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Change in VAT rate

Paragraph 3.7 Where can I find further information on liability and rates of

tax?

Section 29 tells you about the areas of business where some supplies may be exempt or zero-rated.  It also lists the notices which tell you more about this.  If you have read Section 29 and you think that any of your supplies might be zero-rated or exempt, you should read the appropriate notice.

If the rate of tax or the liability of something you supply changes, you should read Section 30.

Paragraph 14.5 Change of tax rate

If there is a change in tax rate or tax liability, the tax point rules are particularly important in working out what rate of VAT to charge.  Section 30 gives guidance on the special procedures to follow.

Paragraph 30

30.1 Introduction to changes in tax rates and liability

This section explains what to do when there is a change in the rate of VAT (see paragraph 3.7).  The same provisions apply when the tax liability of particular goods and services changes.  It is possible that other procedures might be necessary but details of these would be given at the time of any change.
When a VAT rate or liability is changed, it may have to be introduced at short notice.  We recommend that your accounting system - whether or not you use a computer - is designed to enable you to adjust to the change without difficulty.

Some particular circumstances

	If you…
	Then you…

	use the cash accounting scheme


	can still follow the rules in this section to work out what rate of tax applies.

But you must account for the VAT that is due on the return for the tax period in which you receive payment. This is explained in Notice 731 Cash accounting.



	use a retail scheme


	should follow the guidance given in Notice 727 Retail schemes, but see also paragraph 30.8 below.



	are newly

registered


	cannot use the rules set out in this section to work out whether you have to account for any tax on a supply which spans your date of registration.

You must follow the time of supply (tax point) rules set out in Sections 14 and 15 of this notice to decide whether the supply should be treated as having been made before, or after, the date of registration.


30.2 Definition of a change in tax rate

In this notice a change in tax rate means that the standard rate or reduced rate has been changed or a new rate has been introduced.  Any change will apply from a widely publicised date.

30.3 Definition of a change in tax liability

A change in tax liability means that supplies which were taxable at one tax rate - for example, zero rate - become taxable at another – for example, standard rate. It also includes changes involving exempt supplies.  This might happen because of a change in the law or in its interpretation.

We will publicise the change, but if you are in any doubt about the tax liability of your supplies or the date of the change, you should ask our National Advice Service.

30.4 Date of change

Any change in the tax rate or liability will be effective from a specific date.  This means that tax will be due at the new rate on supplies of the affected goods or services made on, or after, the date on which the change takes effect.

The date on which supplies are treated as being made for VAT purposes is governed by the tax point rules.  Any reference to normal tax points in this section means the tax point as defined in Sections 14 and 15 of this notice.  Normally, no change of rate or liability can apply to any supply with a tax point before the effective date of the change, but see paragraph 30.8.2 below.
There are special rules for imported goods and warehoused goods (see paragraph 30.18 below).
30.5 Ready reckoner

A ready reckoner will be published if the VAT fraction (see paragraph 7.3.1) for the new rate would make it difficult to calculate the tax in tax-inclusive amounts.

30.6 Reclaiming input tax after a change in tax rate or liability

When reclaiming input tax following a change in the tax rate or tax liability, you must reclaim it at the rate charged by your supplier. 
	If…
	Then you …

	you receive a VAT invoice on which tax has been charged at the old rate
	can treat as input tax only the actual amount of VAT shown.



	the amount of tax is not separately shown

(for example, if you receive a less detailed VAT invoice – see paragraph 16.6.1)


	should work out your input tax by applying the VAT fraction which was appropriate at the tax point. 



	you receive continuous supplies of services invoiced to cover a period up to one year ahead of the supply


	should see paragraph 30.10 below.


30.7 Completing your VAT return

You must continue to account for VAT in the period in which the normal tax point occurs. This applies even if you adopt the special rules explained in the following paragraph for deciding the rate of VAT to charge.  You should not split the amounts shown on the return between the old and new rules.

30.8 Output tax

30.8.1 General principles

When there is a change in tax rate or tax liability, tax is chargeable in accordance with the normal tax point rules as set out in Sections 14 and 15 of this notice, unless you decide to adopt the special change of rate provisions shown below.

