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The pinball wizard — it

all goes back to

The taxation of gambling — are you up to date?

There has been a plethora of business
briefs, tax cases and European Court
rulings, as well as the US Congress, all
cracking down on the online gambling
business. This makes it worth a gallop
through the changes. From 1 November
2006 the application of VAT to pinball
machines has been restored.

In September 2006 the US Congress
passed the Unlawful Internet Gambling
Enforcement Act. In a single day this US
legislation apparently wiped £3.7bn off
the value of a market previously worth
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The non-recreational ‘pro-
prasrtor’

The ‘exchanges’/online gambiing/
internet gambling have created a new
personahty - the ‘non-recreational
player’. What is the tax position of the
pro-punger?

I pracce, f FIMRC tried to assess
the gambling ‘winners to tax there
would be a deluge of loss claims. The
cautious tax practitioner should advise
clients to keep a record of then win-
nings in case evidence Is required at a
fater stage. HMRC always like to verify
sowrees of income and wirdfalls in an
enguiry situation so it is important o
keep records to avoid any future
problems over the identification of any
capital introduced into a business. The
money laundering provisions also have a
large potential impact for tax advisers and
their clients and illustrate the need for
information on gambling activities to be
provided by the mxpayer to their
professional adviser.

A CCURACY

The tax question has to be asked,
where does all the ganbling revenue
come from? If profits are made, what are
the disclosure requirements and taxation
considerations?

The current case law is set out in
Coraharm v Green {1925) 9 T'C 309,a case
which concerned a man whose sole
means of ivelihood came from betting
on horses at starting prices. This was
deemed to be *betting, pure and simple
... he is addzcred 1o beuwing, There is no
tax on a habit. 1 do nov dunk “habitoal”
or even “systemaltic” fully describe a
tracle’,

The boolunaker

Betring by professional bockmakers is
assessable to tax even if carried on in an
unfawful way {Southern v AB (1933) 18
TC 59). Private betting is not assessable,
however habitual it might be. Private
profits, ifany, aze also exempt from capital
gains tax {TCGA 1992, 5 51 (1)),
Receipts from newspaper articles based
on a betting system were, however, held
to be assessable o income tax in Greham
vAmeit (1941) 24 TC 157,

The gaming machine

Business brief 15/06 dated 27 Seprem-
ber 2006 and Business brief 16706 dated
12 October 2006 have concentrated on
the VAT positen of the gaming machine.

Essentially, the placing of 2 bet
(betting} is an exempt supply for VAT
However, the income from gaming
machines is aVATable supply.

T appears char an HMRC direction in
[ecember 2005 might have caused a
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muddle. The problem seems to arise
from the interaction with machines that
provide a game of chance. Clarity is
given 1n the briefs and indeed owo new
Treasury Qrders come mto effect on
I November 2006, whereby the defini-
tion of ‘gaming machine’ and ‘game of
chance” are established, and the applica-
tion of VAT to pinball machines is restored.
The key tax planning advice has to be
that for all those businesses, sports clubs,
social clubs, public houses and book-
makers with any form of gaming ma-
chine they must check that the VAT has
been wreated/charged correctly.

The bookmaker and the
provision of TV services
Business Briel 17/06 dated 19 Octo-
ber 2006 deals with the provision of TV
services by bockmakers. Beting is an

exempt supply for VAT and gaming
machines are not. Do we pity the
bookmaker who has to deal with the
partial exemption computation? There is
more complication from the Brief, but in
the bookmakers’ favour. The Business
Brief follows Tribunal decisions in Town
& Counitry Factors (196106). The Tribunal

found in favour of the company on the
principle that the TV facilities had a direct
link to TV racing service. Again, here is
an geraction with the gaming machme
which highiights the need to correctly
establish the VAT position on the ancillary
services provided by the bookmaker,

The tax rock of Gibraltar

On the basis that online (internet)
gaming comypanies are all essentially
‘dotcom’ businesses, it has been relatively
simple for these companies to establish
themselves i the low tax jurisdiction of
Gibraltar. Such establishiment presents a
significant tax saving, as they do not have
o pay the UK corporation tax rate of
3096, Online gaming companies generally
have low staff and premises costs and
therefore escape the disadvantages of
Gibraltar’s wax focus. This could be
considered a substantial advantage for
sharcholders.

The European Union has been tying
iard to abolish Gibraltar’s exempt
comparry tax regime. The European
Commission deemed that these tax rules
provide companies domiciled 1n Gibralear
with a rather distinet unfair tax advantage,

G A MGBLING

It wvas actually described as “regional
selectivity’. Could this mean that the
online gaming companies based in
Gibraltar could find themselves paying
30% corporation tax? No. A recent
European Court ruding stated that
Gibraltars 1969 consttution provides
Gibralear with fiscal autononsy and it
should be able o continue to provide
companies witl a low cost tax regime up
untii the end of 2010,

Blink and it all changes

The gambling industry 15 changing and
growing on a daily basis. It is essential
that the tax adviser keeps in touch with
all that is happening in the UK gambling
industry.

C
Article supplied by Julie Butier
FCA Butler & Co, Bowland
House, West Street, Alresford,
Hampshire, SO24 9AT.
Tel:01962 735544
Email: j.butler@butler-co.co.uk
Website: www.butler-co.co.uk
Julie Butiler FCA is the author of Tax
Blanning for Farm and Land Diversification
and Equine Tax Planning

VAT time bomb for

farms’ diversified activities®

Once upon a time barns and farm buildings were full of farm produce and

machinery, and farm cottages were full of farm workers.

It would appear that very few farmers
and landowners have calculated their
VAT partial exemption calculations
correctly. Indeed, many do not even
realise that they are partially exempt
traders. Historically, the farming VAT
recurn was a simple affair. Agricultural
outputs were zero-rated, so there was
virmally no output VAT and the maxi-
mum input VAT could be clammed,
subject to minor debates about the
private use of telephones and the
dreaded ‘scale charge’ for motor vehicles,
The only other problem was ‘blocked’
input tax on non-business activities.

How times have changed. The
majority of farmers have moved away
from the pure tade of farming and into
the Jand and property’ sector. The
implications include not only charging tax
on standard-rated supplies but also
restricting input tax claims to take
account of exempr supplies (the ‘partial
exemption’ calculation), not to mention
consideration of the ‘option to tax’,
Many farmers have not enjoyed a VAT
inspection for somie dme {in some cases,
for as long as wen years) and there could
be a potential time bomb,

The first step must be for the farmer

TOLLEY' 'S PRACTICAL VAT -

to list all the supplies made by dhe farm
and note any which are standard-rated or
VAT-exempt. So what qualifics as
standard-rated?

Examples are income from holiday
cottages, caravan and camping picches;
from parking and sporting facilitics; and
from selling the right to fell and remove
standing tmber. The farmer must then
ensure that VAT is charged and ac-
counted for on all standard-rated
supphies. However, more complex and :
serious problems are likely to arise when M.
the farm generates substantal VAT-
exempt incotne.
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