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Introduction 

 

On 28 June 2011, HM Revenue and Customs (HMRC) issued a 

consultation paper on the VAT Cost Sharing Exemption (CSE).  A 

positive outcome from the consultation exercise could pave the way 

for removing tens of millions of pounds of VAT costs from the sector’s 

business plans.  The consultation ends on 30 September 2011. 

 

HMRC has indicated that, dependent upon the quality of the evidence 

gathered from the consultation exercise, Ministers could be briefed on 

the VAT CSE after the summer recess.  This could then be followed 

by an announcement in next year’s Budget Statement and the 

exemption being enacted by summer 2012. 

 

The Federation intends to respond to the consultation and will 

circulate a draft copy of its response in a month or so.  However, 

before we can submit a considered response to the consultation, we 

need a better understanding of both the full range of activities that 

housing associations are engaged in that could conceivably benefit 

from the exemption and the likely extent of the VAT savings.  For this, 

we will need your help.   

 

Therefore, the purpose of this briefing is to: 

 Continue the process of gathering feedback on the specific costs 
and activities that housing associations might seek to share  

 Establish whether the proposals as presented by HMRC will 
sufficiently facilitate cost sharing arrangements; and, if not 

 Determine what specific issues need to be further addressed 
before cost sharing arrangements are feasible in the sector. 

An outline of how the proposed exemption might work together with a 

summary of the key issues requiring further consideration are set out  

at Appendix 1 of this Briefing.  Full details are set out in the 

consultation paper which is written in a very reader-friendly a style.   

 

To access HMRC’s consultation paper click/follow the link: 

http://www.hmrc.gov.uk/consultations/index.htm. HMRC’s 

consultation paper includes worked examples on how the exemption 

might operate. 

 
HMRC has raised a number of specific questions on its proposals.  
These are summarised at Appendix 2 of this document. 

1.0 Background 

The VAT CSE is a mandatory EU provision which has been in place since 1997 

and is intended to assist organisations that have either exempt or non-business 

activities and are unable to recover all of their VAT costs.  Such businesses may 

choose to share resources such as back-office functions in order to make 

efficiency savings through economies of scale.  The VAT CSE allows such 

http://www.hmrc.gov.uk/consultations/index.htm
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organisations to work together without incurring additional VAT costs provided   

all the conditions for the exemption are met. Organisations that this may apply to 

include, for example, charities, universities, housing associations, residential care 

homes, banks and insurance companies. 

 

A cautious estimate, based on anecdotal evidence gathered by the Federation, 

suggest that, if the VAT CSE was adopted by UK housing associations, it is 

highly likely it would remove tens of millions of pounds of VAT costs from the 

sector’s business plans.  We hope that the feedback we obtain from members will 

validate our estimate. 

 

The CSE is very timely for the sector as housing association have suffered a 63 

per cent cut in grant rates, the removal of supported people funding and will need 

to navigate the impact of the most radical reform of the welfare system for 

decades.   

 

Housing associations are already seeking ways of squeezing every last ounce of 

efficiency from their businesses and many have explored the possibility of 

collaborating with neighbouring housing associations to reap efficiencies savings 

by sharing costs.  However, hitherto for these arrangements to be feasible, they 

would need to generate cost efficiencies well in excess of the 20 per cent VAT 

charge.  

 

For these reasons, the Federation has been actively supporting the campaign for 

the VAT CSE.  This began last year when both the Federation and KPMG, the 

Federation’s tax advisors, participated in preliminary discussions with HMRC on 

the VAT CSE. This has already resulted in positive developments in HMRC’s 

thinking. For example, back office services were previously excluded from the 

VAT CSE but they have now been included in the current proposals.  

 

In February and March 2011, the Federation and KPMG hosted a series of VAT 

CSE workshops for housing associations around the country.  However, despite 

the amounts of VAT at stake and the potential cost savings, so far it seems to 

have failed to capture the imagination of the sector.  This will need to change if 

we are to seize this very a significant opportunity. 

