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Editorial 
Since our last VAT Matters edition in Spring 2020 at 
the outset of the COVID-19 pandemic, we have all 
been trying to deal with the extraordinary challenges 
that have been thrown at us from a commercial and 
personal level.

The UK Government has introduced measures to 
assist businesses during the crisis including the 
VAT deferral scheme and also the introduction of the 
temporary lower VAT rate for the hospitality, holiday 
accommodation and visitor attractions industries. 
These changes have thrown up interesting technical 
questions since the start of the Summer.

Other changes in VAT law such as the reverse charge 
for the construction industry which have been pushed 
back on two occasions will be introduced next March 
and we have outlined some of the main points within 
this edition.

Brexit is now receiving more focus with a “no deal” 
scenario looking extremely likely.  We have tried to 
focus on some key areas for businesses to consider 
towards the end of the year to ensure that they are 
prepared for these changes.

In terms of other articles, we have had a few queries 
from clients in the last few months regarding the 
VAT treatment of vouchers.  The rules for vouchers 
changed in 2019, however the VAT rate change for the 
hospitality industry has thrown up some interesting 
questions and these have been highlighted in this 
feature.

For our charity clients, there has been a long running 
issue with HMRC’s view of social media advertising 
and to what extent this benefits from zero rating like 
other forms of advertising.  HMRC has clarified their 
position recently with guidance and hopefully our 
article will be interesting to our many clients in the 
third sector.  

Our VAT team remain working and assisting clients 
in these challenging times so if there is anything we 
can help with over the next few months please do not 
hesitate to contact us.

Iain

Iain Masterton, VAT Director 
iain.masterton@chiene.co.uk
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Accounting for VAT on 
gift vouchers

When should a business account for 
VAT on a gift voucher?

Gift vouchers are sold to allow the holder to redeem 
them at a later date for goods or services.  The VAT 
treatment of a voucher does actually vary depending 
upon the type of voucher being issued. Following 
new VAT rules which were introduced in 2019, there 
are now two types of voucher for VAT purposes:

1. Single Purpose Voucher (“SPV”)   
A single purpose voucher is one where, at the 
time of issue, the liability to VAT of the goods or 
services to which it relates, and the place where 
they will be supplied are known. 

 

2. Multi-Purpose Voucher (“MPV”) 
A multi-purpose voucher is any voucher that 
is not a single purpose voucher.  MPV can be 
redeemed for any goods or services which might 
have different rates of VAT applied to them, the 
appropriate VAT rate is therefore not known at 
their time of issue.

The difference in terms of their VAT treatment is that 
the VAT is payable:

 + On an SPV at the time it is issued, as the VAT rate 
is known at the point of sale; and 

 + On an MPV when the voucher has been redeemed, 
at which point the VAT rate is confirmed

This could be particularly relevant for restaurant 
vouchers during the present temporary VAT cut.  
Before the temporary VAT cut was implemented, a 
restaurant voucher would have been classified as 
a SPV – at the point of sale, the VAT liability of the 
supplies would have been known as the full supply 
would be liable to the standard rate of VAT of 20%.

However, during the temporary VAT cut where sales of 
food and non-alcoholic drinks in restaurants are liable 
to VAT at 5%, the VAT liability of the goods/services 
at the point of sale of the voucher is not known – 
this could be used for 5% food and/or 20% alcohol.  
Therefore, during the temporary VAT cut period (up to 
31 March 2021), restaurant vouchers (where alcohol 
can be purchased) would need to be treated as multi-
purpose vouchers.  VAT would therefore need to be 
accounted for at the point of redemption – when the 
relevant VAT rates and values are known.
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With the end of the transition period nearing, businesses need to consider the new rules 
that will come into force from 1 January 2021 in relation to trade with EU countries.

From 1 January 2021, there will be changes in the way 
indirect taxes are accounted for when importing into 
the UK.  New processes for administering imports and 
exports will be implemented and taxpayers may need 
to obtain additional information about their goods for 
crossing the UK border, and they may require the 
services of a customs agent.

