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Academies fall within a special VAT regime which allows them 

to reclaim VAT on grant funded and other non-business 

activities, unlike most charities. However, the VAT rules are still 

very complex and in many cases you need to look carefully to 

know whether or not to add VAT to sales or reclaim it on 

purchases. We highlight four areas which are causing confusion.

VAT refund scheme
The first VAT challenge concerns the decision whether to use 

the refund scheme or to register for VAT. In our experience 

to date, the majority of academies have elected to use the 

refund scheme, either as a long-term option or while they 

assess the longer term strategy.

On the plus side, the refund scheme is relatively straightforward 

to use and, so far, claims for refunds appear to have been 

processed efficiently by HMRC. However, while the refund 

scheme is simple and payments appear to be being made 

quickly, it does minimise the amount of VAT an academy can 

recover. The refund scheme only allows recovery of VAT on 

an academy’s non business activities (i.e. VAT relating to the 

provision of free education); it doesn’t allow recovery on VAT 

incurred in respect of any business activity (such as letting sports 

premises or selling books or uniform).

Academies, therefore, need to analyse the extent and nature of 

their business activities carefully. Business supplies may be 

taxable for VAT purposes or they may be exempt. Generally, VAT 

can only be recovered in respect of taxable activities but if levels 

of exempt supplies are relatively low, then VAT recovery may be 

available on all business-related expenditure.

VAT registration
Regardless of their initial decision, academies need to regularly 

review the level of their taxable business activity to establish 
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whether they are obliged to register for VAT. This will be the case 

if they cross the current VAT registration threshold of £77,000.

Vouchers
As well as the more common sources of business income, 

we have recently come across income generated from sales of 

retail vouchers (e.g. Tesco vouchers). These are generally sold 

at a discount by the retailer and at face value by the school, 

with the school retaining the mark up. VAT on vouchers is 

complex, but in most cases the sale by the school will count 

towards the VAT registration threshold as taxable income. 

To further complicate matters, invoices from the retailer will 

often show VAT at an unusual percentage (to reflect the 

estimated standard/zero rated mix of the goods to be acquired 

when the voucher is redeemed) and similarly any VAT due from 

the academy (once registered) on the sale of vouchers will need 

to be at a rate to reflect this mix.

Purchasing musical instruments
Some academies have also experienced confusion concerning 

the situation surrounding purchases of musical instruments sold 

to pupils. There has been some uncertainty as to whether or not 

the Assisted Instrument Purchase Scheme (AIPS) can be used by 

academies. Although much of the guidance is silent on this 

point (as it predates the establishment of academies) the scheme 

does apply and VAT recovery on the purchase of the instrument 

by the academy is available, subject to the normal AIPS rules.
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For more information on the VAT issues facing academies 

please visit:

www.moorestephens.co.uk
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DPS19977 May 2012


