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8.1

Introduction

8.1.1
VAT is a broadly based tax that is levied on both goods and services.  Cumbria County Council is registered for VAT (257 1771 45) and can therefore recover the majority of VAT that it pays from HM Customs Excise, but it must also levy on its income and pay it over to HM Customs and Excise VAT where appropriate.  HM Customs and Excise have introduced substantial financial penalties for VAT errors.  Therefore, it is essential that the County Council accounts for VAT correctly (and schools operating devolved payments will be required to analyse each item by VAT category as well as by financial code).  These guidance notes are aimed at helping this process
.

	8.1.2
In accordance with the provisions of the Scheme, any financial cost arising from the act or omission of a Governing Body (constituting a failure to satisfactorily comply with taxation requirements) and falling initially upon the LEA, will be charged to the delegated budget of the school involved.  This may include any administrative cost incurred in supplying information or otherwise responding to a tax enquiry arising from any failure by a school to respond to request by the Inland Revenue, Contributions Agency, HM Customs and Excise, or other government agency on such matters.


8.1.3
All schools are included within the County Council’s VAT registration and are therefore required to follow VAT regulations and provide the necessary information to the LEA (Cumbria County Council) in a uniform format.

8.1.4
It should be remembered that when accounting for VAT, the main burden of responsibility falls upon the supplier of goods rather than the purchaser to assess VAT liability.  However, within a school’s own records, it is for the school to provide a correct analysis of sales and purchases.

8.1.5
Governing Bodies must ensure that payments are made only on proper VAT invoices, and that VAT receipts are obtained for any cash disbursements.  Similarly, they must ensure that any income due to or received by the school is properly billed and receipted.  Failure to correctly account for VAT (categorisation of items, and identification of VAT element) or to obtain necessary supporting vouchers and documentation could incur significant retrospective claims by HM Customs and Excise: this cost will fall upon the school involved.  This may include any administrative cost incurred by the Council in supplying information or otherwise responding to a tax enquiry arising from any failure by a school to respond to a request by HM Customs and Excise about such matters.

8.2

Basic Principles

8.2.1
Local Authorities generally undertake activities that are not considered to be “by way of business” (non-business).  As such they would not be allowed to recover any VAT that was incurred in carrying out the activities that they are statutorily required to do. To alleviate this burden, authorities can recover this VAT under the provisions of Section 33 of the VAT Act, providing that


the goods/supplies are for the purpose of non-business activities only, and


the refunds relate only to goods or services supplied directly to the local authority.

This condition is met where the local authority


places the order


receives the supply


receives a tax invoice addressed to it, and


makes payment from its own funds

8.2.2
Local Authorities can recover all their input tax (on expenditure) if that input tax relating to exempt activities is below the following “de minimis” limits


£625 per month on average, or


5% of total VAT incurred on all purchases including those made for non‑business activities

8.2.3
Non-business treatment applies if there is a statutory duty to perform a service and there is no competition with the private sector.

8.2.4
EU 6th VAT Directive states that non-business treatment applies if you are acting as a “public authority” and are causing no significant distortion of competition and if there is no economic activity.

8.2.5
Examples of Non-business activity include:


No Income & no competition

Education

Libraries


Income but no Competition

Exam Fees


Income from incidental supplies

School meals, trips & goods in class

Library fines (books)


Not Economical

Leases for a peppercorn rental

Goods provided free

Services provided free

Compensation (where there is no supply)

8.2.6
Examples of Zero-rates supplies include:


Printed Matter, including

books

publications

leaflets


Children’s Clothes (below certain sizes), including

swimming costumes

school uniforms


Protective Clothing

8.2.7
Examples of Exempt supplies include:


Land and Buildings

Sales, leases and licences

Room hire

Market stalls

Series of sports lettings


Financial Transactions

Interest on investments

Sales of shares


Education & Training

Adult education

Nursery education

Music tuition

Vocational training

Government funded training

Sports courses

8.3

VAT Codes Used in Cumbria
8.3.1
The current accounting scheme uses a number of VAT codes to assist with the preparation of the return and to aid checking of accuracy and validation of accounting entries in respect of VAT.  These codes are shown in the table below