Imports

From 1 January 2021, purchases of goods from EU 
suppliers will be regarded as imports.  The process for 
importing goods from the EU will change.  Businesses 
in the UK will need to complete the following actions to 
continue importing from EU countries from 1 January 
2021:

a. How to declare goods
A customs declaration will need to be made when 
importing goods from the EU.  These rules currently 
apply to importing goods from the rest of the 
world, including Switzerland, Norway, Iceland and 
Liechtenstein.  This declaration can be made by the 
business or the business could engage someone 
else such as a courier, freight forwarder or customs 
agent to do it on its behalf.

b. EORI Number
An EORI number will be required to import goods 
from 1 January 2021.

c. Check the rate of tax and duty 
Businesses will need to pay import VAT and Customs 
duty, if applicable, on all imports.
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Import VAT

From 1 January 2021, UK VAT registered businesses 
will be able to account for import VAT on its VAT Return 
for goods imported from anywhere in the world.  
This means businesses will be able to declare and 
recover import VAT on the same VAT Return, rather 
than having to pay it upfront and recover it later which 
is a huge cash flow saving.

Businesses do not need to be authorised to account 
for import VAT on its VAT Return and can automatically 
start using this procedure from 1 January 2021.  This 
is the case if:

 + the goods imported are for a business use;

 + the business’ EORI number, which starts ‘GB’ is 
used on the customs declaration; and

 + the business’ VAT registration number is included 
on the customs declaration, where needed.

Businesses will therefore be able to use this way of 
accounting for import VAT moving forward from 1 
January 2021, which will assist with cashflow.

How to complete your VAT return

Due to postponed VAT accounting, there will be 
changes to the way VAT returns are completed.  An 
online monthly statement will be available to download 
and keep for business records.  It will show the total 
import VAT postponed for the previous month which 
businesses should include in the VAT Return.

The boxes on the VAT Return will be as follows:

Box 1 Include the VAT due in this period 
on imports accounted for through 
postponed VAT accounting

Box 4 Include the VAT reclaimed in this period 
on imports accounted for through 
postponed VAT accounting

Box 7 Include the total value of all imports of 
goods included on the online monthly 
statement, excluding any VAT

Customs Duty

The UK’s new Global Tariff will replace the EU’s 
Common External Tariff on 1 January 2021 at the end 
of the Transition Period.  The new tariff is tailored to the 
needs of the UK economy supporting the economy 
by making it easier and cheaper for businesses to 
import goods from overseas.  HMRC state that it is a 
simpler, easier to use and lower tariff regime than the 
EU’s Common External Tariff (EU CET).  Therefore, 
after 1 January 2021, when any purchases of goods 
from outside the UK will be classified as imports, 
they will be liable to duty calculated based on the UK 
Global Tariff rate.  

Customs Duty is not recoverable so any applicable 
duty would be an additional cost to any UK business.  
To use the UK Global Tariff, you need either the 
commodity code or description of the product.

The UK Global Tariff can be found using the following 
link:

https://www.check-future-uk-trade-tariffs.service.gov.
uk/tariff 

If you consider your business will be impacted by the 
updated rules for importing goods to the UK, please 
get in touch and the VAT team can ensure your 
business is fully equipped for the new rules from 1 
January 2021.



VAT Quarterly Newsletter                             Autumn 2020
Issue 7

Digital supplies & MOSS

Brexit will have a major impact on digital businesses 
both in the UK and outside, particularly when it comes 
to accounting for and reporting VAT.  This will impact 
both UK businesses supplying digital services to EU 
consumers and non-UK businesses supplying digital 
services to UK consumers.

The Mini-One-Stop-Shop (MOSS) service was 
introduced back in 2015 when the EU amended 
the rules on how cross border digital supplies to 
consumers were to be taxed in the member state of 
consumption.  The MOSS service allows businesses 
to submit one return including its supplies to all 
consumers in the different EU member states.

