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HMRC: VAT 
ENQUIRY 
SURVIVAL 
GUIDE

In general terms, compliance checks 
are carried out by HMRC to ensure 
that VAT returns are correct and to 
check that any payments/repayments 
are for the correct amount. Checks 
are also performed to make sure the 
VAT system is operating correctly 
and fairly. The majority of compliance 
visits are just routine checks and 
HMRC do not suspect any foul play 
by the taxpayer so there is no need 
to worry if HMRC want to open an 
enquiry into your business. This is 
just standard practice.

More recently, we have seen an 
increased number of VAT return 
enquiries performed by HMRC in 
comparison to full compliance visits. 
These are usually communicated 
from HMRC by a quick phone call 
and follow up email outlining what 
information will be required.

What triggers them?

VAT return enquiries can be triggered 
for a variety of reasons; however, 
the main triggers seem to be the 
following:

 + Being in a VAT repayment position 
or a higher VAT repayment than 
normal;

 + Having nil output tax on a VAT 
return;

 + The value included in Box 1 or 4 
(the VAT to pay/claim boxes) is 
greater than 20% of Box 6 or 7 
respectively.

When HMRC make an enquiry into 
a VAT return, they will withhold any 
repayment due to the business/
organisation until the necessary 
information has been verified by 
the HMRC officer so it is usually in 

Traditional VAT control visits to VAT registered businesses are becoming few and far 
between but they still take place. HMRC’s preferred approach is to make enquiries into 
specific VAT returns. In this piece Kerry Annand, VAT Assistant Manager at Chiene + Tait 
LLP, provides some key tips and pointers for businesses to bear in mind.
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the trader’s interest to ensure the 
enquiry is concluded swiftly.

What do HMRC ask for?

In order to verify the VAT return, 
HMRC will request information 
to allow them to undertake the 
necessary checks to authorise 
the final VAT return figures. The 
information they usually require 
includes:

 + VAT reports (lists of sales and 
purchases) making up the totals on 
the return

 + A selection of the highest value 
VAT purchase invoices (usually top 
10)

 + Partial exemption calculations, 
if applicable

 + Information on any business/
non-business adjustments

 + An update on the business 
activities for new businesses

HMRC will review this information 
and if this is all in order HMRC will 
release the VAT repayment due to 
the taxpayer. Once the information 
has been received by the HMRC 
officer, the turnaround is usually 
within 24 to 48 hours.

If required, the HMRC officer may 
request details of additional queries 
that may have arisen during the 
initial review and HMRC may need 
to perform further, more detailed 
investigations.

Is it worthwhile preparing in 
advance?

As it is never clear if HMRC will make 
an enquiry into a specific VAT return, 
it may not be worthwhile to prepare 
in advance until you receive direct 

correspondence from HMRC that they have opened 
an enquiry.

However, all information should be easily at hand 
following the completion and submission of the VAT 
return itself (e.g. VAT reports, invoices and any other 
required calculations), therefore little preparation 
should be required to provide this information to the 
HMRC officer.  

Where the triggers mentioned are present, it is 
worthwhile ensuring invoices are correct and on file 
in case of HMRC checks.

What if I have made an error - are there 
penalties?

If an error is detected by HMRC during an enquiry, 
the VAT penalty regime will apply where the return 
contains either a careless inaccuracy or a deliberate 
inaccuracy which leads to an understatement of 
tax, or a false or inflated claim to a tax repayment.  
Different levels of penalty will apply depending on 
the seriousness of the offence which gives rise to the 
error.

The level of the penalty could be higher if HMRC 
identify the error during an enquiry as opposed to 
where the error is voluntarily disclosed to HMRC by 
the taxpayer. Therefore, if you are aware of an error 
within your VAT workings it is beneficial to disclose 
these to HMRC before HMRC discover these errors.

How long does the process take?

If the initial checks performed by HMRC on the 
information are all reviewed successfully the process 
should only take a couple of days. Most HMRC 
officers we have dealt with recently usually respond 
within 24 to 48 hours of HMRC receiving the requested 
information.  If, however, further enquiries are made 
into the return calculation or the return is complex this 
time will increase.

Should I seek help?

If you completed the VAT return calculation and 
submission to HMRC, professional help may not 
be required with the initial contact and information 
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provision to HMRC. Professional help may be 
beneficial if follow up queries are identified or if any 
errors are detected by HMRC. If your VAT advisors 
completed the VAT return it would most likely be 
advantageous to get the advisers to deal directly 
with HMRC in relation to the enquiry as they will hold 
the return workings and invoices included. In some 
instances, fee protection insurance can be taken 
out which will cover advisors fees in dealing with the 
enquiry.

Will it lead to a proper visit?

