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Introduction to VAT

What is it? 

a consumption
tax

levied on the value 
added at every stage 

of the supply chain 

(production and 
distribution)

charged and 
collected by 
businesses

an indirect tax
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Introduction to VAT

Origins

• Brainchild of a German industrialist 

• First introduced by the French in 1954:

• "Taxe sur la valeur ajoutée" (TVA)

Tax on the value added ….
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Introduction to VAT

European Union (EU) 

4

• Economic and political

• Single market

• Free circulation of goods

• 27 Member States

• Common VAT system



Introduction to VAT 

EU Member States

Austria
Belgium
Bulgaria
Cyprus  
Czech Republic
Estonia
Finland
Denmark
France
Germany
Greece
Hungary
Ireland
Italy

Lithuania
Latvia
Luxembourg
Malta
Netherlands
Poland
Portugal 
Romania
Slovakia
Slovenia
Spain
Sweden

United Kingdom



Introduction to VAT

Scope of VAT 

USt. 

BTW 

TVA 

MWSt

ДДС 
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DPH 
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IVA

PVN

PVM

BTW

DDV

PTU

= VAT
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Introduction to VAT

EU Member States 

EU does not include:

• Norway

• Switzerland

• Turkey

• Russia

• Croatia

But they do have their own VAT systems and rules 
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Introduction to VAT 

VAT Law

EC Principal 
VAT Directive

National 
legislation

National Tax 
Authority's 

policy / 
guidance

•EU VAT Directive is primary source 

of VAT law for all Member States

• Recently recast and 

important changes made
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Introduction to VAT

Scope of VAT 

supply of goods or 
services

made as part of the 
economic 

activities of the 
supplier

in return for 
payment or other 
consideration

Taxable supply –
subject to VAT

not relieved from it 
by being exempted 

or outside the 
scope of the tax.
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Introduction to VAT

VAT – Domestic supplies

Output VAT

Supplier charges VAT on its supply and accounts for 

it in its VAT return

services in UK

e.g.  UK Co Ltd              →  UK customer

Net fee + VAT = Gross fee

Issue invoice  for £1k + VAT = £1,200 

Collects £200 output VAT

Declares VAT in quarterly VAT return (online)
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Introduction to VAT

VAT – Domestic supplies

Input VAT

Purchaser pays VAT and recovers it through its VAT 

return

Services in UK

e.g.  UK supplier → UK Co Ltd    

Net fee + VAT = Gross fee

Invoice received for £1k + VAT = £1,200

Pays £200 input VAT

Recovers VAT in quarterly VAT return (online)
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Introduction to VAT 

Output Tax – Input Tax = Net VAT payable

Box 1 £12,000   output tax on sales 

Box 4 (£7,000)  input tax on purchases

Box 5 £5,000   net VAT payable to tax authority

VAT return calculates the net VAT position for the period
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Introduction to VAT

Flow through supply chain                             

Net Selling price       Output VAT          Input VAT     Added Value       Net Tax 

Consumer Pays  £300 (inc. VAT) Net VAT to HMRC = £50.00

Retailer £250  +         £50 £25        £125  £25

Wholesaler £125     +       £25 £20           £25                     £5

Manufacturer £100     +        £20           £12 £40 £8

Processer £60 +     £12 £8 £20 £4

Raw materials £40       + £8 - - £8
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Introduction to VAT 

• B2B – VAT is transparent and added to price        

Business Net + VAT = Gross amount payable

VAT invoice issued

• B2C – VAT is invisible

Private consumer price you see in a shop is the price paid

»VAT not added to the price at the till 

(unlike Sales Tax in the US!)

No obligation to issue VAT invoice 
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Introduction to VAT 

Supplies exempt from VAT

Land

Finance and Insurance

Education

Health and Welfare

Betting and Gaming

Charities
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Introduction to VAT 

Supplies exempt from VAT

Suppliers are exempted from charging VAT on these 

specific services (defined in the legislation):

e.g.  VAT not added to price of:

medical care or education

purchase of shares or land (ordinarily)

Good news for the consumer BUT - as output tax 

not charged on these supplies, the suppliers are not 

entitled to recover input VAT on costs
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Introduction to VAT 

Supplies subject to zero-rate of UK VAT

Food

Construction of houses

Passenger transport

Clothing for young children

Printed matter

Exports and international services
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Introduction to VAT