 

Housing associations should be encouraged by reassurance provided recently by 

HM Treasury and HMRC in relation to the proposed implementation of the VAT 

CSE.  During a meeting in July 2011 attended by the Federation and KPMG, they 

indicated that dependent upon the quality of evidence gathered from the 

consultation exercise and the likely impact upon businesses, they might seek to 

brief Ministers on potentials for the exemption after the summer recess.  This 

could result in an announcement in next year’s Budget Statement and would 

enable the exemption to be in place by summer 2012. 

 

Housing associations should be confident that HMRC is willing to listen and act 

upon their comments.  This has been demonstrated most recently in success the 

sector achieved in retaining the zero-rating of design and build contracts. In 

addition, HMRC worked closely with the Federation and KPMG for 18 months to 
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develop the housing association partial exemption framework which was issued 

in April 2010.  Use of the framework has made the process by which housing 

associations and HMRC agree special partial exemption methods less 

contentious and less protracted. 

 

Therefore, the Federation urges the sector to respond to the consultation 

exercise in significant numbers - taking time to provide examples of how the 

proposals will affect individual association and how the proposals could be 

amended to improve the way it affects your business.   

2.0 Principles of the VAT cost sharing exemption and issues to consider 

 

Full details of the HMRC proposals are set out in the consultation document, and 

summary is set out in Appendix 1 of this document. Set out below are the five key 

tests together with the questions and issues we believe that individual housing 

associations need to consider. 

 

HMRC have set out five basic conditions that need to be satisfied before the CSE 

can apply (see Appendix 1 for more details): 

 

1. There has to be an independent group (a cost sharing group – CSG) 
2. The members have exempt and/or non-business activity 
3. The services supplied by the CSG must be directly necessary for the 

exercise of the members exempt or non-business activities 
4. The services must be supplied at cost (exact reimburesement) and 
5. Use of the exemption must not cause or be likely to cause distortion of 

competition.  
 
The following structure describes how the VAT CSE might work: 
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The proposed VAT CSE would mean that the exemption could be applied to a 

wide range of activities carried out by housing associations: 

 

 Housing management services  

 Repairs, cyclical and routine maintenance 
 Development services for rental properties  

 Procurement costs 

 Payroll and finance 

 Human resources 

 Information technology 

 Legal advice 

 Internal and external audit  

 Call centres and other services. 

 

Many housing associations have already explored cost sharing arrangements 

with neighbouring associations to achieve economies of scale.  There is no upper 

limit to the number of organisation that could join a CSG and the CSG could 

conceivably include organisations from a wide geographic location.  In addition, a 

CSG group could include partners that were not housing associations, for 

example, care providers, local authorities and other charities.  Whilst such a CSG 

might be more difficult to administer, arguably the larger the CSG and the more 

diverse the range of services it provides for its members, the greater the cost and 

VAT saving efficiencies that are likely to accrue. 

 

2.1 Independent group 

 

Questions raised by HMRC: 

 

1. Are there any other bodies or entities that could be used to form a cost 
sharing group?  

2. Does the proposed definition of „independent group of persons‟ provide any 
practical problems or barriers to using the exemption?  

3. What practical problems or difficulties could occur if a VAT Group was a 
member of a CSG and how could these be resolved?  

4. Are there any difficulties or problems that may arise from multiple 
memberships?  

5. Are these characteristics appropriate?  

6. Do you agree that independence is a necessary safeguard against abuse and 
distortion?  

 

Considerations for housing associations  

 

 A VAT Group could be a member of a CSG. This will be useful for entities that 

have subsidiaries that also make exempt supplies. However, this could result in 

entities in VAT groups that include subsidiaries making taxable supplies being 

unable to benefit from the exemption applying to the supplies made by a CSG.  
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Therefore, it will be important for the threshold for the level of exempt/non 

business activity to be set at the lower level. 

