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VAT on Print in Universities:
A Brief Overview and Guidance
Background 

In 2005, the VAT authority changed its name from HM Customs & Excise after the merger with the Inland Revenue to form HM Revenue & Customs. Any reference to  HMR&C will refer to the HMC&E if the reference relates to events prior to 18th April 2005.

VAT is a “transaction tax” meaning that it is accountable on individual transactions rather than on overall income or profit. The tax was originally envisaged as a simple tax on the consumption of goods and services. However, over the years a number of ‘exemptions’ from the tax, designed for social reasons, have lead to the generation of a vast quantity of legislation and case law, making VAT law extremely complicated and it continues to get  more so each year.
We would strongly recommend that anyone reading this section of the report obtains a free copy of the HMR&C publication “VAT- Zero-rating for Books and Publications. The reference for this publication is as follows:

Notice 701/10: VAT – Zero-rating of Books etc

Copies available free of charge from HMR&C or alternatively available on the web:http://www.hmrc.gov.uk/

(http://customs.hmrc.gov.uk/channelsPortalWebApp/channelsPortalWebApp.portal?_nfpb=true&_pageLabel=pageVAT_ShowContent&id=HMCE_CL_000102&propertyType=document#downloadopt)
Most UK universities operate within a special partial exemption VAT regime, which allow them to recover only a small percentage of VAT incurred. A University’s VAT consultant has offered a summary explanation as follows:-
Exempt income 
=
No recovery on expenditure “directly attributable” to these activities.
Vatable income
=
100% recovery on expenditure “directly attributable” to these activities.
General overheads
=
Partial recovery on expenditure that supports both of the above income sources i.e. expenditure that cannot be  directly attributable to either of those activities.
Each institution has a different general overhead partial exemption recovery rate which is determined through local negotiation with HMR&C – this inevitably results in different recovery rates by different institutions.
The average recovery in the HE sector is usually less than 10% of the VAT incurred, a poll across a number of universities in the south of England has confirmed this. Exceptionally, some universities because of the mix of activities may recover in excess of 10%, these are however the exception.

How Does This Operate in Practice?

A university, in common with all VAT registered entities, must account for VAT on its’ vatable income (output tax) and pay VAT on expenditure (input tax).
A university will usually have to account for VAT on income it generates from goods and services such as consultancy, commercial research contracts, staff car parking, staff catering, bar sales, shop sales and also on most charges made to its subsidiary companies. Most of a university’s teaching, student lettings and non commercial research income is exempt from output tax, with some important exceptions.
Conversely, a university has to pay VAT on most of the goods and services it purchases. However, it can only recover a small percentage (see above) of this VAT incurred through its VAT returns. For example, of an expected input tax of £5M in the current financial year, a university will probably after “direct attribution” recover £400,000 from HMR&C (assuming an 8% recovery).
VAT Basics

All universities should be registered for VAT and they are required to account for VAT on their income which they receive for taxable supplies made, unless those supplies are specifically exempt or zero-rated from VAT.

A university is entitled to reclaim VAT on certain expenditure, but only to the extent that this expenditure is used to make onward ‘taxable supplies’ – i.e. “directly attributed” to making those supplies.
‘Taxable supplies’ is a phrase often used in VAT language which means supplies of goods or services which have VAT charged at either 17.5%, 5% or 0%, but note the difference between ‘zero-rated’ supplies (i.e. where VAT is charged at 0%) and ‘VAT exempt supplies’ – this distinction is very important and you can find an explanation by following the above link to the HMR&C.
Basically, zero-rated supplies will usually give a right to input tax deduction on the VAT incurred making them, while, as explained above, exempt supplies do not have any right to deduct input tax incurred.

VAT and Self-Supply

In December 2000, HMR&C won a High Court Tribunal case regarding the recovery of input VAT under the self-supply of stationery rules.  The effect of this ruling was that materials produced by an internal university Print Unit were classed as exempt supplies, and therefore VAT already paid on equipment and materials by the university Print Unit could not be fully recovered by the university, or used to offset the liability to HMR&C for output tax due. However, in 2002, HMC&E withdrew the self-supply rules after loosing a VAT Tribunal.
The VAT situation is as follows:
VAT will be charged on all standard rated goods and service bought from external suppliers. This will cover equipment supplied under equipment supply frameworks like HEI or NEUPG, paper supplies, stationery ordered externally, and any leasing costs and equipment purchased.
VAT will not be charged on any books or educational publications sourced externally. These are zero-rated and therefore attract no VAT. This would cover items which are finished or bound to form a book or folder for the purposes of information (e.g. a prospectus) and also includes most leaflets.