Remember, to issue a VAT invoice you must send or give it to your customer for them to keep; a tax point cannot be created simply by preparing an invoice.  An invoice issued for a zero-rated or exempt supply does not create a tax point.

30.8.2 Special change of rate provisions

If you wish, you may choose to adopt the rate or liability in force at the basic tax point for supplies affected by a change of rate or tax liability.  You may do this for all your affected supplies or only some of them.

You must not use these provisions if you have issued a VAT invoice under an approved self-billing arrangement (see paragraph 17.4.1) or when goods are sold from the assets of a business in satisfaction of a debt (see paragraph 18.4).

The special provisions operate as explained overleaf.

30.8.3 Using the special provisions when the tax rate or liability goes up

When the amount of VAT to be charged on the supply goes up, you can charge tax at the old rate on goods removed or services performed before the date of the change, even though the tax point would normally be established by the issue of a VAT invoice after the change.

Example

This example shows how the normal rules and the special provisions would apply for a supply of goods affected by an increase in rate of tax in the following circumstances:

1 April 


Goods removed;

5 April 


Tax rate goes up;

10 April 

VAT invoice issued.

Normal rules

Unless you have decided, under paragraph 14.2.2 of this notice, not to follow the 14 day rule, the date of issue of the VAT invoice is the actual tax point.  Tax would be due at the new rate.
If you do not follow the 14 day rule, the date when the goods were removed is the tax point.  Tax would be due at the old rate.

Using the special provisions

If you use the special provisions, the basic tax point applies and tax is chargeable at the old rate.  The VAT invoice must show the old rate of tax.

30.8.4 Using the special provisions when the tax rate or liability goes down

When the amount of VAT to be charged on the supply goes down, you can charge tax at the new rate on goods removed or services performed after the date of the change, even though payment has been received or a VAT invoice issued before that date.

Example

This example shows how the normal rules and the special provisions would apply for a supply of goods affected by a decrease in rate of tax in the following circumstances:

1 April 


VAT invoice issued or payment received;

5 April 


Tax rate goes down;

10 April 

Goods removed.

Normal rules

The date of issue of the VAT invoice or receipt of payment is the actual tax point to the extent of the amount invoiced or paid.  Tax would be due at the old rate on the amount invoiced or paid. 
Using the special provisions

If you use the special provisions, the basic tax point applies and tax is due at the new rate.  If you have already issued a VAT invoice showing the old rate of tax, you must correct it by issuing a credit note (see 30.8.5 below).

30.8.5 Credit notes

Any credit note required under 30.8.4 above should be issued within 14 days after the change and should contain the following details:

the identifying number and date of issue of the credit note;

your name, address and registration number;

your customer’s name and address;

the identifying number and date of issue of the VAT invoice;

a description which identifies the goods or services supplied; and

the amount of VAT being credited.
If you receive a credit note in this form, you must follow the procedure described in paragraph 19.9 of this notice.

30.9 Supplies of services - general

When you make a supply of services, such as decorating, part of the work may take place before the date of a change in the tax rate or liability and part on, or after, that date.
In such cases, provided that the supply can be apportioned either:

on the basis of measurable work; or

in accordance with your normal costing or pricing system,

you may, if you wish, charge tax at the old rate on the part of the work which was performed before the date of the change and at the new rate on the part which was, or is to be, performed on or after that date.

If you issued a VAT invoice before the date of the tax change and apportionment reduces the amount of tax due, you must issue a credit note in accordance with paragraph 30.8.5 above.

30.10 Continuous supplies of goods and services

30.10.1 Normal tax point rules

The tax points for continuous supplies of goods or services (including the supply of goods on hire, lease or rental) are described in paragraph 14.3 of this notice.  Tax is normally chargeable at the rate in force at each tax point.

If you issue VAT invoices covering periods up to one year ahead, giving the amounts and dates when payments are due, they are no longer valid for any payments due after the change.  Your customers cannot use these invoices to support claims for input tax.

You must issue fresh VAT invoices for the payments due after the change, showing tax chargeable at the new rate.  Fresh VAT invoices issued in these circumstances must refer to and cancel that part of the original VAT invoice which has been superseded.  On receipt, your customers must adjust their input tax record accordingly.

