning above and below the
annual £8,500 threshold.

All existing trivial benefits dispensations become invalid and are replaced with a
£50 a year allowance per individual to cover such things as gifts associated with
life changing events such as the birth of a child or marriage.

It will still be necessary to report such benefits to the benefits team so that the
£50 threshold can be monitored.

Details of the tax/NI implications of common expenses and benefits can be found
in the PAYE liability index

Completion of expense claims
Guidance for staff in the completion of expense claims can be found on

www.hants.gov.uk at:
http://www3.hants.gov.uk/hampshirecountycouncil/businesstravel.

Please note that receipts should be obtained to support all expenses claimed.
Completion of P11D Expenses and Benefits return

Each year the authority must report any non-pay benefits to HMRC on what is

known as the P11d return. An information request is circulated annually in

January, with information to be provided by the end of March.

These notes have been produced to assist in the provision of information. This is

not a definitive list. If you are not sure if the provision of an item qualifies as a

benefit please contact the IBC Tax Team.

Accommodation

The provision of accommodation free or at a lower than market rent is a taxable
benefit unless either:

. it is necessary for the proper performance of the employee’s duties that they
should live there; or

. the accommodation is provided for the better performance of the
employee’s duties and the job is one where it is customary for employers to
provide accommodation (e.g. policeman).

HMRC interpret “necessary” in the first exemption quite strictly, and so there will
be very few cases where it will apply. If neither of the exceptions applies, the
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taxable benefit value should be calculated in accordance with the guidance in
section 6.8.13 of the manual.

Broadband

The provision of broadband to staff at home is not a taxable benefit where:

e provision is made for purely business reasons (with any private use
insignificant); and

e the employer subscribes direct for the service.

Note that if employees contract directly and are reimbursed, the reimbursement
must be made via payroll and subject to tax/NI.

Clothing

Where employees are provided with clothing, a taxable benefit may arise in
respect of the potential private use of that clothing. There are some exceptions:

There is no taxable benefit where:

. clothing forms part of an identifiable uniform — e.g. policemen and fire-
fighters can be identified by their uniform.

. corporate clothing where each piece of clothing bears a prominent
permanently attached logo.

. protective clothing such as overalls, protective boots and gloves if worn as a
matter of physical necessity because of the nature of the job.

Where the exceptions do not apply the value of the benefit is calculated thus:

. where ownership of the clothing passes to the employee, it is the greater of
the cost of providing the clothing and its market value, less any amounts
paid by the employee.

° where ownership of the clothing remains with the Authority, the taxable
benefit is 20% of the market value when the clothing is first made available.

Computer equipment

The provision of computer equipment to staff at home is not a taxable benefit
where:

e provision has been made for purely business reasons; and

e any private use is insignificant.

Otherwise the value of the benefit is the greater of 20% of the equipment’s value
when first bought or the annual leasing cost (if leased).

Employee discounts provided by third parties

Some external organisations offer discounts to all Authority employees. Where
the Authority incurs no cost in the discount being offered, no benefit needs to be
reported.
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Meals

Free or subsidised meals are not taxable benefits provided that they are made
available to all staff at that location. Where subsidised or free meals are only
available to certain staff, this will represent a taxable benefit to those staff. The
value to record is the cost of providing the meal. Where information is not
available on an individual basis, the total cost should be divided between the staff
receiving the meals.

Duty meals at schools are not a benefit where they are provided to all staff who
undertake a duty and at the same maximum value.

Mobile telephones

The provision of one mobile phone to an employee is not a taxable benefit.
Private use of the mobile phone to make non-business calls must still be paid for
in full. This cost has been agreed to be the cost of private calls, plus a proportion
of the line rental cost calculated as follows:

Line rental cost x cost of private calls

total cost of calls

Any uncharged private use is a taxable benefit. Charges for private calls are still
subject to VAT.

Pooled cars

A taxable benefit arises if a pooled car was made available to an employee for
private use —i.e.:

° if the car is exclusively available and used by one employee; or
° where private use was not incidental to a business journey; or

° where the car was normally kept overnight on or near the residence of the
employee.

The definition of a “car” is quite wide and includes, for example, minibuses. The
value of the benefit is calculated as with leased cars — for details, please see
sections 6.10.5 and 6.10.6 of the guidance manual or contact the IBC Tax Team.

Private medical insurance

Subscriptions to medical and health care insurance schemes paid by the
employer are taxable benefits. Reimbursement of costs incurred by an employee
would also be subject to tax/NI. The benefit value is the cost to the employer.

