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In accordance with current Irish VAT legislation, the provision of research services by Universities are in certain circumstances liable to VAT, i.e. VAT at 23% or 0%, (depending on the nature and/or the location of the Sponsor). Equally, where VAT is chargeable on these services, then VAT on input costs arising from this taxable work can be reclaimed as part of the University’s VAT return.
Irish VAT legislation
In accordance with Schedule 1 Para (4)(3) VATCA 2010, 
(a) “The provision of –
(i) children’s or young people’s education, school or university education or, or
(ii) vocational training or retraining (subject to any conditions as may be specified in regulations),
including the supply of goods and services incidental to that provision, other than the supply of research services, …, by …(v) a university…” is exempt from VAT.
However, it should be noted that some research grants are not considered taxable and continue to remain outside the scope of VAT. In an effort to clarify the scope of the legislative amendments, Revenue issued an information leaflet in August 2001, in which they gave some pointers to the Universities to help determine taxable from the non-taxable research contracts. 
Taking in account this guidance and the related experience gained in the intervening years, outlined below are some of the issues which must be considered in determining if a research contract is liable to VAT or not. Cognizance must also be taken of the wider consequences of determining whether or not a particular contract is subject to VAT or not. 
1. Supply for consideration 
Research activities are subject to VAT if it is clear that a supply for consideration has taken place. In order words, the Sponsor must receive something in return for his financing of the project. Where there is any benefit to the funder, either actual or contingent, there is a high probability that Revenue will view the contract as being taxable. 
As outlined in the Information leaflet, the main principles, which help determine when a supply for consideration takes place, are derived from European Court of Justice Decisions
 There must be a direct link between the goods and/or services supplied by the University and the consideration received from the Sponsor; 
 There must be a legal relationship between the provider of the service, the University, and the recipient, the Sponsor; 
 The supplier, the University, must supply a service capable of being “consumed” by the recipient, the Sponsor. 
2. How to identify a supply for VAT purposes 
To assist in distinguishing between taxable and non-taxable supplies, Revenue had initially broken down research work into two categories: basic research and applied research. Basic research was deemed to be work carried out in the interest of the broader public, essentially non-commercial in nature, hence outside the scope of VAT, whilst applied research would have been seen as having a commercial purpose, even if it did not produce a specific commercially viable end product, and would have been considered taxable. 
This distinction which Revenue had made in their information leaflet between “basic” and “applied” research is no longer supported by Revenue’s practice. The application of the new rules is considerably less flexible than Revenue’s guidelines might suggest.
Although it might appear from the leaflet that a large variety of factors are taken into account when deciding if a given contract is taxable, in fact, it actually comes down to a few criteria: 
2.1 Nature of the agreement 
If all the findings derived from the research carried out by the University are delivered to the Sponsor at the end of the project, this would be seen as an agreement for the supply of services between the parties hence fulfilling all the conditions of a VAT-able contract (i.e. supply for consideration). However, research agreements are not always that patently clear and the additional points may assist in bringing further clarification. 
2.2 Research v other services
The following activities are not regarded as exempt educational activities:
· Management and IT consultancy and business process advice
· Collection, recording, collation, analysis and interpretation of statistics
· Market research and opinion polling
· Writing computer software
· Testing and analysis of materials, components and processes.
Where these services make up a small integral component of a research project, then this alone should not bring the whole project within the VAT net.
2.3 Intellectual property rights (IP) 
The transfer of IP rights and the body they vest into is usually a strong indicator of a taxable contract. Indeed, a contract which would purport to give the Sponsor any element of the Foreground IP arising from the research work would be regarded as being subject to VAT as it would indicate a clear deliverable to the Sponsor. 
Revenue have concessionally allowed, a two tier approach to apply on this point, i.e. where the transfer of IP is the subject of a separate subsequent agreement, then this alone should not bring the funding within the scope of VAT. 
This is typically presented as the grant to the sponsor of an ‘option to negotiate a licence’ for the Foreground IP in the main funding agreement. As no actual licence has been granted/agreed or negotiated at that point in time, then this alone should not bring the funding within the scope of VAT. Any subsequent grant of a licence by the University would then be the subject of a separate agreement.
2.4 Publications – Reporting 
A taxable supply of research services can occur where the funding entitles the funding body to conditional or privileged or exclusive access to the results. However, please note that early access to results, which are to be subsequently published universally, (provided publication is within 6 months), would not in itself create a taxable supply.
In a non-taxable contract, the Sponsor should have no power over the publication of the final report and may not dictate its terms to the University. Any publication would have to be freely accessible to the public. 
If the final report or any intermediate reports were to be exclusively or initially published by the Sponsor, Revenue would see it again as a clear deliverable from the University to the Sponsor. 
In some cases it may happen that Sponsors wish to publish the final report without necessarily retaining the IP rights. In that case, the research body should oblige the Sponsor to publish the report (and therefore bear the publication costs) on their behalf with the provision that the latter makes it freely accessible to the public. Where the Sponsor failed to publish within an agreed time frame publication would be undertaken by the University. This would ensure that publication was an obligation on the Sponsor and not a supply by the University. This approach would ensure that publication rights were not supplied to the Sponsor and would retain the non-taxable status of the research activity in so far as publication was concerned. 
A mere reference to the financial contribution of a Sponsor in a report published by the University would not be considered a serious enough factor to deem the contract subject to VAT. This is standard practice. 
2.5 Research partners/collaborators versus sub-contractors
When the University works in conjunction with partners, e.g. other Universities, who would undertake part of the research then the lead University must be identified in the main contract as the “lead partner” for the purpose of disbursing payments to its partners. The partners/collaborators where possible should also be identified in the award contract. (If not, then at the very least they should be named in the grant application).
A collaborator is party to the award and often has similar rights to the IP as the lead University.
A subcontractor has a contractual agreement to perform a set task and doesn’t usually have any Intellectual Property rights to the information held or produced. A subcontractor will charge for its services at the appropriate VAT rate. Therefore depending on whether the project is taxable or not, this may result in an additional VAT cost for the project.
3.  “Public” funding v Industry funding 
Although the same principles are used to determine the VAT treatment of research contracts which are publicly funded or industry funded, in practice research contracts funded by State agencies and large “charitable” funding bodies are more likely to remain outside the VAT net than industry funded research contracts. 
However, the VAT treatment for all research contracts should be decided on a case by case basis, using the principles described above. It is expected that most industry funded contracts will be VAT-able, as funding of this kind will more usually involve the delivery of an end product or a focussed reporting of results/outcome for the Sponsor’s benefit. However, this will not necessarily be true in all cases and there will be instances where industry funding falls outside the VAT net. In the case of industry funded research contracts it may be more appropriate to ensure that there is a supply to the Sponsor as in most cases the Sponsor will be able to recover the VAT charged by the university and this fact will not diminish the funds available to the University for the research project. 
4. EU Commission Projects – Horizon 2020
Payments made under Horizon 2020 are outside the scope of VAT and as such the University has no right to deduct VAT incurred on costs associated with these projects. This irrecoverable VAT should be taken into account when initial bids for funding are being prepared.
5. Foreign Businesses 
In the case of taxable contracts carried out for foreign taxable businesses Irish VAT is not chargeable. However, in both cases, although no VAT is chargeable on the income, the University is entitled to reclaim VAT in the normal way on costs incurred in performing this work. For these contracts, therefore, the rules will be of considerable benefit to all concerned. 
It is essential that the EU VAT registration number of foreign businesses who are established in EU Member States other than Ireland is quoted on your invoices when zero rating research work to them. 
In the case of taxable research work carried out for businesses outside the EU VAT is not applicable nor is there a requirement to ascertain the VAT status of the recipient
6. University’s research work 

