Recording and accounting for VAT on your internal financial system

It is your school’s legal obligation to correctly record and account for VAT on your internal financial systems. Therefore, your accounting system must have codes to enable you to account for all 5 categories of VAT in respect of both your input and output tax i.e.:-

a. Non-Business (Outside the Scope of VAT)
b. Exempt (No VAT chargeable)
c. Zero-rated (Chargeable at 0%)
d. Lower-rated (Chargeable at 5%)
e. Standard-rated (Chargeable at 20%)

This includes reporting the value of transactions relating to the different categories of VAT on your monthly VAT Return e.g.:-

	VAT Category
	Input Tax
	Output Tax

	
	Total value of purchases and all other inputs excluding any VAT
	VAT reclaimed in this period on purchases and other inputs
	Total value of sales and all other outputs excluding any VAT
	VAT due in this period on sales and other outputs

	
	£
	£
	£
	£

	Non-business
	500
	0
	1,000
	0

	Exempt	
	100
	0
	50
	0

	Zero-rated	
	50
	0
	0
	0

	Lower rated            
	100
	5
	0
	0

	Standard-rated
	5,000
	1,000
	200
	40

	TOTAL
	5,750
	1,005
	1,250
	40



You may find it difficult to distinguish between items that are Zero Rated, Exempt or Non-Business. If there is no reference at all to VAT on the invoice (e.g. no VAT registration number) you should use the ‘Non-Business’ VAT category. In other cases, if VAT has not been charged, please refer to the list of supplies in Appendix A to determine the VAT category or look on HMRC’s website www.hmrc.gov.uk. If in doubt contact the School Funding Team.

Supplies between official Bradford Council accounts, e.g. supplies between Bradford LA schools and supplies from/to other Council departments are always outside the scope of VAT. 

Credit notes should be treated as ‘negative invoices’ rather than income. The VAT code should be the same as that used for the original invoice



More Complicated Transactions – Discounts/Split-liability/VAT only

There will be some transactions that will need more than a straightforward one-line entry on your system e.g.:-

a) Discounts 

Some suppliers offer discounts for early payment. If so, VAT must be calculated on whichever amount is paid; the discounted net amount if the discount is taken or the full amount if the discount is not taken. 

The supplier that is issuing the invoice can either: 

· On the invoice show both the VAT value for discount taken and discount not taken 
or 
·  Invoice the customer for the full amount of VAT and then issue a credit note if early payment is received. 

If the second option is taken the invoice must contain the following information: 

·  The terms of the prompt payment discount (i.e. the time by which the discounted price must be paid) 
· A statement that the customer can only recover as input tax the actual VAT paid to the supplier.

For example:- 

Value of goods/Service 	 	£110.00
Discount for prompt payment 	£10.00 

Coding if discount not taken : 
Expenditure Code 			£110.00
VAT 				£22.00 

Coding if discount is taken: 

Expenditure Code 			£100.00  
VAT 				£20.00

Where a supplier offers an unconditional discount, and the discounted amount is paid, VAT should be calculated based on the discounted amount. 


b) [bookmark: _Hlk211328418]Split-liability

The treatment on your accounting system for invoices that contain items with different categories of VAT will be similar to that described above. A common query is on invoices for learning packs, containing a book and a CD, which indicates that the VAT is calculated at a non-standard rate, say 6.17% on a net cost of say £12.97. Of course, in reality the book is zero-rated and the CD is standard-rated.  


The entries on your system would be:

	Detail of purchase	Net amount	VAT Code	 VAT amount	            Total

	Supply of book	£8.17		Zero-rated		£0.00		£8.17
	Supply of CD		£4.00		Standard rated		£0.80		£4.80
	TOYAL PAYMENT						                      £12.97
In this case, the net amount of the standard-rated item would have to be calculated from the VAT amount - £0.80 divided by 20 and multiplied by 100 equals £4.00.