 

 Associations that have previously explored the possibility of collaborating with 

neighbouring housing associations to produce cost efficiencies savings, envisage 

that participating associations would contribute to the CSG according to individual 

expertise.  The proposed rules would mean that, where an individual housing 

association contributes the overwhelming majority of the resources to the CSG, 

this would not be allowed to be reflected by the control that organisation could 

exercise over the assets provided. This could be a disincentive for housing 

associations to take advantage of the exemption. 

 

 Housing associations that have considered this structure have suggested that 

savings would need to in the order of £100,000 per organisation to compensate 

for the additional costs and administration of setting up and maintaining such a 

structure.   

 

 It has also been suggested that managing a CSG would create a significant draw 

on the resources of leadership teams. 

 

 The example below has been provided by 24,000-home housing association 

group which currently recovers 5% of its VAT costs.  It estimates the possible 

VAT cost savings on  the existing activities if the association was able to 

implement the VAT CSE:  

Description of activity Estimated  VAT savings 

(£’000s) 

o Payroll (currently outsourced) 

 

65  

o IT (currently outsourced) 

 

75  

o Routine maintenance 360  

o Cyclical maintenance 

 

45 

o Legal costs and internal audit 

 

60 

Total savings 605 

 

 

2.2 Exempt or non-taxable activity 

 

Questions raised by HMRC 

 

7. Do you think HMRC should introduce a specific test? If your answer is yes 
please indicate the threshold and timescale you think should apply.  
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Considerations for housing associations  

 We expect that a large number of housing associations should meet such a test if 

the required level of exempt/non-business is set at, for example, 75% .  HMRC 

has not yet been decided upon the threshold so housing associations should 

provide feedback on where they feel the level should be set.   

 

 Housing associations with a standard partial exemption method generally recover 

between 1 – 3% of the VAT costs.  However, the level of VAT recovery tends to 

be higher for associations that have agreed a special partial exemption.  For 

some, a VAT recovery in excess of 20% is not unusual.  This will be particular the 

case for housing associations that have higher levels of taxable activity, for 

example,  due to development activity or as a consequence of delivering work 

under VAT shelter arrangements with local authorities.  These organisations are 

likely to need the threshold to be set at the lower level. 

 

 In addition to rent and service charge income which are the principal sources of 

housing associations exempt income, they may be engaged non-business 

activity.  This is typically for activity which they receive no income or a nominal 

amount, insufficient to cover associated costs.  Non-business activity tends not to 

be essential to core housing association function.  For example, activity 

associated with worklessness, homelessness or sustaining communities. 

 

 We question whether the exempt/non-business activities test is actually required, 

because if a member of a CSG has no exempt and/or non-business activity, any 

supplies it receives from the CSG would be subject to VAT.  Similarly, if a group 

member makes a one-off relevant supply, it should only benefit from exemption to 

the extent that the costs it incurs are relevant to that one-off exempt/non-

business activity. 

 

 Housing associations should be aware that by seeking to maximise benefits 

through the VAT CSE, this would limit the extent that VAT would be recovered 

through VAT partial exemption.  

 

 A specific test would be required to set entry and exit thresholds.  The flexibility of 

these thresholds is not covered in the consultation and may be worthy of a 

comment. This concept exists for VAT accounting regimes such as cash and 

annual accounting, whereby taxpayers do not have to leave the schemes 

immediately if their turnover exceeds the entry threshold. In the case of a CSG, if 

the taxable de minimis limit was set at say 10%, and a housing association met 

this test when joining a group, the flexibility threshold would mean it would not 

have to leave until such time as its taxable activities exceeded, say 12% - i.e. the 

VAT that remains unrecovered is less than 88%. 

2.3 Directly necessary 

Questions raised by HMRC 

Do you have a preference for any of the approaches described in the 
consultation document? Please explain why.  

   

Do you prefer another approach? If you do please, outline your ideas.  
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Considerations for housing associations  

 

 If HMRC was to set the threshold at 95%, it is likely that larger and more 

complex housing associations would not be able to benefit from using the 

CSE for all its costs but the exemption would be restricted to those costs that 

are wholly used and directly attributable to non business/exempt activities.   

