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Welcome to the latest edition of our business update on all things VAT!

September has been a rather busy month – in this month’s edition, we cover:

(1) Rishi’s announcements – COVID related VAT matters
(2) Changes to the VAT treatment of compensation payments
(3) VAT Grouping – Treasury requesting views on possible changes
(4) All Answers Limited – Agent and Principal arrangements
(5) Smart Organisers – Supplies of Workers and evidence for input tax deduction
(6) Schoonzicht – change of intended use and the Capital Goods Scheme

Rishi’s COVID VAT Announcements

Relevant to: Any businesses that have taken advantage of the COVID-19 VAT deferral scheme.

On the 24th September, Rishi Sunak announced that businesses who deferred VAT payments due in the 
period 20th March - 30th June 2020 now have the option to pay in smaller amounts over a longer period.

In a welcomed statement, the Chancellor said that instead of paying the full amount by March 2021, 
businesses are now able to make smaller payments up to the end of March 2022, interest free.

To take advantage of this scheme, you will need to opt-in and further details on how to do so are 
expected shortly. 

How we can help: If you need to discuss this in further detail, or if you need help maximising your cash 
flow further in these uncertain times, get in touch.

VAT and Compensation Payments

Relevant to: Businesses who treat compensation payments as outside the scope of VAT.

Previously, HMRC accepted that early termination charges and other compensation payments (e.g. early 
upgrade fees charged by telecom providers, charges for the termination of asset finance leases, liquidated 
damages clauses and charges for breaches of contract) could be treated as outside the scope of VAT. 
Following recent court judgements, HMRC have now updated their manuals to state that such payments 
should be treated as additional consideration for a supply and subject to VAT, irrespective of how they are 
described. 

Unfortunately, any businesses which have a ruling from HRMC saying their compensation amounts are 
outside the scope of VAT are only entitled to rely on that ruling until 2 September 2020, and businesses 
who do not have the benefit of such a ruling should correct any historic errors

How we can help: We can provide further clarity on whether the rules apply to you, help correct any historic 
errors to avoid penalties from HMRC and assist with correct VAT accounting on future payments received.



VAT grouping

Relevant to: Any business with a VAT group.

The Treasury are seeking views and information from UK taxpayers and other parties on the current UK 
rules regarding VAT groups. Currently the UK allow entire UK entities to be included as members within 
a VAT group and would like to know the impact of switching to only allowing UK establishments within 
the VAT group. It also seeks views on compulsory VAT grouping (e.g. for certain sectors) and grouping 
eligibility criteria for businesses currently not in legislation, including limited partnerships.

This is a great way to have your say on VAT grouping in general, as the views collected here will help 
shape the future policy direction. Responses are required by 20th November 2020.

How we can help: If you think you may be affected by these proposals and would like to submit a 
response, please get in touch.

All Answers Limited (AAL)

Relevant to: Businesses who have an agent and principal arrangement.

AAL is a business where students can submit requests for answers to their coursework. AAL then used 
a network of self-employed writers to fulfil the request from the student. The Upper Tribunal (UT) has 
decided that VAT should be accounted for on the whole amount of payment received from the student 
rather than accounting for VAT only on the commission element of payments received. 

Through evaluation of the contracts, the UT held that AAL acted as principal as it assumed liability to 
provide the work on time and to the requested standard, and there was no separate supply from the writer 
to the student.  

How we can help: If have similar business arrangements, we can review the contracts in place to see if 
this ruling affects you.

Smart Organiser Limited

Relevant to: Any businesses in the construction industry which uses intermediate companies to manage 
subcontractors.

Smart Organiser Limited (‘SOL’) described its activity as an employment agency and provided workers for 
various refurbishments. As it initially dealt with 47 different entities, it set up 3 intermediate companies to 
manage the subcontractors more effectively. 

Initially, these 3 intermediate Companies were not VAT registered and did not have bank accounts, so SOL 
agreed to pay the sub-contractors directly. However, the intermediate companies invoiced SOL for supplies 
of workers, charging VAT on invoices raised and SOL sought to recover the VAT as input tax. HMRC denied 
the VAT recovery stating that the intermediate companies were not making supplies to SOL and the only 
supplies being made were by the subcontractors themselves, directly to SOL. Due to the rules governing 
CIS, the subcontractors were only ever able to provide services as employees rather than staff.

The FTT decided that SOL had provided insufficient evidence to demonstrate that taxable supplies of 
workers were made by the intermediate Companies so input tax recovery was denied. A claim for input tax 



must be made on the basis that a substantive supply has been received, not merely on the basis that input 
tax has been charged on an invoice.

How we can help: If you have similar arrangements in place, we can analyse the economic and 
commercial reality of your arrangement to advise you as to the correct VAT treatment.

Schoonzicht: VAT clawback and the capital goods scheme – CJEU

Relevant to: Businesses who incur capital expenditure on land and buildings with a value of £250,000 or 
more (excluding VAT) and change its intended use of the property before its first use.

Stichting Schoonzicht constructed a block of seven residential apartments and recovered VAT based on 
its intention to sell the apartments. However, it could not sell the properties so changed its intention and 
rented out four of the properties (an exempt activity for VAT purposes). 

Schoonzicht argued that any adjustment to input tax recovery should be made under the capital goods 
scheme (use is reviewed annually and adjusted for over a ten-year period), but the CJEU stated that the 
CGS should co-exist with the clawback provisions (correction for change of intended use compared to 
actual use). The CJEU therefore ruled that the Dutch tax authorities were entitled to clawback 4/7 of the 
input tax on the construction making reference to its change of intention before its first use. CGS would 
then operate from that point onwards. 

How we can help: In situations where you have incurred capital expenditure and your actual use changes 
from your intended use before the first use of the asset, we can advise whether this case would be relevant 
and whether a clawback of input tax initially recovered is likely.

Brexit

As you will have no doubt seen in the press, Brexit and the free trade deal with the EU (or lack of…) is 
taking centre stage. Our clients are now starting to seriously think about the impact on their international 
supply chain come January 1st 2021. We have prepared a dedicated web page containing 5 key golden 
questions and recommendations for businesses to consider at this time. Click here for more information.

YOUR VALUE ADDED TEAM

Our specialist VAT team is growing fast. Here are their contact details if you need to get in touch. If you 
want to discuss any of these ‘Value  Added’ VAT updates, please contact Damian or any other member 
of the wider VAT team.

Damian Shirley Tax Partner damians@cooperparry.com 07552 270 643

Helen Channer Senior Manager helench@cooperparry.com  07866 787 259

Rosalind Chapman Manager  rosalindc@cooperparry.com 07720 089 808

Gavin Chutti  Assistant Manager gavinc@cooperparry.com  07971 015 981

Jas Sivia Graduate Trainee jasdips@cooperparry.com  07792 030 457 
(currently being a busy new mum)

Alicia Garner Graduate Trainee aliciag@cooperparry.com

https://cooperparry.com/news/brexit-international-supply-chain/

