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VAT and the Hospitality Sector

Common questions in regard to the Hospitality Sector

Customs & Excise has recognised that businesses within the Hospitality Industry often raise the same kind of questions. The purpose of this article is to raise awareness and to provide information in a Q and A format, linking to more detailed guidance where appropriate. The article has been produced in consultation with a number of Hospitality trade bodies and we have asked them to consider carrying it on their websites. Businesses are also encouraged to contact our National Advice Service, with any questions they may have.
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Definition of the Hospitality Sector

We define the Hospitality sector as including all businesses, which have a trade classification within trade group 55 i.e. hotels, holiday centres and other short stay accommodation, restaurants, cafes, takeaways, mobile food-stands, pubs, clubs, canteens and catering.

VAT Rates

Q. What VAT rates apply to my business?
A. Normally your sales will be standard rated, with VAT charged at 17.5% on the net value of your supplies. Reference in this article is occasionally made to zero rated, exempt and outside the scope.

Zero-rate applies to things such as most cold take-away food and is charged at 0% on the net value of your sales.

Supplies that are exempt from VAT mean that you make no charge for VAT but they may affect the amount of input tax that you can recover on your business expenses. An example would be leasing or letting land and buildings (but not lettings of garages, parking spaces or hotel and holiday accommodation). If you provide accommodation for the purpose of catering in a hotel, inn, boarding house or similar establishment, your supply is standard-rated whatever the length of let. If you supply a room that is not for the purpose of a supply of catering such as for a conference room, your supply is exempt, provided you have not opted to tax. For further information, go to Notice 709/3 Hotels and Holiday Accommodation.

For the purposes of VAT, the term 'land' includes any buildings or structures permanently affixed to it. You do not need to own the land in order to opt to tax. Once you have opted to tax, all the supplies you make of your interest in the land or buildings will normally be standard-rated. And you will normally be able to recover any VAT you incur in making those supplies. For further information contact us on 0845 010 9000 or go to Notice 742A Opting to tax Land and Buildings.

Outside the scope of VAT refers to activities such as tips, which are given freely by the customer. These supplies are not included within the coverage of VAT Act, unlike the other rates (standard, zero and exempt).

You may be eligible to apply the flat rate scheme to your business. Details about this can be found later in the article.

Q. Is there a simple rule to help me work out how much VAT I need to declare on my return and pay?
A. For standard rated supplies you can calculate the amount of VAT due by applying the VAT fraction of 7/47ths to your gross takings, to give you your output tax amount. You should however be careful to exclude any zero-rate or exempt supplies from this calculation, unless you are taking advantage of the Flat Rate Scheme.

An example of applying the VAT fraction is:

	If you sell something at a gross price of ...
	And the VAT rate is...
	Then the amount of VAT is...

	£2.35
	17.5%
	£0.35


However, £0.35 is not 17.5% of £2.35. It is 7/47 of £2.35.
This is how it is worked out:
Rate of Tax
100 + rate of tax

So, with VAT at 17.5% the VAT fraction is:
17.5 = 7
117.5 47

117.5 47

Questions about VAT Registration

Q. Do I need to be registered for VAT?
A. The industry is very competitive and it can be difficult to start a business and establish a secure customer base. Your focus may not be on VAT in the early days. It is therefore advisable to monitor your turnover so that you know when you are approaching the VAT registration threshold. This is currently £58,000, for more information go to Notice 700/1 Should I be registered for VAT?
General advice on VAT can also be found on our website www.hmce.gov.uk and in the Food Standards Agency Booklet 'Starting Up' for new catering businesses, which you may have already obtained if you are setting up a restaurant, café or catering business. You may like to note that all newly registered businesses will receive a phone call from us to confirm their details and offer help and advice.

Q. If I buy a business, as a going concern, is there anything I need to do when I complete my application to register for VAT?
A. Yes, make sure you complete Box 14 on the VAT 1 application form. Purchases of a business as a going concern are very common in the industry and you will speed up the application process and reduce the likelihood of us making additional contact with you, other than to offer help and advice as a newly registered business, if you complete the VAT 1 correctly and fully. A copy of form VAT 1 can be found by going to VAT 1. Please note that this link to the form is for your reference only. There is no facility to submit an application electronically.

