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VAT was introduced in 1973 and is the third-largest 
source of government revenue, after Income 
Tax and National Insurance. Businesses can only 
charge VAT if they’re VAT registered.

If your business is VAT registered, then you’re 
responsible for collecting and accurately 
accounting for the VAT you’ve charged and the 
amount of VAT you’ve paid to HM Revenue and 
Customs (HMRC). This is done via your VAT Return 
which is due quarterly, there’s also the option of 
annual accounting or monthly returns, depending 
on business circumstances.  

HMRC impose heavy penalties for breaches of the 
legislation. This guide aims to give you some basic 
information about VAT and its terminology, but it’s 
important to seek professional advice.

INTRODUCTION
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A transaction is within the scope of VAT if:

 ■  There’s a supply of goods or services.
 ■  It was made in the UK.
 ■  It was made by a taxable person.
 ■  It was made in the course or furtherance of business.

WHAT IS VAT?

Put simply, output VAT is the VAT your business charges on its sales. Input VAT is the VAT charged to you on the goods and services your 
business purchases. The VAT you charge on goods and services provided by your business must be regularly paid to HMRC and failure  
to do so will result in penalties.

However, the input VAT you pay on goods and services your business purchases can be deducted from the amount of output tax owed.  
Note: some input tax can’t be reclaimed, for example in respect of third-party UK business entertainment or for the purchase of cars, with the 
exception of cars for 100% business use, such as for taxi businesses or for pool cars not allocated to an individual or made available for private use.

INPUTS AND OUTPUTS

Only registered traders can reclaim VAT on purchases providing that the expense is incurred for business purposes and there’s a valid VAT invoice for  
the purchase. There are many further rules and areas of contention over which expenses qualify. Contact us for further advice on what may or may not qualify.

Output VAT can be recovered on bad debts. As a supplier, output VAT must be accounted for when the sale is initially made, even if the debt is never paid, so 
there’s a risk of being doubly out of pocket. Where a customer doesn’t pay, a claim to recover the VAT on the sale as bad debt relief can be made six months  
after the due date for payment of the invoice.

INPUT AND OUTPUT VAT ISSUES
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You’re required to register for VAT if the value of your taxable supplies exceeds 
£85,000 on a rolling twelve months, or you expect it to within the next thirty 
days alone.

If you’re making taxable supplies below the limit you can apply for  
voluntary registration.

Note: If any individual carries on two or more businesses within the same 
entity as a sole proprietor, all the supplies made will be added together in 
determining whether the individual’s required to register for VAT.

REGISTRATION - IS IT NECESSARY?
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Taxable supplies are mainly either standard rated (20%) or zero rated (0%). 
There’s also a reduced rate of 5% that applies to a small number of certain 
specific taxable supplies. The provision of services outside the scope of  
VAT can also allow a business to register for VAT.

There are some supplies that aren’t taxable, and these are known as  
exempt supplies.

The difference between exempt and zero-rated supplies is  
as follows:

 ■ If your business is making only exempt supplies you can’t register for  
VAT and therefore are unable to recover input tax.

 ■ If your business is making zero rated supplies you should register for VAT as 
your supplies are taxable (but at 0%) and recovery of input tax is allowed.

SUPPLIES



Once registered you must submit quarterly (annual or 
monthly) returns to HMRC showing amounts of output tax 
to be accounted for and of deductible input tax together.  
All businesses must file their returns online.  

The return and payment should be submitted within one 
month and seven days of the end of the period it covers. 
Electronic payment is compulsory for all businesses.

If your business makes zero rated supplies and you receive 
repayments, it may be beneficial to submit monthly returns.

FILING VAT RETURNS

HMRC is phasing in their Making Tax Digital (MTD) regime, 
requiring taxpayers to operate a fully digital tax system. 
Businesses with a turnover above the VAT threshold of 
£85,000 must keep digital records for VAT and provide 
their VAT return information to HMRC using MTD 
compatible software.

There will be some exemptions from MTD for VAT.  
But the exemption categories are tightly drawn and  
are unlikely to apply to most VAT registered businesses.

MAKING TAX DIGITAL (MTD)
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It’s possible your business may have to pay over VAT to HMRC before 
you’ve received payment from your customer. Bad Debt Relief allows 
businesses in this situation to claim a refund of the VAT of the 
outstanding amount.