Supplies subject to zero-rate 

 VAT is charged, albeit at the 0%

 Count as taxable supplies

 Supplier can recover input VAT on its costs

 Applies to "basics" and "necessities"

18



Introduction to VAT 

Supplies outside the scope of VAT

• pure disbursements

• compensation and damages

• dividends

• profit shares

• salaries (between employee and employer)
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Introduction to VAT

Supplies outside the scope of VAT

• gifts of services

• small value gifts of goods

• most transfers of a business

... and supplies made or treated as made abroad

e.g. outside the scope of UK VAT

(but subject to VAT elsewhere)
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Introduction to VAT

VAT recovery 

• If a business only makes taxable supplies

→ fully taxable business

 can recover all VAT incurred 

 the VAT does not 'stick'

 not real cost to business 

(nil net effect)
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Introduction to VAT

VAT recovery 

• If a business only makes exempt supplies

→ exempt business

x can not recover any VAT incurred 
x the VAT 'sticks'
x real cost to business
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Introduction to VAT

VAT recovery

• If a business makes both taxable and 

exempt supplies

→ partially exempt business

 can recover VAT directly linked to making 
of taxable supplies 

x can not recover VAT directly linked to 
making of exempt supplies

can recover proportion of the VAT it incurs 
on overhead costs 
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Introduction to VAT

VAT recovery – Valid VAT/Tax invoice
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A sequential number

The time of the supply (tax point) and date of the issue of 

invoice

 The name, address and VAT registration number of the 

supplier

Name and address of the customer

A description sufficient to identify the goods or services 

supplied for each description, the quantity of the goods or the 

extent of the services, and the rate of VAT and the net amount 

payable, excluding VAT, expressed in any currency

The gross total amount payable, excluding VAT, expressed in 

any currency

The total amount of VAT chargeable, expressed in GBP (£)



Introduction to VAT

VAT recovery – Valid VAT/Tax invoice
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Where the supply is outside the scope of UK VAT, a reference 

should be made to indicate why UK VAT has not been charged. 

Examples could include a reference to the relevant article in the EC 

Directive, a reference to the relevant UK legislation, or any other 

reference indicating that the supply is subject to the ‘reverse 

charge’.

For example "“Under Article 196 of Council Directive 2006/112/EC 

you may be required to account for any VAT on the services 

covered by this invoice.”

Customer's VAT registration number 

Country prefix letters must be shown e.g. GB (for supplier and 

customer)



Introduction to VAT

Where does the supply take place? 

"Place of Supply' – determines where to tax

Services 

B2B – Where recipient of services is established

B2C – Where supplier is established 

UK establishment to UK business (B2B)

= + UK VAT

UK establishment to UK individual (B2C)
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Introduction to VAT

Establishment 

• Business establishment

- headquarters, head office, "seat of business", or 

principal place of business. 

- "Fixed establishment" for VAT purposes is not the 

same as a "permanent establishment" for direct tax 

purposes. 
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Introduction to VAT

Establishment 

• No legislative definition but the ECJ has provided 

some criteria for identifying a fixed establishment in 

a number of judgments.

• combination of human and technical resources

necessary for making taxable supplies.

• more than a simple brass nameplate – there needs 

to be real substance
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Introduction to VAT

Establishment 

• Must be ‘lasting" or "continuous" and therefore 

not "temporary" or "occasional" e.g. a staffed 

branch/office.

• a business can generally only have only one 

business establishment, but can have several fixed 

establishments

• if more than one establishment, need to ascertain 

which establishment is most closely connected to 

the making of the supply.
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Introduction to VAT

Where does the supply take place? 

"Place of Supply' – determines where to tax

Goods

• where the goods are located at the time the supply 

takes place (without transport)

e.g. goods sold EX-Works outside of factory gates in 

the UK = place of supply in UK

• where the goods are located at the time when 

transport of the goods to the customer begins
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Introduction to VAT

Cross-border transactions?

Services

B2B – Where recipient of services is established

→

Business recipient in France = outside scope of 

UK VAT, subject to tax in France
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Introduction to VAT

Cross-border transactions?

Services

B2B – Where recipient of services is established

→

Recipient in US= outside of EU 

= outside the scope of VAT completely
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Introduction to VAT

Cross-border transactions?

