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• Sometimes it is unclear whether a funding 

agreement is a grant or contract

• Funding agreements from public bodies 

often a particular problem

• E.g. service level agreements can sometimes 

contain grant like and contract like clauses

1. Types of funding agreement
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Contracts Grants

• Must have offer and 
acceptance

• Must have 
consideration (unless 
structured as a deed)

• Subject to contract law
• Remedy for failure – 

damages for breach of 
contract

• Gift, freely given at the 
funder’s discretion

• Often to be used for a 
specific purpose 
(‘restricted’)

• Subject to trust law
• Remedy for failure – 

repayment / claw back

1. Types of funding agreement



• Two requirements for a transaction between 

two independent parties to be within the scope 

of VAT: 

1. Supply test: There must be a supply of goods 
or services in return for consideration

and

2. Business test: The supply must be in the 
course or furtherance of a business activity 
of the supplier’s 

• The grant v contract issue mainly relates to the 

first test 5

2. VAT principles – tests



Business
or within the 
scope of VAT

Exempt Taxable

Zero-

rate

Reduced 

rate
Standard 

rate

Transaction

Non-
business 

or outside the 
scope of VAT
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No output VAT 
due, no input VAT 

recoverable 
(unless s33 etc.)

No output VAT 
due, no input 

VAT recoverable 
(unless de-

minimis)

No output 
VAT due, 
input VAT 

recoverable

Output VAT due at 5%, 
12.5% or 20%, input VAT 

recoverable

2. VAT principles – treatments



Is the funding under the agreement in return for 

a supply of goods or services? 

This can be split into 3 parts:

1) Will there be consideration? 

2) Will goods and services be supplied?

3) Will the consideration be in return for the 
supply of goods or services? 

Generally, the key part here is 3). 
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2. VAT principles – supply test



Generally:

• Contract - Consideration is usually in return 

for a supply of goods or services, so the 

supply test is normally met

• Grants are not usually in return for a supply of 

goods or services, so the supply test normally 

fails 

However, this is not always the case and there 

can be exceptions both ways
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2. VAT principles – Contract vs grant



Grants can be within the scope of VAT

• e.g. payment by results

• £x paid per piece of advice provided

• £x paid per blood test conducted

Funding under a contract can fail the supply test

• e.g. no outputs specified, contract only has 

vague aims, general outcomes etc. 

• HMRC accept this is the case for the standard 

English NHS contract for hospice care

2. VAT principles - exceptions
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• ‘What matters when determining if there is a 

supply is the extent to which goods or services 

are provided in return for the payment’

• ‘Grants that are not consideration for supplies 

are freely given and there is no expectation of 

goods or services being supplied to the funder, 

or a specified third party, directly in return for 

the money paid’

2. HMRC’s approach - VATSC06310 
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• HMRC guidance on the issue starting at 

VATSC06300

• This is internal guidance for HMRC staff

• Note that the business test must also be met in 

order for a transaction to be within the scope of 

VAT

• But that is dealt with in a separate HMRC 

manual (the BNB manual)

2. HMRC’s approach – guidance
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https://www.gov.uk/hmrc-internal-manuals/vat-supply-and-consideration/vatsc06300


• The guidance lists ‘grant like’ and 

‘consideration like’ factors

• All factors need to be considered

• The more there are from each section the 

greater the evidence for a decision

• However, it is not simply a matter of 

‘indicators for’ exceeding ‘indicators against’

• A balanced view needs to be formed taking all 

applicable indicators into account

2. HMRC’s approach - VATSC06312
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‘The following points help in deciding:

1. Does the grantor receive anything in return?

2. Are there any conditions attached to the 

payment that go beyond merely having to 

mention it in account statements?

3. What will the payments be used for?

4. If the funder does not benefit directly, does any 

third party receive a benefit?

5. Is there a contract and what are the terms and 

conditions?’ 13

2. HMRC’s approach - VATSC06312



HMRC list various factors that can be considered to help 

determine the correct treatment. Some examples are:
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Factor Grant like Consideration like

Initiation process Grant application process Tender for services

Beneficiaries No link between 
beneficiaries and funder

Funder is direct 
beneficiary of service

Payment 
mechanism

Funding drawn down as 
reimbursement for costs 
incurred

Based on activity carried 
out

Failure mechanism Clawback of funds 
inappropriately/not spent

Breach of contract – could 
include provision to sue 
for damages 

2. HMRC’s approach - factors



‘For a transaction to fall within the scope of VAT 

there must always be:  

• a supply, 

• a consideration, and 

• a direct link between the two 

A payment is not consideration for a supply if 

one of these factors is missing’

2. HMRC’s approach- VATSC06312
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⚫ Charitable exemption- primary purpose trading

⚫ Ancillary trading

⚫ Small trading threshold:

⚫ Do we need a trading subsidiary?

3. Other tax implications – 
Corporation tax

16

Charity’s gross annual income Maximum permitted small trading 
turnover

Under £32,000 £8,000

£32,001 to £320,000 25% of your charity’s total annual 
turnover

Over £320,000 £80,000



jon.williamson@sayervincent.co.uk 

Publications

www.sayervincent.co.uk 

Further information and Q&A
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mailto:jon.williamson@sayervincent.co.uk
http://www.sayervincent.co.uk/


Using a finance system to 
improve your charity’s 
financial governance 
HEATHER DUNLOP & MARCO SARAGAT, FOUNDERS, 

CONTANDO LTD



Using a finance system to improve 
your charity’s financial governance

• Spreadsheet reporting – the issues

• What you need from accounting software

• Structure of the chart of accounts

• How it works in practice – demo

• Q&A



Spreadsheet reporting, the issues

• Complexity of keeping on top of data

• Version control

• Lack of controls that in finance software would be automatic

• Lack of consistency 

• Time consuming and risk of errors

• Reporting



What you need from accounting 
software

• Off the shelf and mainstream

• Cloud based

• Suitable for non-finance 

• Tracking Funds and Projects

• Easy recoding

• Reporting functionality

• Scalable / integrations



Structure of the COA

• Tailored to the needs of the charity

• Balance between detail and summary

• Restricted Funds

• Use a recharges/reallocations code at month/ quarter end

• Don’t leave unrestricted as unallocated



How it works in practice

• Set up report templates – typical structure
o Overall

o Funders

o Project / Activity / Department

o Board version and management version

• Code bills directly

• Check unassigned

• Review reports and edit transactions or do reallocation journals











Questions

www.contando.co.uk

hello@contando.co.uk

linkedin.com/company/contando/

linkedin.com/in/heather-dunlop/

                 linkedin.com/in/marcosaragat/

http://www.contando.co.uk/
mailto:hello@contando.co.uk
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