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WYCAS provides a range of specialist services designed to meet the needs of 
the third sector 

 
One to one support and training 

Preparation of year-end accounts 
Independent examination 

Financial training courses and workshops 
Computerising accounts 

Bookkeeping and management accounts 
Advice and information 

Bespoke consultancy projects 
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What is VAT? 
 
VAT is a tax on consumer expenditure. It is collected on business 
transactions, imports and acquisitions. 
Most business transactions involve supplies of goods or services. 
VAT is payable if they are: 

supplies made in the United Kingdom (UK) or the Isle of Man  
by a taxable person  
in the course of a business and  
are not specifically exempted or zero-rated 

 
VAT has a wide scope and can affect charities and voluntary / not for profit 
organisations. 
 
 
Charities & voluntary organisations activities – taxable supplies? 
 
If the activities of a charity or voluntary organisation are considered partly or 
wholly trading then you would have to consider if those activities are subject 
to VAT, zero-rated or exempt. If they aren’t considered business activities 
then they are outside the scope of VAT so there is no requirement for 
registration. 
 
To be recognised as a charity by H.M. Revenue & Customs, the organisation 
has to “have charitable status” which in practice means it has to be either 
registered with the Charity Commission or have it’s charitable status 
recognised by the Inland Revenue (Contact: HMRC Charities, St John’s 
House, Merton Rd, Bootle, Merseyside L69 9BB,  www.hmrc.gov.uk/charities 
or 0845 302 0203). 
 
   
Types of income for charities/voluntary organisations as per SOFA 
 
Income Type Activity Type Potentially 

VATable 
DONATED INCOME  Non-business activity  N 
SERVICES PROVIDED 
FOR CHARITABLE OBJECTS Primary Purpose trading  Y 
SALES FROM FUNDRAISING Non-primary trading   Y 
INVESTMENT INCOME  Non-business activity  N 
 
OTHER INCOME                          Analyse as above 
 
There is no blanket exemption from VAT for charities but there are 
concessions available. 
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VAT Categories 
 
In order to decide whether an organisation should be VAT registered you 
need to go through all your sources of income and decide which VAT 
category they come under and also their level of income.  

� Non – Business 
� Business 

� Exempt 
� Taxable 

� Zero-rated 
� Standard-rated 

 
Non-business 
Non-business activities for charities are where something is given without an 
expectation of getting anything in return. Voluntary donations and grants 
come under this category. Welfare activities, where the contribution paid by a 
beneficiary is minimal i.e. the organisation should be subsidising the cost by 
at least 15% would be non-business activity. E.g. where a lunch club 
beneficiary pays £1 for lunch and the total cost is £2 (the extra £1 may be 
funded by a grant) would be non-business activity. 
 
Business - Exempt supplies 
These are activities specified as exempt under VAT legislation.  
HMRC Reference:Notice 701/39 (August 2004) has a comprehensive list of 
which the following are some which might apply to the voluntary sector: 
 

• Medical care by registered professionals 

• Education in schools, universities and colleges 

• Vocational training courses (training should help people in their work or 
voluntary work and can include educational conferences) 

• Nursing homes, registered care homes, hospices 

• Nurseries, crèches and playgroups registered under the Children Act 
1989 

• Activities of youth clubs 

• Cultural activities eg. Admissions to galleries, performances, museums 
etc where they are managed on a voluntary basis 

• Renting out residential accommodation 

• Welfare services provided on a “not for profit” basis by charities 

• Lotteries and bingo 

• Fundraising events run by charities or their trading subsidiaries 
 
Exempt supplies are not subject to VAT and do not count towards the 
registration threshold. 
 
Business - Taxable - Zero rated supplies 
Zero rated activities will count towards the VAT threshold. 
 
