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The Financial and VAT Consequences

1.Changing Business Model
2.Consequences of Principal status
3.VAT
4.Licensing and Bonding
5.Future developments
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Traditional Business Model

Travel Principal

Travel Agent

Consumer

Net consideration
(after commission)

Consideration

Legal 
contract
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Principals (Tour Operators)

• Regulatory compliance
•Packages - EU Directive 1992 Package Travel 

Regulations – bonding/trust accounts or insurance
•Non-packages

•No protection unless ABTA/AITO (Opt in)

• VAT Liability 
• Packages - EU Directive led to 1987 Statutory  Instrument 

‘VAT (Tour Operators) Order’ introduced the TOMS
• 0% if outside EU

• 17.5% of margin if in EU*

*This is the UK standard VAT rate and therefore only applies to UK suppliers under the 
TOMS, in other EU countries they will apply their own VAT standard rate



© MacIntyre Hudson LLP 2008

Travel Agents

• Regulatory Compliance
• IATA bonding on sales of scheduled flights (for some 
companies)
• Sales under operators’ bonding for ‘packages’ if acting    

as true agent
• ABTA Retail Agency bonding (opt in)

NB Agents could operate outside of regulatory control

• VAT Liabilities
• 0% on passenger transport sales
• 17.5% on agency services (if in EU)
• TOMS applied if not a true agent – Customs did not 

enforce in practice



© MacIntyre Hudson LLP 2008

New Business model

Customer

Agent Internet Principal
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New Business Model

• Development of internet ‘sales’
• Growth of low cost carriers
• Advent of ‘Bed Banks’
• Reduction in ‘agency’ commission from 

operators and carriers
• Need now to look at segments of business 

undertaken by ‘travel arrangers’
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2. Consequences of Principal Status

• Higher ‘cost of sales’ through TOMS – for EU 
Supplies

• Increased Regulatory Requirements and costs
• Greater liabilities for health and safety and higher 

insurance costs
• Higher standards of financial compliance under 

CAA/ABTA/IATA and associated costs
• Stranger reporting systems and ticketing / 

documentation required
• Qualifying for APC could reduce bonded capital
• Greater responsibilities for agents’ actions
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3. VAT

• Principal & Undisclosed Agent 
(Package and Non-Package sales)

•Tour Operators Margin Scheme (TOMS)

•Wholesale supplies

•Passenger Transport
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TOMS

• VAT on ‘margin’ if you buy in and resell “travel 
facilities” as a Principal (or Undisclosed Agent) to 
the consumer

• ‘Travel facilities’ includes transport, 
accommodation and other associated services

• Intended as ‘simplification measure’ to avoid 
travel businesses registering in each member 
state

• Does not apply to disclosed agency supplies or 
wholesale supplies
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TOMS (cont)

• Applies to travel services enjoyed in UK, EU or 
outside EU

• Under TOMS you cannot recover input VAT on 
bought in travel services/goods (wherever place 
of supply is)

• You can, however, recover VAT on your eligible 
overheads

• All components of a ‘package’ are included within 
TOMS (except ‘In House’ and ‘Agency’ supplies 
though it depends if ‘mixed’ supply)
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TOMS (cont)

Rate of VAT on ‘Margin Supplies’

• If ‘place of enjoyment’ is in EU – 17.5%
• If ‘place of enjoyment’ is outside EU – 0%

NB: Calculated on applicable margin (excluding ‘In 
house’ supplies /wholesale/agency supplies)
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Wholesale Supplies

• The TOMS does not apply to supplies made to 
business customers for subsequent resale

- Such ‘wholesale supplies’ take their normal               
VAT liability (Std Rate if in EU except transport)

• Supplies to business customer for resale can be 
opted into the TOMS (up to 1 April 2009)

• Margin scheme supplies to business customers 
for own consumption can be opted out of the 
TOMS (up to 1 April 2009)
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Agent (Disclosed)

Packages

• Agency commission depends on place of 
supply

- If in UK – standard rated (17.5%)
- If in EU – reverse charged (local VAT rate  
applies)
- If outside EU – outside the scope of UK & 
EU VAT

• Provider of margin scheme supplies 
(Principal) must be named
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Non Packages

• Passenger Transport (including flights)
•Zero rated commission extended to cover agent 
sales of qualifying passenger transport

• Accommodation Only
- If outside EU – no VAT
- NB Legal form and commercial substance must 

support ‘agency’ (e.g.  ILL Case!)

Agent (Disclosed) cont
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4. Licensing and Bonding

“ Package” Sales

As Principal (or Undisclosed Agent)

•Air packages (ATOL) 
• APC* for established businesses (*£1 per 

passenger – ‘pay as you go’)
• Release of “bonding” - has led to ‘acquisitions 

and mergers with increased polarisation 
between travel providers

*Not for new businesses and overseas owned still have to bond
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Licensing & Bonding (cont)

•Non-Air Packages

• Bonding or insurance still required
• Through PSA/AITO/TTA/Global Travel Group

NB: ABTA No longer insist on bonding option alone
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Licensing & Bonding (cont)

Package Sales – As Agent (Disclosed)

Air packages
•If acting as Disclosed Agent  with Principal issuing ATOL 
confirmation then no direct CAA compliance

Non-Air Packages
•Similar Provisions apply under PSA/FTO/AITO

NB: Likely in both cases to be ABTA Retail Agent with 
bonding (at lower level/cost)
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Licensing & Bonding (cont)

Non - Package Sales – As Principal or Undisclosed 
Agent

•Flights – ATOL (APC) plus IATA Bonding
•Accommodation/other services – no financial protection 

under law unless ABTA (opt in & conditional)

Non - Package Sales – As Agent (Disclosed)

•Sales made under Principal’s protection (if any) above with 
probably ABTA Retail Membership (Opt in & conditional)
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5. Future Developments

• Package Travel Regulations 
– under revision by EU

• TOMS
- EU Revision under way to remove inconsistent 

application by member states (e.g. Irish 
problem)

• Agency Status
-HMRC to review ‘agency’ status of 

accommodation only supplies 
(i.e. International Life Leisure case)
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5. Future Developments (cont)

• ‘Dynamic Packaging’
- Possible extension of CAA protection (i.e. GN 

26 revisited)

• Insurance
- Development of insurance based protection 

solutions