Goods Supplied Element

	01
	Goods supplied at standard rate (currently 17.5%)

	02
	Goods supplied at 5% (heating fuel, etc)

	05
	Goods supplied which would be Vatable but suppler not registered

	06
	Zero-rated supplies (food, children’s and protective clothing, reference books)

	07
	Exempt supplies (rent of land or property, some training and education)

	08
	Outside the scope (Non-business)


Tax Element

	11
	VAT @ 17.5%

	22
	VAT @ 5%


8.3.2
Where the SIMS system is used, the letter system for standard rate, exempt. etc. is converted to the above before entering the accounting system.  SIMS codes for the various rates above are

	01
	V01

	02
	V05

	05
	V04

	06
	V02

	07
	V03

	08
	V08


8.3.3
It is important to code exempt items correctly whichever accounting system is used, in order that partial exemption calculations can be completed.  This is an important requirement, as mixed supplies are now included in the calculation.

8.4

Procedures for Recovery of VAT

8.4.1
On the assumption that partial exemption does not apply to Cumbria County Council, VAT charged on all expenditure (Input Tax) can be recovered where the tax invoice includes the following information


Identifying number


Date of Issue


Date of Supply (i.e. tax point)


Name, address and registration number of the supplier


Name and address of the person to whom the goods or services were supplied


Type of supply (e.g. sale, service, etc)


Description sufficient to identify goods or services supplied


Quantity of goods or extent of services, rate of tax and amount payable


Gross amount payable excluding tax


Rate of cash discount, if offered


Amount of tax chargeable at each rate


Total amount of tax

8.4.2
A less detailed tax invoice is acceptable where the value of the supply is less than £250 but must contain the following:


Date of issue


Name, address and registration number of the supplier


Date of supply


Description of the goods or services


Total amount payable including tax


Rate of tax

8.4.3
For items of expenditure that total £25 or less in value (including VAT), the VAT element can be assumed even though a tax invoice is not available.  This practice only relates to the following:


Telephone calls form public or private telephones


Purchases through coin-operated machines


Off-street parking charges (but not on-street parking meter charges which are outside the scope of VAT).
8.4.4
Schools reclaiming VAT should send in details on a monthly basis to the Education Finance Unit.  There is no prescribed format for these details, as most schools accountancy software (e.g. SIMS or Sage) will include a VAT Report.  However, a “good practice” guide is shown in section 8.4.6 for schools that wish to design their own form or use manual records.  The VAT recovery form should however give the following minimal information:


amount of expenditure by category of expenditure (i.e. books, materials, etc) inclusive of VAT


amount of VAT by category of expenditure


amount of VAT by category of VAT

8.4.5
Schools must also keep records and any prime documents (such as paid bills and VAT receipts) to back up this summary.  These records and documents must be accessible to H.M Customs and Excise Inspectors when required, and so each school must make adequate arrangements to ensure that such access is provided (including school holiday periods if this is necessary) either to inspectors visiting the school or by sending items required to the Education Finance Unit when requested for this purpose.

8.4.6
Example of a completed VAT Recovery Claim Form
	Recovery Of VAT Claim Form

	School:
	Waverbridge Infants
	
	

	Month:
	September 2004
	
	

	
	
	

	Expenditure
	
	

	NET EXPENDITURE (BEFORE VAT) FOR PERIOD
	
	1,589.29

	VAT TO BE RECOVERED
	
	25.25

	
	
	

	Income
	
	

	NET INCOME (BEFORE VAT) FOR PERIOD
	
	-100.00

	VAT TO BE REPAID
	
	-17.50

	
	
	

	VAT Code Definitions
	Rate (%)
	Amount To Be Recovered

	Expenditure
	
	

	VAT on Fuel
	5.0%
	

	Standard Rate
	17.5%
	25.25

	Supplier Not Registered
	0.0%
	

	Zero Rated
	0.0%
	

	Exempt
	0.0%
	

	Outside the Scope
	0.0%
	

	
	
	

	Income
	
	

	Standard Rate
	17.5%
	-17.50

	Zero Rated
	0.0%
	

	Exempt
	0.0%
	

	Outside the Scope
	0.0%
	

	
	
	

	Net VAT To Be Recovered
	
	
	7.75

	
	
	

	I certify that Expenditure/Income analysed above has been properly incurred on school activities and that supporting information is available within the records maintained at the school.

	I claim the net amount of VAT incurred or enclose a cheque for the net amount of VAT received.

