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November 2025 Examination
PAPER 6
VAT
Suggested Answers
Candidates will be given credit for relevant points not on the mark scheme.



1. 
Businesses are not allowed to reclaim VAT on some costs even when the VAT meets the definitions and requirements of input tax (1 mark). Cecily should be blocking input VAT on the cost of business entertainment where her staff go out with clients (1 mark) and the cost of buying a new car (1 mark). If she leases a new car she will only have to block 50% of the input VAT to cover the private use of the car (1 mark). If she buys a new van then the input VAT will be recoverable (1 mark). Because she has not charged her mother in law for the car repairs, she cannot recover the £100 of input VAT on the parts (1 mark). Alternatively she could recover the £100 as input tax and include the same as output VAT in her VAT return (1 mark). 

Because she is VAT-registered, she must issue a VAT invoice within 30 days to customers who are VAT registered, or who request one, for car servicing and repairs as these are standard rated supplies (1/2 mark). Because the invoice is for less than £250, a simplified invoice can be provided which also needs

Cecily’s VAT registration number (1/2 mark)
The date of the supply (1/2 mark)
The rate of VAT applicable (20%) (1/2 mark)
 
She is required to keep accounting records for 6 years. (1 mark). So if she moves to new accounting software, she will have to move over the opening balances (1 mark), but she does not have to copy all the old records into the new system (1 mark). However, she must ensure she has a copy of the records on the old system or can continue to access them for the required time (1 mark). 
[Marks awarded for all relevant points]


Because Cecily has underpaid VAT due to a mistake, this could give rise to a penalty for failure to take reasonable care of up to 30% of the underpaid VAT (1 mark). The penalty will be reduced if Cecily tells HMRC about the error and helps HMRC to calculate the error (1 mark). HMRC may also charge interest at the Bank of England base rate plus 4% on the underpayment (1 mark). 



2. 

The place of supply of the services is as follows:
	Supply of
	From 
	To
	POS & Reason

	Consultancy and online training
	UK
	UK
	UK - General Rule (1 mark)

	Consultancy
	UK
	Asia
	Where recipient belongs - General Rule (1 mark)

	Consultancy
	US
	US
	US Outside the scope of UK VAT as not supplied to or from UK (1 mark)

	Online Training – business customer
	UK
	Asia
	Outside the UK - Electronically Supplied Services if used and enjoyed outside the UK (1 mark)

	Online Training – individual customer
	UK
	Asia
	 Where recipient belongs - Electronically supplied services (1 mark)





The place of supply of the consultancy services from the advisers in China and India is the UK following the general rule (1 mark). The supplies will therefore be subject to the reverse charge (1 mark). The fact that the supplier is charging local VAT or GST does not impact on this position (1 mark). 
‘Professional competence and due care’ is one of the five Fundamental Principles of PCRT (1 mark). This means that the staff of V&O must maintain their professional knowledge and skill, and they must not undertake professional work which they are not competent to perform unless they obtain appropriate assistance from a suitably qualified specialist. The staff may not have sufficient expertise to carry out this work. (1 mark). Another fundamental principle in PCRT is objectivity (1 mark). This means that staff must not allow bias, conflict of interest or undue influence of others to override professional or business judgements. Lisa Marie’s judgment may have been influenced by a desire to reduce costs (1 mark)
Max 3 marks of 4 available
The potential purchaser is a UK business and so will be VAT registered and intends to carry on the same business as V&O with no significant break in trading (1 mark). If Gerald retains a small part of the business, this should not prevent the part that is being sold from operating as a separate business (1 mark). The sale of the business will be a Transfer of Going Concern (TOGC) and outside the scope of VAT (1 mark). If V&O has opted to tax the office building, the sale of this will also be outside the scope of VAT if the buyer notifies HMRC that they have opted to tax the building and notified the seller that their option has not been disapplied (1 mark). If V&O has not opted to tax the office building, the sale will be part of the TOGC. (1 mark). 
3. 
The grant is not consideration for a supply and so is outside the scope of VAT (1 mark). The social media costs of £4,515 are subject to the reverse charge (1 mark). Total taxable supplies in the period from Jan 25 to Oct 25 are therefore £57,440 (1 mark) which is below the VAT registration threshold of £90,000 so Yusuf does not need to register for VAT at this time (1 mark).
	Month
	Sales
	Set up grant from Canine Trust
	Van rental (inc VAT)
	Equip-ment (inc VAT)
	CRM & accounting soft-ware and social media  costs
	Total

	 
	Income 
	Expenditure 
	

	Sales
	 
	
	
	 
	

	Total
	52,925
	50,000
	6,000
	6,300
	4,515
	

	Taxable supplies
	52,925
	
	
	
	4,515
	£57,440





Looking at the budgeted sales data from November 2025 to April 2026, Yappy Hounds is predicting sales of £50,445. If we assume that the sales values include VAT as they are made to individuals. Therefore the output VAT due is 20/120th ie £8,408 (1 mark). Yappy Hounds also needs to apply the reverse charge of £705 to the non-UK purchases so total output VAT is £9,113. They can claim input VAT on their purchases from UK suppliers in the period (£1,592) plus the reverse charge VAT (£705). Total input VATl £2,297 (1 mark). 
In addition, they can claim input VAT on services received in the 6 months prior to registration of £600 (1 mark)  and input VAT on any equipment still owned at the date of registration of £1,050  (1 mark). The total input VAT for the period is £1,650+ £2,297 = £3,947 and net payable on the VAT return would be £5,166 (1 mark).