Refreshments

Some common examples are provided below; however these lists are not
exhaustive. If a particular circumstance does not exactly fit one of the examples,
please see section 6.7.3 of the guidance manual, or contact the IBC Tax Team.
Where there is a benefit, the value is the cost to the employer.

The following would not create any taxable benefit to the staff in receipt:
. Tea, coffee, juice, water and biscuits provided at any meeting

. Appropriate levels of catering provided on-site where meetings extend over
lunchtime.
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. Appropriate levels of catering provided off-site (e.g. restaurants, pubs, etc.)
where meetings extend over lunchtime and non-Authority attendees
outnumber Authority attendees.

. Refreshments provided to Authority staff at a meeting held by an external
organisation, or during a work-related training course held off-site e.g.
conference centre, hotel, etc.

The following examples will create a taxable benefit to the staff in receipt:
. Food/drink provided during off-site meetings only involving Authority staff.

. Food/drink provided off-site after meetings held on Authority premises only
involving Authority staff.

Sports facilities

Free or subsidised use of Authority/school owned sports facilities that are also
open to the public are taxable benefits. The value of the benefit is:

e the marginal cost of providing it,

e less any amounts that are paid by the employee.

The marginal costs of providing free or subsidised use are any costs that would
not otherwise have been incurred. If the member of staff can only use the
facilities at times when they are already open to full-paying members, the
marginal cost may be quite minimal. Where a subsidised membership fee covers
any marginal cost, no benefit needs to be declared.

Transfer of assets

Any assets transferred to an employee or a member of their family or household
creates a taxable benefit, the value of which is the market value at transfer less
any amounts paid by the employee.

Vans (except zero-emission vehicles)

Home to work private use of a van does not create a taxable benefit. Availability
for any other private use of a van creates a taxable benefit of £3,090, and if fuel
is provided there will be a further benefit valued at £581.

If a tax charge does apply, it can be reduced where:
. the van is unavailable for period(s) of 30 consecutive days or more; or

. the employee makes a contribution towards the value of the private use.

If the van is available for private use by more than one employee during the year
a tax charge still arises but must be apportioned between those employees.
Contact the IBC Tax Team for details of how this would be calculated.

There are no National Insurance implications on the availability of vans for private
use for the individual but Class 1A NICs are payable by the employer.

Note that for taxable benefit purposes, minibuses count as cars, not vans. If a
minibus is taken home, see guidance on Pooled Cars.
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3.4.4

3.5.1

3.5.2

In-house benefits

The value of the benefit to employees of their use of in-house provided services
is only the marginal cost of allowing the use — i.e. those costs that would not
otherwise have been incurred. Where the benefit is one of admission to facilities
that are also open for public use, the marginal cost may be fairly insignificant.

Dispensations and PAYE Settlement Agreements

Dispensations

Dispensations are given by HMRC for certain expenses, payments and benefits
that give rise to little or no tax liability. The sole purpose of giving a dispensation
is to reduce the amount of information reported on an employer's P11D return
and an employee’s self-assessment return, thus saving time and effort for the
employer, employee and HMRC.

HMRC has given the County Council a dispensation covering specific expenses,
payments and benefits, which is summarised in section 7.2.2. This dispensation
was given on the basis of our policy and procedures in dealing with the items
covered by it. It's therefore important that all departments comply with the
conditions set out in order that the dispensation remains valid.

Dispensations are generally reviewed by HMRC approximately every five years.

Note that the existence of a dispensation does not require an employer to
reimburse any specific expense or provide a benefit. It simply determines what
the tax treatment should be if the employer reimburses / provides.

PAYE Settlement Agreements (PSAS)

A PAYE Settlement Agreement is where an employer agrees with HMRC to meet
an employee’s income tax / NI liability on their behalf. They can only be used in
very limited situations, and the County Council does not currently have any
PSAs.

Self Assessment

Self assessment was introduced by the HMRC to simplify the tax system for
taxpayers who are not wholly dealt with via PAYE and must complete a tax
return. Most employed taxpayers will not be asked to submit a tax return because
their tax liability is fully dealt with by PAYE.

To provide information for employees to fill in their tax returns, the County

Council will give a copy of the following forms to employees by specified dates:

e P60 - by 31 May after tax year — showing total taxable pay and tax/NIC
deducted

e P11D - by 6 Jul after tax year — a report of taxable benefits (or P9D for staff
earning less than £8,500 p.a.).