The majority of smaller and less complex housing associations should be 

able to apply the CSE, in its proposed form, to all its costs. This looks like a 

practical approach but for the proposals to be equally accessible to all 

housing associations the de minimis level would need to be set at a level 

sufficient to allow most entities to use it for all costs. 

The consultation suggests that if an entity does not fall under the de minimis 

taxable activity threshold they would have to be able to directly attribute costs 

to their exempt or non-business activities in order to use the CSE.  Direct 

attribution of back office costs is very difficult within the housing sector as a 

significant majority of costs for which a CSE might be used would be of a 

more general nature. 

 

2.4 Exact reimbursement of costs 

 The value of CSG charges for services must equal their cost. 
 

 The CSG must demonstrate that the ‘exact reimbursement’ rule has been 

complied with, over a reasonable period of time as HMRC accepts that there 

could be timing differences between a groups expenses and the income it 

receives. 

2.5 Distortion of competition  

 The services supplied by the CSG must not cause a distortion of competition. 

 A distortion of competition would only occur when a CSG had such a dominant 

market position that it held a monopoly.  

 

2.6 Other Issues to consider 

 

Questions raised by HMRC 

 

Process and Compliance  

 

8. Are there any process and compliance aspects of the cost sharing exemption 
that you think might need to be addressed specifically in guidance?  
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Impacts  

 

9. Do you think that the implementation of the cost sharing exemption will have 
any equality impacts? If yes please indicate what the impacts are and offer 
suggestions about how they can be eliminated.  

 

10. On the basis of information in this [HMRC’s consultation] document do you 
have any comments on the assessment of impacts?  

 

11. On the basis of this [HMRC’s consultation] document would your organisation 
join a CSG?  

 

12. What are the most valuable services (in cost terms) your organisation would 
want to receive from a CSG using the exemption? Please state the value of at 
least 3.  

 

13. Of the services listed in the question above, what services are currently 
supplied by a third party? Please state the annual irrecoverable VAT you 
currently incur when receiving those services.  

 

14. Of the services you have listed above what are the annual economies of 
scale you would expect to make on services currently provided in-house if 
they were to be supplied by a CSG? Please specify these separately for each 
listed service. 

3.0 Next steps 

As indicated above, the Federation will be circulating a copy of its response to the 

sector in a month or so.  However, in the meanwhile, it is in the process of 

gathering more information from members to inform the response.  For this 

purpose, we have attached  a very short excel spreadsheet which we should be 

grateful if you would complete and return to the email address 
policy@housing.org.uk as soon as possible, but no later than Friday 2 

September 2011. 

 

Please be reassured that any information you provide will be treated in the 

strictest of confidence and will only be used in aggregate for the purposes of 

informing our response.  No individual association providing information will be 

identified in our response to HMRC. 

 

Senior officers at HM Treasury and HMRC have offered to speak to groups of 

housing about the VAT CSE.  As detailed below, the Federation has arranged 

meeting for housing associations in the West Midlands, North East and North 

West: 

 

 10.30 am, Wednesday 7 September 201, Grant Thornton’s Manchester 

office.  For more information and to confirm attendance, contact Andrea 

file://Fedlx1/data/Dept/ResFutures/FINANCE/TAXATION/VAT/Cost%20Sharing%20Exemption/cost%20sharing%20exemption%20consultation%20questionnaire.xlsx
mailto:policy@housing.org.uk


   

Page 10 

The VAT Cost Sharing Exemption - HMRC Consultation 

Sofield, andrea.sofield@uk.gt.com. 

 

 10.30 am North East - Finance Practitioner meeting, Cestria Housing 

Association’s Chester le Street office. For more information about this 

event and to confirm your attendance, contact Andrew Malcolm at 

Andrew.Malcolm@fabrickgroup.co.uk 

 

 10 am, Monday 26 September 2011, Orbit HA’s Coventry office. For more 

information about this workshop and to confirm your attendance, contact Jo 

Robbins at jo.robbins@orbit.org.uk. 
 