	Month
	Sales
	
	Van rental (inc VAT)
	Equipment (inc VAT)
	Software and social media  costs 
	Canned pet food
	Total VAT

	 
	Income
	
	Expenditure

	Budget for period
	 
	
	
	 
	
	

	 
	
	 
	
	
	 
	
	

	Total
	 50,445 
	
	 3,600 
	 1,150 
	 3,525 
	
	

	Output VAT
	 8,408 
	
	
	
	705
	
	9,113 

	 Input VAT on purchases in period
	
	
	 600 
	 192 
	 705
	800 
	 2,297

	Input VAT on equipment owned at reg
	
	
	
	 1,050 
	
	
	 1,050 

	Input VAT on services in previous 6 months
	
	
	
	 600 
	
	
	   600

	Total input VAT
	
	
	
	
	
	
	   3,947 

	Net VAT payable under standard scheme
	
	
	
	 £5,166





3)	Yappy Hounds Ltd’s budgeted sales are £50,445. 2% of budgeted sales is £1,009. It is not a low-cost trader as it plans to spend more than £4,000 on pet food which is more than 2% of budgeted sales (1 mark). The flat rate for boarding and care of animals is 12%. As it would be in its first year of VAT registration it would qualify for a 1% discount. The flat rate is therefore 11% (1 mark). The output VAT on sales would be £5,549. Yappy Hounds Ltd must also include the reverse charge output VAT on the return so total output VAT is £6,254 (1 mark). Yappy Hounds Ltd can recover input VAT on the reverse charge of £705 (1 mark). The net payable under the flat rate scheme is £5,549 (1 mark).  In the same period, excluding pre-registration claims, Yappy Hounds Ltd would pay £6,816 and would therefore be better off using the flat rate scheme (1 mark). 

	
	Sales
	
	Van rental (inc VAT)
	Equipment (inc VAT)
	Software and social media costs
	Canned pet food
	

	 
	Income
	 
	Expenditure
	 
	 
	
	

	Budgeted sales
	
	 
	
	
	 
	
	

	 
	
	 
	
	
	 
	
	

	
	  50,445.00
	           -   
	          6,000 
	     1,150 
	     3,525
	4,800
	

	2% of turnover
	      1,009
	
	
	
	
	
	

	
	Not a low cost trader

	
	12% rate for boarding or care of animals

	
	1% discount for being in first year as a VAT-registered business

	
	VAT on Sales
	
	
	VAT on Equipment 
	VAT on Software and social media costs
	
	Total

	Output VAT at 11 and reverse charge%
	    5,549
	
	
	
	      705
	
	6,254 

	Input VAT
	
	
	
	     
	     705
	
	705.00

	
	
	
	
	
	
	
	

	Net VAT payable under flat rate scheme
	
	
	
	 £ 5,549



 
4)	The transfer of data from the CRM to Rapid Books is not a digital link because Yusuf is only posting the summary sales information from the CRM into Rapid Books (1 mark). A digital link is required because the CRM is the first step in the digital journey (1 mark). Because a digital link is required, Yappy Hounds Ltd is not currently complying with the requirements of Making Tax Digital (1 mark).


4.
1) Polly has output tax due of £270,000/ 6 = £45,000 (1 mark)
Input tax to reclaim is £120,000 (goods for resale)  + £30,000 (Other expenses) = £150,000/6 = £25,000 (1 mark)
Net payment due to HMRC is £20,000 (1/2 mark)
Payments already made to HMRC = £1,800 x 9 = £16,200 (1 mark)
Outstanding payment due to HMRC is £3,800. (1/2 mark) 
This will be payable by 31 December 2025. (1 mark)

2) The new monthly instalments will be £20,000/10= £2,000 per month. (1 mark)
Polly does not need to take any action immediately to deal with the potential increase in her turnover, (1 mark) but if, during the year, she realises that her VAT payable will increase by more than 10% since she last calculated her instalments then she must notify HMRC. (1 mark) 

3) The monthly instalments for 2026, will start on the last working day in February 2026 (1 mark) and will be at the end of each month until October 2026. (1 mark)

4) Cold sandwiches will be standard rated if consumed in the café because consumption of food on the premises is deemed to be a supply of catering (1 mark) but will be zero rated as food if taken away. (1 mark)
The hot pies will be standard rated whether they are eaten in the café (catering) or taken away as hot take away food is deemed to be a supply of catering. (1 mark)
The supply of electricity for charging cars is standard rated (1 mark) (mark also given if candidates disagree with HMRC and say lower rated if low volume supply).


