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The VAT Treatment of Barter Transactions

In barter transactions, payment is made not with money, but by rendering a counter-
supply resp. by offsetting against a counterclaim. In practice, such barter-like
transactions are a common means of compensating for mutual supplies without a
cash flow. But be careful, even if no money flows, VAT is still due and must be duly
accounted for.

By Christoph Drexl

In principle, supplies provided by taxable persons in Switzerland for consideration are subject
to Swiss value added tax (VAT) unless these supplies are exempted from tax or zero rated.

Consideration is the asset value that the supply recipient spends to receive a supply. If the
supply recipient settles the provider's claim other than through monetary payment (e.g. by
providing a supply himself), the consideration is measured according to the amount that is
thereby settled. This means that both contracting partners have to post in their accounting
the full value of their own supply (as an expense) and the full value of the supply received in
return (as income). Both contracting partners pay tax on the total value of the supply
rendered by the other contracting partner at the applicable tax rate. This is the case, for
example, if an IT company is contracted to set up the IT infrastructure at an accountancy
service provider and in return the accountancy firm prepares the accounting for this IT
company (further explanations of this example below in the text).

Special features of clearing transactions

In barter transactions, both contracting parties are at the same time the provider and
the recipient of the supply. Insofar as tax liability exists, each must pay tax in full on
the supply rendered to him (as remuneration for his own supply).

The special feature of clearing transactions is also that the consideration of the buyer
takes place other than through monetary payment (e.g. provision of a counter-
performance, so-called performance in lieu of payment). If the service and the
consideration are of the same (market) value, this means that no money flows
between the two parties. If the value of the service and the consideration differs, then
a cash flow takes place despite offsetting, but to a reduced extent (payment of the
difference).

In the case of exchange relationships, the market value (e.g. list price) of each
service shall be deemed to be the remuneration for the other service. If, for example,
the market value of the IT company's services equals CHF 10,000 (excl. VAT), this
value is deemed to be the remuneration for the service provided by the accountancy
firm to the IT company. The accountancy firm must pay tax on this remuneration as
turnover. The Swiss Federal Tax Administration (FTA) does not provide any specific
information on the market price, which is why determining the correct market price
often proves difficult in practice.

In accordance with the principle of gross invoicing, offsetting in which only the
difference is booked is not permitted for VAT purposes (violation of the ban on
offsetting). The mere booking of the difference between the mutually provided
services is also not permitted if the contracting party is not a taxable person. This



also applies if there are no detailed records of the supplies to be offset, i.e. if only the
amount to be paid has been invoiced or no invoice has been issued at all.

According to the practice of the FTA, the correct tax treatment of supply offsetting
can best be achieved if separate receipts are created for the service and the
remuneration (e.g. mutual invoicing). However, this is not a mandatory requirement
but also makes sense for accounting reasons (no posting without a receipt).

In the following, the offsetting from the VAT perspective is clarified using two
examples.

Example 1: Barter transaction between two taxable persons

IT company A provides various IT services to accounting firm B. In return, accounting firm B
prepares the accounts for IT company A. Both contracting parties have their registered office
in Switzerland, are registered in the Swiss VAT register and invoice according to the effective
accounting method. Both parties provide taxable services which are taxable at the standard
rate of 7.7%. The value of the mutually provided services including VAT was set in the
contract as follows:

IT services to accounting firm B CHF 10 770 (incl. 7.7% VAT)
Accounting services to IT company A CHF 10 770.- (incl. 7.7% VAT)

There is no cash flow between the two parties, as the service and the consideration are of
equal value. They both have to book CHF 10,000 as revenue and declare it in the VAT
statement as turnover under item 200. At the same time, both parties record the identical
amount as an expense for the receipt of the consideration.

Provided that both IT Company A and accounting firm B are entitled to full input tax recovery,
both can deduct the invoiced VAT of CHF 770 in full in item 400 of their VAT statement.

Accounting at IT Company A:

1. Provision of IT services to accounting firm B Amount
Receivables from supplies / CHF 10 770.00

|/ Service revenue CHF 10 000.00

/ VAT liabilities CHF 770.00
2. procurement of accounting services from accounting firm B Amount

/ Liabilities from supplies CHF 10 770.00
Cost of services / CHF 10 000.00
Receivables VAT / CHF 770.00
3. offsetting VAT Amount
Liabilities from supplies / Receivables from L&L CHF 10 000.00
VAT liabilities / Receivables VAT CHF 770.00
Tax liability/credit CHF 0.00

In this example, there is a zero-sum game for both contracting parties, since services of the
same value and at the same tax rate are mutually offset. For this reason, tax liability and tax



credit balance each other out. However, this can also lead to a different result under different
conditions, as the next example shows.

Example 2: Barter transaction with only one taxable person

Influencer A asks Hotel B if he can stay there for two nights free of charge. According
to the hotel's booking site, the price for the two nights is CHF 1,000 including 3.7%
VAT. In return, the influencer offers to advertise for Hotel B on his online channels.
Both parties are domiciled in Switzerland. Since Influencer A achieves a worldwide
turnover of CHF 80,000 per year, he is exempt from tax liability. Hotel B, on the other
hand, is registered as a taxable person in the Swiss VAT register.

Hotel B has to pay tax on the market value of the influencer's service as
remuneration for its own service. Since the parties have agreed that the mutually
provided services should "cancel each other out" (and no additional payment flow is
required), they have obviously assumed that the service and the consideration are
equivalent in the result. The hotel has to pay tax on the two overnight stays at the
applicable tax rate. The special rate of 3.7% applies to accommodation services.
Hotel B therefore books CHF 964.30 as income and declares this as turnover in point
200 of the VAT statement. This results in a tax debt of CHF 35.70, which Hotel B
must pay to the FTA.

In return, Hotel B records the advertising service received from Influencer A to the
value of CHF 1,000 as an expense. As Influencer A is not registered for VAT, this
payment does not include VAT and therefore does not entitle the person to an input
tax deduction.

Booking at Hotel B:

1. provision of accommodation services to Influencer A Amount
Receivables from supplies / CHF 1 000.00
/ Accommodation income CHF 964.30
/ VAT liabilities CHF 35.70
2. purchase of web services from Influencer A Amount
Cost of services / Liabilities from supplies  CHF 1 000.00
Receivables VAT / CHF 0.00
3. offsetting Amount
Liabilities from supplies / Receivables from supplies CHF 1 000.00
VAT liabilities / Bank (transfer to FTA) CHF 35.70
Tax liability CHF 35.70

In this example, too, there is no cash flow between the parties, as the receivables and
liabilities (counterclaim) balance each other out in the result.

Conclusion

Caution is advised in the case of barter transactions. Both parties must account for the VAT
on their full performance (offsetting prohibition). It is advisable to clarify the respective
starting position (applicable tax rate, accounting method, etc.) of both parties in detail in
order to be able to correctly assess the VAT consequences of the exchange transaction.
Certain case constellations can certainly lead to the VAT having a negative impact on the
margin of the contracting parties.