30.10.2 Using the special provisions

Where a continuous supply spans a change in the tax rate or liability, you may, if you wish, account for tax at the old rate on that part of the supply made before the change, even though the tax point would occur after the change (for example, where a payment is received in arrears of the supply).

Conversely, you may, if you wish, account for tax at the new rate on that part of the supply made after the change, even though the normal tax point occurred earlier (for example, where a payment is received in advance of the supply).

In each case, you should account for tax on the basis of the value of the goods actually supplied or services actually performed, before or after, the change as appropriate.  If this procedure reduces the liability to tax of a supply for which a VAT invoice has already been issued at a higher rate, you must issue a credit note in accordance with paragraph 30.8.5.

30.11 Facilities provided by clubs, associations etc

In most cases, the tax point for the supply of facilities by a club or association in return for a member’s subscription is the time when the subscription is received or a VAT invoice is issued, whichever happens first.

The association must account for tax on the goods or services at the rate in force at the tax point.  However, if payment is accepted in instalments, or separate invoices are issued, the association should follow the procedure in paragraph 30.10 above.

30.12 Hire-purchase, conditional sale and credit sale

Under any of these types of agreement there is a single supply of goods, and the normal tax point is the earliest of the following: 
the date of removal of the goods;

the date of issue of the agreement (provided the agreement is in the form of a VAT
    invoice); or

the date of the issue of a separate VAT invoice.

At the time of a change you may apply the tax rate in force at whichever of these dates results in a lower rate of tax being chargeable on the supply.

The mere signing of an agreement, or its date, does not itself constitute a tax point.

30.13 Payments and VAT invoices in advance of the basic tax point

	If you have…
	Then...



	received a full or a part payment; or

issued a VAT invoice in advance of the basic tax point


	tax will normally be due on the amount paid or invoiced at the rate in force at that date (see paragraph 14.2.2).



	However, if…
	Then…



	there is a change in the tax rate before the supply is actually made


	you may choose to account for tax at the rate in force when the supply is actually made, and issue a credit note to correct any VAT overcharged on the original VAT

invoice (see paragraph 30.8.5).




30.14 Credits (not arising from the change in rate) and contingent discounts

If you decide to adjust the original tax charge (see paragraph 18.2), tax should be credited at the rate in force at the tax point of the original supply.
Where a contingent discount is allowed and you adjust the original tax charge, tax should be credited at the rate in force at the time of each supply qualifying for the discount.
30.15 Price escalation and other upward adjustment in prices

Where a further payment is required (for example, under a price escalation clause) after a change in the tax rate or liability and after the tax point for the original supply, tax is chargeable on the further payment at the old rate.

This rule applies only to supplies for which the tax point was determined under the rules described in paragraph 14.2 of this notice.  In all other cases, the date when you receive further payment or issue a VAT invoice - whichever happens first - is a tax point and

tax is chargeable at that time on the amount received or invoiced.

30.16 Existing contracts

	If…
	And…
	Then…



	a contract is made for a

supply of goods or services
	there is a change in the rate of tax or liability before you supply them


	unless the contract provides otherwise, the price for the supply is increased or decreased by an amount equal to the change.




The application of this provision in any particular case depends on the terms of the contract between the parties concerned. We cannot advise on individual cases.

30.17 Second-hand goods

Tax due on the sale of an eligible article under one of the schemes for second-hand goods etc (see paragraph 8.5) is determined by applying to the tax-inclusive margin, the VAT fraction appropriate to the rate of tax in force at the tax point.

The tax point for goods sold under a second-hand scheme is either:

the date of removal of the goods; or

the date of the receipt of payment, whichever is earlier.

But if there is a change in the tax rate or liability before the goods are removed, you can, if you wish, account for tax at the rate in force when the goods are removed, even if you have already received payment.

A VAT invoice must not be issued for goods supplied under a second-hand scheme.
30.18 Warehoused goods

30.18.1 Imported goods

When goods are removed from warehouse for home use, the rate of VAT chargeable is that in force at the time of removal.
30.18.2 Home-produced goods subject to excise duty which have been supplied whilst in warehouse

The rate of VAT chargeable is that in force when the excise duty is paid.

For goods relieved of excise duty, the rate of VAT chargeable is that applicable at the time of their removal from warehouse.
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