Goods

Where the goods are located at the time when 

transport of the goods to the customer begins

→

Goods sent to a French business customer

Goods are in UK but 0% VAT ("Dispatch") subject to 

tax in France
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Introduction to VAT

Cross-border transactions?

Goods

Where the goods are located at the time when 

transport of the goods to the customer begins

→

Goods sent outside of the EU

Goods are in UK but 0% VAT ("Export")
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Introduction to VAT

Self-Accounted VAT

Cross Border Services - The Reverse Charge

Outside scope of UK  = subject to reverse charge in 

Member State

UK supplier → French customer

Invoice for net (no VAT)      applies reverse charge

accounts for French 

VAT at 19.6%
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Introduction to VAT

Self-Accounted VAT

Goods - Acquisition VAT

0% UK VAT   and    subject to acquisition VAT in 

Member State

UK supplier → French customer

Invoice for net (VAT@0%)   accounts for French 

acquisition VAT at 19.6%
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Introduction to VAT

Self-Accounted VAT

How does the Reverse Charge / Acquisition VAT work?

Customer:

 self-accounts for Output VAT (as if it supplied it)

 self-accounts / recovers Input VAT (as if it incurred it)

If fully taxable = nil net effect, but still need to account 

for it through VAT return
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Introduction to VAT

Self-Accounted VAT

Why?

To prevent businesses from incurring "foreign' VAT

To put all cross-border transactions on a level playing 

field e.g. businesses don’t simply buy goods or 

services from MS with lowest rate
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Introduction to VAT

EU VAT Rates

Vary from Member State to Member State

 Lowest = 15% Luxembourg

 Highest = 25% Sweden

 Average = 20%  (but rising)

 UK is 20%   US = nil
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Introduction to VAT

Self-Accounted VAT

Reverse charge on services also applies to services 

received in the EU from outside the EU

- e.g. UK Co receives legal services from US Co

= subject to reverse charge (convert to £ and x 17.5%)

Aim is to create a level playing field between EU and 

Non-EU suppliers
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Introduction to VAT

Self-Accounted VAT – reverse charge

Import of virtually all services from outside UK 

covered by reverse charge

• US parent providing management services to 

subsidiaries in Europe

US Parent                                             UK/EU sub

reverse

charge
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Introduction to VAT 

Implications of reverse charge

• if fully taxable business → nil net effect

• if exempt or partially exempt → VAT is cost

e.g.  UK Investment Bank receives fee note for 

services from a US based company for

$100,000  

Reverse charge @20% UK VAT

Output tax  =  $20,000

Input tax     =  $    600 (3% taxable)

Net effect   =  $  19,400  cost42



Introduction to VAT 

Services UK/EU to US

• VAT not applied on majority of services 

invoiced to foreign companies from UK/EU 

UK Supplier /Parent                      US Customer / Sub

» No VAT

"Outside the Scope"
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Introduction to VAT 

How is self-accounted VAT monitored?

• EC Sales Lists record all sales of goods and 

services to other EU Businesses

• Customs/Tax Authority share data

• Expect to see symmetry between supplier's 

entry on Sales List and acquisition VAT / reverse 

charge in customer's VAT return
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Introduction to VAT

Import VAT

• Goods entering the EU from outside 

(e.g. USA, Switzerland)

→ Payment of Import VAT and Customs Duty

• Import VAT mirrors local rate in Member State

• Duties based on the code classification 

given  to the goods
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Introduction to VAT

Import VAT 

• Onus on importer of the goods to make a 

declaration to the customs authority in the form of a 

Single Administrative Document (SAD)

• Goods in free circulation once cleared Customs   

into the EU (i.e. Duty and Import VAT only paid once)

• Import VAT recoverable subject to the usual rules

C79 certificate issued and retained as evidence
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Introduction to VAT

Printing Industry

 Goods or services? 

 For UK VAT purposes – both taxable

 Printing services 

= standard rate (20%)

 But (certain) printed matter (goods)

= zero rate  (0%)
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Introduction to VAT

Printing Industry

products of the printing industry
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UK VAT liability can depend on:

format

size

content

intended use

 Legislation, guidance and case law



Introduction to VAT

Printing Industry
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Zero-rate:

•Books;

" consist of text or illustrations, 

bound in a cover stiffer than 

their pages"

•Booklets;

•Brochures;

•Pamphlets;

•Leaflets;

•Magazines;

•Newspapers

•Catalogues

•Comics

•Examination papers

•Instruction manuals

•Maps

•Sports programmes

•Music scores

•Encyclopedias

• Application forms

•Menus



Introduction to VAT

Printing Industry
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Standard-rate:

•Stationery items;

•Letterheads;

•Compliment slips'

•Business cards

•Postcards

•Folders

•Invitations 

•Posters

•Tickets

•Greeting cards

•Architect plans

•Coupons

•Labels

•Invoices

•Certificates

•Account books

•Accounting forms

•Albums

•Ballot papers



Introduction to VAT

Printing Industry
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Rest of Europe?