It is not clear what HMRC’s method is for identifying 
who is selected for a full VAT control visit. However, it 
is likely that a VAT return enquiry which identifies any 
errors or a complex VAT structure may increase the 
likelihood of a full VAT control visit in the future. 
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HERITAGE 
TRUST 

PROJECTS: 
VAT recovery issues

Heritage projects are, by their very 
nature, unique, and are primarily 
concerned with bringing back to 
life beautiful, cultural and historic 
buildings or extending the life of 
these buildings to ensure future 
generations can benefit from 
them.

In the last year alone, we have 
advised on a railway goods shed, 
a Victorian gasworks, an orangery 
building and a medieval public 
house. All projects were unique in 
their own way but all of them had 
an intention to revive and preserve 
important local buildings for the 
local community to enjoy and gain 
access too – often to aid telling 
the story of the building and its 
previous inhabitants.

There are obviously other 
professional advisers that a 
project of this nature needs, 
however the two key questions 
often asked of us at early stages 
of these projects is:

 + Will VAT be charged on the 
renovation works?

 + If VAT is charged, can the Trust 
recover it?

The answer to the first question is 
usually fairly simple. Up until 2012 
the renovation of listed buildings 
used for residential and charitable 
purposes qualified for zero rating 
which helped greatly in reducing 
the VAT costs on works for a lot 
of projects, particularly those 

where there was a strong heritage 
intention. A 5% reduced rating 
is available for conversions to 
dwellings or works to residential 
property which has been empty 
for 2 or more years but this is the 
extent of the reliefs available.

In most cases now, Trusts can only 
reduce their VAT bill by becoming 
VAT registered and undertaking 
the types of activities normally 
associated with more commercial 
organisations such as charging 
rents and licences, retail, events 
and catering. In some cases we 
have dealt with, this has been 
part of the Trust’s business plan 
anyway, as there is a recognition 
that the building will need to be 
self-sufficient going forward after 

Chiene + Tait LLP has advised a number of members of the Heritage Trust Network 
across the UK on the VAT issues surrounding their projects.
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Heritage Lottery Funding (HLF) and donations for the 
initial capital phase are used up.

One consequence of this in terms of rental and licence 
income is that in order to maximise VAT recovery our 
advice is to “opt to tax” the property. This means 
that VAT would apply to rents and licences. In areas 
where margins are tight the addition of a 20% charge 
can be a cause for concern. However, many Trusts 
have adopted a tapered pricing structure which 
keeps rental prices lower for community groups and 
charities. Charges can be at a more commercial rate 
for businesses, weddings, conference events etc. 
This way, VAT is still charged, however the burden is 
reduced on the local community and it maximises VAT 
recovery at the start of the project.

Problem areas for VAT recovery problem are where 
the Trusts allows free of charge access to events and 
exhibits. This is often a main aim of the Trust in the 
early days of a project. The provision of free access is 
not completely fatal to VAT recovery on a project, but 
often some sort of restriction in VAT recovery would be 
required – potentially based on floor-space or visitor 
numbers or another “fair and reasonable” criteria. A 
couple of recent European Court and UK VAT cases 
have suggested that such restrictions may not have 
to be as severe as previously thought, particularly 
where it can be argued that this non-business activity 
can be seen to boost other commercial activity such 
as a shop or a café.  We await further guidance from 
HMRC on their latest position following these cases 
but this would certainly assist heritage trusts and other 
charities going forward.

It goes without saying that we would recommend any 
organisation planning a major capital property project 
seek VAT advice at an early stage. This is often a 
requirement of HLF funding in any event and an initial 
review of a project could confirm with reasonable 
accuracy the answer to the questions posed above. 
After that, the other aspects of the project can be 
addressed safe in the knowledge that the VAT cost is 
known.
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COMPLEXITY
OF THE VAT
PROPERTY RULES
Two cases were heard together 
on similar issues and had differing 
outcomes for the appellants 
concerned. The conversion of 
a non-residential building into a 
residential one qualifies for 5% 
VAT on the conversion works. In 
addition, the first sale of a newly 
converted dwelling is subject 
to zero rate VAT which would 
enable a developer to recover all 
the VAT incurred on the property 
project including the works and 
professional fees.

In Macpherson vs HMRC, a 
partnership acquired a village 
shop which was previously used as 
office with storage on the ground 
floor and living accommodation 
on the ground and first floors. 
Planning permission allowed for 
conversion into two new dwellings, 
splitting the property vertically. 
Macpherson was denied zero 
rating on the sale because the 
“new” dwelling incorporated 
formerly residential areas, even 
though two new dwellings were 

created.
In Languard vs HMRC, a company 
purchased a former pub and 
obtained planning permission 
to convert into flats. The pub 
contained 3 floors, the top two 
having been lived in previously by 
the pub manager. After Appeal, 
the Upper VAT 
Tribunal agreed 
with HMRC’s 
position that only 
the sale of the 
two ground floor 
flats could be zero 
rated as these 
did not previously 
contain any 
residential areas.

