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Compulsory VAT registration

When does a business become
liable to be VAT-registered?



Compulsory VAT Registration

Overview

VAT registration threshold is currently £85,000 (based on taxable turnover)
There are two tests to consider:

1. The historic test

- Looking at turnover on a
rolling 12 month basis

2. The forward-looking test

- Will turnover in the next 30
days alone exceed the VAT
registration threshold?
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Compulsory VAT Registration

Historic Test

A Rolling 12 month test

A At the end of every month consider i has taxable turnover
in the past 12 months or less exceeded
£85,0007?

A If yes then business needs to become
VAT-registered

A Effective date of VAT registration is the
first day of the second month after
threshold has been exceeded.
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Compulsory VAT Registration

Historic Test - Turnover

What needs to be included in turnover for determining VAT-registration?

AfTaxable saleso (i.ce. t wou
subject to VAT at standard rate,
reduced-rate or zero-rate)

A All income of the business should be
considered except VAT-exempt income and
income which is outside the scope of VAT.
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Compulsory VAT Registration

Example

Rick and Lori own a bed and breakfast. Taxable turnover in the 12
months ended 31 October 2017 was £87,000.

1. Will the business need to become

VAT-registered?

Yes

2. What is the effective date of
VAT-registration?

1 December 2017
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VAT Registration

Other points to consider

A Two or more connected businesses which are each trading below
the VAT registration threshold (Disaggregation)

A Exception from registration
A Exemption from registration

A Late registration =
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Voluntary VAT registration



Voluntary VAT Registration

Overview

Some business may apply to voluntarily VAT register

Trading below VAT registration threshold

A Business making taxable sales of
less than £85,000 on a rolling 12 month
basis

Intending trader

A Business which is not yet trading
but intends to make taxable sales in
future
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Voluntary VAT Registration

Advantages

A4 Recover VAT on costs particularly if business is
in start-up phase

A Cash-flow if business likely to be in a VAT-
refund position

AN Pr e sitificgstdrers are VAT-registered or
bidding for work via a tender process
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Voluntary VAT Registration

Other points to consider

A VAT needs to be accounted for from effective
date of VAT regqistration even if turnover has
not reached VAT registration threshold

A Can customers recover VAT charged?

A Does the business need to amend pricing to
factor in VAT?

A Compliance (Filing VAT returns, issuing invoices
and maintaining VAT records)

o,
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VAT Registration
Flat Rate Scheme



Flat Rate Scheme

Overview

Simplified VAT accounting scheme for small businesses with turnover of
less than £150,000

U VAT calculated as a
percentage of total turnover
based on trade sector (e.g.
bed & breakfast is 10.5%)

U Generally VAT cannot be
recovered on costs

U Businesses with VAT-
registered customers must
still issue VAT invoices
(showing VAT calculated in
the normal way)
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Flat Rate Scheme

Practical points to note

A 1% reduction on VAT percentage
used under FRS in first year of
registration

A VAT can be potentially claimed on:
capital goods costing more than
£2,000 including VAT and pre-
registration costs.

4 Under the FRS VAT needs to be
accounted for on VAT-exempt and
zero-rated income.
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Flat Rate Scheme

Practical points to note

A May need to leave the scheme if
turnover exceeds £230,000

4 New 16.5% flat rate for limited cost
traders
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Flat Rate Scheme

Example

Darryl is an IT consultant (sole trader) registered for VAT under the Flat
Rate Scheme. In the VAT quarter ended 30 September 2017 he provides
service to Neagan Ltd and charges a fee of £10,500 (including VAT). Darryl
also receives £1,000 from the rental of a residential property.

1. How much VAT should Darryl charge to
Neagan Ltd?

£8,750 plus VAT of £1,750 (i.e. VAT at 20%)

2. How much VAT does Darryl need to

account for?

£11,500 x 14.5% = £1,667.50 of VAT G
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Reclaiming VAT on costs



Reclaiming VAT on costs

Other points to consider

VAT may be reclaimed on costs incurred by a
VAT-registered business provided that:

1. VAT has been charged by the supplier

2. The costs were incurred for business purposes
(i.e. they are not private of non-business costs)

3. The costs relate to taxable supplies made by
the business.

4. A valid VAT invoice is held at the time the VAT
IS reclaimed.

o,

5. VAT reclaim is not specifically blocked by CARMICHAEL
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Reclaiming VAT on costs

Pre-registration costs

VAT may be reclaimed (subject to the normal rules) by a business on its
first VAT return on costs incurred before VAT registration as follows:

Goods

Goods purchased up to 4 years before
VAT registration which have always been
used in the business and are still

owned at the date of registration.

Services
Services purchased up to 6 months
before VAT registration provided that

the services have not been consumed.

o,
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VAT compliance



VAT compliance

Overview

Once registered a business must:

A Submit quarterly VAT returns online
(can request monthly returns)

4 Maintain VAT records and a VAT
account

A Issue VAT invoices to VAT-registered
businesses

o,
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Questions?




Get In touch

Paul McGonigal / VAT Manager

01463 796200

paul.mcgonigal@jcca.co.uk
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Johnston Carmichael
Clava House

Cradelhall Business Park
Inverness

01463 796200
info@jcca.co.uk

jcca.co.uk

Disclaimer: This presentation has been prepared for information purposes
only. The contents of the slides are not a substitute for tax, legal or
professional advice. The law may have changed since the presentation was
drafted and whilst all possible care has been taken in the completion of the
slides readers should seek tax advice based upon their own particular
circumstances.
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