Q. Through circumstances beyond my control my VAT registration number will be unknown on the day I take over the new business. However I shall need to issue VAT receipts. What can I do?
A You can charge VAT before you receive your registration number but you must not show VAT as a separate item on any invoice you issue i.e. use the VAT inclusive price on your invoice, as one amount only, and explain to any of your customers who are also VAT registered that you will be sending them VAT invoices later. Once you have your registration number you should send the necessary invoices showing VAT within 30 days.

Q. I have heard the term disaggregation. What does it mean? How could it affect my business?
A. There is no clear answer to this. We will be concerned with separations, which are a contrived device set up to circumvent the normal VAT registration rules. Whether any particular separation will be considered artificial will, in most cases, depend upon the specific circumstances. Accordingly it is not possible to provide an exhaustive list of all the types of separations that we will view as artificial. However, the following are examples of when we would at least make further enquiries:

· separate entities supply registered and unregistered customers;
in this type of separation, the registered entity supplies any registered customers and the unregistered part unregistered customers; 

· same equipment/premises used by different entities on a regular basis.
In this type of situation, a series of entities operates the same equipment and/or premises for a set period in any one-week or month. Generally the premises and/or equipment are owned by one of the parties who charges rent to the others. This situation may occur in takeaways such as fish and chip shops or mobile catering equipment such as ice cream vans; 

· splitting up of what is usually a single supply.
This type of separation is common in the bed and breakfast trade where one entity supplies the bed and another the breakfast; 

· artificially separated businesses, which maintain the appearance of a single business.
This type of separation includes pubs in which the bar and catering may be artificially separated. In most cases the customer will consider the food and the drinks as bought from the pub and not from two independent businesses. The relationship between the parties in such circumstances will be important here as truly franchised "shop within a shop" arrangements will not normally be considered artificial; and 

· one person has a controlling influence in a number of entities which all make the same type of supply in diverse locations.
In this type of separation a number of outlets which make the same type of supplies are run by separate companies which are under the control of the same person. 

Expanding on some of these examples we would want to consider if disaggregation applies where you run a business with one or more people and structure the business in such a way that each person is responsible for a distinct element of the business or you ensure that income streams are treated separately. Where we believe that the split of responsibilities or income streams is artificial or contrived, often leading to businesses operating below the VAT threshold, we will take a view/decision on your liability to register for VAT based on what we believe is the true business structure. Practical examples of where this could be a consideration are:

· pubs and clubs where food and live entertainment are treated as separate income streams; 

· cafes where a delivery or sandwich service is offered to a customer base which is primarily different to the one to which shop sales are made; and 

· a catering business, which deals with a number of different types of customer/event. 

We would advise that you fully explore your liability to register when you create your initial business structure. Our National Advice Service would be happy to talk to you about this on 0845 010 9000. Details of our National Registration Service can be found in Notice 700/1 Should I be Registered for VAT?
Questions about submitting VAT Returns and making Payments

Q. I am busy, is it important to submit my VAT return on time?
A. Yes. Firstly you will avoid the risk of incurring a default surcharge penalty and secondly we will not need to contact you to chase up outstanding returns. This may be of particular importance for smaller businesses, where they are legitimately looking to minimise contact with us, and where time is at a premium.

Please note you may incur costs if your returns and payments are not received on time. For further information, go to Notice 700/43 Default Interest and Notice 700/50 Default Surcharge.

Q. I am unable to pay, do I still need to submit my return?
A. Yes. By not telling us your VAT position we will make an estimate of what you owe and send you a demand for this amount. This is unlikely to reflect the true position and, if unpaid, will increase the likelihood of us contacting you. If you are having problems with payment, we would encourage you to contact us as soon as possible on 0845 010 9000. We will be better placed to help if we understand your circumstances.

