
 

Arleys guide to VAT 

Value added tax (VAT) is a form of consumption tax that is charged on most goods and 
services provided by VAT registered businesses. If your company is VAT registered you can 
charge VAT on the goods and services you provide and reclaim this when buying products 
for your business.  
 
There are three main VAT rates in the UK; standard rate at 20%, reduced rate at 5%, and 
zero rate at 0%. The majority of goods sold will be at the standard rate of 20%. VAT returns 
are submitted to HMRC at regular intervals, usually on a quarterly basis and these tell the 
revenue how much your business owes.  
 
As of April 2013 all businesses with a turnover of or in excess of £79,000 have a legal 
responsibility to register for VAT, failure to do so could result in penalties.  
 
“Your dedicated personal accountant will actively monitor your company’s turnover, and 
when we feel you will reach this threshold, we will register your company for VAT and 
complete your quarterly VAT returns completely free of charge”. 
 
There are two main types of VAT registration in the UK; Standard Rate VAT and Flat Rate 
VAT. Depending on which type of VAT your business is registered for will depend on how 
your VAT liabilities are calculated and ultimately how much your business will owe the 
revenue at the end of the quarter.  

Flat Rate Scheme 

The flat rate VAT scheme was introduced by the government to help simplify your taxes. The 
majority of contractors that operate limited companies will benefit from being registered 
under the flat rate VAT scheme as they don’t process many VAT applicable purchases 
through their businesses.  
 
Businesses operating under the flat rate scheme charge VAT on services provided at 20% 
and pay this back to the revenue at a lower rate which is determined by the trade sector 
your business operates in. The difference between these two amounts is known as the “flat 
rate benefit” which increases the revenue of your business. Once the appropriate taxes 
have been deducted this additional revenue will be available for you as a director to draw 
from your business.  
 
See the below table to see which trade sector your business would qualify for: 
 

Trade Sector 
Appropriate % from 1 Jan 

2010 to 3 January 2011 

Appropriate % from 

4 January 2011 

Accountancy or book-keeping 13 14.5 

Advertising 10 11 



 

Agricultural services 10 11 

Any other activity not listed 
elsewhere 

10.5 12 

Architect, civil and structural 
engineer or surveyor 

13 14.5 

Boarding or care of animals 10.5 12 

Business services that are not listed 
elsewhere 

10.5 12 

Catering services including 
restaurants and takeaways 

11 12.5 

Computer and IT consultancy or data 
processing 

13 14.5 

Computer repair services 9.5 10.5 

Dealing in waste or scrap 9.5 10.5 

Entertainment or journalism 11 12.5 

Estate agency or property 
management services 

10.5 12 

Farming or agriculture that is not 
listed elsewhere 

6 6.5 

Film, radio, television or video 
production 

11.5 13 

Financial services 12 13.5 

Forestry or fishing 9.5 10.5 

General building or construction 
services* 

8.5 9.5 

Hairdressing or other beauty 

treatment services 
11.5 13 

Hiring or renting goods 8.5 9.5 

Hotel or accommodation 9.5 10.5 

Investigation or security 10.5 12 

Labour-only building or construction 
services* 

13 14.5 

Laundry or dry-cleaning services 10.5 12 

Lawyer or legal services 13 14.5 

Library, archive, museum or other 
cultural activity 

8.5 9.5 

Management consultancy 12.5 14 

Manufacturing fabricated metal 
products 

9.5 10.5 

Manufacturing food 8 9 



 

Manufacturing that is not listed 

elsewhere 
8.5 9.5 

Manufacturing yarn, textiles or 
clothing 

8 9 

Membership organisation 7 8 

Mining or quarrying 9 10 

Packaging 8 9 

Photography 10 11 

Post offices 4.5 5 

Printing 7.5 8.5 

Publishing 10 11 

Pubs 6 6.5 

Real estate activity not listed 
elsewhere 

12.5 14 

Repairing personal or household 
goods 

9 10 

Repairing vehicles 7.5 8.5 

Retailing food, confectionary, 
tobacco, newspapers or children’s 

clothing 

3.5 4 

Retailing pharmaceuticals, medical 
goods, cosmetics or toiletries 

7 8 

Retailing that is not listed elsewhere 6.5 7.5 

Retailing vehicles or fuel 6 6.5 

Secretarial services 11.5 13 

Social work 10 11 

Sport or recreation 7.5 8.5 

Transport or storage, including 
couriers, freight, removals and taxis 

9 10 

Travel agency 9.5 10.5 

Veterinary medicine 10 11 

Wholesaling agricultural products 7 8 

Wholesaling food 6.5 7.5 

Wholesaling that is not listed 
elsewhere 

7.5 8.5 

 
 
 



 

To put this into perspective, the below example has been drawn up to demonstrate how the 
additional profits will be calculated. This example is based on an IT contractor in their first 
year of trading with a net turnover of £48,000. 
 

Net amount you invoice your client £48,000 

VAT charged to client at 20% £9,600 

Gross amount £57,600 

Flat rate VAT of 13.5% (includes a first year discount of 1%) 13.50% 

VAT to be paid to HMRC - 13.5% of £57,600 £7,776 

VAT received from client £9,600 

Additional profit for you £1,824 

 
 “Arleys can set up our clients to pay their VAT liabilities by direct debit meaning there is one 
less liability that you need to worry about. Call one of the team on 01925 598 499 and we 
will be happy to advise how we can do this”. 

Standard Rate 

Under the standard rate VAT scheme your business can reclaim VAT on purchases that you 
have been charged VAT on. Operating under this scheme you will be required to submit a 
VAT return to the revenue on a quarterly basis which must include: 
 
All output VAT – this is the VAT that has been charged by your business to your customers 
or clients. When operating under invoice accounting this VAT must be declared regardless of 
whether your debtors have paid for the goods or services that your business has provided.  
 
All input VAT – this is the VAT which your business has been charged by suppliers on goods 
and expenses incurred by your business in the quarter. The same principle applies as with 
the incoming VAT that this must be declared regardless of whether your business has paid 
for the item.  
 
“Call Arleys on 01925 598 499 for a free VAT consultation and we will advise you on which 
method of VAT would most benefit your business” 
 


