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VAT changes 2010: the good, the bad and the ugly
Introduction

1 January 2010 saw not only the standard rate of VAT reverting to 17.5%, but substantial changes in the VAT
“Place of Supply” rules for taxing overseas trade in services. These are part of a package with further changes
due to come into effect on 1 January 2011, 1 January 2013 and 1 January 2015.

1 January 2010 also sees a new requirement to submit additional reports, EC Sales lists (“ESL") in relation to
many services supplied to EU business customers. Prior to 1 January 2010 ESL only needed to be submitted
quarterly by businesses dispatching goods to customers VAT registered in other EU states.

This article focuses on the 2010 place of supply rules for services.

2010 Place of Supply rules

These rules determine where a service is deemed to take place, which in turn determines in which country any
VAT is due. While the 2010 changes do simplify things somewhat, some complications remain.

The key issue is that different types of services have different treatments and it is essential to be able to
characterise services supplied to correctly identify the VAT treatment. Further, where a client is provided with a
package of services, it is necessary to identify whether there is a predominant service, so that the whole package
should have one VAT treatment; or whether there are several independent services in the package, each of
which should be considered separately.

There is also a distinction between services supplied to businesses (“B2B"”) and to consumers (“B2C") which
Mmeans in some cases it will be necessary to identify the customer’s status.

It is not possible in this short article to set out the VAT treatment applying in every case. HMRC produce their
own guidance, Notice 741A, available free on their website www.hmrc.gov.uk/vat/ but readers are cautioned
that this guidance runs to 96 pages...

B2B Services

The key (and welcome) change is that where a customer is in business, the general rule is now that the service
will be taxed in the customer’s country, and there is a reduction in the number of exceptions from this general
rule.

Difficulties can arise with customers with operations in more than one territory, as it is often necessary to be
clear on which establishment is appropriate (especially where there is a UK branch). It is also necessary to be
clear on whether the customer is in business, and whether the services are being purchased in a private capacity.

General rule services

Within the EU, if the customer belongs in a different Member State than the supplier, the customer will
therefore generally be responsible for accounting for any VAT due under a mechanism known as the reverse
charge. If a business customer is not otherwise VAT registered, it may in some circumstances be required to
register for VAT just to account for these reverse charges.

Where the place of supply is outside the EU, that supply is not liable to VAT in any Member State (although
local taxes may apply).


http://www.hmrc.gov.uk/vat/
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Exceptions

As previously mentioned, not all B2B services fall within the general rule, and it is important to note that not all
B2B services performed in the UK become VAT-free for overseas customers. Unfortunately, exceptions to the
general rules do not have a consistent treatment. For example:-

For land related services, what matters is where the land is. Services related to UK land are within the scope of
UK VAT (some construction services are zero- or reduced rated; rent of property could be VAT exempt.)
Conveyancing or selling a client’s property is also a land-related service.

Services involving physical performance (e.g. educational/training and entertainment services) are taxed where
the service is physically performed. (Subject to change from 2011.)

Other exceptions to the general rule include passenger transport; hiring transport or other goods; electronically
supplied services and telecoms/broadcasting, all of which have special rules.

For services other than those falling within the general rule, a UK supplier will have to charge UK VAT if the
place of supply is the UK; or may be required to register for VAT locally to charge VAT in the customer’s
territory if place of supply is overseas. Even within the EU, different member states have different rules in this
area. The UK, for example, is keen not to require overseas businesses to have to register for VAT where the
customer of a service is a UK VAT registered business, but it may be necessary to check the registration position
in other cases.

B2C Services
Here, the default situation for services is that VAT is due in the supplier’s country. So a UK business should
normally charge UK VAT to a consumer regardless of where the customer is located.

Exceptions
However, there are again exceptions to the general rule, such as:-
e services relating to land and property

e services of short-term hire of means of transport

e services involving physical performance. For example artistic, cultural, education and training, sporting,
entertainment services, exhibitions, conferences, meetings

e ancillary transport, valuation of/work on goods
e passenger transport

e B2C freight transport

e certain intermediary services

e B2C supplies of certain services which are mainly ‘intangible’ in character, supplied to customers
belonging outside the EC.

Unfortunately, the exceptions to the general rules aren’t always the same as for B2B services nor do they share
the treatment. For example:-
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For land related services, as with B2B services, what matters is where the land is. But while freight transport
supplied to business customers falls under the general rule, the situation for B2C supplies is much more

complex:-
If the type of supply is The place of supply will be
B2C domestic freight transport where transport takes place.
B2C international freight transport where transport takes place.

B2C intra-EC freight transport (from one State to another) | where transportation begins.

B2C ancillary transport services where services performed

making arrangements for B2C domestic/international
where transport takes place.

- where transportation begins.