These activities are zero-rated: 
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• Sales of publications, magazines & newsletters 

• Exports 

• Sales of donated goods by a charity or its subsidiary 

• Sales of children’s clothes or shoes 
 
Business - Taxable – Standard rated 
VAT applies to ALL trading activities – both primary purpose trading and 
trading for fundraising. 
Primary Purpose trading and Non-Primary purpose trading would be taxable 
at standard rate unless falling into one of the above categories, non-business, 
zero-rated or exempt from VAT.   
 
e.g. Typical supplies BY a charity 
Supply of educational services by an educational charity VAT EXEMPT 
Fundraising events – all charges made by the charity  VAT EXEMPT 
Supply of welfare or spiritual services where these are 
part of the charities objects      VAT EXEMPT 
Sales of donated goods      0% VAT 
Room Hire (Unless exemption has been waived)  VAT EXEMPT 
 
Fundraising events – restricted to 15 events of the same kind in a financial 
year at any one location. 
 
Grants/Contracts 
If funding is freely given with nothing supplied in return then no VAT is due as 
the funding is not a consideration for any supply and is therefore outside the 
scope of VAT.                                         
 
However, some funding may be given in return for goods or services to be 
supplied by the organisation. This funding would be a consideration for supply 
and VAT may be due on the income if the goods/services are taxable at 
standard or reduced rate. 
 
Some funding might be given subject to the provisions of a contract or 
agreement.  
 
It is important to note that many contracts or agreements are drawn up purely 
to ensure that funds are used for the intended purpose and may still not be 
considered a supply of goods or services. Attaching conditions to the payment 
of grants to make sure the money is spent correctly doesn’t turn it into a 
consideration for supply. Also certain “benefits” to the funder might arise as a 
result of conditions or safeguards e.g. copies of reports, but usually where 
these are incidental to the primary purpose of the project and are minimal in 
relation to the amount of funding, the funding wouldn’t be seen as a 
consideration for supply. 
 
To decide whether funding is a consideration for supply, an organisation must 
ask itself the following questions: 

• does the donor receive anything in return for the funding? 



GPG No 21: VAT for small charities and voluntary organisations 

 Copyright: WYCAS This Document may be reproduced in whole or in part subject to 
acknowledgement of source 

5

• if the donor doesn’t benefit, does a third party benefit instead? If so, is 
there a direct link between the money paid by the donor and the supply 
received by the third party? 

• are any conditions attached to the funding which go beyond the 
requirement to account for the funds (i.e. good housekeeping)? 

 
If the answer to one of the questions is yes it indicates that the funding may 
not be freely given and may be a consideration for supply. 
 

Grant Funding or Third Party Funding? 
Taken from HMRC Notice 701/1 – Charities (Section 5.10) 

 
The following example may help to illustrate the difference between ‘grant 
funding’ which falls outside the scope of VAT and ‘third party funding’ which is 
payment by one party on behalf of someone else and is subject to VAT. 
 
A Citizens Advice Bureau (CAB) provided free legal, and other, advice. It 
received grant funding from, amongst others, the local authority. The local 
authority, as a condition of grant funding, required a service level agreement 
to be entered into by the CAB, detailing opening times, levels of service etc. 
On this basis the CAB viewed the funding, and linked agreement, to be 
consideration for a taxable supply of services to the local authority. 
 
On appeal to the VAT tribunal it was found that there was nothing in the 
service level agreement to support the CAB’s view. In the Tribunal’s view, 
although strings were attached to the grant given by the local authority, that in 
itself did not create a supply.  This was because the local authority did not 
derive any direct benefit from the advice given. Its only benefit was the 
indirect knowledge that it had helped fund a service that might be of benefit to 
its citizens. The strings attached to the grant funding were simply good 
housekeeping measures by the local authority. The only supplies made were 
to the local citizens and, as these were mainly free of charge, there was no 
supply for VAT purposes. 
 
The only exception is where legal advice is given by a CAB to a citizen who 
qualifies for legal aid. In such cases the legal advice given is subject to VAT.  
This is because the CAB has received specific payment, from a third party, for 
specific advice given to a citizen. 
 
