
 

 

MEMORANDUM 

VAT 

Background 

In the aftermath of the Brexit referendum, PAIAM decided to offer its collective expertise as a resource to the British 

government.  It is in the interest of our members and their clients that after Brexit, the British art market continues to thrive.   

We want to continue to attract talent and to ensure that the British art community remains as creative and entrepreneurial 

as ever.  There is also an opportunity to improve the competitiveness of the British art market on the world stage.  This will 

happen only if the government makes informed legislative decisions and continues to offer appropriate incentives.  We believe 

that PAIAM can add value to this process.    

We recognise that the diversity of PAIAM’s membership means that it is not appropriate for PAIAM to make specific 

recommendations, or to seek to influence the government’s agenda in the interest of a specific interest group within the art 

community.  Our objective is to offer impartial advice, and to help government make informed decisions.  

We have identified several legislative issues affecting the British art community which may benefit from reform, with a view to 

enhancing creativity, commerce and international trade once the UK has left the European Union.  PAIAM members have 

volunteered to prepare a memorandum on each of those issues.  Drawing on our members’ expertise, the memoranda are 

intended to provide technical information.  Any opinion expressed in the memoranda is the opinion of the author of the 

memorandum, rather than PAIAM’s opinion or that of its membership.   

The memoranda are not intended to replace legal advice and the reader should not rely upon any technical and legal 

information they contain.   

The memoranda are dated August 2017.  They will be reviewed from time to time and updated if appropriate.  It is 

understood that the situation may evolve in the meantime and that the memoranda may not always reflect the latest position. 

1. VAT  - What is the present situation? 

1.1 The UK’s VAT regime is closely interwoven with VAT legislation in the EU through the EU 

Principal VAT Directive 2006/112/EC and the UK Value Added Tax Act 1994. Each EU 

member country has the ability to vary VAT rates applicable to a whole variety and class of 

goods (within ranges imposed by the EU).  Each EU member also has limited powers of 

derogation on certain aspects of EU VAT law so whilst there is a standardised approach to VAT 

in the EU, each member country will have subtly different rules on the classes of goods and 

services liable for VAT and the rates applied. 

1.2 Aside from the commercial reality that the UK has the second largest art market globally, this is 

in small part helped by the advantageous VAT regime that applies to works of art, antiques and 

collectible items (as compared with other EU member states). 

1.2.1 The import VAT due on artwork coming to the UK from outside of the EU attracts an 

effective VAT rate of 5%.   Other EU member states have similar effective rates of 

import VAT but none as low as the UK (for example, France and Germany have 

effective rates of 5.5% and 7% respectively). 
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1.2.2 The import regime more generally also has a number of reliefs (Inward Processing, 

Onward Supply, etc.) operated and overseen by HMRC’s National Import Reliefs Unit.  

Many of these reliefs apply to import duty as well as VAT.  

1.2.3 For the art market in particular, Temporary Admission allows artworks to be brought to 

the UK in a form of bond which allows those artworks to be sold with the end customer 

then bearing the import VAT.  Art galleries, antiques traders and dealers have a 

competitive advantage in respect of such goods as compared with selling artworks that 

might be in free circulation in the EU.  Essentially, the end customer suffers only the 5% 

reduced rate as opposed to the 20% standard rate of VAT. 

1.2.4 Whilst under the new Union Customs Code (“UCC”), obtaining a Temporary Admission 

account with HMRC has become harder and further restrictions/ procedural 

requirements have been imposed, it is still an attractive option and commercial 

advantage for the UK art market over their European competitors.  Other EU countries 

do have similar temporary relief procedures but, based on HMRC’s assistance in 

providing guidance to the procedures implemented under the UCC, the UK regime 

seems to be more art market friendly.  

1.2.5 VAT Margin scheme – antiques dealers in particular regularly use the Margin Scheme.  

This is a simplification procedure which allows the dealer to only account for output 

VAT (VAT on sales) at a rate of 1/6th1 on the margin they achieve over the bought in 

cost of the item.  The regime allows them to effectively “hide” their margin from clients. 

2. VAT - What could Brexit bring? 

2.1 With the likelihood being that we could be leaving the Single Market, whilst this may introduce a 

level of bureaucracy that is likely to have the natural adjunct of bringing further cost in terms of 

transportation and movement of works to and from the EU , it could bring an opportunity from 

a VAT perspective. 

2.2 Presently, artworks acquired by a UK business from another EU business would be zero rated (as 

B2B intracommunity supplies of goods).  Assuming that the UK business is fully taxable (and not 

partially exempt from VAT – unlikely in an art business context), the VAT position is beneficial 

from a cashflow perspective.  The end client (whether an individual or another VAT registered 

business) acquiring the artwork in the UK from the UK business would pay standard rated VAT 

at 20% (unless the artwork were acquired under the margin scheme where the VAT rate will not 

be set out clearly on the invoice to the end client). 

2.3 If the UK leaves the Single Market, with proper fiscal separation and assuming VAT rates and 

rules otherwise stay as is, the UK business could bring such artwork into the UK under the 

Temporary Admission regime.  This defers any VAT cost until the end sale to that business’s 

client in the UK.  The artwork would be discharged to the end client from Temporary Admission 

and they would pay the effective rate of import VAT of 5%.   

2.4 Conversely, the impact on high end art fairs is something that needs to be considered. Currently, 

all artworks from the EU enter the UK in free circulation. If we are no longer in the Single 

Market or Customs Union, they will have to come in under a Temporary Import Regime. This 

                                                           

1 Use of the VAT fraction for VAT inclusive amounts (i.e. rate of VAT/100+ rate of VAT) 
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will impact on the shippers who may need to put up very significant guarantees for these imports 

and there is the potential that they may not be able to cover all artworks.  The reason for this is 

that the guarantee has to cover the amount of import VAT for works of art under Temporary 

Admission and with some artworks having high values, even with an effective VAT rate of 5%, 

the required guarantee could be significant. 

