
 

Children and Families – Early Years Team 
Business Resource Toolkit –  

Charities,  Childcare and VAT (Value Added Tax) 

 
 
What is VAT? 
 
Value Added Tax (‘VAT’) is a complex subject, both legally and in accountancy/book-keeping terms.  
These notes are intended only as a very basic introduction to some aspects. 
 
VAT is a tax on consumer expenditure.  It is collected by HM Revenue and Customs (‘HMRC’) on 
business transactions of many types.  In principle, any business (and this may include a charity or its 
trading subsidiary) that makes ‘taxable sales’ in excess of a set figure (known as the ‘VAT Registration 
Threshold’) must register for VAT. 
 
‘Taxable sales’ are transactions that are liable to VAT at the standard rate, or a reduced rate, or at 
zero rate (which is basically something where VAT could in theory be charged but in practice is not – at 
the time of writing, for example, food and children’s clothes are ‘zero-rated’ in England). 
 
 
How does this affect Charities generally? 
 
For VAT purposes, in England, charitable status is recognised if your charity is registered with the 
Charity Commission, or if HMRC has recognised your charity for direct tax purposes. 
 
UK-registered charities aren’t automatically exempt from paying VAT, but there are a limited number of 
VAT reliefs on purchases available to charities, including some to those not registered for VAT. 
 
Generally speaking, if the charity has turnover from ‘business supplies’ that is above the VAT 
Registration Threshold it must register for VAT in the same way as any other business. Once your 
charity is registered for VAT you will need to carefully consider the income you receive and the supplies 
you make in order to account for VAT correctly.  [However, see below regarding Childcare Businesses 
which are charities] 
 
Certain income and expenditure is considered “outside the scope” of VAT; for example a freely given 
donation or grant where the donor receives nothing in return, or the payment of employees’ wages. 
 
 
What VAT does a Charity generally have to PAY? 
 
A charity will generally pay VAT on all standard-rated or reduced-rated goods and services they buy from 
VAT registered businesses.  However, VAT registered businesses can sell certain goods and services to 
charities at reduced or zero-rate; for example the supply of advertising and aids for the disabled to a 
charity are zero-rated at the time of writing. 
 
Construction, extension and improvement of premises is a particularly complex area and charities 
are strongly advised to take professional tax advice before commencing a major project of this nature. 
 
Sometimes it is possible for a charity to reclaim VAT it has been charged.  This depends partly on the 
nature of the goods or services purchased, but in particular a charity that is not VAT registered will not 
generally be able to recover the VAT it is charged on standard-rated or reduce-rated goods it buys from 
VAT registered businesses. 
 

 

http://customs.hmrc.gov.uk/channelsPortalWebApp/channelsPortalWebApp.portal?_nfpb=true&_pageLabel=pageVAT_ShowContent&id=HMCE_PROD_008117&propertyType=document
http://customs.hmrc.gov.uk/channelsPortalWebApp/channelsPortalWebApp.portal?_nfpb=true&_pageLabel=pageVAT_ShowContent&id=HMCE_PROD_008117&propertyType=document
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What VAT does a Charity have to CHARGE? 
 
A VAT registered charity must charge VAT on all the standard- and reduced-rated goods and services 
they sell, but not on income from non-business, zero-rated or exempt sales.  [However, see below 
regarding Childcare Businesses] 
 
 
VAT and Childcare Businesses 
 
In practice, the provision of Childcare Services (irrespective of Sector) is treated by HMRC not as part of 
‘Education’ as you might expect, but as part of ‘Health and Care Institutions’.  The current HMRC 
Guidance covering that area has relatively little specific to say about Day Nurseries etc., but essentially 
we understand that since VAT is not chargeable upon fees for childcare, VAT is therefore not 
payable by the Childcare Provider upon that part of their turnover. 
 
As a result, most small and medium Childcare Businesses – whether Charities or not – tend to 
find they do not need to register for VAT, as long as their main source of income is the fees they 
charge to Parents & Carers. 
 
However, that does mean they cannot reclaim the VAT they have to pay on goods and services they 
purchase - but in most cases that is only a moderate part of their overall total expenditure, so it’s usually 
considered an acceptable price to pay for avoiding the complications. 
 
One time this inability to reclaim VAT often really hurts though is when the Provider undertakes a major 
premises new-build or refurbishment.  It’s advisable to consult your Accountant before starting such a 
project, but to answer one common question:  no, the rules don’t allow you to be ‘registered’ while the 
building work is in progress and then ‘de-register’ once trading starts.  The VAT-Man is already wise to 
that dodge! 
 
 
Further Guidance and Support 
 
As we said at the outset of this guidance note, Value Added Tax is a complex subject, both legally and in 
accountancy/book-keeping terms.   
 
Therefore all Childcare Settings – but especially those which are (or intend to be) Registered 
Charities need to obtain proper professional advice on the subject – otherwise they could find 
themselves with considerable tax to pay.  There is simply no substitute for that.  However, you can 
also obtain information and guidance from the HM Revenue and Customs Website: 
 
www.hmrc.gov.uk/charities 
 
and from Community Accounting Plus: 
 
www.caplus.org.uk 
          [Revised April 2011] 
 

 
This information is given in good faith as a general introduction to VAT as it relates to charitable organisations 
which offer Childcare Services, and was believed to be correct at the time of writing.  However, Nottingham City 
Council and its Children and Families Early Years Team accept no responsibility for its accuracy, nor for the 
consequences of any actions taken (or not taken) based upon it.  Childcare Providers are strongly advised to 
consult their Accountant or Community Accounting Plus for guidance that is specific to their own activities. 
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