When ordering goods and services externally, the university may have been able to recover partially/fully some of the VAT. However, if supplying the goods and services internally, the VAT associated with the goods inward will no longer be able to be reclaimed under Article 11 VAT (Special Provisions) Order 1995 amended in December 2000 to take effect from 1st June 2002.
To circumvent these issues, universities have looked at a number of different solutions. These are: 
a) outsourcing;
b) forming an “arms length company”;
c) use of projects to reclaim VAT via suppliers;
d) managed insourcing of print to minimise the impact of VAT (insourcing being the contracting out to a third party company but onsite).
HMC&E was clear in their direction in 2002 regarding the avoidance of tax by a university. If they believed that a university was trying to avoid paying tax on self-supply they would try to recover VAT in the same manner as if self-supply status was in place. However opinions are divided on this complicated topic. Customs may challenge, but if a subsidiary has been correctly set up and operated it may well be VAT effective/efficient. The matter was discussed with an HMC&E expert in 2003 and it was confirmed that no issues exist when the supply is from a non-associated company, i.e. local printer, national framework agreement or outsourced service. All this goes to show is that laws change and specific advice differs from expert to expert, with each institution being case specific. If in doubt, seek expert local advice from your in-house VAT expert.

Assuming a VAT recovery rate of 8%, a university that produces £500,000 worth of print for internal use using an onsite self run service can expect to incur VAT costs of over £80,000 that are not recoverable by the university. (17.5% on the supply less the average 8% of the VAT that may be recovered.)

Exempt Supplies of Education

Education includes all courses run by the university and conferences, lectures, symposiums etc. It does not matter who is paying the fees, whether it is the student, a corporate sponsor or local authority. It is the status as an eligible body, for the purpose of the VAT relief, which enables universities to make a supply of Exempt education. 
Education provided by commercial concerns (this can include a university subsidiary company) is usually standard rated (another example of the complexities of VAT).

Because education provided by an eligible body is exempt from VAT, the university is limited by the VAT Partial Exemption Regulations in respect of what it can reclaim by way of VAT on its inputs (what it buys).
Other Zero-rated Sales of Print-related Matter
Books, newspapers, journals are zero-rated as printed matter. Photocopying however is a standard rated service. Students can gain exemption for photocopying supplies.

Effect on University Cost Centres

In general many university cost centres cannot recover VAT on expenditure. This means that the cost reflected in these cost centres will be the full cost of the invoice (net plus VAT).
A number of cost centres can claim partial recovery of VAT. These cost centres are typically administrative and provide a service to the university as a whole. This means that the cost reflected in the cost centre is net plus 92% of VAT (assuming an 8% recovery).
A few cost centres within the university can reclaim all the VAT they incur. These are typically Research or Commercial Projects that are associated with, but not part of, a university where funding received is directly from the European Commission or commercial enterprises.
VAT Exemptions and Zero-rating

A university may be able to obtain VAT zero-rating relief in the following areas of expenditure:
· Printed Matter (pamphlets, leaflets, booklets etc);
· Advertising (courses advertising, staff advertising etc);
· Disabled Works (This is more difficult now);
· Medical, scientific, computer, video, sterilising, laboratory or refrigeration equipment for use in medical research, training, diagnosis or treatment.
The application of VAT law to universities is particularly complex due to the immense variety of income sources and activities in which a typical university becomes involved.
When either an invoice is to be raised or a cash receipt is to be processed, you will have to provide a VAT code to your accounts department. This code is used by your accounts team each quarter as the means of quantifying the VAT which is due to HMR&C. It is also used indirectly in determining the quantity of VAT which the university is entitled to recover on its general overhead expenditure, so it is important that the correct code is used every time.
Supplies Closely Related to Education

The VAT exemption for education extends to goods and services that are being supplied in the course of education. These supplies are VAT-exempt if they are for the direct use of the pupil, student or trainee and are necessary for delivering the education to that person.