Employees will only receive a P11D / P9D form in respect of benefits that are not
fully covered by a dispensation. “Nil returns” are not produced, nor are forms
produced for individuals no longer employed by the County Council at year end.

Queries regarding the completion of self-assessment returns should be referred
to HMRC.
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Employment Status

What is employment status?

All employers are required by law to correctly account for income tax and national
insurance on payments made to their employees. Employment status is the
determination, for tax/NIC purposes, as to whether a worker is “employed” or an
“office holder” (and so subject to tax and NIC deductions at source), or “self
employed” (and so able to be paid without deduction).

It is important to note that this affects Services not Goods. Goods can continue to
be purchased and paid for via a vendor.

Why does employment status need to be considered?

If employers don’t account for income tax and national insurance on payments to
employees, HMRC will not only charge the under-declared amounts, but also add
interest and penalties. Depending on the circumstances, this can amount to
almost as much as the original payment itself — and by the time that it is found,
there will be little hope of recovering this from the worker. It's therefore important
that employment status is considered at the outset.

Where we engage a company (registered with Companies House) and payment
is to be made to that company employment status was previously never an issue.
This was because the workers are employed by the company, rather than the
County Council. Registered company numbers are often shown on headed paper
and other documents, or can be found on the Companies House website, under
the heading “SEARCH company information”.

However, from 6 April 2017 rule changes around the use of Personal Service
Companies changed (please see section 3.7.3)

The position can be less clear for partnerships or other unincorporated
organisations, or where workers operate under a trading name (for example,
through franchising arrangements). A key factor in such cases will be whether
you are contracting for a specific individual to work or whether the organisation
that you are paying could send any one of a number of their workers at their
choice. If in any doubt whether employment status needs to be considered,
please contact the IBC Tax Team.

Personal Service Companies (IR35)

A Personal Services Company is normally a limited company, typically has a
sole director, the contractor, who owns most of the shares. The contractor
supplies professional services to end user clients.

This means that the sole director/ contractor must complete all the work. If there
are number of staff in the company who could undertake the work then this
company won’t qualify as a personal service company.

It is the Council’s policy that no individual who is a worker and engaged through a
PSC should be directly engaged. Any off-payroll worker who is engaged through
a PSC must be procured through the Council’s temporary recruitment contract,
Matrix, either through one of their third party recruitment agencies or through their
payroll service, Client Directs Limited (CDL), or other procured contract if Matrix
is unable to fulfil the recruitment need.
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It is the responsibility of Hampshire County Council (the Council) to determine if
IR35 applies to any off-payroll worker engaged through a PSC. The liability for
making a wrong assessment also lies with the Council.

Where the organisation is aware that they may have a direct relationship with a
PSC, then the relationship must change. This will ensure that the worker is set up
correctly for tax purposes and will also mean that the organisation is not liable for
any penalties relating to inappropriate tax arrangements.

All work undertaken before the 6th April, but not invoiced, will fall under the new
tax rules and be subject to the appropriate deductions.

Please note that company registration numbers are not the same as VAT
registration numbers or Unique Taxpayer References (UTR). An individual could
be registered for VAT and/or have an UTR without being a registered company.

Examples:

When rules do not apply

We engage an Occupational Therapist through her /his limited company which
have two directors and both of them are occupational therapist and either of
them can complete the work, the IR35 rules do not apply.

When IR35 rules apply

We engage an Occupational Therapist through her /his limited company which
has one director and secretary only one of them is an occupational therapist and
only one person can complete the work, the IR35 rules apply

The three options to chose from for each PSC the organisation currently engages
with:

»  Set the person up through a recruitment agency on Matrix

+  Employ the person and pay them through payroll. Normal hiring processes
must be followed.

» Cease to engage the person. Appropriate contractual notice needs to be
provided.

Be aware that work undertaken before the 6th April, but not invoiced, will fall
under the new tax rules and be subject to the appropriate deductions.

Note that company registration numbers are not the same as VAT registration
numbers or Unique Taxpayer References (UTR). An individual could be
registered for VAT and/or have an UTR without being a registered company.
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Engaging with Personal Service Companies

Hampshire County Council, Hampshire Fire & Rescue Service and Hampshire
Constabulary have decided not to engage any PSC directly where they are making
personal supplies of service. There are half a dozen “offices” that are specifically
being paid via Payroll with deductions.