If a group of housing associations you belong to or your regional finance forum is 

interested in a meeting with HM Treasury and HMRC, please let us know as soon 

as possible – ideally for a date before the end of the consultation period - by 

emailing policy@housing.org.uk. 

 

In addition, KPMG is hosting a whole series of tax updates from 9:30 am to 2 

pm throughout September 2011 at which the VAT CSE will be heavily featured:  

  

 London, 9 September 

 Birmingham, 20 September 

 Bristol, 21 September 

 Manchester, 23 September 

 London 28 September 

 Newcastle 29 September 

To book a place, please send an email to housingforums2011@kpmg.co.uk, 

specifying the event you are interested in attending. 

4.0 Conclusions  

HM Treasury and HMRC have provided a clear signal that the cost sharing 

exemption could be introduced soon. By submitting a response now, housing 

associations will be pushing against an open door.  The Federation not only 

urges members to respond to the consultation exercise in significant number but 

to provide detailed examples of how the current proposals will affect your 

business.  This represents a huge opportunity for housing associations to 

influence the precise manner in which the VAT CSE will be applied to the sector.   

 

If you have any questions about this issue, any matter concerning the VAT CSE 

or how the proposals might affect the business plan of your organisation, please 

contact, either: 

 

1) Parul Anand, KPMG, parul.anand@kpmg.co.uk,  0121 232 3402 

 

2) National Housing Federation 

John Butler john.butler@housing.org.uk, 020 7067 1177 

Joseph Carr joseph.carr@housing.org.uk, 020 7067 1094 

 

mailto:andrea.sofield@uk.gt.com
mailto:Andrew.Malcolm@fabrickgroup.co.uk
mailto:jo.robbins@orbit.org.uk
mailto:policy@housing.org.uk
mailto:housingforums2011@kpmg.co.uk
mailto:parul.anand@kpmg.co.uk
mailto:john.butler@housing.org.uk
mailto:joseph.carr@housing.org.uk
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Appendix 
 

The terms of the EU VAT CSE are set out on Article 132(1)(f) of the European 
Sixth Directive: 

 

“...The supply of services by an independent group of persons, who are carrying 

on an activity which is exempt from VAT or in relation to which they are not 

taxable persons, for the purpose of rendering their members the services directly 

necessary for the exercise of that activity, where those groups merely claim from 

their members exact reimbursement of their share of the joint expense, provided 

that such exemption is not likely to cause distortion of competition...” 

 

HMRC considers that there are five basic conditions that need to be satisfied 

before the exemption can apply: 

 

1. There has to be an independent group (a cost sharing group – CSG) 
2. The members have exempt and/or non-business activity 
3. The services supplied by the CSG must be directly necessary for the 

exercise of the members exempt or non-business activities 
4. The services must be supplied at cost (exact reimburesement) and 
5. Use of the exemption must not cause or be likely to cause distortion of 

competition.  
 

 

Independent group  

 There must be an independent group of persons formed – a Cost Sharing 

Group (CSG). 

 

 A CSG must have more than one member but there is no upper limit. 

 

 A CSG can take the form of a: 

o Corporate entity including an LLP 

o Partnership 

o Joint venture 

o Unincorporated association or 

o European Economic Interest Group. 

 

 A CSG would normally be owned, managed and controlled by its members. 

 

 A CSG should operate independently from its members and third parties and 

no one member or third party should control the CSG. 

 

 No one entity should hold the majority of voting rights or issued share capital, 

distributed income or assets on a winding up. The overall test will be whether 

the affairs of the CSG are conducted in accordance with one member’s 
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wishes. 

 

 A CSG cannot be operated on a commercial, with-profit basis and the 

benefits of the CSG’s operations must flow to the members and not a third 

party. 

 

 The CSG acts independently in appointing and discharging supplies. 

 

 CSG’s may engage a third party supplier to provide services e.g. 

management and administrative services. 

