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VAT alert

VAT & Pension schemes — again !

It is almost four and a half years
since the Court of Justice issued its
judgment in the Dutch pensions
scheme case - PPG Holdings.

Since then, HMRC has issued a
number of Revenue & Customs
Briefs outlining how the UK was to
interpret that judgment and providing
guidance on how UK businesses
that operate a pension scheme
could reclaim the input VAT incurred
on pension scheme costs.

HMRC has now published its new
internal guidance which confirms
that the so called 70/30 split
concession is to remain (though the
guidance does not say for how long).

HMRC has also indicated that, as a
separate option, pension schemes
may wish to recharge costs incurred
on investment management services
received to the employer company.

Contact

HMRC has extended the transitional period in which employers may rely on the existing
rules (known as the "70/30 split") beyond 31 December 2017. There is no specific
timeframe given as to when the transitional period may expire.

HMRC has also suggested some different options following PPG but advise that the
option to be applied will depend on whether the employer directly contracts with and
pays for the services used to run the pensions scheme. According to HMRC, VAT on
investment costs can only be deducted by the employer if it contracts directly with the
supplier for the services and pays for them. In practice, however, the contracts are
generally between a supplier (eg a fund manager) and the trustees of the scheme.
There are potential solutions available in this scenario which pensions schemes should
explore.

Where an employer incurs costs of the pension scheme, it may recharge these onto the
trustees. If the costs charged on are for administration services, the employer does not
have to charge VAT on these costs, but where similar arrangements are adopted for
investment services or other services connected with the pension fund’s activities, VAT
must be charged.

When the supplier issues a single tax invoice for a single supply comprising both
administration and investment services, an apportionment between these services is
necessary. HMRC currently accepts, by way of a simplification, that 30% of the costs
relate to the administration services when the third party provides both the pension
fund’s administration and investment services and issues one VAT invoice covering both
services.

A tripartite contract between a supplier, pension scheme trustee and employer may be
used to meet the requirement that an employer contracts for investment services. This
only applies in the context of DB pension schemes. For the employer to be able to
deduct any VAT, it will be necessary for them to be issued with a valid VAT invoice for
the full cost of the supply and to pay the service provider directly. HMRC do not accept
that an equivalent increase in contributions to the fund or any payment that is made by,
or through, the fund constitutes payment by the employer. Changes in the recipient of
an investment manager’s services may also have regulatory implications. This
arrangement may also have implications for an employer’s Corporation Tax deduction.
HMRC'’s view is that, under existing accounting standards, in the majority of cases the
employer is not entitled to a Corporation Tax Deduction.

Comment — despite HMRC’s new guidance, the recovery of VAT by pension
schemes / employers is still complex and whilst this complexity presents some
challenges there are also some positive opportunities. For further discussion,
please contact your usual Grant Thornton Partner or one of the VAT Partners
listed below.

Stuart Brodie Karen Robb Vinny McCullagh
Scotland London & South East London & South East
T +44 (0)14 1223 0683 T +44 (0)20 772 82556 T +44 (0)20 7383 5100

E stuart.brodie@uk.gt.com

E karen.robb@uk.gt.com

E vinny.mccullagh@uk.gt.com

© 2017 Grant Thornton UK LLP. All rights reserved.

Grant Thornton’ refers to the brand under which the Grant Thornton member firms provide assurance, tax and advisory services to their clients and/or refers to one or more member firms, as
the context requires. Grant Thornton UK LLP is a member firm of Grant Thornton International Ltd (GTIL).GTIL and the member firms are not a worldwide partnership. GTIL and its member
firms are not agents of, and do not obligate, one another and are not liable for one another’s acts or omissions. This publication has been prepared only as a guide. No responsibility can be
accepted by us for loss occasioned to any person acting or refraining from acting as a result of any material in this publication.

GRT107139



