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The VAT Flat Rate Scheme: 
Important update   
 

HMRC has issued its guidance note entitled ‘Tackling Aggressive Abuse of the VAT 

Flat Rate Scheme’. We have outlined below what businesses using the Flat Rate 

Scheme should be doing following the recent announcement.  

 

What is the Flat Rate Scheme? 

The Flat Rate Scheme (FRS) is a simplification measure for small traders with an 

annual turnover of less than £150,000. Once registered under the FRS, traders will 

issue VAT invoices for the provision of their goods or services in the normal manner 

and at the applicable rate. However, the trader will only account for VAT to HMRC at 

the agreed percentage of turnover, which will depend on business conducted.  

 

The key benefit of the FRS is that the trader is able to retain the difference between 

the rate of VAT charged i.e. 20% and the fixed rate percentage. The principal 

advantage is that it reduces the administrative burden of preparing VAT returns with 

the additional benefit of retaining difference between the rate of output tax and 

fixed rate percentage in lieu of submitting accurate input VAT reclaims.  

 

There is also the mechanism to recover input VAT on items costing more than £2,000 

where considered to be a capital item.   

  

Why / What is it changing? 

Chancellor Philip Hammond announced in the Autumn Statement that legislation 

would be enacted to respond to abuse of the FRS by employment businesses 

supplying staff, which HMRC has described as “aggressive abuse”. 

 

With effect from 1 April 2017, businesses using the scheme or wanting to use it will 

have to consider if it meets the definition of a limited cost trader. A limited cost 

trader is defined as one whose VAT inclusive expenditure on goods is either: 

 

https://www.gov.uk/government/publications/tackling-aggressive-abuse-of-the-vat-flat-rate-scheme-technical-note/tackling-aggressive-abuse-of-the-vat-flat-rate-scheme-technical-note
https://www.gov.uk/government/publications/tackling-aggressive-abuse-of-the-vat-flat-rate-scheme-technical-note/tackling-aggressive-abuse-of-the-vat-flat-rate-scheme-technical-note


2 | Harwood Hutton Briefing 

 

 Less than 2% of their VAT inclusive turnover in a prescribed accounting period;  

 Greater than 2% of their VAT inclusive turnover but less than £1,000 a year if 

the prescribed accounting period is one year (if it is not one year, the figure is 

the relevant proportion of £1,000). 

 

When meeting the definition of limited cost trader, businesses will have to use a flat 

rate percentage of 16.5% irrespective of the type of business.  

 

Anti-forestalling legislation has also been introduced to ensure that any limited cost 

trader using the scheme cannot use a flat rate of less than 16.5% beyond 1 April 

2017.  

  

What you need to do now 

An immediate review of the VAT FRS is crucial in order to ascertain which of the 

following is the best route forward: 

 

 Trading under the VAT threshold of £83,000 – you may wish to consider de-

registering as of 1 April 2017; 

 Trading over the threshold – you may need to withdraw from the VAT FRS 

from the same date; and  

 Trading under or at the threshold – you might benefit from continuing under 

the standard rate VAT and recovering VAT on expenses. 

 

CONTACT 

For more information, contact Bilal Akram on 01494 739500 or at 

bilalakram@harwoodhutton.co.uk 
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