Supplies of goods and services, which may be VAT exempt as being closely related to education, are:
· Catering 

· Accommodation 

· Photocopying 

· Transport
· Field trips 
This only helps on the treatment of VAT on print that the university sells to other people, not print and print supplies that are purchased by the University.
Supplies Between Members of a University’s VAT Group

Many universities now run a complex group of companies on top of the main university accounts. Some of these are “arms length” organisations where less than 50% of their turnover comes from the university. Others are in existence to undertake trade on behalf of the university. Supplies of goods or services made between members of the same university VAT group are normally disregarded for VAT purposes. This means that VAT need not be accounted for on these printed matter supplies. You may need to check with your finance team as to who exactly is and isn’t in your group. The actual definition of an “arms length” organisation by the HMR&C is one from which a “substantial amount of commercial income comes from organisations other than the university”. There is no exact 50% rule, just a guideline, with each situation being the subject of local negotiations with HMR&C.
Use of a Trading Company

As many universities are aware, a trading company is a useful vehicle for generating income. Among its advantages are: the removal of commercial activities which may be ultra vires to the charitable purposes and statutes of the university; possible improvement of VAT recovery whilst sheltering profits from direct tax by using gift aid; and full recovery of VAT input tax on trading activities if the subsidiary is fully taxable.

 However it is worth noting that a VAT registered subsidiary that was partially exempt could use the Standard Method for Partial Exemption and as a result it’s VAT recovery could be much closer to 100% than 8%.
The use of a trading company as a vehicle to recover VAT should be considered very carefully as should the potential costs. The savings may not outweigh the costs of set up and there can be other Direct Tax issues such as deferred tax and items of expenditure not eligible for relief from Corporation Tax. The turnover of the print trading company must be less than 50% reliant on the university’s work for it to qualify as a true “arms length” organisation. Again, this is a guideline, as the exact definition will need to be agreed with the local HMR&C office in writing. The other issues associated with the movement of an in-house print unit into the commercial print world are: TUPE transfer of staff (if they are transferred as opposed to “hired”); readily available accommodation at a reasonable rent; ability to raise investment funds as a new company; shareholder structure (if the university is less than a 50% shareholder and does not have a controlling interest then the 50% turnover limit can be disregarded) and profit distribution.

Another solution is the hybrid solution of a print unit adopting trading company status for its commercial activities, this would require proper segregation, carefully worded contracts and corresponding administration procedures. 
Basic VAT Rulings – Case Law

Following several VAT tribunal cases in respect of printed matter, HMR&C have issued a new public notice 701/10 retitled “Zero Rating of Books etc”. Although most of the text and information is as before, there have been some interesting changes of some specific matters. The paragraph reference is that in the notice.

The Zero-Rating of Leaflets (Para 3.3)
Whether a leaflet qualifies for zero-rating is now based upon a matter of fact and impression. Some of the main issues are: 

· Normally a single sheet of paper not bigger than A4 (can be up to A2 provided it is folded).

· Intended to be held in the hand to be read, and not to be hung up for general display.

· It should convey information, be supplied in sufficient quantity to permit distribution, printed on limp paper (normally paper under 85gsm) and be of an ephemeral nature (read and thrown away).

Items on stiff card or paper are not excluded. However, it is the function of the product that is being tested before zero-rating can be granted.
Areas for Completion (Para 3.4)
Items which are leaflets, booklets and brochures can still be zero-rated provided only 25% or less is intended for detachment or completion. However, if the area for completion or detachment exceeds 25% and you still consider that the publication is not primarily a form or other stationery item then written rulings from Customs can be sought to seek zero-rating on the item. You would need to convince Customs that the primary purpose of the item is a zero-rated one, i.e. that it qualifies as a leaflet.

Library Supplies (Para 5.3) 
It is confirmed that if you lend, hire, or sell a share or part interest in a zero-rated good, these supplies are also considered zero-rated. It should be noted that this refers only to books and that IT related library services are standard rated – e.g. access to databases or provision of CDs or DVDs. There has also been a major recent VAT Tribunal decision which involved the University of Ulster and one of its wholly owned subsidiary companies which ruled that the provision of library services by the subsidiary was fully taxable for VAT.
Special Rules for Charities (Para 4.6 and 6.6)
Certain specific items printed for charities used in connection with collecting monetary donations are zero-rated. It is only items such as collecting envelopes and letters requesting money that qualify. (Customs Extra Statuary Concession(ESC)).