The three options to choose from for each PSC the organisation currently engage
with:
e Set the person up through a recruitment agency Matrix, either through one of
their third party recruitment agencies or through their payroll service.
e Employ the person and pay them through payroll. The manager needs to start
normal recruitment process
e Cease to engage the person. Appropriate contractual notice needs to be
provided.

For further advice please contact:
e Matrix - HampshireCC@matrix-scm.com or 0844 453 3172 Recruitment
e Procurement Services - Corporate.Procurement.Services@hants.gov.uk
e HR - hradvice@hants.gov.uk

Oxfordshire County Council requests related to IR35 should be sent to OCCs HR
department:

hradvicedesk@oxfordshire.gov.uk

How do | check if IR35 applies to arole?

. Where goods are being supplied (this does not include simple reports) the
vendor can be paid as normal via Payments.

. Where services are supplied, for all sole traders and PSC, the HMRCs
status tool should be run.

http://tools.hmrc.gov.uk/esi

If the ESI test will come back with a result * unable to determine * we should treat
the engagement as falling under the IR35 scope . However, the Tax Team is willing
to check the result just to ensure the questions answered correctly.

HMRC have produced a new online tool to determine whether IR35 applies to a
particular role.

There is no change to the arrangements for sole traders, who run their own
business as an individual and are self-employed. A sole trader is not the same as a
PSC; the person will not have set up a limited company and will already be correctly
paying income tax and NI on their profits. Teams that engage sole traders can
continue to do so and no further action is required. If you are unsure whether an
individual is a sole trader you should ask them to confirm

If the person carrying out the work is self employed, the process for this has not
changed and you should carry out the self employment tests as normal. If you can
confirm self employed status after the tests, you will be able to continue the
arrangement you have with them and pay by invoice
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3.7.6

Petty cash, unofficial and amenity funds

None of these should be used when paying an individual. Petty cash is still the
County Council’s expenditure, and so does not avoid the need to account for tax
and NI on payments. If an external fund is used to pay an individual, it is possible
that they would be seen by HMRC as the employer — if so, penalties could be
even higher, as they may also incur penalties for failing to register as an
employer..

How is employment status determined?

For some areas of work, employment status is set by law, whilst for others it is
necessary to consider a number of factors which have been established by the
courts in deciding previous cases. Each engagement must be considered
individually. It is quite possibly that a worker may be self-employed in respect of
some of their work, but employed for the rest. So it can’t be assumed that a
worker will be self-employed just because they have registered for self-
employment with HMRC, have a Unique Taxpayer Reference (UTR) or have
been paid on invoice before.

The employment status is determined after considering a number of factors.
Therefore, you should complete the employment status test on HMRC web-site
(please see above links).

Before the test is run you should be able to answer the following questions:

e Are we contracting with a registered company? If so, check if IR35 rules
apply

e Are we contracting with the employer of the person(s) carrying out the work?
If so, issue an order to the employer and pay them (rather than the individuals
directly) on an invoice.

e Does the person that we'’re contracting with meet our insurance requirements
for the type of work? If not, we must pay them via payroll.

e Are they a deemed employee due to the nature of work undertaken? If so,
pay them via payroll. (N.B. this step is required under National Insurance
legislation. If the worker is above state retirement age, they will have no
liability to pay National Insurance Contributions, and so this step can be
ignored).

e Can you set out how work is to be carried out?

e Can the worker send a substitute, if they were either unable or didn’'t want to
work on a particular day?

If based on the information you have provided, the worker is self-employed then
you can issue an order and make payment on invoice. You should keep the test
result as a proof that you have run test.

All workers engage by schools have a valid Disclosure and Barring Service DBS
check (previously CRB checks) and the public liability insurance

If at any stage you are at all uncertain, please contact the IBC Tax Team.
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Insurance

Our insurance policies cover council employees, not self employed workers. If a
worker cannot meet our insurance requirements, they cannot be treated as self
employed and cannot be paid on invoice.

More information on requirements can be found in the insurance pages of council
website.

http://intranet.hants.gov.uk/legalservices/legal-selfservice/insurance.htm

Additional notes relating to specific types of worker
Authors

Author visits to schools tend to consist of a number of elements:

e  The author reading extracts from their books,

e  The author arranging a workshop session with the children, and
e  The author selling copies of their books.

Following changes to the deemed employment regulations from April 2012, the
fact that the workshop sessions often involve teaching or instruction no longer
automatically makes the work employment.

However, the remaining employment status tests must be considered. Factors

that may be particularly relevant would include:

e who develops the content of the visit,

o whether it may be possible for them to arrange a substitute author if they
become unavailable, and

e who provides any materials or equipment needed.

