VAT Guidance – Outsourced School Meals Contracts
Background
Many schools have outsourced provision of school meals to external providers, and more may consider doing so in response to increased expectations placed on the quality of the meals service and the need to make financial savings and deliver value for money.

The contracts entered into with external suppliers can be complex, and lead to VAT management issues which arise primarily from the income streams attached to the meals service.

VAT Efficient Contract Structure
There is a recommended VAT structure for such catering contracts that ensures that the transactions take place in the most tax efficient way.
All the costs of producing meals should be borne by the contractor as they have responsibility for delivering the service.  The contractor will then bill the school for the cost of providing the service, which will be subject to VAT at the standard rate.  This means that the contractor is acting as principal for the provision of the school meals service.  The input VAT incurred can be recovered through the schools VAT reclaim process in the usual way.

The contractor may then serve the meals and collect income from charges for those pupils not eligible for free schools meals, but does so on behalf of the school.  This means that the contractor is now acting as agent for the school in collecting the income and is quite succinct from the principal arrangement above.  This will mean that the supply of school meals is incidental to the provision of statutory education by the school, and hence outside the scope of VAT (non-business).  Hence the income collected is fully available to offset the cost of the meals service to the school’s budget.
If the contractor were to retain the income from meals itself (as principal), then VAT would need to be charged on the sale of meals at the applicable rate, because the supply would not be incidental to the supply of statutory education as contractor is not providing education.

This VAT treatment works where meals are provided at or below cost.  You will be able to judge if this is the case if the net effect of all the transactions with the contractor results in a net cost to the school’s budget.

Schools VAT Responsibilities
It is a maintained school’s responsibility to ensure that the VAT treatment of the transactions results in the correct amount of VAT being declared to HM Customs & Excise.  This is particularly the case for the output VAT on the income from any school meals provided other than as incidental to the supply of statutory education.  Although it is the supplier’s responsibility to provide correct and fully compliant VAT invoices to the school, catering contracts can be complex consisting of both costs and income back to the school as described above.
Variations to Contract Structures
There are many possible alternative contract structures that may be in place depending on the procurement considerations at the time that schools meals provision was outsourced.  It is recommended that all meals contracts are reviewed and where different to the VAT efficient structure set out above, then advice should be sought from the Schools Finance Team concerning the VAT implications and correct accounting treatment.  If insufficient detail regarding output VAT is available then this should be requested from the supplier so it is included with all future invoices.
Accounting Implications
The contract structure set out on Appendix A will normally result in the payment of the invoice in the usual way for the total of £4,909.80 via Accounts Payable by debiting £3,696.95 to A251 Contract Catering and the full Input VAT amount of £1,172.08.  However there are usually four additional entries required in the school’s accounts which are processed by way of two cash book journals.  These are:
a) the additional cost of provision of meals by the provider exclusive of VAT in accordance with the contract terms and conditions – not just the net cost to the school (coded to expenditure – CFR code E25 / SIMS account code A251)

b) income received from sales of meals where pupils are not eligible for free school meals passed by the contractor to the school (coded to income – Ledger Code A871 Pupil meals income / CFR income code I09)

c) income received from sales of meals where staff and visitors are not eligible for free school meals passed by the contractor to the school (coded to income – Ledger Code A872 Staff meals income / CFR income code I09)

d) output VAT on income from the sale of meals provided other than as incidental to the supply of statutory education (coded to output VAT)

The entries can be completed by passing two cash book journals an example of which is below (normal journals cannot be passed as you are unable to select the relevant VAT ledger codes):

	Cost Centre xxx
	
	
	
	

	
	
	
	
	

	Journal 1
	 
	 
	 
	 

	Cost of catering
	A251
	Dr
	£2,163.45
	 

	 
	(Select Out of Scope)
	
	 

	 
	Bank
	Cr
	£2,163.45
	 

	 
	 
	 
	 
	 

	
	
	
	
	

	Journal 2
	 
	 
	 
	 

	Income received from sales to pupils
	A871
	Cr
	£1,918.84
	 

	 
	
	
	
	 

	Income received from sales to staff
	A872
	Cr
	£203.84
	 

	 
	
	
	
	 

	Output VAT on income from sales
	Standard rate
	Cr
	£40.77
	 

	 
	
	
	
	 

	 
	Bank
	Dr
	£2,163.45
	 

	 
	 
	 
	 
	 


In order to simplify matters for schools, we have devised a simple spreadsheet which we have called a ‘Catering Calculator’ which will calculate the journals for you.  Please see Appendix B.
It is important for correct financial reporting that income and expenditure are not netted off on the same income and expenditure account code, and also that input VAT and output VAT are not netted off on the same code.
If any staff free meals have been provided then the cost of these should be charged to A252 Staff free meals / duty meals (E08) and this is also provided for in the calculator.

Similar Contracted Activities
Other activities that are performed by external contractors on behalf of schools are unlikely to generate similar VAT complexities unless there is an income stream or benefit in kind received back to the school.  It is the income stream associated with typical catering contracts that means that care needs to be taken with regard to the VAT and accounting arrangements.
However, if you are in doubt about the correct VAT or accounting treatment of any contract please contact the Schools Finance Team in the first instance.
Implementation Advice
The layout of any invoice received for catering services provided by an external contractor should reflect the agreed contractual arrangements and the correct VAT treatment of the transactions involved.  An example invoice reflecting the VAT efficient contract structure set out above is provided at Appendix A below.
Schools Finance Team
November 2011
Appendix A

Sample Catering Contractor Invoice
Chillcook Catering Limited
Invoice No. 00001
Chillcook House
Chillcook Way
Middlesexville
MX1 1XX
VAT Reg. No. 123 4567 89
Date: 1 June 2011

Tax Point: 1 June 2011
Invoice To:
Middlesex Primary School
Middlesex Way
Middlesexville
MX2 2XX
	Description
	Quantity
	Unit Price (£)
	Net Total (£)
	VAT Code
	VAT (£)

	Catering Service 26 April 2011 to 27 May 2011:
	
	
	
	

	
	
	
	
	
	

	Free School Meals
	1,907
	1.96
	3,737.72
	S
	747.54

	Pupil Paid Meals
	979
	1.96
	1,918.84
	S
	383.77

	Staff / Visitor Paid Meals
	104
	1.96
	203.84
	S
	40.77

	
	
	
	
	
	

	Sub-total
	
	
	5,860.40
	
	1,172.08

	
	
	
	
	
	

	Income Collected:
	
	
	
	
	

	
	
	
	
	
	

	Pupil Paid Meals
	979
	1.96
	1,918.84
	N
	0.00

	Staff / Visitor Paid Meals
	104
	
	203.84
	S
	40.77

	
	
	
	
	
	

	Total income collected
	
	
	2163.45
	
	

	
	
	
	
	
	

	Invoice Total
	
	
	3696.95
	
	1172.08

	
	
	
	
	
	

	Gross Total
	
	
	4869.03

	
	

	
	
	
	
	
	


You are responsible for the payment of Output Tax on Cash sales of £40.77

Payment Terms:  28 days
Payment to Middlesex Bank  -  Sort Code: 12-34-56  Account Number: 01234567
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