Charities, do not get a blanket ruling for zero-rating on all printed matter.

In addition with effect from 1 August 2003 you can apply the “package test” (see below) to printed items which are zero-rated as an ESC. Therefore, if more items are zero-rated than standard-rated, the whole package can be zero-rated.
This concession does not extend to items not made or printed on paper or card. Items such as pens, CDs or DVDs included in a package will always be standard-rated.

Packages of Printed Matter (Para 6.5) 
If there is a supply of a package of printed matter there are two options with regards to the treatment of it.
a) Either each item can be identified separately and VAT charged on the standard-rated elements or the package test can be applied.

b) In the package test, the liability is determined by the predominant items within the package. If there are more zero-rated items than standard-rated then zero-rating applies. The opposite applies if standard-rated goods pre-dominate. If the number of standard and zero-rated items are equal, it should be calculated on costs.
This test only applies to printed material.
Production of Zero-Rated Goods (Para 7)
Care should be taken to ensure that the correct liability is achieved where the supply of the service is the predominant element resulting in a zero-rated good.
HMR&C give examples that services such as the writing of a manuscript, a piece of music, a translation service must always be standard rated as the goods supplied following those aforementioned services are incidental to the main supply and thus the whole transaction will be standard rated.
Creating VAT-Free Packs

Universities, some charitable and financial service organisations are unable to claim back the VAT paid on the design and production of printed matter.

It is possible however, to avoid paying the VAT by designing zero-rated packs. The basic principle is that if the majority of elements within the pack (excluding the mailing outer) are zero-rated, the pack is considered VAT-free.

The project must however be produced and invoiced by one company. This is most commonly found in the case where the design agency is also running the print and billing for both. The design company will tend to charge VAT on the whole job as they view the design element as the central part of the project. It will normally cost under 50% of the total project cost, so if the design cost were passed on to the printer, who can reclaim all the VAT on design, who in turn charges the university for the finished publication, the university will pay no VAT on the design work or the print work. This is a legitimate way of avoiding VAT on print and design projects.

On the face if it, this may seem to contradict the advice given elsewhere in this project relating to the separation of design and print. The report has recommended that the university do not let design agencies commission print. We still advise this. What this method recommends is that when commissioning a project, the university costs the job with separate quotes for design and print. If the print quote is more than 50% of the value of the job, then the university may be able to get the design agency to manage and invoice for the whole job that includes the design costs, but zero rate the whole project, thus saving the university the unrecoverable VAT on the design element. An example is laid out below:

Project: Design and Print University Prospectus
Design element quoted by design agency 
at 120 hours @ £40 per hour 
= £4,800 plus VAT (£840)

Print element quoted by print company 
£1.29 per book x 5,000 units 
= £6,450 no VAT

Total Job Cost if separately purchased 
= £5,640 + £6,450 = £12,090 inc VAT

If either the design or print company charged the whole job with no mark-up then the cost for the total job will only cost a total of £4,800 + £6,450 = £11,250 with no VAT. Thus the saving will be the design VAT less the amount that a university is allowed to recover. On average a saving of £775 on a £12,090 job. This 6.4% saving is achievable with some close management and relationship building with your suppliers.

As a guide, listed below are some examples of typical zero and standard-rated pack items taken from an HMRC publication.

	Zero- Rated Items
	Standard-Rated Items

	· Leaflets

· Brochures

· Booklets

· Books

· Documents stapled together

· Documents bound in any way

· Items must not contain any of the elements listed in the opposite column.
	· Any personalised items

· Returnable response devices including Business Reply Envelopes

· Any item whereby 25% or more can be detached and returned

· Non-paper based or laminated items


Although your local HMR&C office will make judgments on pack rating on an individual case-by-case basis, the rule in a majority of cases is “what makes up the majority of the pack?”. This should help you with your formats/pack design thus creating a zero-rated product and supply.