Please note you may incur costs if your returns and payments are not received on time. For further information go to Notice 700/43 Default Interest and Notice 700/50 Default Surcharge.

Q. Is there anything that will make this easier for me?
A. There is a number of schemes, which you may find attractive. You may also be able to take advantage of a combination of these schemes, which are built around turnover limits and are primarily aimed at helping smaller businesses:

· Annual Accounting Scheme. Turnover limit £660,000. Benefits include only submitting one VAT return each year, saving you time; and paying in instalments to help smooth your cash flow; 

· Cash Accounting. Turnover limit £660,000. Benefits include only accounting for VAT when payment is received or made, which helps your cash flow where customers pay you late; and providing automatic bad debt relief. You should note however that the scheme only allows you to reclaim input tax on your purchases when you pay your supplier(s); 

· Flat Rate Scheme. Turnover limit £150.000. Benefits include only applying a fixed percentage to your gross takings figure, without having to keep individual records for each transaction; certainty about how much VAT you need to pay to Customs; and less chance of making mistakes, giving you less worries about VAT. Additionally there is a discount available for the first year you operate the Flat Rate Scheme. 

There are also some constraints to the schemes, such as the Cash Accounting Scheme example shown above about reclaiming input tax on your purchases. The Booklets below provide further information to help you decide which scheme(s) offer you an advantage.

Simplifying VAT for Small Businesses (Acrobat PDF 61 KB)

Simplifying VAT for Small Businesses (Flat Rate Scheme) (Acrobat PDF 220 KB)

More detailed information on these schemes can be found in Notice 731 Cash Accounting, Notice 732 Annual Accounting and Notice 733 Flat Rate Scheme for Small Businesses.

Questions about Keeping Business Records and Accounts

Q. What happens if I use my cash takings to make payments for running costs?
A. You have to account for VAT on your gross takings. This includes any cash from the till which is used to make payments, e.g. to bar staff, the window cleaner, or suppliers who call at the premises to make deliveries such as vegetables and snack items.

Q. What do I need to account for VAT on?
A. When you are accounting for VAT don't just think of your day to day sales but take into consideration anything else that may be chargeable with VAT. To give a few examples, consider, 'own use' of products in bars and restaurants, supplies to staff, the income you receive from amusement and vending machines, money you take relating to a one off room booking. Useful questions that you could ask yourself are:

· I run a pub do I also sell food? 

· I run a restaurant do I supply outside catering? 

· I operate a hotel do I provide conference facilities? 

You can find out more information about keeping records and accounts by going to Notice 700/21 Keeping Records and Accounts.

Q. Should I include non-VAT purchases and sales in my VAT return?
A. Boxes 6 and 7 on the VAT return ask you to declare the values of your sales and purchases, respectively. You should normally include all business sales and purchases, regardless of whether they attract VAT, but you should exclude VAT itself and things like wages and salaries and Local Authority rates. For further information, go to Notice 700/12 Filling in your VAT Return.

Questions about the VAT Liability of your Supplies

Q. Are there any particular considerations when I make sales of takeaway food or supply catering for events, as opposed to food sold for consumption on my premises?
A. Yes. The common errors that we see involve cafes, takeaways and outside caterers. In general terms hot takeaway food is standard rated e.g. bacon rolls, burgers and toasted sandwiches, while cold takeaway food is zero-rated, provided it is not of a type that is already standard rated, e.g. crisps and prepared drinks.

Q. Is there anything else I need to consider when making supplies of takeaway food?
A. Yes, when considering the VAT liability of your own particular products you may also need to consider how it is prepared and offered for sale, and whether your customer needs to undertake any further food preparation before the product can be consumed e.g. platters of sandwiches delivered for meetings are standard rated.

You can see from this that for some of your products you may need to think carefully about the VAT liability, for further information see Notice 709/1 Catering and Take-away food and the attached Business Brief 26/2002 on hot takeaway food.