5) The basic tax point of the events is when the event takes place (1 mark). If a deposit is received in advance then an actual tax point is created at the time that the deposit is received (1 mark) and if an invoice for the balance is issued within 7 days this also creates an actual tax point. (1 mark) Where an invoice is not raised within 14 days of the event, the actual tax point reverts to being the basic tax point which is the date of the event. (1 mark)




5.
1)  Partial exemption calculation
	
	
	Attribution
	

	
	
	Taxable
	Exempt
	Non-attributable
	

	Repair and maintenance of housing
	£40,000
	
	£40,000
	
	(1/2 mark)

	Repair and maintenance of commercial properties
	£75,000
	£75,000
	
	
	(1/2 mark)

	Lease of office
	£30,000
	
	
	£30,000
	(1/2 mark)

	Audit fees
	£16,000
	
	
	£16,000
	(1/2 mark)

	Legal fees for creating housing rental contracts
	£24,000
	
	£24,000
	
	(1/2 mark)

	Advertising of commercial properties
	£32,000
	£32,000
	
	
	(1/2 mark)

	Total
	
	£107,000
	£64,000
	£46,000
	





Reclaim rate for non-attributable = £4,600,000 / (£4,600,000 + £1,500,000) (1 mark)= 75.41% (1/2 mark)
Rounded up to nearest whole number = 76% (1/2 mark)
Residual reclaim = £46,000 x 76% = £34,960 (1/2 mark)
Total reclaimable VAT = £107,000 + £34,960 = £141,960 (1/2 mark)
Input tax claimed in year = £139,000
Additional reclaim from HMRC = £141,960 - £139,000 = £2,960 (1 mark)

2) Capital Goods Scheme Calculation
Refurbishment of a commercial building for £400,000 
Input tax on cost = £400,000 x 20% = £80,000 (1/2 mark)
Change in reclaim rate = 100% - 0% = 100%(1/2 mark)
Adjustment due = £80,000/10 x 100% = £8,000 (1 mark)
A large extension – No adjustment due as input tax is not recoverable. (1 mark)
Construction of a new road 
Input tax on cost = £600,000 x 20% = £120,000 (1/2 mark)
Change in reclaim rate = 76% - 65% = 11% (1/2 mark)
Adjustment due = £120,000/10 x 11% = £1,320 (1 mark)
Purchase of software for the new finance system – No adjustment due as software is not within capital goods scheme. (1 mark)
Lease premium of £1,000,000 – No adjustment required as the asset is more than 10 years old. (1 mark)
Total Capital Goods Scheme adjustment = £8,000 + £1,320 = £9,320  (1 mark)




6.
1)									Ben Hombre
									Forty Towers Ltd
									6 November 2025

Dear Ben,
Thank you for your recent letter. Please find below answers to your questions which are set out in the same order as you asked.
The option to tax
Where you opt to tax a building and then want to revoke or cancel the option, this must be done within six months of the original option. (1 mark) In the case of the office building, the option was made about one year ago and it would not therefore be possible to cancel the option to tax the building. (1 mark)
The option to tax does not apply to a building which is leased to a charity where the charity uses the building for non-business purposes. However, this is not the case if the charity uses the building as an office which it does in this scenario. (1 mark) Therefore, the option to tax would still apply to the lease to the charity. (1 mark)
It is possible to revoke/cancel an option to tax on a building where the option was made more than 20 years ago, (1 mark) so it would be possible to revoke the option on the older building and treat the rental income as exempt from VAT. (1 mark) However, if you did this you would not be able to reclaim the input tax on the proposed improvement costs. (1 mark)
The property sales
The sale of the house will be the first grant of a major interest in a dwelling and as such will be zero rated. (1 mark)
The sale of the gatehouse is not the first grant of a major interest as the lease to the previous occupier was for more than 21 years and will therefore be exempt from VAT. (1 mark)
The storage facility is a new commercial building less than 3 years old and, as such, is subject to VAT at 20%. (1 mark)
The option to tax does not apply to residential accommodation (1/2 mark) and the sale of the storage facility is subject to VAT anyway (1/2 mark), so there is no advantage in opting to tax the proposed buildings for sale. (1 mark)
Other income sources
The sale of fishing rights is excluded from the VAT exemption available for land and as such will be liable to VAT at the standard rate. (1 mark)
The hire of sports pitches to individuals is also excluded from the VAT exemption available for land and as such will be liable to VAT at the standard rate. (1 mark)
The provision of sleeping accommodation in a hotel is also excluded from the exemption for land, whether or not provided with catering, and these sales are also therefore subject to VAT at the standard rate. (1 mark)
I hope that the above is helpful, but please let me know if you have any questions.
Yours sincerely
A Adviser
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