Agenda Item:	8					             Parish Council 14th June 2022
Sutton-on-Trent Parish Council

	Subject:
	VAT Advice


	Report by:
	Clerk to the Council 




	1.
	Recommendation
To note the specialist VAT advice received and considering registering the Parish Council with HMRC for VAT purposes.


	2.
	Background 
As part of the process of building the new Village Hall the Clerk was asked to seek specialist advice on the implications faced by the Council with regard to VAT. 

Authority was given to the Clerk to seek advice from the Parkinson Partnership, specialists in the field, who had recently delivered training courses on the subject through the Nottinghamshire Association of Local Councils.  

Initial advice was received in correspondence dated 8th April 2022.   After reviewing the advice given, a number of questions were raised and on 24th May the Clerk and Cllr Jones, held a Zoom call with Steve Parkinson for clarification.  


	3.
	Questions raised
If the Parish Council allowed free use of the Village Hall once built it would allow VAT to be reclaimed?
Yes, but there would be no income to meet running costs and the burden would fall on the taxpayer.  If this route was taken it would have to remain in place for a 10 year period. 

If the council wanted to retain control and management of the village hall, registering for VAT and making an option to tax on the site before incurring expenditure would be the only way to achieve VAT recovery on construction. This effectively results in losing 1/6th The Parish Council could opt to register for VAT with HMRC.  Once in place, an option to tax lasts for a minimum of 20 years 

The Parish Council could also construct and lease the building for £1, but the council would have to pay VAT on construction invoices and then reclaim it.  If the Parish Council took the initiative to set up a charity with a constitution to lease the building to, what would the VAT implications be?

Lease of a building, rather than just land, may also leave the council with more responsibility for external maintenance. 
Creating a charity can take time and the council may be putting the project in the hands of people with no relevant experience.  If there isn’t an existing body willing to expend this may not be a viable approach.  Any charity with income over £5,000 must be registered. 
There would be no money flowing back to the council with this option, neither would the council simply be able to take it over if the tenant fails.


Would it be sufficient at this stage for the Council to minute that it intended to lease the building from day 1 to a charity or does the charity have to be formed at this stage, i.e., before construction starts?
If the council will build and lease for £1, it just has to have the intention.  If it is a charity build, the charity must exist and be registered.

With this option a charity would have no income or reserves to start so the Council would need to subsidise its operating costs for an unknown period (just as the Council would if it were to be directly providing the service). Would this be a VAT problem?
No, neither the council nor the charity would be able to reclaim VAT, it would just be grant funding.

What if the Council found that it could only afford to build the shell to start? Should the building remain in the possession of the Council and the Council remain responsibility for its completion even if a charity has been formed?
Why would a charity with no funds lease an incomplete building?


	3.
	Additional VAT Advice
“Construction services are only zero-rated or reduced-rated when supplied to a person who intends to use the building solely for a qualifying purpose”.  This is covered in Note 12(a) of Group 5 of Schedule 8 of the VAT Act 1994 and in HMRC’s VAT Manual at VCONST18300. 
 
In the case of use by a charity as a village hall, only the charity that would actually use the building would be able to issue a certificate of zero rating to a builder that they had engaged.  The council would not be entitled to zero-rating, just because they intended to lease the building to a charity.  The council won’t actually use the building for a charitable purpose, the tenant will.








JAYNE SAUNDERS
Clerk to the Council 
