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Introduction
1.1 The Purpose of the Consultation
The UK has received notification from the European Commission that its exemption for business supplies of research between eligible bodies does not comply with European legislation. The UK has accepted that this is the case and plans to withdraw the exemption from 1 August 2013. 
HMRC launched the consultation on 20 December 2012 requesting details of research that is currently underway or planned in order to assess the impact that the withdrawal of the exemption will have and seeking views on whether there are any possible options to mitigate the impact of the withdrawal.
The consultation closed on 14 March 2013.

1.2 Respondents to the consultation
86 responses were received, broken down as follows:

Universities…………………………………………………45

Charities and Research Institutions……………………...22

Representative Bodies…………………………………….12
Government and Public Bodies…………………………….3

Professional Advisors………………………………………..4

2. Responses
This chapter provides details of the responses to the questions asked in the consultation document.
Questions 1-6 are not reproduced in this document. The purpose of questions 1, 2, 4, 5 and 6 is to assist HMRC to assess the full financial impact of the withdrawal of the exemption for research between eligible bodies and to inform the way forward. As the responses only contain figures they are not being reproduced for the purposes of the responses confidentiality. 55 respondents provided figures for some or all of these questions.
Question 3 simply related to the fields of research in which the respondents specialised.
Question 7

What is the average length of your contracts to supply/receive exempt research? 

The average length of contracts is in the region of 3 to 4 years although some contracts may be as short as 1 year with others extending up to 10 years. Many respondents suggested that the introduction of the changes should be delayed and that the liability of supplies relating to all existing contracts should remain undisturbed.  
Question 8

What scope is there to vary the terms of exempt research contracts currently in progress that are likely to become standard-rated from 1 August 2013?

The majority of respondents indicated that there is little scope to vary or renegotiate the terms of contracts largely because contracts do not make any provision for this and also funders will not have resources to meet additional VAT cost.
Question 9

What would the overall cost and effect on your organisation be when the liability changes and there are no transitional arrangements put in place (i.e. all exempt research in progress becomes standard -rated from 1 August 2013)?

Approximately 80% of respondents, including all universities answered this question and said that having to re-negotiate existing contracts would lead to increased staff training, legal and professional costs. This work would have to be carried out whilst managing existing work and there are serious concerns as to whether existing resources could cope as some institutions have thousands of individual contracts. Many respondents stated that if there were no transitional arrangements there would be a serious effect on ongoing projects reducing the quality and quantity of research produced.  
Question 10

Do you have any comments on the expected impact of the withdrawal including any administration burdens that may affect you as a result of the withdrawal?

The majority of responses suggested that the amount of additional tax that will be payable had been under-estimated. However, it has become apparent during the course of the consultation that some suppliers were unclear whether supplies were outside the scope of VAT or exempt.  Supplies that are outside the scope of VAT, such as those for which the consideration does not accrue any benefit to the supplier, are not affected by the change and so figures supplied in response to the consultation may be incorrect. 

In order to provide clarity in the distinction between supplies of research that are outside the scope of VAT and those that are exempt business supplies following the closure of the consultation, HMRC issued Revenue and Customs Brief 10/13 which asked suppliers of research to revisit the figures that they had submitted as part of the consultation exercise and if appropriate to submit revised figures. Approximately 24 respondents revisited their figures with 10 providing amended information. 
Universities generally favour transitional arrangements as these would significantly reduce the admin burden and suggest that contracts that are in place at the date of the legal change should be grandfathered (that is allowing existing exempt contracts to run their whole life exempt from VAT). Failure to do so would impact adversely on the budgets of current research activities.
Many respondents, especially universities, consider that because of the difficulties faced by businesses in adjusting their procedures the implementation of the changes should be delayed. A number suggesting that the implementation should be completely deferred until 2014.
There is a concern that the consequence of an increase in the costs of research will lead to a corresponding reduction in the volume of research activity that can be undertaken within fixed funding.

Many respondents considered that better guidance should be available particularly for the future where failure to treat the liability of a supply correctly could have financial repercussions.   
Summary

HMRC is grateful to everyone who responded to the consultation and those that attended meetings. Respondents recognise that the Government has no option other than to withdraw the exemption for supplies of business research between eligible bodies but consider that the withdrawal should be managed so as not to impact on  existing contracts.
The figures provided in response to this consultation have been used to enable HMRC to gain a better understanding of the value of the research that is likely to be affected. HMRC now estimates that the withdrawal of this exemption will lead to increased VAT on these supplies of approximately £10 million in 2013-14 increasing to a maximum of £50m by 2017-2018 as more contracts become taxable rather than exempt. 
3. Next steps
Taking account of the responses to the consultation and the planned withdrawal of the exemption from 1 August 2013, the Government has decided that the supply of research services for business purposes between eligible bodies will: -
· for contracts entered into on or after 1 August 2013, be taxable at the standard rate (20 per cent); and 
· for written contracts entered into before 1 August 2013, continue to be exempt from VAT.
If the contract is extended or varied and the consideration payable is increased after that date then payments for these new or changed supplies will be standard rated although supplies relating to the contract as it stood at 31 July 2013 will remain exempt. 
If a contract is extended or varied and there are additional payments this can affect the VAT treatment of existing scheduled payments if made together with the additional payments.  HMRC intend to set out in a VAT Information Sheet the implications and VAT treatment of the various options.

Supplies of research services that are currently outside the scope of VAT will remain outside the scope.

The Government has laid a Treasury Order before Parliament to implement this change and has published a Tax Information and Impact Note on the HMRC website at http://www.hmrc.gov.uk/thelibrary/tiins.htm.  A Revenue and Customs Brief and VAT Information Sheet have also been issued to provide more details of the changes and the transitional arrangements.   
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