We have been asked the question, if a learning pack includes a text book with a companion CD, should the CD always be charged at a standard rate with the book zero-rated? In our experience of these type of applications, HMR&C will look at the whole deliverable/project and analyse the content. If the majority of the deliverable/project is zero-rated, then the whole will be zero-rated. So if the CD cost 48p to produce and the small 16 page text book in black text cost 32p then they would rule that the whole job have VAT applied. This will give a total pack price of 99p. If the pack includes a 16 page text book with a 4-colour cover at a cost of 49p, then a total job price will be 97p but have no VAT applied to it. It is therefore important to plan your job pack with VAT in mind at the outset. This is known as the “package test”.

There is a more detailed and comprehensive list of how VAT may apply to printed matter items in Appendix A.
Printing and Conversion to Electronic Publications

In a recently consultancy project we were asked about the VAT liability of work being undertaken by a printer for a client which included an element for the production of electronic versions of the printed matter.
The job was 90% zero-rated print but part of the brief was to supply the corrected and edited text back to the client in three electronic forms:
· an email newsletter,

· a web page and

· a PDF file

The enquirer had sought guidance from the local VAT advice centre before starting the project. The advice received was that all the work would be zero-rated. A later check on a similar point with the VAT advice centre resulted in contradictory advice being given. Although the content of the electronic formats was, with the exception of hyperlinks, exactly the same as the paper publication, VAT had to be charged on the electronic parts.
This is one of the anomalies of VAT, which was introduced over 30 years ago, when electronic publications were not as popular as they are today. Effectively, the zero-rating which the UK adopted in 1973 for political reasons is being eroded as more publications are published electronically.
Traditional paper based publications remain zero rated. Electronic publications are standard-rated. So if you supply your customer with a thousand paper copies of their publication, that work is zero-rated. Any work on the transcript to make it useable for electronic publication would then be standard-rated.
The confusion of HMR&C in advising the enquirer is understandable, but nonetheless unacceptable. On the basis of the information provided by the enquirer, it was clear that the electronic part of the work was standard rated, i.e. the production of the newsletter, web page and PDF file. There are occasions when part of a supply is considered to be incidental to and therefore part of, the main supply, but this does not appear to be one of them.
In this case the advice was that the enquirer should zero rate the element for the paper based publication, and standard rate (17.5%) the rest. Careful consideration of the work to be undertaken, and the VAT treatment to be applied, is necessary in these cases to gain the best from the VAT regulations. In this case the enquirer had carried out the preparation of the printed material before working on the electronic versions, thus minimising the amount of VAT charged to the client. If the enquirer had majored on the electronic versions, and produced the printed material as the secondary element, the VAT charge to the client would have been substantially greater. This is an important point for organisations which are not VAT registered, or suffer a restriction on the amount of VAT they can recover, e.g. charities, etc.
Update

The impact of the Card Protection Plan (CPP) case could have an impact upon this advice. If it is possible to show that the provision of the electronic version of the files is to enable the "greater enjoyment" of the main supply, the whole supply may be zero-rated. This could clearly benefit organisations which are not VAT registered, and those VAT registered organisations that suffer a restriction on the amount of input tax they are able to recover. However, as ever with VAT, recent cases such as Talacre Beach caravans and Byrom Kane do contradict the CPP view and would suggest that HMR&C can pick their argument to suit the VAT position that they wish to put forward (which is usually the one that favours the Exchequer). 
Conclusion

Apart from the obvious comment that the VAT treatment applied to printing services and goods is not always easy to get right, there is also a need to consider how you go about getting advice from HMR&C. The author can accept no responsibility for any action or inaction on the part of a reader of this report. You should always seek professional advice on your situation.

Advice sought from a number of university print professionals, highly recommends that anyone involved in the print procurement process for a university draws on the experience that exists within their university. If that expertise does not exist, then expert advice should be sought before seeking a meeting with your local HMR&C office. Any advice should always be obtained in writing.
Disclaimer

The author hopes the information provided in this report is helpful to readers. Advice needs to be given to fit the circumstances of each case. The information in this report is not intended to be a substitute for professional advice.

All information made available by the author in this report is without warranty of any kind either expressed or implied. The author accepts no responsibility for loss which may arise from reliance on information contained in this report. 

