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VAT change is bad news for charities and employment businesses 
 

On 1 April 1997 the VAT Staff Hire Concession (SHC) was introduced as a temporary measure to provide 
equal VAT treatment and to prevent distortion of competition between employment agencies and employment 
businesses. However, in this year’s Budget, HM Revenue & Customs (HMRC) announced that the 
concession will be withdrawn from 1 April 2009. 
 
Due to changes in employment legislation, HMRC’s view is that the concession can no longer be justified and 
that, by removing it, an area of tax avoidance will be tackled and also that UK law will be brought in line with 
EU law. 
 
Alison Horner, VAT Director of MacIntyre Hudson LLP, explains: 
 
“At the moment, the concession means that employment businesses only charge VAT on their commission. 
This is a significant benefit for customers who cannot recover their VAT in full. 
 
“From 1 April 2009, VAT will be chargeable on the full cost of hiring temporary staff including the employee’s 
remuneration and related payments.  The sectors most affected by the withdrawal and suffering the increased 
VAT cost will be customers in the financial, healthcare, charity and education sectors.  The withdrawal should 
not greatly affect hirers who can recover VAT in full, apart from the obvious cash flow inconvenience. “ 
 
The affected sectors, both providers and recipients, need to prepare for the change and assess the impact on 
their businesses. Key issues are: 
 

·  Evaluation, renegotiation and amending existing hire contracts;  
 
·  evaluation and possible amendment to current staffing policies with a move to  employing staff in-

house;  
 

·  assessing the impact of irrecoverable VAT. This will be particularly important for the affected sectors 
as the increase in VAT cost may influence staffing decisions; and 

 
·  accounting system and invoicing modifications on the part of the providers. 

 
For more information on the withdrawal of the VAT Staff Hire Concession contact Alison Horner on 01604 
624011 or by email: alison.horner@mhllp.co.uk 
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