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FRS for VAT – Who is it for? 

The VAT flat rate scheme (FRS) is used by many small businesses to help simplify their VAT 

reporting obligations, although some VAT experts would argue that the scheme is not simple 

to use.  

Broadly, the FRS is a simplified VAT accounting scheme for small businesses, which allows 

users to calculate VAT using a flat rate percentage by reference to their particular trade 

sector. When using the FRS, the business ignores VAT incurred on purchases when 

reporting VAT payable, with the exception of capital items which cost £2,000 or more.  

If the business incurs few expenses, and it operates in a sector with a relatively low FRS 

percentage, it will pay out less VAT to HMRC under the FRS than it would outside the 

scheme. Historically, many businesses have registered for VAT voluntarily before their 

turnover reached the VAT registration threshold, so they could make use of the cash 

advantage offered under the FRS. 

Most VAT-registered business can use the FRS if it is expected that VAT taxable turnover in 

the next 12 months to be £150,000 or less. Certain other eligibility criteria apply. 

The business must leave the scheme if: 

• it is no longer eligible; 
• on the anniversary of joining, turnover in the last 12 months was more than 

£230,000 (including VAT) - or if it is expected to be in the next 12 months; 
• total income in the next 30 days alone is expected to be more than £230,000 

(including VAT) 
 

The VAT flat rate used usually depends on the business type.  

Common percentages used by service-related businesses in recent years include: 

• Accountancy and legal services 14.5% 
• Computer or IT consultancy 14.5% 
• Estate agents and property management 12% 
• Management consultancy 14% 
• Business services not listed elsewhere 12% 

 

A 1% discount on the relevant flat rate is given in the first year as a VAT-registered 

business. 

Since 1 April 2017, a flat 6.5% FRS rate has applied for businesses with limited costs (see 

below). Since the rate of 16.5% of gross turnover equates to 19.8% of the net, the result is 

that there will be almost no credit for VAT incurred on purchases.  

A ‘limited cost’ business is defined as one whose VAT inclusive expenditure on goods is 

either: 

• less than 2% of their VAT inclusive turnover in a prescribed accounting period; 
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• greater than 2% of their VAT inclusive turnover but less than £1,000 per annum if 
the prescribed accounting period is one year (if it is not one year, the figure is the 
relevant proportion of £1,000). 

‘Goods’ for these purposes must be used exclusively for the purpose of the business but 

exclude the following items: 

• capital expenditure goods; 
• food or drink for consumption by the flat rate business or its employees; 
• vehicles, vehicle parts and fuel (except where the business is one that carries out 

transport services - for example, a taxi business - and uses its own or a leased 
vehicle to carry out those services). 

 

(These exclusions are part of the test to prevent traders buying either low value everyday 

items or one-off purchases in order to inflate their costs beyond 2%.) 

FRS and MTD 

With regards to record-keeping, HMRC confirm that for compliance with Making Tax Digital 

(MTD) for VAT obligations businesses using the FRS do not need to keep a digital record of: 

• purchases unless they are capital expenditure goods on which input tax can be 
claimed; 

• the relevant goods used to determine if the business needs to apply the limited 
cost business rate. 
 

Not all software packages are configured to accommodate the FRS, and many will only 

permit sales to be recorded as standard rated, reduced rated, zero rated or exempt. Users of 

the FRS should use one of the following methods to record sales: 

• record the supply as one standard rated supply and one zero rated supply (i.e. 
have two entries for each supply); or 

• record the sale at one rate and correct the VAT through an adjustment at the end 
of the period (as is suggested for cases where more than one supply is invoiced 
on a single invoice). 

 