2.5 It is worth noting that the seller of the artwork may be a UK VAT registered art business selling 

the artwork on consignment from the owner.  As such, that UK business may only make a small 

commission on the sale and not be able to demonstrate that it is in a strong enough financial 

position to qualify for a guarantee waiver, or even a guarantee at all.  Generally, to hold a TA 

guarantee the importers bank will require cleared funds ring fenced and/or will charge a rate of 

up to 5% for the guarantee p.a.   In the absence of sufficient funds to provide a guarantee, or a 

guarantee waiver, the UK art business would need to import the works and suffer the 5% import 

VAT on a piece by piece basis.  Where margins are already slim, this cashflow disadvantage is 

significant and more keenly felt by smaller galleries and dealers.  

2.6 In terms of exports from a UK business to an EU business if the UK leaves the Single Market, 

the VAT position remains largely the same.  Assuming that distance selling is not an issue, the 

sale of the artwork is zero rated as a “rest of the world” supply of goods – presently it would be 

zero rated as a B2B intracommunity supply of goods. 

2.7 In terms of exports from a UK business to an EU individual, if the UK business were the 

exporter, the goods would again be zero rated for VAT purposes if the UK is no longer in the 

Single Market.  This is a distinct advantage for the UK art trade over the current regime which 

requires the UK business to charge standard rated UK VAT (20%) to the EU individual (or 

possibly register for VAT in the location of the individual if distance selling has taken place).  

The UK no longer being in the Single Market therefore offers a competitive advantage as the EU 

individual, if living in a country where a reduced rate applies, would only suffer VAT at their local 

reduced rate of import VAT applying to artwork – for example, France, at 5.5%.  

2.8 So far as imports are concerned, there is the risk of the Exchequer losing revenue. At present, the 

effective rate of UK import VAT is the most favourable in Europe and so many overseas private 

collectors import artworks into the UK (where they pay the import tax) and then transport the 

artworks to another EU member state as the cost of the transport is far less significant than the 

tax differential (Greece being a prime example).  This clearly applies only to the top end of the 

market. 

2.9 However, to put this into perspective, according to the government, VAT collected on all 

imported works of art amounted to £49,974,454 in the 2016 calendar year. 

2.10 We need to consider what will happen to the UCC upon leaving the EU.  Will we return to the 

less stringent British system that was in place until May last year or will we continue with the new 

stricter regulations?  Not being obliged to have a bond guarantee could be useful to some as it 

can be quite costly. In the immediate aftermath of leaving the EU, the UCC will almost certainly 

continue as is.2 

                                                           

2 PAIAM Survey March 2017: 2/3rds of respondents consider there will be an increase in the need to have a guarantee which is a 
concern to the smaller art businesses. 
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3. VAT - conclusions 

3.1 Many of the points in section 2 appear to be “good news”.  However, it is clear that with the 

additional costs of transportation if the UK leaves the Single Market, these potential advantages 

from a VAT perspective are only likely to be felt by the large players in the art market who are 

conducting sales of artwork of six figures and above. 

3.2 The UK art gallery and dealer market has become fragmented since the 2008 recession.  Many 

larger operations have gone from strength to strength but those involved in transactions of 

smaller amounts and lower volumes have been particularly hard hit.   It is those very same hard 

hit galleries and dealers that are (i) unlikely to have access to their own Temporary Admission 

account (due to financial solvency or deposit requirements under that regime) and (ii) will have 

their margins hardest hit by the increased transport costs.   Leaving the Single Market could 

therefore lead to further fragmentation of the market and more and more smaller players going 

out of business.  

3.3 Many of the smaller framers and conservators do not have IPR accounts and this will be 

something that they will need if they are to work on pieces from within the EU.  Maintaining an 

IPR account can prove quite onerous for small business owners and the inability to maintain one 

could lead to them going out of business. Perhaps, therefore, the requirements for smaller 

businesses should not be so stringent as the requirements for larger businesses. 

3.4 On balance, whilst we can see the possible boon that leaving the Single Market might yield for 

the top end of the art market, we suggest that the Government should look to find some 

compromise on the free movement of goods and keep the current regime for intracommunity 

supplies as much intact as possible.3 

3.5 The effective rate of import VAT should be reviewed and at the very least not increased from the 

present 5%.  The VAT raised on imported artworks is relatively modest (<£50m in the 2016 

calendar year).  Any increase in the import rate would produce modest incremental tax revenues 

at best and could possibly be counter-productive and act as a brake on the art market overall.4 

3.6 Clarity should be sought from the government on their intentions as regards the UCC and its 

continuation. 

3.7 The most recent initiative by the government is the publication of the “Position Paper” and “A 

Future Partnership Paper” which explain the government’s vision on how to orchestrate a 

smooth and orderly withdrawal from the EU.  These papers provide some encouraging messages 

for business, in particular, a proposed transitional period. However, we have yet to receive a 

formal response from the 27 EU member states. 

Nigel Medhurst 

Rawlinson & Hunter 

August 2017 

 

                                                           

3 PAIAM Survey March 2017: Approximately 60% of respondents favour transitional arrangements to allow time to adjust to any 
new regime. 
4 PAIAM Survey March 2017: 52% of respondents consider the 5% import VAT rate should not be increased with 48% of 
respondents suggesting the rate should be reduced or eliminated. 