1.  Digital businesses registered with UK VAT MOSS

As the UK will be a non-EU member state from 1 
January 2021 digital businesses will not be able to 
use the UK’s VAT MOSS service to declare the VAT 
due on its sales to consumers located in the EU.  The 
final return period for the UK’s VAT MOSS system will 
be the period ending 31 December 2020.

From 1 January 2021, to continue to use VAT MOSS 
digital businesses will need to register for the VAT 
MOSS scheme in an EU member state, by the 10th 
day of the month following your first sale to an EU 
customer.  For example, if a business makes its first 
sale on 12 January 2021, then it must register by 
10 February 2021.  Effectively businesses need to 
change their MOSS identification country.

New Year, New 
Changes: MOSS 
Updates
The end of the Brexit transition period on 1 January 2021 will bring new changes that will 
impact any business that currently trades with the EU.
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If a business does not want to use VAT MOSS from 
1 January 2021, it must register for VAT in each 
EU member state where it sells digital services to 
consumers.

We therefore recommend any business with a UK 
VAT MOSS registration to consider and apply for a 
MOSS registration number in an EU member state, 
for example Ireland.  This will then allow the business 
to report quarterly sales to the remaining EU member 
states under the non-Union MOSS scheme.  

2. Digital businesses selling into the UK

Any digital business that sells digital services into the 
UK will also be unable to use their MOSS registration 
to report sales to UK consumers from 1 January 
2021.  In this case, these businesses will be required 
to apply for a regular UK VAT number to report any 
digital sales to UK customers.  Please note, there is 
no threshold for this.  All UK sales will be required 
to be immediately reported to HMRC from 1 January 
2021. 

This will therefore apply to all EU based digital 
businesses making supplies to UK consumers.  

Please refer to the table to the right for more 
information.

 

Business Current 
Position

From 1 January 2021

UK Based Registered 
for Union 
MOSS 
Scheme in 
UK

 + Will need register for 
MOSS in an EU member 
state under Non-Union 
scheme.

 + We would recommend 
Ireland.

 + Registration would 
need to be made by 10 
February 2021 if sales 
made to EU consumers 
in January 2021.

EU Based 
(not UK)

Registered 
for Union 
MOSS 
scheme in 
EU member 
state

 + If makes digital supplies 
to UK consumers, will 
need to register for UK 
VAT with effect from 1 
January 2021.

Non-EU 
Business

Registered 
for Non-
Union MOSS 
Scheme in 
UK

 + Will need to register for 
MOSS in a different EU 
member state under 
Non-Union scheme.

 + We would recommend 
Ireland.

 + Registration would 
need to be made by 10 
February 2021 if sales 
made to EU consumers 
in January 2021.

 + If makes digital supplies 
to UK consumers, will 
need to register for UK 
VAT with effect from 1 
January 2021.
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What is an EORI?

EORI stands for “Economic Operators Registration 
and Identification Number”.

Businesses and people wishing to trade must use 
the EORI number as an identification number in all 
customs procedures when exchanging information 
with Customs administrations.

An EORI number is formed of the ISO country code 
(EU member state) and a maximum of 15 digits. 
Generally speaking, in the UK, a VAT registered 
company’s EORI number will consist of the prefix ‘GB’ 
followed by the company VAT number and suffixed 
with ‘000.’ Despite being based on the traders VAT 
number, the EORI isn’t automatically generated.  
Businesses should therefore check if they have an 
EORI and if not apply to be activated.

Why is an EORI required?

From 1 January 2021 businesses will need an EORI 
number to move goods between the UK and the EU.  
When a business imports into the UK or EU, it will 
have to include its EORI number on declarations for 
customs to check. If you do not have one, you may 
have increased costs and delays.  

I need more than one EORI?

