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Introduction to VAT

* VAT - how it works.

*  Overview of VAT.

*  Types of supply.

* Calculating VAT.

*  Tax point.

*  HMRC powers.

» Disputes with HMRC.
» Visits by VAT officers.
* Assessments.



Introduction to VAT

VAT - how it works

VAT is:

» an indirect tax on consumer spending

» charged on most goods and services supplied within the UK
» suffered by the final consumer, and

» collected by VAT registered businesses on behalf of HMRC at each stage in the production and
distribution process.

Businesses do not suffer any tax.

Unregistered businesses and the final end consumer who cannot recover the input VAT, are the
ones that suffer the tax.
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Chapter 1

lllustration (assuming the rate of VAT is 20% throughout)

Charges Charges Charges
£200 + VAT £280 + VAT £315 + VAT

( Manufacturer ) ( Wholesaler ( Retailer Individual
(you)

£ £ £
Output VAT 40 \Output VAT 56\Output VAT 63
Input VAT Nil Input VAT (40) Input VAT (56)

Pay to HMRC 40 Pay to HMRC 16 Pay to HMRC 7

L |
V

Businesses pay to HMRC £63
(£40 + £16 + £7)
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Final
consumer pays
£378
(£315 plus
£63 VAT)




Introduction to VAT

Overview of VAT

European tax

Suffered by consumers ) VAT ( Applies throughout UK

Collected by HMRC
(HM Revenue & Customs)

r Output VAT: Input VAT: \

VAT charged on sales VAT paid on purchases,

or taxable supplies expenses or assets
/( Balance )\‘
Output VAT — Input VAT
Output > Input ) ( Output < Input
o
\ 4

rNet amount paid to\ Net amount recovered
‘\ HMRC / from HMRC
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