If you need help deciding whether a charity is making a supply, or on the VAT 
liability of a supply, please contact HMRC National Advice Service on 
telephone 0845 010 9000  (Monday – Friday 8am – 8pm). 
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VAT implications on the use of funds 
 
Even though an organisation may be wholly supported by income which is 
outside the scope of VAT e.g. grants, donations, that doesn’t mean that all the 
activities it undertakes will be non-business activities. 
 
The organisation needs to ask itself what activities the funds will be spent on 
and whether those activities are business for the purposes of VAT. If the 
activities are business activities there may be a taxable supply. 
 
Registering and charging VAT 
 
The supply of any goods and services, which are subject to VAT at any rate 
are called taxable supplies whether you are VAT registered or not. 
If the value of your taxable supplies is over a specific limit, you need to 
register for VAT, unless your supplies are wholly or mainly zero rated in which 
case you may apply for exemption from registration.  
The limit or threshold in any rolling 12 months period changes every year on 
1st April so check with HMRC what the current limit is.  If your taxable supplies 
are above this level you must register for VAT. However, there is also the 
concept of voluntary registration which may benefit an organisation depending 
on the type of taxable supply.  Note that you must have some taxable supplies 
to qualify for voluntary registration. (The taxable limit usually increases in April 
each year) 
 
Partial Exemption may apply where an organisation is registered for VAT but 
not all of its income comes from taxable supplies i.e. it has income which is 
exempt and/or outside the scope. Charities/voluntary organisations especially 
may be partially exempt. What this means is that only a proportion of the input 
tax (VAT paid on purchases) can be reclaimed. 
 
e.g. in the VAT quarter; the total VAT paid on purchases totals £15,000. 
VAT on purchases made relating to non-trading income is £5,000 and can’t be 
reclaimed. 
VAT on purchases made relating to exempt trading is £3,000 and can’t be 
reclaimed. 
This leaves you with £7,000 of input tax that can be reclaimed. 
 
However, if you are dealing with much smaller amounts the de minimis rule 
may apply and you would be able to reclaim VAT on purchases relating to 
exempt trading. (See HMRC PE4050 for further information). 
 
e.g. in the VAT quarter the total VAT paid on purchases totals £2,000 
VAT on purchases made relating to non-trading income is £800 and can’t be 
reclaimed. 
This leaves you with £1,200 VAT paid in the quarter. (This figure has to be 
less than £625 per month and not more than 50% of all business input tax 
incurred for the de minimis rule to apply). 
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If VAT paid on purchases made relating to exempt trading is greater than 50% 
of this balance (more than £600) then none of the above balance can be 
reclaimed. 

VAT reliefs charities can obtain on their purchases 
 
Certain goods and services are zero-rated or reduced-rated when purchased 
by charities, regardless of whether the charities are registered for VAT or not. 
For each of these reliefs specific conditions have to be met. Charities wishing 
to take advantage of reliefs must provide their suppliers with eligibility 
declarations certifying that the conditions have been met for that relief. Please 
see paragraph 6.2 HMRC Notice 701/1 Charities for more information on 
eligibility declarations. 
 
VAT reliefs available 
(Extracted from VAT notice 701/1) 
 
Advertising and goods connected with collecting donations 
The supply of advertising to a charity is zero-rated. The zero-rating covers 
advertisements on any subject, including staff recruitment. A charity can also 
purchase pre-printed collecting boxes, envelopes and appeal letters at the 
zero rate. Low cost lapel stickers, emblems and badges that a charity gives in 
acknowledgement of a donation can also be zero-rated. More information can 
be found in Notice 701/58. 
Charity advertising and goods connected with collecting donations. 
If a printer produces a package of printed material for a charity, some of which 
is zero-rated and some of which is standard-rated, the printer may be able to 
zero rate the entire package. This is known as the package test. More 
information on the package test can be found in Notice 701/10 Zero-rating of 
books etc. 
 
Aids for the disabled 
Supplies to charities of certain goods and services which the charities make 
available to disabled people for their personal or domestic use are zero-rated. 
More information can be found in Notice 701/7 Reliefs for disabled people and 
Notice 701/59 Motor vehicles for disabled people. 
 