Franchisees

Sometimes a business with a recognised name will allow individuals to trade
under that name, in return for paying a fee. Although that business (the
“franchiser’) may be a registered company, it is usually the individual (the
“franchisee”) that we would contract with.

Franchisees can be registered companies in their own right — but where they are
not, it is important that we carry out the normal employment status checks on
them, not on the franchiser.

Sports coaches

Where we pay sports coaches to provide tuition, we must apply the normal
employment status tests. However, unless they supply the sports equipment
required, it is likely that they will be considered employed.

If out of school hours, an alternative option may be to hire the sports facilities to
the coach, in the same way as they may let facilities to anyone else. The coach
could then provide tuition to and collect income from the students directly. There
would then be no payment by us to the coach to require the consideration of
employment status.
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3.7.8

3.8.1

Office holders

Even if an individual is not an employee, it is still important to determine whether
they are an office holder, as they still need to be paid via the payroll with PAYE
deductions made as appropriate. An office is defined as a “permanent,
substantive position which has an existence independent from the person who
fills it, which goes on and is filled in succession by successive holders”.

Specific offices will usually be created by legislation. In some cases the individual
is required to act independently of the County Council. This in itself does not
prevent them being regarded as an office holder.

Examples of “office holders” include:

e Members of Adoption and Fostering panels
e  Clerks to the Governors at schools

e  School Improvement Partners (SIPs)

This list is not exhaustive — if you are in any doubt about whether an individual
should be regarded as an office holder, please contact the IBC Tax Team.

Travel

Background

Two basic factors must be considered in connection with employee travel:

e The County Council as employer determines what employee travel is to be
reimbursed, and at what rates, according to set agreements.

o Tax legislation determines what employee travel is eligible for tax relief

The position in respect of both must be established, in order to determine:
e  how the journey should be recorded,

e whether any reimbursement will be paid, and

e what the tax implications are

In summary:
Is the travel reimbursable in accordance with council’s
policies? (see section 3.8.8 “Further information”)
Yes No
Is the Mileage can be claimed. Mileage can be recorded as
journey Yes Reimbursement is tax and NIC | MFTP (miles for tax purposes).
deemed free up to a maximum of 45p No mileage allowance is paid,
business per mile*. but tax relief is still given
travel by Mileage can be claimed, but Do not record on the travel
HMRC? must be recorded on the claim | - T S S
(see No as taxable business mileage. reimb.ursed hor can tax relief
following Reimbursement will be subject | © .
sections) to tax and NIC in full**, given.

* Over 10,000 miles, HMRC’s tax-free limit reduces to 25p per mile. NIC-free limit
remains at 45p per mile.

** Tax and NIC rules differ for leased car holders in respect of private mileage.
Instead of the actual amount reimbursed being subject to tax and NIC, there is a
taxable fuel benefit charge. The value of this is not related to the actual number
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of miles undertaken, so it can be greater than the amount claimable. It may
therefore not be worth some leased car holders claiming travel regarded by
HMRC as private. This includes travel assistance resulting from significant
changes to workbase location.

3.8.2 Tax treatment of travel

The tax treatment of travel will be dependant upon whether HMRC regard it to be

business travel. The terms used are explained in the sections that follow.

For employees who are not designated as Patchworkers:

e Travel between home and a permanent workplace — private*

e  Travel between home and a temporary workplace — business

e Travel between workplaces (permanent or temporary) — business

For employees who are designated as patchworkers:

¢ All travel within the designated patch — business

o Travel between home and the patch boundary (where living outside of the
patch) — private*

e Travel between home and a temporary workplace outside of the patch
boundary — business

Note that the County Council will not generally reimburse travel between home

and the normal workplace or patch boundary. The County Council will also

require that this distance is deducted from any claims for travel between home

and a temporary workplace. As the distance deducted is still business according

to HMRC rules, it can be recorded as Miles For Tax Purposes (MFTP).

* An exception applies to certain employees of the emergency services. Where

all three of the following conditions are met, the journey from home will be

regarded as business for tax purposes:

o they have to give advice on handling the emergency before starting the
journey; and

e responsibility for aspects appropriate to their duties is accepted from that
time; and

¢ they have a continuing responsibility for the emergency whilst travelling to the
workplace

3.8.3 Permanent workplaces

An employee’s normal place at work will generally be their permanent workplace.

However, it is possible for someone to have more than one permanent

workplace, and any place attended either on a regular basis or for a reasonable

proportion of the working time might be considered to be a permanent workplace.

