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VAT Flat Rate Scheme Changes 
From 1 April 2017, if your business is on the VAT flat rate scheme, you must determine 
whether you meet the definition of a limited cost trader. 

If you do, you will be entered onto the higher percentage of 16.5%, regardless of your 
trading activities. The only way to avoid this increase and continue to apply your current 
flat rate percentage is to show that you have incurred expenditure on qualifying goods 
in excess of £1,000 per annum (or 2%  of your VAT inclusive turnover if that’s higher). 

Qualifying goods must not have any element of personal use and cannot include any of 
the following: 

• Capital goods which are used over a period of time (i.e. computer/office equipment) 
• Food or drink 
• Vehicles, vehicle parts and fuel 
• The cost of services (i.e. accountancy/professional fees) 

As this leaves little in the way of expenditure items that you would normally incur in or-
der to avoid the increase, the likelihood is that you will need to adopt this new percent-
age from 1st April 2017. 

The illustration below shows the impact this will have to a company with contracted in-
come of £50,000, operating within the engineering sector (flat rate percentage is 
14.5%): 

For this business, the changes will reduce the company’s income by £1,200 p.a. 

      Limited cost trader – 
16.5% Engineering sector – 14.5% 

Contracted income £50,000 £50,000 

VAT (20%) £10,000 £10,000 

VAT inclusive in-
come £60,000 £60,000 

   

Flat rate payable to 
HMRC (£9,900) (£8,700) 

Flat rate gain £100 £1,300 



What are your options going forward? 
1. Remain on the Flat Rate Scheme 

Firstly, there isn’t a necessity to leave the scheme. If you decide to continue using it your 
income is likely to decrease, however we will continually assess your expenditure each 
quarter and if you incur enough on qualifying goods, we will apply your lower sector per-
centage. 

It is also important to remember: 

• The Flat Rate Scheme is designed to make VAT administration easier as you don’t need 
to keep record of the VAT you have incurred on expenses. 
• A reduction of 1% will still be available where you are still within your first year of VAT 
registration. In the above example a first year percentage of 15.5% would see a flat rate 
gain of £700. 

Our advice: This option will be best for businesses who are in their first year of VAT reg-
istration, or those who will meet the qualifying goods criteria. 

2. Leave the scheme and operate the standard VAT method 

Alternatively, you can choose to leave the Flat Rate Scheme and revert to operating the 
standard method for VAT. 

Under the standard method, you will charge VAT to your client as normal. All of the VAT 
that you receive from your client will be payable to HRMC, but you then benefit by being 
able to claim back the VAT you incur on the majority of your business expenses. 

Using the example earlier, let’s assume that the business has incurred VAT inclusive ex-
penses in the year of £4,000 on costs such as capital items, office equipment and ac-
countancy fees. By switching to the standard VAT method, they would be able to claim 
back VAT from HMRC of £667. The business would then be £557 better off under the 
standard method than the Flat Rate Scheme. 

Please note, when operating the standard VAT method, you must ensure that you have a 
valid VAT receipt for all business expenses. 

Our advice: This option will be best for businesses that do not meet the qualifying goods 
criteria but do incur expenditure where VAT has been applied. 

3. De-register from VAT 

If your annual turnover is less than the de-registration threshold (currently £81,000), 
you have the option to de-register from VAT completely. 

By de-registering, you will no longer have the burden of ensuring that quarterly VAT re-
turns have been filed and payments made before the respective deadline. However, you 
will lose out on any potential profit on either the flat rate gain, or claiming back VAT on 
the expenses you have incurred. 

Our advice: This option will be best for businesses that have a low turnover and do not 
incur much in the way of business expenditure or make supplies to non VAT registered 
persons. 

For information of users: This material is published for the information of clients. It proves only an 
overview of the regulations in force at the date of the publication, and no action should be taken without 
consulting the detailed legislation or seeking professional advice. Therefore no responsibility for loss oc-
casioned by any person acting or refraining from action as a result of the material can be accepted by 

the authors or the firm. 