6.1 Income – agreeing budgets
Pure funding (i.e. where there is no benefit for the sponsor) continues to be outside the scope of VAT. 
These rules are particularly important for those who are involved in agreeing the price at which taxable research, (research liable to VAT), is to be carried out. VAT at 23% is chargeable on any payment referable to taxable research work carried out for sponsors established in Ireland and for any sponsor established in another EU Member State who is not registered for VAT. This means that if taxable research work is contracted for €10,000 with any such sponsors the University must either treat this contract price as VAT inclusive (i.e. retain only €8,333 and pay over €1,666 VAT to Revenue, less any input VAT recoverable) or treat the sum as VAT exclusive (i.e. retain the full €10,000 and charge the sponsor an additional €2,300 VAT). 
While the latter option is preferable from the University’s point of view, the sponsor may be understandably reluctant to pay the additional €2,300 – perhaps arguing that the contract price was inclusive of VAT. The financing clause in the contract is of particular relevance and needs to be reviewed by finance before budgets are agreed with sponsors. In the final analysis, the degree to which this VAT charge will be accepted will depend largely on the VAT status of the customer. As we noted above, persons who charge VAT on their sales are usually entitled to reclaim VAT on their costs. For such sponsors the 23% VAT charge is not a real cost, as it can be reclaimed by them. Much of private industry would fall within this category and the research income from such sources should not be significantly affected by this VAT charge (certain financial institutions such as banks and insurance companies are the main exception to this rule). However, in general government departments and state agencies are not taxable persons and VAT is effectively a 23% increase in price for such persons. 
6.2 Expenditure 
Again, “basic research”/academic research is unaffected by the revised rules and remains outside the scope of VAT i.e. no VAT charged on this service and equally no VAT may be reclaimed in respect of such work, subject to the contract being outside the scope of VAT (see section 2 above). 
Where the research contract is taxable, VAT may be reclaimed on most VAT costs incurred directly in connection with the work (materials, consumables, hardware etc.). Therefore, certain cost components of your research work may be reduced by up to 23% - depending on whether the costs are subject to VAT and the rate at which they are chargeable. To recover this VAT, proper VAT invoices must be received, addressed to the University. There are some specific items on which VAT can never be reclaimed, irrespective of the kind of research for which it is used. A full list of such items is contained in Appendix II. 
In addition to the above, the University should be able to reclaim a proportion of its overhead costs (electricity, cleaning etc.) based on the level of taxable research activity being carried out at the University. The level of this “overhead” reclaim should not directly affect research staff or impact on their budgets have been and will be agreed with the Revenue authorities for the University as a whole. 
5.3 VAT incurred in the EU 
Occasionally, the University may incur non-Irish VAT on goods or services purchased in other EU Member States. Where this VAT is incurred for the specific purpose of taxable research and is invoiced to the University (rather than the individual researcher) it may be reclaimed via ROS, but submitting an EVR, (European VAT refund) claim. As this process is quite time consuming and administratively demanding, it may only be worthwhile where the amount of VAT incurred in a particular country is significant. You should also be aware that most EU countries apply strict time limits for the making such claims and will not refund VAT unless the claim is made within nine months of the end of the calendar year in which the VAT was incurred (e.g. 30 Sept 2021 is the latest submission date for VAT incurred in 2020). 
6. What is the role of the “researcher” with respect to VAT? 
Many of the changes necessitated by the revised rules will be implemented by the Research Office or Administration. However, the following may be within the remit of the respective Departments and will demand their particular attention: 
When quoting a price for a given piece of work, the researcher should establish first whether the work is going to be “taxable”. If in doubt Ms Mary Aherne, Office of Research Grants and Contracts should be contacted. If it is taxable, it should be agreed with the client whether or not the price quoted includes VAT (the client will be more willing to pay an additional VAT charge if they are a taxable person and are entitled to deduct VAT charged to them). 
When pricing goods/services with a view to purchase, the researcher should obtain both the VAT inclusive and VAT exclusive price for the product. This VAT information should be included on any purchase order/purchase requisition form. When making decisions concerning budgets/resources researchers should bear in mind that the real costs may be less than expected if the pricing of cost inputs has been VAT inclusive, owing to the fact that much of this VAT should be reclaimable for taxable research projects. 
7. Summary 
	Rate
	Which Applies To
	Which Applies To