	Signed:    Mrs S G Boyle

	Position:  Headteacher

	Date:        08/10/2004

	Period:    1 August 2004 to 30 September 2004


Details Of VAT Period

	Ledger Code
	
	VAT Code
	Income
	Expenditure
	Description

	
	Zero Rated
	06
	
	400.00
	Books

	
	Outside Scope
	08
	
	800.00
	Contract Cleaning

	
	Standard
	01
	
	144.29
	Stationary

	
	Outside Scope
	08
	
	245.00
	School Music

	
	Misc Sales
	01
	-100
	
	Misc

	
	TOTALS
	
	-100
	1,589.29
	


8.5

Lettings Guidance

8.5.1
The following lettings are exempt from VAT


rooms


land (not sports field)


general-purpose hall (if hall does not contain sports facilities or equipment beyond floor markings)


hire of sports facilities for a non-sporting use


one-off hire of sports facilities for more than 24 hours 


series of lets (if there is a series of lets of ten or more periods, the interval between each period must be between 1 and 15 days; each period must be for playing the same sport or activity and be in the same place; the consideration for the series is payable by reference to the whole series and is covered by a written agreement; the hirer of the facilities must be a school, a club, an association or organisation representing affiliated clubs or constituent associations, such as a local football league; and, the hirer must have exclusive use during the period of hire and must have a substantial degree of control over the land or premises hired


where changing room facilities, etc., are provided with a letting of Sports Facilities they have the same liability.  However, if optional equipment or facilities are provided and charged separately, e.g., cloakroom attendants or lifeguards, VAT is chargeable only on the optional equipment.

8.5.2
The following lettings are VAT-able


where the hall does, permanently or for specific occasions, contain sports facilities or equipment beyond floor markings, then VAT is chargeable if the hall is to be used to play sport or for a physical recreational activity


one-off hire of sports facilities for less than 24 hours

8.6

Purchases with Donations from outside bodies

8.6.1
Schools can reclaim VAT on purchases made from funds given to them for specific purposes or (for instance) donated by a school fund, provided that the school


makes the purchase itself, ie., places the order, receives the supply, receives a tax invoice to it and makes payment from the school budget, and


retains ownership of the purchase and uses it for its own non-business purposes, and


keeps a sufficient record of the purchase and the reason for purchase easily identified.

8.6.2
All of the above conditions must be met.  The conditions are not met if the money given to the school amounts to consideration for a supply, for example, where the purchase is intended to benefit the donor or a third party.

8.6.3
The cheque received in respect of such items should be made payable by the donor to Cumbria County Council (or in the case of a school using devolved payments, made payable to the title of the official school bank account which normally receives delegated budget funding) and is paid into bank using the paying-in book, and is recorded in the school accounting record.

8.6.4
Examples of supplies allowable

Goods and services for schools which are paid for with donations from parent/teacher associations and school funds


Mini-buses, TVs, etc., which are paid for by donations from voluntary bodies, etc.

8.7

Sales of goods incidental to education (In-Class Sales)

8.7.1
Where goods are supplied to pupils in class, VAT need not be added to the price, if all the following conditions are met


the sale is made in class, by the school itself, to its own pupils; not by an entity, such as a school shop, which is separate from the school, and


the goods are sold at or below cost (excl. VAT), and


the goods are incidental to the provision of education, forming part of the normal school curriculum, and are required for regular classroom use, and


the goods are not clothing or sports equipment.

8.7.2
Items sold must be portable and must be brought to school for use on at least a weekly basis.  Therefore drum kits, pianos, bulky computer equipment, etc., would not be included.

8.8

Organised School Visits

8.8.1
Where a visit is provided as part of an agreed curriculum, VAT can be recovered from the cost of the trip, if the cost to the pupil is at or below cost to the school.  However, VAT cannot be recovered when a booking is made within the ‘Tour Operators Scheme’, i.e., normally through a travel agent (or other member of ABTA).  There are now an increasing number of specialist firms providing educational travel, where recovery of VAT charged is permitted.  Schools are advised to check the precise position before a recharge price is fixed for pupils.

8.9

Food and Drink sold from vending machines

8.9.1
Vending machines in a cafeteria, snack bar, etc., do not require VAT to be included, if provided by the school or local authority.

8.9.2
Where Vending Machines are sited elsewhere, e.g., corridors, Vat should be charged on supplies of all taxable foods & drinks (i.e., not zero-rated items)

8.10

Matching up Income/Expenditure

8.10.1
With the exception of ‘sales within class’ any income raised from the sale of goods must be paid into the same bank account as the purchase is made from, e.g., either school fund or school budget. Therefore VAT is deducted from income (if applicable), where it was reclaimed on the original purchase.