Although in all 
cases, no VAT was 
charged on the sale of the new 
flats, the impact of some disposals 
being treated as exempt was 
significant for the developers. 
In what are fairly complex 
rules, in simple terms, a vertical 
conversion which incorporates 

previously residential areas into 
a “new” residential unit is unlikely 
to qualify for zero rating which will 
have an impact on the developer’s 
VAT recovery position.

A horizontal conversion is likely to 
provide a mixed result. Zero rating 

would be 
available for 
conversions of 
a solely non-
r e s i d e n t i a l 
area into a 
dwelling (for 
example a pub 
into one or two 
flats), however 
any space 
incorporated 
into a new flat 
which was 

previously used as residential 
will mean that the onward sale is 
exempt and VAT recovery will be 
denied or restricted which will 
impact on the project budget.

Iain Masterton looks at two recent VAT Tribunal decisions which indicate the complexity 
of the VAT property rules, particularly in relation to property conversions.
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As has been reported recently in the press, 
some of the more practical effects of Brexit 
are beginning to emerge, specifically the 
impact on UK businesses who bringing in 
goods from the EU.

The most specific impact that Brexit will 
have for importers of goods from the EU will 
be the additional potential cashflow burden.  

At present, VAT on purchases of goods 
from other EU businesses is accounted for 
under the ‘reverse charge’ procedure on the 
buyer’s VAT return. No VAT is charged by the 
supplier and the VAT charge is accounted 
for by the buyer and then recovered on the 
same VAT return which in most cases results 
in a nil adjustment. 

If a hard Brexit is what we are left with, UK business 
will be treated as importers and will have a liability 
to pay 20% import VAT (and Customs Duty) on most 
goods when the goods come into the UK from the 
EU.  It has been suggested by some commentators 
in the industry that HMRC could introduce postponed 
accounting for import VAT from former EU Member 
States (replicating the current system) which would 
ease the cashflow burden on importers, however in 
the absence of a revised scheme, import VAT would 
not be recoverable until the UK importer submits 
its next monthly/quarterly VAT return to HMRC. This 
could potentially impact on the UK importer’s cash 
flow and working capital and potentially leading to 
increased bank guarantee charges if they operate an 
import VAT/duty deferment account.

 
At the recent Budget in November 2017, the 
Government acknowledged this and will consider 
options but it has not produced any specific proposals.

Other changes on the horizon that may affect import 
VAT are the EU’s proposed Single VAT Area reform 
which is scheduled to begin on 1 January 2019 which 
would require UK traders to be approved by HMRC as 
‘Certified Taxable Persons’ (CTP) in order to continue 
to use ‘reverse charge’ VAT accounting for intra- EU 
acquisitions/dispatches. If there is an agreement for 
the UK to stay in the EU single market after Brexit, 
UK businesses dealing may make CTP status a long 
term necessity.

BREXIT:
impact
on UK 
importers
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Also, From 1 May 2019, UK 
businesses using the Simplified 
Import VAT Accounting Scheme 
(SIVA), which allows importers 
to defer payment of import VAT 
to HMRC without providing 
a financial guarantee, will be 
subject to more stringent eligibility 
requirements.

Both of the above issues can 
be addressed by obtaining 
accreditation as an Authorised 
Economic Operator (AEO), which 
should provide faster customs 
clearance and approvals for 
cross-border goods movements 
as well as automatically meeting 

approval standards for SIVA and 
CTP.

What importers should be 
doing? 

Any UK business which buys 
goods from EU suppliers at the 
moment should calculate the 
amounts of import VAT/duty which 
might apply to post-Brexit imports.  
There are several relief measures 
that could be used such as inward 
processing relief, duty deferment 
and customs warehousing which 
could be considered even now.  

Another advisable action is to 
apply to HMRC for AEO status. 
The process for application takes 
around six to eight months and 
HMRC is likely to be burdened with 
increased applications as Brexit 
approaches.  as HMRC receives 
more and more applications from 
UK businesses worried about 
potential disruption/ delays to 
their post-Brexit EU/UK goods 
movements.
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We provide advice, consultancy and support with 
VAT planning, capital projects and disputes. We have 
a specialist in-house team with valuable expertise to 
help you understand complex legislation, case law 
and HMRC guidance.

We advise on specific projects and also provide VAT 
audits to review your position.

VAT touches on nearly every aspect of business, so 
our team works with colleagues across Chiene + Tait 

to deliver the right advice. We have over 40 years 
of experience dealing with a wide range of issues 
for SMEs, charities, farms & estates, and the public 
sector.

Contact us whether you have a specific question, 
need general advice or are looking for an audit of 
what you do.
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