	
	
	

	23%
	Taxable research
	Irish sponsors or EU “non- businesses”

	
	
	

	Please note if a research project is categorised as VAT-able/taxable at 23% then [R] will be included in the project title on Agresso.

	

	0%
	Taxable research
	EU businesses, all persons established outside the EU and Irish businesses with a valid 56B authorisation.

	
	
	

	Please note if a research project is categorised as VAT-able/taxable at 0% then [R] will be included in the project title on Agresso.

	

	Exempt
	Non-taxable research
	Any sponsors

	
	
	

	Please note if a research project is categorised as non-VAT-able/non-taxable/exempt then [X] will be included in the project title on Agresso



This summary is available in chart format in Appendix I. 


Appendix I
Summary of VAT Rules
Yes
23%
0%
0%
0%
No
Not taxable
No
No VAT payable on income and no VAT recoverable on expenditure
23%
Yes
No
Business Entity
Yes
EU Entity
No
Yes
VAT 56B holder
Yes
Irish Entity
No
VAT recoverable on related costs
No VAT payable on income and no VAT recoverable on expenditure
EU Commission
Taxable
Research Contract


























Appendix II NON-DEDUCTIBLE VAT: 

VAT is not deductible from the following items: 
 VAT incurred on the purchase of food or drink, accommodation or other personal services for the University, or the agents or employees of the University. An exception to this rule is where the VAT is incurred for a supply of services for which the University is taxable e.g. the canteen. 
 Entertainment expenses incurred by the University or its employees. 
 The purchase, hiring, or importation of passenger road motor vehicles. 
 Petrol. 
 The purchase of services which in effect consist of the handing over of any of the above items.
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