

Think twice about VATman’s advice!
The VATman is once again pushing his flat rate scheme (FRS) and is offering a discount to join.  Should you sign up this time?
So what’s new?  The VATman is currently carrying out a big publicity campaign to persuade businesses that FRS is a good thing.  Indeed, all the VAT inspectors have been briefed to push the scheme when they carry out visits.  The sweetener he is offering is that those who don’t have a VAT reading history will pay 1% less on the flat rate during the first year of registration.
What’s the advantage to you?  You do save time in filing your VAT return using the FRS because you only have to calculate the VAT to pay as a final percentage of your gross sales (price plus VAT).  You ignore the VAT you pay on purchases.  So no more hassle each VAT return period with purchase invoices and much less chance to be fined for an error.  Unfortunately this isn’t the whole story!

The truth.  You can end up paying out more VAT under the FRS, than you would outside the scheme if the flat rate set for your trade doesn’t suite your particular business.  Indeed, once that initial period with the 1% discount is up you may no longer be an FRS winner.  You will save time but it’s unlikely that you will save VAT too.
Warning.  There have been a number of cases recorded of traders wrongly applying the flat rate to net sales.  So remember to apply the rate to your gross sales (price plus VAT).

Tip 1.  Have a look at the flat rate set for your trade (from 2% to 13.5%) in VAT Leaflet No. 733 and work out what VAT would be due under FRS based on your last few years trading.  Compare this to the actual VAT paid for those years.  If you would pay more VAT under FRS it’s a none-starter.

Tip 2.  If you decide to use the FRS keep an eye on the VATman’s announcements (updates to leaflets n. 733) as he can change the flat rate that must be used for a trade at any time.  You must use the new rate from the day it is announced, not the day you hear about it.  So check this each time you come to complete a VAT return.

( FRS can be an advantage but it certainly isn’t for everyone.  Carry out an exercise to see if you’d save money, particularly if you FRS rate has improved.
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