London Borough of Waltham Forest

VAT Guidance

General explanation of Value Added Tax

Introduction to VAT

This section is aimed at promoting greater Value Added Tax (VAT) awareness and is a basic framework and cannot (and is not intended to) answer all questions on VAT. Should you be in any doubt, you are advised to contact the Education Finance Team. 

The responsibility in relation to coding and accounting for VAT correctly, rests with each school. 

With complex or unusual matters, it is normal practice to seek assistance from the Council’s external Tax Specialists or HMRC prior to drawing a conclusion. 

When education is provided at no charge as is the case with Local Authority maintained schools, then the VAT consequences are that this is not “in business” for VAT purposes and the education provided is outside the scope of VAT, in other words, any closely related goods or services provided, at or below cost, are outside the scope of VAT, but the sales of other goods or services are taxed in the normal way. 

The main funding stream through which schools receive their resources, is the school budget. However, some schools manage private funds. Generally, funds in the private fund account are raised by groups or individuals closely associated to the school such as the governing body. It is very important that both the schools account and the private fund account are maintained and accounted for separately.

VAT Overview

VAT is a tax on consumer expenditure and is chargeable on all supplies of goods and services within the UK except those specifically exempted or zero-rated. It is administered by His Majesty’s Revenue & Customs (HMRC) whose officers may visit all VAT registered persons and organisations. 

As all schools operate within Waltham Forest Council’s overall framework, they are bound by the same conditions and regulations as the Local Authority and are registered under the Local authority’s VAT number. 

London Borough of Waltham Forest VAT Registration number - GB 248 2128 66

The general principles of VAT apply to the Local Authority and its schools in the same way as they do to other registered organisations. However, Local Authorities benefit from a more generous treatment. Local Authorities and Schools are allowed to reclaim most of the VAT that it has incurred on expenditure.

Schools VAT Reclaim Process

Expenditure in schools and across the Local Authority are charged net of VAT. The VAT element is charged to the VAT account and reclaimed monthly from HMRC. 

It is important that schools identify the VAT element of any expenditure, as well as charging VAT on income, where applicable.

Reimbursement claims submitted by schools’ form part of Local authority’s legal declaration to HMRC. It is essential that, in accordance with the Financial Regulations, reimbursement claims are accurate, certified by an authorised signatory and submitted to the Education Finance Team each month.

The advantage of submitting timely returns is it enables schools to be reimbursed efficiently to reduce the risks of any cash flow problems.

Schools will be monitored and audit will review how timely VAT claims are completed. 

It is very important that staff members who deal with income and/or expenditure are aware of the VAT rules and can recognise when VAT implications may arise across school activities. 

VAT must be processed correctly, as penalties may be incurred if errors are made, and schools are financially liable for any penalties incurred by their actions. Schools should ensure that they complete a monthly VAT reconciliation for the VAT Input/ Output balances shown on their balance sheet.

Input VAT- is the VAT paid to suppliers on goods and service bought

Output VAT- is the VAT that is charged to customers on the goods and service it sells

VAT rates do vary over time, and this is the latest link to Government guidance: VAT rates - GOV.UK
VAT Activities

The VAT system makes a distinction in the purposes for which the expenditure has been incurred. Transactions not carried out in the course of a business activity, are non- business and are outside the scope of VAT. 

As a general guide, a non-business activity for Local Authority is one where: 

· The Local Authority has a statutory obligation to undertake the transaction, and a monopoly over that activates 

· The Local Authority has a statutory duty through UK legislation to provide it, or where a statutory fee is charged. 

A business activity is one in which the supply is comparable with or potentially in competition with a supply made by a private sector body. 

Typical examples of business activities in a school are: 

· School lettings

· Car parking 

· Sale of clothing/ Sale of Uniforms 

· Sale of meals to staff & visitors 

Typical examples of non-business activities in a school are: 

· Primary & Secondary education delivery

· Educational school visits 

· Careers Service 

· Meals supplied to own pupils 

Since many of the activities undertaken by the Local Authority and Schools are part of its statutory functions and funded from taxation and central government grants, they are regarded as non-business activities. 

Under normal VAT regulations, the VAT incurred in providing these services would be irrecoverable. However, Local Authorities has been given a special status which allows it to reclaim the VAT incurred on activities which are non-business and, therefore, outside the scope of VAT.

Recoverability of VAT

The requirements from Schools to follow in regard to claiming VAT can be broken down into these key elements: 

1. Account for the schools VAT correctly  

2. Ensure monthly reconciliation of the school’s VAT account (taking into account any reimbursements received by the Education Finance Team). Any variance or discrepancies must be investigated and corrected immediately. 
3. Complete a monthly VAT return and send it to the Education Finance team with school’s other monthly returns. 