 

Exempt or non-taxable activity 

The members of the group must carry out exempt or non-business activities: 

In the consultation paper HMRC suggest introducing a specific test around the 

level of exempt or non-business activity that would be required. The levels 

suggested were 5%, 25%, 50% or 75% over a 12 month period 

 

 Membership of a CSG would be restricted to those associations that engage in 

exempt or non-business activity  

 

Directly necessary 

The services must be directly necessary to the member’s exempt or non-

business activity: 

 Directly necessary is difficult to determine as there is no guidance from Europe.  

HMRC is keen to develop an approach. This is probably the most important 

section of the consultation 

 

 HMRC has set out a preferred approach which accepts that all supplies received 

by members from a CSG can be treated as ‘directly necessary’ (including 

overhead/back office costs), where the members have wholly exempt or non-

business supplies or negligible levels of taxable supplies and  

 

 HMRC proposes in the consultation setting the exempt and non taxable supplies 

threshold at 85%, 90% or 95% (as determined by an association’s partial 

exemption method). 

 

Exact reimbursement of costs 

 The value of CSG charges for services must equal their cost. 
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 The CSG must demonstrate that the ‘exact reimbursement’ rule has been 
complied with, over a reasonable period of time as HMRC accepts that there 
could be timing differences between a groups expenses and the income it 
receives. 

Distortion of competition  

 The services supplied by the CSG must not cause a distortion of competition. 

 A distortion of competition would only occur when a CSG had such a dominant 

market position that it held a monopoly.  
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Appendix 2 

 
Summary of HMRC Questions 
 

What is an ‘Independent Group of Persons’ for the purposes of this 
exemption?  

Question 1. Are there any other bodies or entities that could be used to form a 
cost sharing group?  

Question 2. Does the proposed definition of „independent group of persons‟ 
provide any practical problems or barriers to using the exemption?  

Question 3. What practical problems or difficulties could occur if a VAT Group 
was a member of a CSG and how could these be resolved?  

Question 4. Are there any difficulties or problems that may arise from multiple 
memberships?  

Question 5. Are these characteristics appropriate?  

Question 6. Do you agree that independence is a necessary safeguard 
against abuse and distortion?  

 

Exempt or Non-taxable Activity.  

Question 7. Do you think HMRC should introduce a specific test? If your 
answer is yes please indicate the threshold and timescale you think should 
apply.  

 

What does ‘Directly Necessary’ mean?  

Question 8. Do you have a preference for any of the approaches described 
above? Please explain why.  

Question 9. Do you prefer another approach? If you do please outline your 
ideas.  

 

The Exact Reimbursement of Costs.  

Question 10. Do you agree with this approach to „direct reimbursement of 
costs‟? If not please explain why and indicate the approach you would like to 
see adopted.  

 

The Distortion of Competition Test  

Question 11. In what circumstances do you think the „Distortion of 
Competition‟ condition would apply?.  

 

Process and Compliance  

Question 12. Are there any process and compliance aspects of the cost 
sharing exemption that you think might need to be addressed specifically in 
guidance?  

28  
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Chapter 10 - Impacts  

Question 13. Do you think that the implementation of the cost sharing 
exemption will have any equality impacts? If yes please indicate what the 
impacts are and offer suggestions about how they can be eliminated.  

Question 14. On the basis of information in this document do you have any 
comments on the assessment of impacts?  

Question 15. On the basis of this document would your organisation join a 
CSG?  

Question 16. What are the most valuable services (in cost terms) your 
organisation would want to receive from a CSG using the exemption? Please 
state the value of at least 3.  

Question 17. Of the services listed in question 16 above what services are 
currently supplied by a third party? Please state the annual irrecoverable VAT 
you currently incur when receiving those services.  

Question 18. Of the services you have listed in question 16 above what are 
the annual economies of scale you would expect to make on services 
currently provided in-house if they were to be supplied by a CSG? Please 
specify these separately for each listed service. 