Yes, prior to Brexit, UK EORI numbers were accepted 
by the EU and vice versa.  This will however stop from 
1 January 2021. Businesses will need an EU EORI 
number if it will be making customs declarations or 
getting a customs decision in the EU.  

Businesses will therefore need a UK EORI number 
to export or import goods. And an EU EORI for the 
opposite leg of the same goods movement.

How do I register for an EORI?

If your businesses does not currently have an EORI 
number don’t worry it really is quite a straightforward 
(and relatively quick!) process. It was announced 
that EORI numbers would be automatically issued to 
certain businesses so it would be worth checking first. 
If required, businesses will be required to complete 
a simple form with HMRC.  HMRC will then email 
confirmation of the UK EORI.  

Procedures for issuing EU EORI numbers differ across 
the remaining 27 Member States. The European 
Commission has indicated that all customs authorities 
across the Member States are accepting applications 
for authorisations and registration.  These EU EORI 
numbers will activate upon the UK leaving the EU.

So UK businesses trading with the EU should (if they 
do not already have one) apply for a UK EORI number 
from HMRC, to ensure they can still move their goods 
into and out of the UK post-Brexit, and (whether or not 
they have a UK EORI number) apply for an EU EORI 
number from the Customs authorities in whichever 
EU state they deal with the most, to ensure they can 
still move their goods into and out of the EU.

Similarly, EU businesses intending to continue trading 
with the UK will need to apply for a UK EORI number 
post-Brexit.

EORI Numbers – 
Not one but two
If your business will be selling goods to consumers between the UK and EU from 1 
January 2021, it will need to ensure it has the appropriate EORI numbers to avoid goods 
being held by customs in the UK or EU.
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Further delay in implementation 
of Construction Services Domestic 
Reverse Charge (“DRC”)
HMRC announced earlier this year that the introduction 
of the domestic reverse charge for construction 
services will be delayed a further 5 months until 1 
March 2021 due to the impact of the coronavirus 
pandemic on the construction sector.

The domestic reverse charge for building and 
construction services was originally planned to come 
into force on 1 October 2019, but this was initially 
delayed for a year in response to industry concerns 
that some businesses were not ready to implement 
the changes required.

This further extension has been implemented to help 
businesses overcome the effects that the coronavirus 
pandemic has had and provide additional time to 
prepare for the introduction of the reverse charge.

HMRC have also confirmed that there will also be 
an amendment to the original legislation to make it 
a requirement that for businesses to be excluded 
because they are end users or intermediary suppliers, 
they must inform their sub-contractors in writing of this 
fact.  This is designed to make sure both parties are 
clear that the supply is excluded from the new rules.  
It reflects recommended advice published in HMRC 
guidance and brings certainty for sub-contractors as 
to the correct treatment for their supplies.  If followed, 
it will remove a concern that HMRC may seek to 
challenge the reverse charge treatment where a 

business that qualified as an end user or intermediary 
supplier had not given any notification of their status.

Will the DRC affect your business?

It will affect you if:

1. You work on any contract covered by the CIS; and
2. Both you and your main contractor or subcontractor 

are VAT registered businesses.

If your subcontractors are not VAT registered or your 
supplies are zero-rated, then the reverse charge will 
not affect you.  The DRC will also not apply on services 
to end user customers.  End users are consumers 
and final customers for example, a VAT registered 
customer who is not intending to make further on-
going supplies of construction.

Use the flow chart on page 12 to see how you would 
decide whether to apply normal VAT rules or apply 
the reverse charge to your supplies:

Practical issues 

There will be a number of important considerations 
for contractors and sub-contractors due to the DRC. 
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1. Contractors and subcontractors will need to 
identify instances where they supply services to 
other contractors – rather than a consumer or 
end-user – and decide whether the services are 
caught within the list of services covered by the 
DRC.  This is important because there will be no 
requirement to charge VAT on these services.