4. Keep all appropriate records

Input VAT

Input VAT is related to some of the school’s expenditure and is payable on goods and services required by a school to carry out its business. 

If this is accounted for correctly, the VAT paid by the school is reclaimable. Where goods and services have been provided or ordered, an original VAT invoice must be obtained.

· The VAT invoice must contain:

· Name and address of the supplier. 

· Name and address of purchaser (name of school). 

· VAT registration number of the supplier. 

· Invoice number

· Date of invoice and VAT point (usually the same). 

· The goods, services or work done itemised with quantity, price, cost and VAT category or percentage. 

· Unit price of goods or services, where appropriate 

· Total net cost without VAT. 

· Total VAT in each category or percentage separately. 

· Total to be paid on the invoice.

Some points for a school to note when receiving invoices for expenditure are: 

Discounts: If a discount is offered on condition that the customer pays within a specified time, the tax value is based on the discounted amount, even if the customer does not take up the offer. If the terms allow the customer to pay by instalments the tax value is based on the amount actually paid. 

Alteration of invoices: If an invoice received from a supplier is incorrect for any reason and needs alteration, a new invoice must be obtained from the supplier. HMRC will not accept manual alterations or photocopy invoices. The advice would be to get the incorrect invoice cancelled (the supplier issues a credit note) and a new invoice issued.

Registered supplier: A supplier not registered for VAT or not showing a VAT registration number on their invoices, is not entitled to charge VAT. 

In exceptional cases where VAT invoices are not provided prior to payment and a proforma invoice cannot be obtained; a VAT receipt must be obtained and filed with the payment document. 

Contract works: Where contract works or orders are paid by instalment and recorded in a contract register, a VAT receipt must be obtained before paying the next instalment.

Pre-payments: Certain types of payment (e.g. attendance at training courses) which require payment with a booking form and do not provide an invoice can be paid. A VAT receipt must be obtained at the earliest opportunity and filed with the payment record. 

Third party funds: VAT is also recoverable if the payment is made from funds donated to the council by a third party. For example, the council may recover VAT on goods and services purchased for LA schools or social services establishments paid for from PTA donations or Amenity Funds. However, the purchase must not be for the benefit of the donor or another third party, it must be freely given where the donor receives nothing in return.

Private fund accounts: The council cannot reclaim VAT on any purchases relating to the private fund accounts of schools. 

Petty cash: Controllers of petty cash payments quite often get just a till roll receipt, thereby making determination for VAT purposes difficult. Most suppliers will give a more detailed receipt on request which may help in determination of VAT.

Output VAT

Output VAT must be charged on some goods and services provided by Schools. Examples of where a school will be accounting for output VAT are:

· School uniforms attract zero rate of VAT, provided they are designed for Children under the age of 14. For 14 and older or oversized items these should be charged at the standard rate of 20%

· Sports facilities, letting facilities designed or adapted for playing sports is normally subject to the standard rate of VAT

· Rental of car parking spaces to the general public

Donations - Where a school receives a donation, which is freely given, it is outside the scope of VAT provided that the school does not provide anything in return. When there is a condition attached to a donation that gives a donor some kind of benefit, for example, free tickets or preferential booking to a school show or concert, advertising in some form or other etc, then the donation is subject to VAT. A simple acknowledgement of the donation is permitted, for example, a name plaque. 

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. VAT is not reclaimable on grant income. 

Sponsorships may be treated as donations provided the support is freely given and secures nothing in return. A taxable supply will not arise by a simple acknowledgement of support.

If ever in doubt, please contact the Education Finance Team (all contact details can be found at the end of this manual).

VAT Penalties

HMRC may impose a penalty if you send a return or other document that contains an inaccuracy that: 

· Results in tax being unpaid, understated or overclaimed 

· Is considered careless, deliberate or concealed

These penalties are on top of correcting the original error and can be between 10% and 30% of the amount accounted for incorrectly plus default interest calculated from when the error was made. 

These penalties will fall on the budget of the school, which has made the error. There is no central provision for VAT penalties. 

The penalties can be costly to a school’s budget. If there is any doubt over the VAT treatment of a transaction, seek advice from the Education Finance Team in the first instance. Please do not contact HRMC direct. 

All invoices for purchases and supplies, and any supporting documentation such as cash records, must be kept for at least six years. HM Revenue and Customs has the right to see details of your financial transactions to check that the correct VAT has been recorded and declared. It is a legal requirement that records, and accounts be maintained of all taxable goods and services, which are received and given by the school. 

Records may be stored on paper, digitally or through your computerised accounting systems provided that these records can be accessed during inspections and audits.
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