Certain conditions need to be met in order for a business to claim VAT 
Bad Debt Relief, but this guide won’t cover these. Contact us to discuss 
this area in more detail and to make a claim on your behalf.

Where a customer hasn’t paid you within six months of the date of the 
supply or, if later, the date payment is due, VAT previously claimed as  
input tax, must be repaid. So, you should monitor your transactions  
to anticipate whether you need to reverse any input tax recovered on 
goods received from suppliers.

VAT - BAD DEBT RELIEF

RECORD KEEPING AND INSPECTION

If your business is VAT registered, you must keep complete and up to date 
records. This includes details of all supplies, purchases and expenses. In 
addition, a VAT account should be maintained. This is a summary of output 
tax payable and input tax recoverable by the business. These records 
should be kept for six years.

From time to time a VAT officer may come and inspect your business 
records to ensure VAT’s being applied correctly and correct records are kept. 
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ANNUAL ACCOUNTING SCHEME (AAS)

The Annual Accounting Scheme helps small businesses by allowing them to submit only one VAT return annually rather 
than the normal quarterly returns. During the year you can pay instalments based on an estimated liability for the year 
with a balancing payment due with the return. The scheme’s intended to help with budgeting and cashflow and  
reduce paperwork.

You can apply to join the scheme if you expect taxable supplies to not exceed £1,350,000 in the twelve month period. The 
scheme will allow you to pay your VAT in nine monthly instalments of 10% of the previous years’ liability or you can choose 
to pay the VAT in three quarterly instalments of 25% of the previous year’s liability. If you’ve not been registered for VAT for 
at least twelve months, you can still join the scheme, but instalments are based on an estimate. HMRC will decide and 
advise on the instalments to be paid. You can apply to change instalments if business increases or decreases significantly.

If your businesses annual taxable income exceeds £1.6m then it no longer qualifies for the scheme.

We can advise you whether the scheme would help your business.

OFFENCES AND PENALTIES

Penalties can be levied by HMRC for the following:

 ■  Late returns/payments.

 ■  Late registration.

 ■  Errors in returns.
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If your annual turnover doesn’t exceed £1,350,000 you can account for VAT on the 
cash you pay and receive, rather than on invoice dates.

The advantages of the scheme can be that output tax isn’t due until the business 
receives payment of its sales invoices and automatic bad debt relief is given because 
if no payment’s received, no tax is due. The potential disadvantage is that there’s no 
input tax recovery until payment of suppliers’ invoices.

There are many other criteria required to be met for the cash accounting scheme 
to apply. We can advise on this and determine if the scheme’s suitable and could 
benefit your business.

CASH ACCOUNTING SCHEME

This is a scheme allowing smaller businesses to pay VAT as a percentage of their total 
business income. The aim of it is to simplify the way small businesses account for VAT 
and it can result in a reduction in the amount of VAT that’s payable by some businesses.

A set percentage is applied to the turnover of your business as a one-off calculation 
instead of having to identify and record the VAT on each sale and purchase you make.

The scheme’s open to businesses that don’t breach the limits. A business must leave 
the scheme when income in the last twelve months exceeds £230,000, unless this is 
due to a one-off transaction and income will fall below £191,500 in the following year.

There are various other circumstances where the Flat Rate Scheme can’t be used. We 
can advise you whether the flat rate scheme would be beneficial for your business and 
help you to operate the scheme. Contact us for further information.

FLAT RATE SCHEME
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VAT’s a complex area, with a variety of schemes available to some businesses and a myriad of rules that apply.  
This guide’s designed to give you a basic understand of HMRCs VAT regime. 

Our Fortus team has a wide range of services including VAT planning & structuring, claiming VAT repayments,  
customs duties, VAT registration, international trade and VAT litigation and dispute resolution.

HOW CAN FORTUS HELP?
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With decades of experience, our dedicated VAT team will help you with every VAT need you have throughout your business lifecycle.  
We’ll ‘have your back’ and be available to support you and answer your VAT questions whenever they arise.

OUR SPECIALIST TEAM

CHRIS 
WILSON 
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chris.wilson@fortus.co.uk
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