2. Contractors that are used to preparing and 
paying VAT via quarterly VAT returns will need 
to recognise that it will no longer receive VAT on 
these supplies and plan cash flow accordingly.  
There will not be the opportunity to use the VAT 
received to assist with cashflow throughout the 
quarterly period.  Businesses therefore need 
to prepare for the fact that from March 2021, 
payments will be received net of VAT.  A failure to 
consider this could leave businesses struggling 
to pay suppliers and debts.

3. Contractors will need to continue to show all the 
information normally required to be included on a 
VAT invoice as part of any issued application for 
payment or invoice and in addition are required to

 + a. Make it clear that the domestic reverse charge 
applies and that it is the customer’s responsibility 
to account for and pay the required VAT to HMRC, 
for example “invoice subject to the construction 
domestic reverse charge under VAT Act 1994 
Section 55A, customer to pay VAT to HMRC”.

 +
 + b. Clearly state how much VAT is due under 

the reverse charge, or the rate of VAT if the VAT 
amount cannot be shown, but the VAT should 
not be included in the amount charged to the 
customer

 +
 +

Based on this we consider that all businesses should:

 + Make sure the accounting systems and software 
used can deal with the reverse charge

 + Consider whether the change will impact the 
business’ cash flow

 + Make sure all staff who are responsible for VAT 
accounting are familiar with the reverse charge 
and how it will work

11
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Q.1 Is the supply made by an 
employment business?

Q.2 Does the supply fall within 
the scope of CIS?

Q.3 Is the supply standard 
rated or reduced rated?

Q.4 Is your customer VAT 
registered?

Q.5 Is your customer CIS 
registered?

Q.6 Has your customer 
provided written confirmation 

that it is an end user?

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

Normal VAT rules apply

Yes

N
o

No

No

No

No

Yes
Yes

Yes
Yes

Guidance

HMRC have now issued revised guidance on the 
domestic reverse charge for building work, the main 
part of which is here www.gov.uk/guidance/vat-
reverse-charge-technical-guide;

If you consider that the construction reverse charge 
may affect your business, please get in touch and 
we can discuss the changes this may have on your 
business. 

Yes
Normal VAT rules apply

N
o

Domestic Reverse Charge 
VAT applies
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News and Updates

1. VAT Cut

A temporary 5% VAT rate came into effect from 15 
July 2020.  This temporary VAT rate applies to the 
following areas: 

 + Sales of Food and non-alcoholic drink in 
restaurants, pubs, bars, cafes and similar 
premises

 + Hot takeaway food and non-alcoholic beverages

 + Sleeping accommodation in hotels, B&B and 
similar accommodation including holiday 
accommodation, pitch fees for caravans and 
tents and associated facilities

 + Admissions to tourist attractions such as theatres, 
concerts, amusement parks etc.

This 15% emergency VAT cut for the tourism and 
hospitality industries has now been extended to 31 
March 2021.

2. VAT and Compensation

New guidance confirms that HMRC will now generally 
see compensation and early termination fees as 
subject to VAT.

Previous HMRC guidance said when customers are 
charged to withdraw from agreements to receive 
goods or services, these charges were not generally 
for a supply and were outside the scope of VAT.  
Following recent CJEU judgments it has become 
evident that these charges are normally considered 
as being for the supply of goods or services for which 
the customer has been contracted for.  Most early 
termination and cancellation fees are therefore liable 
for VAT.  This is the case even if they are described as 
compensation or damages.

HMRC guidance on charges described as 
compensation or early termination fees in a contract, 
have been changed to make it clear that they are 
generally liable for VAT.

As a consequence, HMRC now views:

a. payments arising out of early contract termination 
as consideration for a taxable supply;

b. liquidated damages, which HMRC previously 
explicitly stated were outside the scope of VAT, as 
consideration for a supply; and

c. payments for breach of contract, which HMRC 
also explicitly stated were outside the scope of 
VAT, as further consideration for a supply.

