
 

 
 

 

 
 
 
 

VAT & commercial property 
 
 

setting the scene 
 
Where a commercial property purchase is subject to VAT, it means that the seller must charge 
value added tax - usually at the standard rate of 20%. A pension scheme, like any other buyer, 
must pay or account for this VAT in some way.  
 
This is an increased cost to a pension scheme and needs to be funded from scheme resources in 
addition to the net price of the property. It is possible, however, to register the pension scheme for 
VAT in order to reclaim the expenditure. 
 

summary 
 

 Some commercial properties are subject to VAT and if a pension scheme acquires such a 
property it will need to account for, and potentially pay, the VAT. 
 

 In order to reclaim VAT a pension scheme must first register with HM Revenue & Customs. 
 

 At the same time, or if a scheme is already registered, the beneficial owners of the property 
must elect to waive the VAT exemption that the property will automatically have. In other 
words they must 'opt to tax' their interest in the property. This makes the property subject to 
VAT for the pension scheme. 
 

 Where a scheme is registered for VAT it can then reclaim the VAT on any expenditure 
relating to that property, including the purchase price, fees and other related costs. As a 
consequence, however, the scheme must charge VAT on the rent paid by the tenant. 

 
 In some instances a purchase can be subject to a Transfer of a Going Concern (TOGC). In 

these situations, although VAT is applicable to the purchase price it is not actually paid 
which can assist where there are insufficient funds to pay the additional amount. There are 
strict requirements for this, however. 
 
 

 
 
 

For use by 

 Financial Advisers only 
 

This note is for general guidance only and is based on our 
understanding of the current position of the rules relating to VAT. 
Specific advice should be sought in respect of each individual case to 
ensure that the requirements of HMRC and relevant legislation are 
being met. 
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detail 
 

Registering for VAT 
In order for a pension scheme to register for VAT there needs to be a reason for it to do so. That 
reason will usually be for the purposes of holding VAT opted commercial property. As such, when 
a pension scheme initially registers for VAT it must supply details of why it is doing so to HM 
Revenue & Customs (HMRC). 
 
This will invariably involve providing details of the property that is to be VAT opted, and notification 
needs to be made to HMRC within 30 days of such a decision. 
 
Relevant Documentation 
The Trustees will need to provide HMRC with the following documentation: 
 
VAT1 This form registers the ‘Scheme’ for VAT and provides the details relating to the 

circumstances of registration (i.e. the relevant dates, expected turnover/rental etc) 
VAT2 This form details the ‘Partners’ involved in the Scheme. This will usually be all of the 

Trustees, but can include other parties where joint ownership exists. 
VAT1614 This is a standard format through which an option to tax is recorded, and provides 

HMRC with details of the property to be opted. 
 
In addition to this, HMRC will require evidence of the ownership of the property. In cases of new 
purchases, this could necessitate, for example, a letter from the solicitors confirming they are 
instructed to act on the property.  
 
Ongoing Administration 
Once a Scheme is registered for VAT, any property that it owns which has been elected is subject 
to VAT. This means that VAT must be added to any rent being charged, and the eventual sale of 
the property will also be subject to VAT. The Scheme will need to account for this VAT to HMRC 
on a quarterly basis, although it can offset against this the VAT expenditure relating to the property.  
 
VAT invoices for both rental amounts and for expenditure should always be kept on file as it is 
these documents that are used to validate the VAT return. 
 
Transfers of Going Concern 
Where a property is subject to VAT on sale it may be possible for the purchasing party to avoid the 
physical payment of VAT, although in doing so the property and future rent are subject to VAT in 
the normal way. This is where a Transfer of Going Concern applies, and this occurs where a VAT 
registered business (in this case the property) transfers from one entity to another. The principal 
requirement here is that there is a lease in place at the time of the transaction – it will not be 
applicable where there is vacant possession. 
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