COMMUNITY ACCOUNTANCY PROJECT

VAT FOR CHARITIES AND NON-FOR PROFIT ORGANISATIONS

If your charity provides goods or services for a charge, you are generally carrying out a business activity - because you are supplying something to someone in return for a payment. This applies even where the goods and services you supply are being provided in order to meet your charity's aims. Your organisation must register for VAT if its turnover for the previous 12 months from such business activities is above an amount known as the VAT registration threshold. This is currently set at £68,000, though if your turnover from taxable business activities is below the registration threshold, you can still apply to register for VAT voluntarily.

Income from non-business activities is outside the scope of VAT. If If you have no business activities or your only business activities are exempt from VAT, you can't register for VAT.
There are a number of guiding principles you can use to help you decide whether or not something is a business activity. These are based on court decisions. 

Examples of non-business activity that is generally outside the scope of VAT include:

· receiving income from purely voluntary donations where nothing is given in return

· receiving grant funding

· activities where your charity doesn't make a charge 
If your organisation is required to be registered for VAT, then you'll have to charge VAT on any taxable goods and/or services that you supply at the appropriate rate of VAT - either at the standard rate (17.5 per cent),the reduced rate (0 per cent) or the zero rate. However, you can reclaim the VAT that you are charged on purchases relating to your taxable business supplies. 

Some supplies of goods and services are exempt from VAT. You don't charge VAT to your customers on exempt business supplies, and you can't reclaim the VAT that you are charged on purchases relating to those supplies.
BENEFITS OF REGISTERING FOR VAT?
Many of the goods and services that your charity buys will be subject to VAT - regardless of whether you're VAT registered. You will be able to claim the VAT back on the expenses related to carrying out your taxable business activities only described above. If you are charged VAT on goods and services that you use for both business and non-business activities you must apportion the VAT between 'business' and 'non-business' and you will be able to claim only ‘business’ portion of it. 
But by registering you will be required to submit regular VAT returns to HMRC.
RECOVERING VAT
As long as VAT can be applied to income, irrespective of the VAT rate (standard, reduced or zero), the VAT on related expenses can be claimed. The examples below are applicable for charitable organisations:
Donations and grant funding

A freely given donation for which nothing is given in return is non-business income and is outside the scope of VAT.

Income from advertising

The sale of advertising space is usually a standard-rated business activity, however the following exceptions apply if you are a charity:

· if 50 per cent or more of the total adverts in a charity publication are placed by private individuals, you can treat all the sums received as donations and therefore outside the scope of VAT 

· advertising space supplied to another charity can be zero-rated

Affinity credit cards 

· If your charity receives income in return for endorsing a credit card, this would normally count as income from a business activity (in return for marketing services provided to the financial institution) and would therefore be standard-rated for VAT. However, in some circumstances you should be able to treat part of the payment as standard-rated and the balance as a donation outside the scope of VAT. 

Charity shops and sales of goods

Although the sale of donated or bought-in goods by a charity or its trading subsidiary is a business activity, the exact VAT treatment of your supplies depends on both the circumstances of the sale and the nature of the goods: 

· if the goods are donated your supplies will be zero-rated, subject to some conditions - however, this may not apply if you make use of the goods before selling them, or have a prior arrangement with the donor relating to the sale of those goods

· if your charity buys goods to sell on, your supplies will normally be standard -rated (unless the goods are zero-rated by law, for example children's clothes, books etc)

· if the bought-in goods are being sold at a fundraising event, they may be exempt from VAT - see the paragraph 'Fundraising events below'
Income from social events

Social events (not publicised as fundraising events) that happen to make a profit don't fall within the fundraising exemption and VAT may be due on any supplies you make.

Hiring out of a building

The hiring out of a building is a business activity that is usually exempt from VAT. You therefore can't claim VAT back on your related expenses.

Sport, education and culture

There are special VAT exemptions for certain services supplied by a qualifying body. They are for:

· certain sporting and physical education services 

· certain education and vocational training 

· admission charges to certain cultural events and activities (such as museums, galleries, zoos, theatre performances etc)

· youth clubs 

Welfare

Welfare services provided by charities are exempt from VAT. Welfare services cover the following supplies:

· care, treatment or instruction designed to promote physical or mental welfare of elderly, sick, distressed or disabled people

· care and protection of children or young people

· spiritual welfare provided by a religious institution as part of a course of instruction or a retreat, not being designed primarily to provide recreation or a holiday

If your charity provides welfare services to distressed individuals at a significantly reduced cost (subsidised by at least 15 per cent) this may be treated as a non-business activity and outside the scope of VAT.

Ambulance services
The supply of transport services for sick or injured persons is exempt from VAT subject to the following conditions:

· the passengers being transported must be sick or injured 

· the transport must form part of a journey to or from a place of medical treatment

· the vehicle in which the person is transported must be specially designed for the purpose of providing such transport
Catering

Catering is a business activity normally liable to VAT at the standard rate. However some catering can be exempt from VAT when carried out by a charity. For example, catering provided as part of a welfare service, or certain food and drink supplied to patients in hospitals or inmates in prisons. 
Fundraising events

Supplies made by charities and certain other qualifying bodies at certain fundraising events are exempt from VAT, provided that the event meets particular conditions and that people attending or participating are aware of its primary fundraising purpose. 

The exemption covers admission fees and other income connected with the event, for example from the sale of goods, refreshments etc. 

Sponsored events, such as sponsored walks, runs etc can also be covered by this exemption, but commercially organised sporting events can't be covered. 

Fundraising events that include a package of travel and/or accommodation, such as some charity challenge events, might not qualify for the exemption. You therefore need to carefully consider the VAT implications for the income received from fundraising events. 
VAT RELEIFS FOR CHARITY PURPOSES
There are some reliefs available to charities on certain goods and services which mean you may be able to buy them at the zero rate or reduced rate of VAT - whether or not you're registered for VAT. 

For example, you may be able to buy fuel and power (electric, gas ) at reduced rate VAT or you may be able to pay a zero rate of VAT on certain goods you make available to disabled people - subject to certain conditions. 

To get these VAT reliefs your organisation must be recognised by HMRC as a charity for tax purposes. You'll also have to provide the person supplying the goods to you with an eligibility declaration that certifies that certain conditions have been met, and that you qualify for the relief. 
For more information about the VAT for non for profit organisations please visit   http://www.hmrc.gov.uk/CHARITIES/vat/intro.htm
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