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WHAT CONTRACTORS NEED TO KNOW ABOUT VAT - PART 2

In part 1 (factfile 9) | covered the basic VAT position on supply of
construction services and zero rating of new buildings. In this factfile
| deal with conversions of buildings.

BASIC POSITION

It should be remembered that the basic position is that you should
standard rate the supply of construction services in converting a
building.

PRINCIPLE EXCEPTIONS

1. Conversion for a housing association of a non residential
building into a dwelling or number of dwellings or for relevant
residential purposes. A typical example of this would be the
conversion of an office block into flats. There are a number of
requirements which need to be borne in mind:

a) the building must be non residential i.e. the building being
converted has never been used as a dwelling or dwellings or has not
been used for 10 years prior to the start of work.

b) If the conversion is to a relevant residential purpose the
contractor will need a certificate confirming intended use.

c) sub-contractors services are not made directly to the relevant
housing association and are not therefore zero rated.

2. Conversion of premises to residential use or a different
residential use will be charged at a reduced rate of 5%. The
conversion can be single household dwellings (e.g. flats), multiple
occupancy dwellings (e.g. bed sits) or relevant residential purposes.
An example would be the conversion of a large house into flats.

Where premises are already being used as single household
dwellings, then in order to qualify, the works should not be mere
refurbishment. There has to be the creation of more or less single
dwellings. For example if the project merely alters the footprint of
existing flats in the premises but no additional flats are created this
will not qualify; If, however, four existing flats are converted into two
larger flats this will qualify. In applying the rules the Revenue will
split up what is genuinely a conversion and what is refurbishment on
a floor by floor or flat by flat basis.

3. Renovation or alteration of empty residential premises to
form a dwelling or dwellings or for a use for relevant residential
purposes will be charged at a reduced rate of 5%. The premises
have to be empty for two years prior to start of work and evidence of
this has to be held. Thus a house which has been unoccupied for 5
years which is converted into two flats would qualify.

4, Sale of a non residential building converted to a
residential use. Whilst the conversion of a non-residential
building into dwellings is subject to standard rate or reduced rate
VAT, this is mitigated if the dwellings are sold by the developer on
a freehold or a long leasehold (125 years or more) basis. On the
first sale the developer can zero rate the sale and thus reclaim the
attributable VAT charged on the conversion by the contractor.

It should be noted that this fact file is only introductory and great
care should be taken when advising of VAT treatment. Hopefully
this fact file will be sufficient to recognise issues. Specialist
advice should be taken on the actual treatment of supplies by a
contractor.
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Name Company Name Location Telephone No
Andrew Dewing Anderson Barrowcliff LLP MIDDLESBROUGH 01642 660 300
Jane Hughes Collyer Bristow LLP - Solicitors LONDON WC1 0207 242 7363
John Painter Crowther Beard LLP WORCESTER 01905 454854
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Nick Willis George Hay BEDFORD 01234 834600
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Carolynn Pissarro Griffin Chapman COLCHESTER 01206 771000
Russell Halliday H.W. Vaughan & Co SWANSEA 01792 652108
Denise Lindsell Hardcastle Burton LLP ROYSTON 01763 247371
Michael Bernstein Harris Lipman LONDON N20 020 8446 9000
Steve Vickers Hart Shaw LLP SHEFFIELD 0114 251 8850
Debra Dougal Haslers LONDON NE 020 8418 3333
Richard Malone Hillier Hopkins LLP WATFORD 01923 232 938
Brad Ehlan Howard Worth NORTHWICH 01606 369000
Nigel Clemit JWPCreers YORK 01904 624 155
Michael Moore Larkings CANTERBURY 01227 464991
Nick Pollington Price Bailey LLP ELY 01353 662892
Melanie Richardson Roffe Swayne GODALMING 01483 416232
Martin Overfield Smailes Goldie HULL 01482 326916
Stuart McCallum Taylor, Viney & Marlow INGATESTONE 01277 355235
Keith Thompson ** Vanderpump & Sykes - Solicitors ENFIELD 020 8367 3999
Robin Wilson Wilson Sandford Limited HOVE 01273 821441
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