A patchworker’s permanent workplace is the whole of their patch.
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3.8.5

3.8.6

Temporary workplaces

A place is a temporary workplace if the employee attends it for a task that is of
limited duration or a temporary purpose.

Limited duration means that:

¢ no more than 40% of the employee’s time is spent at the place; and

o the requirement to attend that workplace is not expected to exceed 24
months.

Temporary purpose means that:

o the visit is for a self-contained (rather than ongoing) purpose; and

o the employee has other workplaces (temporary or permanent) during the
employment.

Any place of work that is not a temporary workplace must be regarded as a
permanent workplace.

Casual workers

Each job offered to a casual worker is an individual employment. So whilst each
individual employment may be at a different site, that site will usually be the
permanent workplace for the whole of that employment. Travel from home to
there is deemed private for tax purposes.

Sometimes a casual worker will be offered work at a number of different sites on
the same day. In such cases, travel between sites during the day is business for
tax purposes, but any journeys from or to home (e.g. first and last journey each
day) are private for tax purposes.

Patchworkers

Patchworker is a term used by the County Council, and is based upon the tax
treatment granted by HMRC to employees whose “duties are defined by
reference to a particular area”. Requests for patchworker status must be referred
to the IBC Tax Team, which will where necessary seek HMRC confirmation.

There are a number of conditions, all of which will have to be met by a post

before it will be granted patchworker status:

e There must be no individual site (or sites) that is a permanent workplace.

e They must be required to attend the area regularly.

e They must have a job where the duties “are defined by reference to a
geographical area”.

Some requests to HMRC have been rejected where employees have no
allocated office space, but are generally required to work from home, as home is
seen as their permanent workplace. However, it is still possible that the sites
visited may count as temporary workplaces for tax purposes.
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3.8.8

Homeworkers

There are three categories of homeworker:

e Council’s Contractual Homeworkers are those employees who are
required by the County Council to work from home, and so are eligible to
receive Homeworking Allowances from the County Council. These
allowances are paid monthly, and are subject to deductions of income tax and
national insurance.

¢ Council’s Flexible Homeworkers are those employees who spend a part of
their contracted hours working from home, but are not required to do so. They
are not eligible to receive Homeworking Allowances.

¢ HMRC Homeworkers are those employees who meet conditions set by
HMRC. It is very rare for anyone to be able to meet these conditions (none of
the County Council’s employees do). It would have to be demonstrated that it
is impossible for the work to be carried out anywhere other than the
employee’s home, i.e. it is not simply that homeworking is more convenient or
practical for either the County Council or the employee. HMRC Homeworkers
would be entitled to the normal Homeworking Allowance, but would be
entitled to a deduction of £156 (£3 per week) for tax/Nl. To maintain
consistency, requests for HMRC Homeworker status must be referred to the
IBC Tax Team, which will where necessary seek HMRC confirmation.

Further information on flexible working, including homeworking, is available on
www.hants.gov.uk at:

http://intranet.hants.qgov.uk/hampshireworkstyle/hr-flexibleworking-
flexiblelocation.htm

Further information

The guidance provided here is a summary of the tax rules. If you are uncertain
regarding the tax position of any employee travel, please contact the IBC Tax
Team.

For further information regarding the entitlement to submit a claim - please
contact your usual HR representative.

Guidance notes to assist with submitting claims can be found at

hhttp://intranet.hants.gov.uk/claim/business-
travel/mileage rates/travelclaimsnonehccrates.htm

http://intranet.hants.gov.uk/members/membersportal/governanceandprotocols/me
mberstravelclaims.htm
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41.1

4.1.2

41.3

4.1.4

415

Other Taxes

Construction Industry Scheme (CIS)

General

Payments for construction works are subject to the Construction Industry Scheme
(CIS). The scheme was introduced by HMRC to assist in ensuring tax compliance
within the industry. It only applies to labour charges for construction works —
labour charges for non-construction related works, plus materials and VAT
charges for any works are excluded. The scheme can result in deductions of tax
from payments to vendors. This tax must be paid by the County Council direct to
HMRC, and the vendors can offset these deductions from any tax that they would
be required to pay HMRC.

HMRC set definitions of what counts as construction works — if you are in any
doubt, please contact the IBC Tax Team.

Verification

Any vendor that will carry out construction works must be first be verified with

HMRC. HMRC will determine whether:

e The vendor can be paid gross (without tax deduction). This usually means
that H