Of some concern is HMRC’s statement that ‘any 
taxable person that has failed to account for VAT 
to HMRC on such fees should correct the error’.  It 
appears that retrospective corrections are therefore 
expected unless a specific ruling has been obtained 
from HMRC to state that the fees are outside the scope 
of VAT (in which case the changes are prospective 
from the 2 September 2020).

We therefore recommend that businesses review any 
payments which have been historically been treated 
as outside the scope of VAT compensation.  Please 
get in touch with us if you have treated compensation 
payments in this way. 

13
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4. HMRC Updates Stance on Digital 
Advertising by Charities

HMRC has recently issued a brief (13(2020)) on VAT 
and digital advertising by charities stating that VAT 
is no longer due on the majority of internet search 
browsing advertisements.

Generally, zero rate VAT applies for advertising 
services supplied by a third party to a charity when 
the services are designed for the general public.  
However, advertising services are excluded from 
the zero rate if a member of the public has been 
selected or targeted by the charity to receive the 
advertising.  This includes any method of contact, 
including electronic communications.  It has always 
been accepted that the advertisements supplied by 
digital methods have the potential to fall within the 
zero rate.  However, digital advertising includes a 
level of selection that makes it difficult to determine if 
the zero rate can apply.

What has Changed?

The Brief outlines that HMRC has reviewed a range of 
digital advertising situations and has accepted that a 
handful of the situations are now eligible for the zero 
rate, and this could result in a significant VAT cost 
saving for charities. 

The biggest change is that the Brief now includes 

‘Location targeting’ as falling within the zero rate.  
HMRC has explained this is when individuals opt in to 
provide location data, and this information is collected 
and combined into large datasets to target audiences 
who have visited particular areas.  Advertisements 
relating to that data are then displayed as they browse 
elsewhere.  No personal data or survey results are 
collected.

Some of the other items that the Brief also considers 
as falling within the zero rate include: demographic 
targeting, behavioural targeting & pay-per-click 
adverts.  A more comprehensive list can be found in 
the Brief: Revenue & Customs Brief 13 (2020): VAT 
Charity digital advertising relief.

HMRC still considers categories described as ‘social 
media’, ‘subscription websites’ and email advertising 
as falling within the scope of the standard rate. 

Will There be more Changes?

Whilst this Brief does represent some progress on 
HMRC’s part to bring their legislation and guidance 
into the 21st Century, there is still an argument that 
more work can be done especially with regards 
to ‘social media’ advertising and ‘subscription 
websites’.  However, this slight change in policy does 
represent at least that HMRC is willing to consider the 
ever changing and digital world that we all now live 
in and so possible future changes are definitely up 
for grabs.

3. VAT Deferral

As businesses will be aware, the government 
introduced a VAT payment deferral earlier this year 
which covered VAT return payments for the February, 
March and April VAT returns.  As part of this deferral 
the VAT that was liable to be paid to HMRC was 
deferred until 31 March 2021.  Please note this 
deferral was not extended.

The government has however introduced the VAT 
deferral ‘New Payment Scheme’.  This will give 

businesses which deferred VAT the option to spread 
their payments over the financial year 2021-2022.  
Rather than paying in full at the end of March 2021, 
businesses will be able to choose to make 11 equal 
instalments over 2021-22.  All businesses which 
took advantage of the VAT deferral can use the New 
Payment Scheme.  Businesses will need to opt in, 
but all are eligible.  HMRC will put in place an opt-in 
process in early 2021.  The instalment payments will 
be interest-free to help with cashflow management.  
Those that can pay their deferred VAT can still do so 
by 31 March 2021.

14
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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.

MEET OUR TEAM

IAIN MASTERTON
VAT Director
iain.masterton@chiene.co.uk

HELEN MACKENZIE
VAT Partner
helen.mackenzie@chiene.co.uk

KERRY ANNAND
VAT Assistant Manager
kerry.annand@chiene.co.uk

ANDREW YOUNG
VAT Senior
andrew.young@chiene.co.uk
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