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Surviving 

VAT
Except for the very smallest companies,  

VAT is an inescapable fact of business life. The rules and 

regulations surrounding VAT can be quite complicated, but 

knowing what the basic rules are and putting systems in 

place to track and pay VAT will help you avoid inspections and 

penalties. Complying with the disciplines of the VAT regime 

can also help you stay on top of the paperwork you need for 

managing other aspects of the business.

This Sage white paper rounds up all the  
regulatory essentials you need to know.
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Value Added Tax, or VAT, is a tax on most business transactions 
and imports in the UK or Isle of Man, other than those which 
are specifically exempt. It applies to both goods and services. 
Transactions which are subject to VAT are called ‘taxable 
supplies’. 

Some examples of taxable supplies

 
 
The value of your taxable supplies is called your ‘taxable turnover’.

 VAT does not apply to certain ‘exempt’ supplies, for ex-
ample:

exceptions, e.g. commercial property up to three years old, hotel and 
holiday accommodation)

 
 

a mix of taxable and exempt supplies you may have to register for VAT and 
calculate your quarterly VAT liability on a ‘partial exemption’ basis. This is a 

business.

What is VAT?

http://www.hmrc.gov.uk/vat/
reclaim-exempt.htm
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It is compulsory to register for VAT if:

 a)  Your taxable turnover exceeded a set limit in the 12 months to date, or, in  
  exceptional circumstances, you have reasonable grounds for expecting  
   to do so in the next 30 days alone. The limit is set in the Budget each 

year. From 1 April 2008, the threshold is £67,000;

 b)   The value of your imports of goods from other EU countries exceeded 
the same £67,000 limit in the last 12 months; or

 

to register, and they will register you from the start of the next month. Here’s a 
typical scenario: 

 exceeds £67,000 in the 12 months up to 31 May 2008. You then have until 

will register you from 1 July 2008. From 1 July 2008 you will have to start 
 

services you buy in your business. This can be advantageous, so you are 

more detailed records and having to submit quarterly VAT returns, but it 

registered and can therefore reclaim the VAT you charge them. 

in such cases means that you can reclaim all the VAT on your purchases and 
expenses but you don’t have to charge any VAT on your sales. Farmers and 

VAT repayments can be quite large they can opt to submit VAT returns monthly 
to accelerate the repayment of VAT to the business.

Do I have to register for VAT?
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www.hmrc.gov.uk/VAT 
where you can either print Form VAT 1 and the guidance notes, or register 
immediately online. You can also request a registration form on the free 

notes will tell you where to send the form.

Example of a VAT return form.
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VAT has its own jargon that you’ll need to learn. Your sales are 

your business. The goods and services you buy are called your 
‘Inputs’ as these are the inputs into your business process.
 

and send in a VAT return every three months. You have a month after the end 

at https://online.hmrc.gov.uk/registration/ you can file your VAT returns 
online and pay the VAT due by direct debit, and as an extra benefit you get an 

 

a valid VAT invoice, made out to your business, to support the Input Tax you 

charge penalties and interest if they find you have underpaid VAT. If you use an 

the long run.

Inputs, Outputs and Returns
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While VAT applies mainly to supplies made in the UK, that’s not 
quite the whole story. VAT applies across the whole of the EU, 
although each country sets its own rates and rules.  

show the value of these goods as an ‘acquisition’ on your next VAT return 

you also reclaim the same amount as Input tax on the same return, so there 
is no net cost to you. This information simply allows the UK Government to 

 

customer’s VAT number on the sales invoice. The customer then accounts for 
VAT in his own country, as above. If the customer is not registered for VAT they 
are charged the normal UK rate of VAT.

The overseas connection
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Example of sales invoice showing EU customer address and VAT number.

Exports of goods and services supplied to customers outside the EU are 
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Because VAT returns have to be submitted quarterly they 
represent quite a burden for businesses. The Government has 

smaller businesses:

Annual accounting
This enables you to pay a fixed estimated monthly or quarterly amount 
towards your VAT liability and submit just one VAT return at the end of the year 
along with the balance of any VAT due. It can simplify things for established 
businesses, or those with good financial records, but it can mean a nasty 

be significantly more than the payments made over the year.

Cash accounting
Normally you pay VAT on the invoices you send to customers in a quarter and 
reclaim the VAT on invoices you receive for the same period, whether or not 

circumstances you can opt to prepare VAT returns on a ‘cash accounting’ 
basis. Using this scheme you only include amounts received from customers 
and payments made in the quarter on your returns. This scheme is used by 
most small businesses to help them manage their cash flow.

Flat Rate Scheme (for businesses turning over up to £150,000)

according to the trade sector in which you operate. The simplification means 

percentage you are given. If you have few inputs this can be a good scheme, 

Further details and a list of the flat rate percentages can be found at http://
www.hmrc.gov.uk/vat/account-flat.htm

Retail schemes
Most shops don’t have time to produce detailed VAT invoices for customers, 

There are standard schemes for the most common types of retailers, including 

garden centres. If you’re a retailer you will need to use one of these schemes. 

There are full details at http://www.hmrc.gov.uk/vat/account-retail.htm

Making VAT simpler
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on an Excel spreadsheet. If you use cash accounting or a retail scheme, you 

every quarter and enter the figures on your VAT return. If you use invoice 

sales invoice issued and every purchase invoice received each quarter. You 
should file the invoices and receipts in a way which enables you to trace them 

VAT records because it can do multiple things at once. For example, when 
you produce a sales invoice the software will store the details to remind you 

due for the quarter on the appropriate basis provided you set it up correctly 
before you start. At the press of a button you will see how much VAT you owe 
to date, and at the end of the quarter you can either print out the figures to 

you to file the VAT return online direct from the software without needing to 

 
 

over your VAT as well as your business finances generally,  
 

http://shop.sage.co.uk/instantaccounts.aspx 
or call 0800 44 77 77.

Record keeping made easier