Q. If I have a vending, amusement, or similar machine on my premises do I account for VAT?
A. Generally yes although this may not be the case if the charges to your supplier for siting of the machines are for a licence to occupy land, which is exempt from VAT. We believe that only a small number of contracts to site machines are drawn up as licences to occupy land. The common arrangement is likely to be a licence to operate on your premises, which is standard rated.

The VAT treatment will depend on a number of factors, importantly the contractual agreement that you have with your supplier. You will need to look carefully at the circumstances in each case but a license to operate will depend on:

· there being no defined area, hence what you are providing is not immovable property; and 

· access to the machine situated on your premises being controlled by you and not your supplier. 

Please note that takings from the machines are always standard rated. How much you declare will depend on the contractual arrangement that you have with your supplier.

For further information, go to Notice 701/13 Gaming and Amusement Machines but you should also read Business Brief 18/03 Sinclair Collis decision.

Q. I run a restaurant and am unclear about the VAT liability of tips, gratuities and service charges?
A. If customers have a genuine option as to whether to pay the charges, it is accepted that they are not part of the consideration for the VAT supply. In these circumstances they fall outside the scope of VAT. This applies to gratuities, tips and service charges regardless of whether the customer requires the amount to be included on the bill; payment is made by cheque or credit/debit card; and whether or not the amount is passed to staff.

Restaurant service charges are however part of the consideration for the underlying supply of the meals if customers are required to pay them and are standard rated in these circumstances.

Q. In the better weather I like to encourage my customers to make use of the outside areas of my premises or the pavement immediately outside my café. Does this affect my VAT position in any way?
A. It may do but unless you are supplying cold food for consumption off your premises the supply will be standard rated. Please note however that some cold foods such as crisps and prepared drinks are always standard rated. The important question is to establish whether the food is being consumed on a part of your premises or not. Premises fall within two categories, those to which the public has unrestricted access and those to which access is only allowed with permission of some sort.

· Restricted access sites, such as secure office buildings, sports stadium, amusement parks and cinemas. Here, the premises are the whole of the building or site. This means that all supplies of food and drink will be standard-rated even if it is taken away from the point of sale. 

· Unrestricted access sites, such as restaurants, shopping malls, hospitals, bus stations and railway stations (including those with platform ticket barriers). Here, the premises are confined to the outlet itself plus any associated facilities, such as table and chairs outside a café, whether or not you provide these facilities. 

The same rules apply to all outlets whether it is a café, stall, mobile van or concession. You will see from this that your supplies of food and drink are normally standard rated in these situations.

Q. I own a hotel and have guests who occasionally stay for longer periods of time. Does this effect the VAT position?
A. Yes. Normally accommodation charges are standard rated but a reduced value rule may operate when guests stay for more than 28 days. The reduced value rule means that you do not charge VAT on the supply of accommodation but you remain entitled to deduct related input tax, subject to the normal rules. However, you should note that the reduced value rule cannot be applied to:

· holiday accommodation; 

· any part of the payment that is not for accommodation, e.g. meals; and 

· any supply that follows a non-consecutive 28-day period. 

For further information go to Notice 709/3 Hotels and Holiday Accommodation.

Questions about Deregistration

Q. What if my business is not doing well?
A. We recognise that the Industry is competitive and that some businesses will struggle. In addition the Industry churn rate (lifespan and turnover of businesses in the sector), particularly for smaller restaurants, cafes and takeaways, is fuelled by other factors, eg. family and health. If you sell a business, or your turnover falls below £56,000, you may make application to deregister for VAT. For more information go to Notice 700/11 Cancelling your Registration.

Q. If I sell my business as a going concern is there anything I need to do when I complete my deregistration application form?
A. Yes. When completing the VAT 7 application form please remember to complete Part 6, D, (i-v) of the form and not Part 6, E. A copy of form VAT 7 can be found by going to VAT 7. Please note that this link to the form is for your reference only. There is no facility to submit an application electronically.

Contacting us for Help

We hope there are some useful pointers here, remember to look at our Internet Site (www.hmce.gov.uk) for further guidance or you may want to contact the National Advice Service help line on 0845 010 9000, which is open from 8.00 am to 8 pm Monday to Friday.