Appendix A:
Liability of Some Common Items of Printed Matter

These are examples of items which are zero-rated in most circumstances. However, you should not determine liability by referring only to this Appendix and you must therefore satisfy yourself by reference to the general body of guidance in this notice that the product qualifies for zero-rating under one of the items of Group 3 to Schedule 5 of the HM Revenue & Custom information

Accounts (fully printed)

Advertising leaflets

Agendas (fully printed)

Almanacs

Amendments (loose-leaf)

Annuals

Antique books

Antique maps

Articles of association (complete in booklet form)

Astronomical charts

Atlases

Autograph books (completed)

Bibliographies

Bills of quantity (completed)

Binders (specific titled binders)

Books

Booklets

Brochures

Bulletins

Catalogues

Football programmes

Geological maps

Handbills

Holiday and tourist guides

Hydrographical charts

Hymn books

Instruction manuals

Journals

Leaflets

Loose leaf books

Magazines

Mail order catalogues

Manuals

Maps

Memoranda of association (completed in booklet form)

Missals

Monographs

Music

Music scores

Charts (geographical or topographical)

Circulars

Colouring books (children’s)

Comics

Company accounts and reports

Crossword books

Diaries (completed)

Dictionaries

Directories (completed)

Election addresses

Encyclopaedias

Newspapers

Orders of Service

Painting books (children’s)

Pamphlets

Periodicals

Picture books

Poster magazines (see paragraph 1.7)

Prayer books

Price lists (fully printed leaflets or brochures)

Programmes

Rag books

Recipe books Road maps

Scrap books (completed)

Ships’ logs (completed)

Sports programmes

Staff journals

Text books

Theses

Timetables (in book or leaflet form)

Topographical plans

Tracts

Trade catalogues

Travel brochures

Trade directories
These are examples of standard-rated items. You should not assume that an article is zero-rated just because it is not in this list 

Acceptance cards

Account books

Address books

Albums

Amendment slips

Announcement cards

Appointment cards

Autograph albums

Copy books

Correspondence cards

Coupons

Coupon books

Credit cards

Delivery notes

Diaries (unused)(uncompleted)

Badges

Bags, paper

Ballot papers

Bankers’ drafts

Billheads

Bills of lading

Bills of quantity (blank)

Binders (general branded binders)

Bingo cards

Biorhythm charts

Blotters

Book covers

Book marks

Book tokens

Bookmakers’ tickets

Business cards

Calendars

Certificates

Cheques and cheque books

Cigarette cards

Cloakroom tickets

Colour cards

Compliment slips

Dividend warrants

Dressmaking patterns

Engineers’ plans

Envelopes

Exercise books

Fashion drawings

Flash cards

Folders

Form letters (but see paragraph1.14)

Forms

Football pool coupons

Framed decorative maps

Games

Globes

Graph paper

Greetings cards

Index cards

Inlay cards for cassette, CD or video

Insurance cover notes

Invitation cards

Invoices

Labels

Letter headings

Letters (hand-written)

Log books (blank)

Lottery tickets and cards

Manuscript paper

Reply-paid coupons and envelopes

Reproductions of paintings

Manuscripts

Medical records

Membership cards

Memo pads

Memorial cards

Menu cards (with space for completion)

Microfiche

Microfilm

Microform copies

Music rolls

Note books, pads and paper

Order books and forms

Paper, unprinted

Parts of books (see paragraph 1.15)

Pattern cards

Photographs

Photograph albums

Plans (but see paragraph 1.11)

Playing cards

Poll cards

Pools coupons

Postcards (whether completed or not)

Posters

Price cards and tags

Printed pictures

Questionnaires

Receipt books and forms

Score cards

Scrap books (blank)

Scrolls (hand-written)

Seals

Shade cards (unless substantial printed text)

Share certificates

Stamp albums (whether completed or not)

Stationery

Stationery books

Stickers

Swatch cards

Swatch books

Sweepstake tickets

Tags

Temperature charts

Tickets

Time cards and sheets

Tokens (but see paragraph 2.6)

Toys

Transcripts

Transfers

Transparencies

Visiting cards

Vouchers

Wall charts

Waste paper

Wills

Winding cards

Record books

Record sleeves

Record labels

Record sleeves

Registers

Rent books

Wrapping paper

Wreath cards
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