Introduction to VAT

Categories of UK VAT - summary

Import 
VAT

Domestic 
VAT

Acquisition 
VAT

Reverse 
charge 

VAT

Goods from outside EU

Goods and services in UK

Goods from other EU Members 

States

Services from outside of UK
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Introduction to VAT

Not recoverable through UK VAT Return

Foreign 
VAT

Customs 
Duty

VAT incurred overseas 

cannot be recovered in a 

UK VAT return

→ 8TH Directive claim

Customs Duty is generally 

not recoverable and is a 

genuine cost
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Introduction to VAT

Refund of VAT for US companies

UK VAT

VAT incurred in the EU 

by a US business 

(without an 

establishment) should be 

recoverable 

→ 13TH Directive claim
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Introduction to VAT

13th Directive

• opportunity to recover VAT on the following 

expenses, if incurred for business purposes:

- Hotel invoices - Fuel 

- Professional fees - Tooling costs

- Meals - Line rental

- Conferences / trade shows

- Car rental

- Training courses /seminars
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Introduction to VAT

13th Directive

But claim not allowed if:

• for non-business use 

• used or to be used to make a supply in the UK

• used or to be used to make a VAT exempt supply 

outside UK

• business entertainment/hospitality expenses 

• goods for export 

• goods and services bought for resale
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Introduction to VAT

13th Directive

• Time limits applied strictly. If claim is not 

submitted on time, the VAT is potentially lost.

• Businesses must submit reclaim application forms 

no later than 6 months after the end of the 

'prescribed year' in which they incurred the VAT in 

the UK. The 'prescribed year' runs from 1 July  to 

30 June.

• Invoices dated 1 July 2010 to 30 June 2011, the 

claim deadline is therefore 31 December 2011.
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Introduction to VAT 

UK Penalties 

Deliberate 

understatement 

with 

concealment

Deliberate 

understatement

Failure to 

take 

reasonable 

care

Mistake

Min 15% (with PD)

Min 0% (with UPD)

Min 35% (with PD)

Min 20% (with UPD)

Min 50% (with PD)

Min 30% (with UPD)

100%

0%

Max 30%

Max 70%

Max 100%
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Introduction to VAT 

Importance of being compliant 

"..supporting those who seek to comply but 

coming down hard on those who seek an 

unfair advantage through non-compliance"

HM Revenue and Customs

N.B.  Penalties in other Member States can be more severe 

and the local Tax Authorities can be less pragmatic!
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UK Tax and Global Indirect Tax

- part of a wider UK VAT team:

 70 people across UK in 12 locations

- part of an even wider UK Tax team

 800 staff and partners across UK including 

Corporation Tax, Transfer Pricing, Corporate filings

-part of international indirect network 

 local indirect tax specialists in 100+ countries
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Any questions?

Alex Baulf

Manager

T 312.602.8732

E Alex.Baulf@us.gt.com

Full-time on secondment  in US (Chicago)
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Disclaimer
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© Grant Thornton LLP, 2011

This document was written to support the promotion or marketing of professional

services by Grant Thornton LLP, and is not written tax advice directed at the

particular facts and circumstances of any person. Persons interested in the subject

matter of this promotion or marketing document are encouraged to contact Grant

Thornton to discuss the potential application of the subject matter herein to their

particular facts and circumstances or seek advice from an independent tax advisor.

Nothing herein shall be construed as imposing a limitation on any person from

disclosing the tax treatment of tax structure of any matter addressed herein. To the

extent this document may be considered to contain written tax advice, in

accordance with applicable professional regulations, please understand that,

unless expressly stated otherwise, any written advice contained in, forwarded with,

or attached to this document is not intended or written by Grant Thornton LLP to be

used, and cannot be used, by any person for the purpose of avoiding any penalties

that may be imposed under the Internal Revenue Code.