Construction 
The construction of buildings, and certain works to protected buildings, 
intended to be used solely for non-business purposes or as a village hall or 
similar can be zero rated subject to certain criteria being met. More 
information can be found in Notice 708 Buildings and construction. 
In certain circumstances a charity can also benefit from zero-rating for the 
construction of a ramp, widening a doorway or passage, or providing, 
extending or adapting a washroom or lavatory. For more information see 
Notice 701/7 Reliefs for disabled people. 
The construction reliefs are complex and we recommend that charities contact 
the National Advice Service on 0845 010 9000 to check entitlement to zero-
rating before commencing a project. 
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Drugs and chemicals 
A charity engaged in medical or veterinary research can purchase substances 
directly used for testing, or for mixing with other substances in the course of 
that research, at the zero rate. 
A ‘substance’ can be natural or artificial, and can be in solid or liquid form or in 
the form of a gas or vapour. If the substance is purchased in the form of gas 
the zero-rating will also apply to the cylinder rental. 
 
Energy-saving materials 
The installation of energy-saving materials, such as central heating and 
insulation, in residential accommodation or in a building used solely for 
relevant charitable purposes (which means used for non-business purposes 
or as a village hall or similarly) is liable to VAT at the reduced-rate. See Notice 
708/6 Energy-saving materials for details. 
 
Equipment for producing ‘talking’ books and newspapers 
Charities and voluntary bodies caring for the blind and the severely visually 
impaired can obtain zero-rating for purchases of sound recording and 
reproduction equipment (or parts and accessories for such equipment) that 
has been designed or specially adapted for recording or reproducing speech 
for the benefit of such persons. In the case of reproduction equipment, zero-
rating will not apply where the equipment is available for use by anyone other 
than the blind or severely visually impaired. The zero-rating also covers radios 
and cassette recorders purchased by charities for free loan to the blind, and 
the repair or maintenance of any equipment mentioned in this paragraph. 
However, the supply of cassette tapes is standard-rated. 
 
Lifeboats, slipways and launching and recovery equipment 
A charity providing rescue or assistance at sea can purchase the following 
goods and services at the zero rate: 

• any vessel for use as a lifeboat, and its repair and maintenance; 

• lifeboat launching and recovery equipment, and its repair and 
maintenance; 

• the construction and modification of lifeboat slipways, and their repair 
and maintenance; 

• spare parts and accessories for use with the above vessels, equipment 
and slipways; and 

• equipment of a kind ordinarily installed, incorporated or used in a 
lifeboat. 

 
Medical and scientific equipment etc 
The supply to a charity of certain goods that the charity will donate to an 
eligible body, such as a UK health authority, a hospital, a research institution 
or certain other charitable institutions, can be zero-rated. 
Where a charity is also an eligible body it may purchase certain goods at the 
zero rate for its own use. Zero rating will also apply to certain goods 
purchased by a charity whose sole purpose is to provide a range of care 
services to meet the personal needs of disabled people, or who provides 
transport services for disabled people.  
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More information on the goods that qualify for zero-rating can be found in 
Notice 701/6 Charity funded equipment for medical, veterinary etc uses. 
 
Medicinal products 
A charity engaged in the treatment or care of people or animals, or in medical 
or veterinary research, can purchase medicinal products at the zero rate. 
A ‘medicinal product’ is a substance presented as a medicine, or an ingredient 
for a medicine, capable of being administered to people or animals for a 
medicinal purpose. The zero rate covers medicinal products purchased by a 
charity for the purpose of testing the efficiency of those products. 
‘Medicinal purpose’ means: 

• treating or preventing disease; 

• diagnosing disease, or ascertaining the existence or degree of a 
physiological condition; 

• contraception; 

• inducing anaesthesia; 

• otherwise preventing or interfering with the normal operation of a 
physiological function, whether permanently or temporarily, and whether 
by terminating, reducing or postponing, or increasing or accelerating the 
operation of that function, or in any other way. 

