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Introduction 
 
Despite a prolonged and highly media focussed Election, the 
three main parties were somewhat reticent on their plans for 
VAT. The most anticipated budget for years that followed gave 
rise to an inevitable farrago of speculation on UK taxation from 
anyone with a passing interest. By the time George Osborne 
had sat down, however, most of the expected changes had 
failed to fully materialise - with the notable exception of the rise 
in VAT to 20% - appearing with the inevitability of English 
football failure at the World Cup. 
 
Jean Baptiste Colbert famously concluded “The art of taxation consists in so 
plucking the goose as to obtain the largest possible amount of feathers with 
the smallest possible amount of hissing” - something the Chancellor seems 
to have taken to heart in his attempt to reduce the structural budget deficit, 
using other expected increases as a smokescreen. The widely expected and 
delivered 2.5% rise is intended to generate in excess of £50 billion of tax 
revenue over the parliamentary term.  
 
By now, as any fule kno, VAT increases to 20% effective from 4 January 
2011 and catapults the UK - somewhat ironically - above Germany and into 
the top twelve in the EU’s VAT league table. As well as the consequences 
for high street retailers and weekly household bills, there will also be an 
impact to ongoing construction projects and other ‘continuous supplies of 
services’. The 20% rate will apply to all VAT invoices issued on or after the 
effective date, within 14 days of providing the goods or services (or any 
longer period for invoicing agreed with HMRC). There are special rules for 
supplies which span the change of rate and for businesses that make 
continuous supplies of goods or services. Under these rules, if goods are 
supplied or services performed before 4 January 2011 and a VAT invoice is 
raised after that date, VAT can be accounted for at 17.5%. 
 
For taxpayers who can recover their input tax, the rate change will have little 
practical impact and there will be no significant benefit obtained through 
timing of payments. Where clients are only to recover part or none of their 
VAT, then it will be important to minimise the resulting liability - this will 
particularly impact on organisations in the finance, insurance, healthcare and 
education sectors, as well as government departments, charities and private 
individuals.  

 
Applying the rate change to typical construction co ntracts 
 
For construction contracts making monthly stage payments, the tax point or 
time of supply is normally the earlier date of when the contractor issues a 
VAT invoice or receives payment. 

 
Work completed before 4 January 2011 
 
Under the normal rules, VAT invoices issued and payments received on or 
after 4 January 2011 will be liable at 20%, including retention or final account 
payments. Where they relate to work completed before 4 January, the 
change of rate rules can be used to apply the 17.5% rate. 
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Work in progress on 4 January 2011 
 
Where a project is ongoing under a stage payment 
contract on 4 January 2011, any VAT invoices issued or 
payments received on, or after that date will be liable to 
VAT at 20%. The change of rate rules can be applied if a 
VAT invoice, or a payment (including retention or final 
account payments) covers work actually performed up to 3 
January 2011. Where necessary the amount involved 
should be apportioned (based on measurable work or 
normal costing or pricing structures) and the VAT 
calculated at 17.5% on the element of the work performed 
before 4 January. The calculation must be demonstrably 
fair and reasonable; given that the construction industry 
usually shuts down over the Christmas period, where 
clearly a straight-line time apportionment would not be 
appropriate. 
 
Other construction contracts 
 
If a contract, say for demolition works, only involves a 
single payment (excluding any agreed retention), perhaps 
when the work has been completed or is nearing 
completion, the normal tax point rules apply, including a 
basic tax point when the work is completed.  

 
Work completed before 4 January 2011 
 
Under the normal rules a VAT invoice issued on or after 4 
January 2011 creates a tax point for work that was 
completed beforehand and will be liable to VAT at 20%. 
The same applies to any retention payment received on 
or after 4 January 2011. The change of rate rules can be 
used to apply the 17.5% rate. 
 
Work in progress on 4 January 2011 
 
Tax points that occur on or after 4 January 2011 for work 
in progress on that date will be liable at 20%. The special 
change of rate rules can be used to apply the 17.5% rate 
to work actually performed up to 3 January 2011. So, if a 
VAT invoice is issued, or payment received on or after 4 
January 2011 for work that was in progress while the 
17.5% rate applied, the amount involved may again be 
apportioned and VAT calculated at 17.5% on the element 
of the work performed before 4 January. 
 
Anti-forestalling 
 
In keeping with the rules for the rate change in January 
this year from 15% to 17.5%, anti-forestalling legislation 
has been introduced. For deposits and prepayments, the 
rule is that VAT should be accounted for at the rate in 
force when it is received. If a deposit is received before 4 
January 2011 for goods or services that will be supplied 
on or after that date, the 17.5% rate of VAT will apply to 
the deposit, with 20% applicable to the balance. Where 
arrangements are made to account for VAT at 17.5% in 
advance of 4 January 2011, in respect of goods or  
 
 

services to be provided afterwards, the legislation will only 
apply to certain transactions where the person incurring the 
VAT liability cannot recover all the VAT and one of the 
conditions listed below applies. Where the transaction is 
caught by these rules, a supplementary VAT charge of 
2.5% will apply.  

o A prepayment from, or the issue in advance of VAT 
invoices to a connected person for future supplies; or 

o Funding is provided or arranged for customers to 
enable them to pay in advance for goods or services 
to be supplied by the same person; or 

o The issue of VAT invoices that do not have to be paid 
for at least six months; or 

o Pre-payments are received, or advance VAT invoices 
issued in excess of £100,000 and this is not normal 
commercial practice.  

The charge does not apply to prepaid or invoiced rentals of 
land, buildings or other assets, if the period concerned is a 
year or less and the prepayment or the issuing of an 
advance invoice is normal commercial practice. Suppliers 
may adjust the amount payable under contracts with 
customers for any supplementary charges, unless the 
contracts say otherwise. 
 
Anti-Lennartz accounting 
 
Further restrictions under Lennartz accounting will be 
introduced on 1 January 2011 to ensure VAT recovery is 
restricted to the private use of business assets. This will 
result in consequential changes to the capital goods 
scheme from 1 January 2011. 
 
So who’s hissing now? 
 
Despite the World Cup, the vuvuzelas have not drowned 
out the extensive media coverage the rate change has 
generated, with business ‘largely resigned’ to the inevitable 
increase. The previous VAT changes (to 15% and 17.5%) 
were reported to have cost business around £150M in total 
and therefore, a single rate increase, rather than an 
incremental approach at least avoided further administrative 
burden. The increase in January was probably targeted to 
avoid two increases within the same year and the resulting 
impact on inflation; although it will provide retailers with an 
opportunity for ‘beat the increase’ sales over Christmas. 

 
For property and construction, owners and occupiers 
providing exempt or partially exempt supplies will take 
the full burden of the rise in irrecoverable VAT and it will 
be interesting to see how these costs are eventually 
recovered through ordinary business activities. 
 
For further advice concerning any of the issues raised in 
this briefing, please contact Paul Farey at 
paul.farey@davislangdon.com, or alternatively one of 
our other contacts shown overleaf. Information on other 
property tax related topics can also be found on our 
website at http://bankingtaxfinance.davislangdon.com.

 