8.10.2
Any expenditure relating to school productions, sales of clothing, etc., should ideally be included within the school fund to reduce the exposure of the income to VAT. With the exception of the special circumstances surrounding school photographs, the School Fund is seen as having a separate identity and VAT only becomes a problem if the taxable sales, including zero rate sales, exceed the taxable threshold (currently £58,000 in total - from 1 April 2004).

8.11

Miscellaneous Items

Barter Deals

8.11.1
Where there are barter deals, each supply should be taken separately.  The value and VAT liability for each supply should each be considered before any balance is decided on.  It may be that one supply could attract VAT but the other may not.  This could create a problem where the values are considered to be equal.

8.11.2
Also, VAT should be shown gross in outputs and inputs.  It should not be netted off.

Charities
8.11.3
Supplies made to charities are the same as any other organisation with the exception of advertising supplied, and some medical supplies.

Motor Vehicles

8.11.4
Special rules apply to the purchase and lease of motorcars; advice should be sought from the Corporate Director of Finance and Central Services (01228 606276).

Miscellaneous Income from personal staff usage

8.11.5
Income from 'private' staff mileage, telephone usage and photocopies is VAT inclusive.

Sales of Miscellaneous Items

8.11.6
Sales of scrap or spare furniture or computers to anyone (including staff), other than another Cumbria C.C. establishment, are VAT inclusive.

Meals

8.11.7
Meals supplied to own pupils within the school are non-business and therefore exempt.

8.11.8
Meals sold to staff and visitors are taxable.

Car Parking, Camping and similar letting of school grounds or premises

8.11.9
Income received from permitting the parking of vehicles on school premises, both long-term and short-term, is taxable.  Letting of school grounds for camping and other similar purposes is taxable.

8.12

Schools without their own bank accounts

8.12.1
Where income is paid directly into the Cumbria County Council bank account, the amounts on the pay-in slips should be clearly described as regards the type of income, including donations or “VAT savings” purchased by the Parent Teacher Association (PTA).

8.12.2
Any income received from another Cumbria County Council establishment or school (not governing bodies) should be shown clearly and separately, so that VAT is not deducted.  VAT is not chargeable to bodies within the same registration.

8.12.3
Schools should notify the Finance and Central Services department of any income to be credited directly into the Cumbria County Council bank account, to ensure it is identified and correctly allocated.

Appendix 8A

VAT Claim Form

	Recovery Of VAT Claim Form

	School:
	
	
	

	Month:
	
	
	

	
	
	

	Expenditure
	
	

	NET EXPENDITURE (BEFORE VAT) FOR PERIOD
	
	

	VAT TO BE RECOVERED
	
	

	
	
	

	Income
	
	

	NET INCOME (BEFORE VAT) FOR PERIOD
	
	

	VAT TO BE REPAID
	
	

	
	
	

	VAT Code Definitions
	Rate (%)
	Amount To Be Recovered

	Expenditure
	
	

	VAT on Fuel
	5.0%
	

	Standard Rate
	17.5%
	

	Supplier Not Registered
	0.0%
	

	Zero Rated
	0.0%
	

	Exempt
	0.0%
	

	Outside the Scope
	0.0%
	

	
	
	

	Income
	
	

	Standard Rate
	17.5%
	

	Zero Rated
	0.0%
	

	Exempt
	0.0%
	

	Outside the Scope
	0.0%
	

	
	
	

	Net VAT To Be Recovered
	
	
	

	
	
	

	I certify that Expenditure/Income analysed above has been properly incurred on school activities and that supporting information is available within the records maintained at the school.

	I claim the net amount of VAT incurred or enclose a cheque for the net amount of VAT received.

	Signed:

	Position:

	Date:

	Period:


Details Of VAT Period

	Ledger Code
	
	VAT Code
	Income
	Expenditure
	Description

	
	Zero Rated
	06
	
	
	

	
	Outside Scope
	08
	
	
	

	
	Standard
	01
	
	
	

	
	Outside Scope
	08
	
	
	

	
	Misc Sales
	01
	
	
	

	
	TOTALS
	
	
	
	


These can be e-mailed to:   education.finance@cumbriacc.gov.uk
SECTION 8








� The County Council’s VAT Officer can be contacted on 01228 606276.
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