 
Rescue equipment 
Charities providing first aid or rescue can purchase specialist communication, 
light enhancing and heat detecting equipment at the zero-rate. 
For more information, see Notice 701/6 Charity funded equipment for medical, 
veterinary etc uses. 
 
Resuscitation training models 
The supply to a charity of a resuscitation training model that is to be used in 
first-aid training in cardiopulmonary resuscitation or defibrillation techniques is 
zero-rated. ‘Cardiopulmonary resuscitation’ means a combination of expired 
air ventilation and chest compression. 
 

Eligibility declarations 
An eligibility declaration must be completed by the charity for each of the 
reliefs detailed in this section. Examples of these declarations can be found in 
Notice 701/6 (Supplement). 
 
It is the supplier’s responsibility to ensure that the correct VAT rate is applied. 
He must take reasonable steps to check with the charity any condition that he 
cannot verify for himself. Any additional verifications carried out should be 
recorded and kept with the declaration of eligibility. 
 
If a supplier has taken reasonable steps to check the validity of a declaration 
but fails to identify an inaccuracy and in good faith makes the supplies 
concerned at the zero rate, Customs will not seek to recover the tax due from 
the supplier. It is important that suppliers carefully check declarations 
received. (See the concession on incorrect customer declarations in Notice 48 
Extra-statutory concessions.) 
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A charity must give its supplier evidence that it is a charity. If asked for further 
evidence the charity must be able and willing to give it before VAT relief can 
be obtained. 
 
What if a charity purchases goods from another EC Member State? 
VAT registered charities that buy goods in other Member States of the EC as 
part of their business activities are not normally required to pay VAT when 
they bring the goods back to the UK. These goods are referred to as 
acquisitions. Instead of paying VAT on entry the charity must account for any 
VAT due on the acquisitions at the appropriate UK VAT rate on their next VAT 
return. No tax will therefore be due on the acquisition of goods which would 
be zero-rated if purchased by a charity in the UK. You can find more 
information on purchasing goods within the EC and the accounting 
requirements in Notice 725 The Single Market. 
 
What if a charity purchases goods from outside the EC? 
When a business (which may include a charity or its trading subsidiary) 
imports goods into the UK from a place outside the EC VAT is normally due at 
place of entry to the UK. However charities may be able to claim relief from 
VAT on some imports. Please see Notice 317 Imports by charities free of duty 
and VAT for more information. 
 
Fuel & Power 
Charities have to pay VAT on supplies of fuel and power. However 
charitiescan claim the reduced rate where fuel and power is supplied for a 
qualifying use. Qualifying use means: 

� supplied for use in a dwelling or certain other types of residential 
accommodation, such as a children’s home, hospice or care home for 
the elderly or disabled; or 

� supplied for use in charitable non-business activities, such as free day 
care for the disabled. 

Additionally, deliveries of certain small quantities of fuel and power are 
automatically treated as being for a qualifying use. For example, electricity 
supplied at a rate not exceeding 1000 kilowatt hours a month or a delivery of 
not more than 2300 litres of gas oil, will qualify for the reduced rate whatever 
the use of the building. 
If the fuel and power is supplied partly for a qualifying use the supplier may 
have to apportion the supply. Charities should provide the supplier with a 
certificate declaring the percentage of the fuel and power that will be used for 
a qualifying purpose. For more information please see Notice 701/19 Fuel and 
power. 
Climate Change Levy 
If a charity qualifies for the reduced rate for fuel and power, it will be excluded 
from the climate change levy. See Notice CCL2 An introduction to climate 
change levy for further information. 
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Recovery of VAT 
 
VAT can only be recovered on businesses registered for VAT. For ordinary 
businesses and the majority of trading subsidiaries all input VAT can be 
recovered. For community and voluntary organisations it isn’t straightforward, 
in that income may fall into different categories which may restrict the 
recovery of VAT. 
 
Calculating recoverable VAT 
Purchases need to be related to the different areas of activity e.g. Purchases 
funded by a grant which is classed as non-business activity, purchases 
funded by exempt income etc. There will then be some purchases which 
cannot be directly attributed to any of the above as they are shared costs, this 
is known as non-attributable VAT. A proportion of this VAT is recoverable 
depending on the proportion of taxable income. 
 
e.g.  VAT calculation for one quarter. 
Income Type of income Income excluding VAT Directly attributable 

VAT on expenses 
Grant Non business 50000 1000.00 
Vocational Training 
fees 

Exempt 30000 750.00 

Payroll service Business 10000 200.00 
Photocopying Business 500 0.00 
 
 
Non-attributable 
VAT 
on expenses: 

Total = 1150.00   

Stationery 450.00 Telephone 200.00 
Audit 150.00 Rent 350.00 
 
Total VAT paid = 3100.00 
 
Apportionment: 
Grant   50000  50000/90500 = 55.25% 
Training  30000  30000/90500 = 33.15% 
Payroll & copying 10500  10500/90500 = 11.6% 
   90500 
 
Total VAT reclaimable =  £  200 directly attributable to payroll service 
Plus    £1150 (non-attributable VAT) * 11.6% = £133.40 
 
Total VAT reclaimable  = £333.40 
 



GPG No 21: VAT for small charities and voluntary organisations 

 Copyright: WYCAS This Document may be reproduced in whole or in part subject to 
acknowledgement of source 

12

You then have to look at whether the VAT on the exempt supplies falls under 
the de minimis rules as described previously. If this does not apply then out of 
£3100 paid only £333.40 is reclaimable. 
 
Any VAT which is not reclaimable will have to be added back into the 
accounts under the relevant heading e.g. £50 VAT on stationery attributable 
to grant expenditure will have to be added back into the stationery heading. In 
practice it is best to allocate the gross amount to the heading where it is 
known that the expenditure is all for non-business supplies. 
 
Annual adjustment  
Where partial exemption applies it is necessary at the end of the year to 
recalculate the VAT for the year and make any adjustments. For this purpose 
the year end is 31 March, 30 April or 31 May depending on the VAT quarter. 
The adjustment is then made in the following quarter. Any adjustments will 
mean that the amounts excluding VAT will have to be adjusted as above. 
 
Special methods 
It is possible to agree a proportioned VAT rate with HMRC, the VAT office will 
consider any basis which gives a fair proportion and can be checked during a 
VAT inspection. An agreement must be reached with the VAT office before 
beginning to use any special method. 

 

 

 

 

 
 
 
 

WYCAS Advice Line: 0113 270 6269 
Website: www.wycas.org.uk 
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How does a charity decide whether funding is a consideration 
for supply for VAT purposes? 
 
 
 
 
 
 
 
 
                                                             
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
If the answer to any of these questions is ‘YES’ it indicates that the 
funding may not be freely given and may be consideration for supply.  
 

Does the donor 
receive anything in 

return for the 
funding? 

This is likely to be 
consideration for 
supply unless it is 

incidental or 
minimal. 

 
There may still be 
a consideration for 

supply. 

Is there a direct link 
between the money 
paid by the donor 

and the supply 
received by the third 

party? 

 
This is likely to be 
consideration for 

supply 

Are any conditions 
attached to the 

funding which go 
beyond the 

requirement to 
account for the funds? 

 
This is unlikely to 
be a consideration 

for supply. 

 
Does a third party 
benefit instead? 

NO 

NO 

NO 

NO 

YES 

YES YES 

YES 
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Should you register for VAT or not? 
 

 
Is your TRADING 
INCOME over the 
VAT threshold? 

Probably register. 
Input VAT recovered 

will exceed output 
VAT charged 

 
Probably best NOT 

to register. 

Probably register. 
Output VAT charged 

will not affect 
customers and you 

will be able to 
reclaim input VAT. 

 
Are most of your 
customers able to 

reclaim VAT? 

Would most of your 
trading income be 
from zero-rated 

supplies e.g. books? 

 

MUST Register 

 
Can choose to 
register or not. 

 NO 

NO 

YES 

YES 

NO 

YES 


