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VAT Legislation and Regulations (United Kingdom)

Value Added Tax (VAT) is a consumption tax that is levied on the value added to goods and services at each
stage of the production and distribution chain. In the United Kingdom, VAT legislation and regulations
govern how VAT is implemented, collected, and reported. Understanding and complying with VAT laws is
essential for businesses to avoid penalties and ensure accurate reporting.

1. Accounting Period
An accounting period is a specific timeframe for which a business prepares its financial statements and
reports its VAT liabilities to HM Revenue & Customs (HMRC). In the United Kingdom, the standard VAT
accounting period is usually quarterly, but businesses can apply for different accounting periods based on
their turnover.

2. Annual Accounting Scheme
The Annual Accounting Scheme is an option available to small businesses with an annual turnover of up to
£1.35 million to simplify their VAT reporting. Under this scheme, businesses make advance payments
towards their VAT liabilities based on an estimated turnover, with one annual return due at the end of the
accounting year.

3. Bad Debt Relief
Bad Debt Relief allows businesses to recover the VAT they have paid to HMRC on sales that have become
irrecoverable due to non-payment by customers. To qualify for Bad Debt Relief, businesses must write off
the debt in their accounts and meet specific conditions set out in VAT legislation.

4. Capital Goods Scheme (CGS)
The Capital Goods Scheme (CGS) applies to certain high-value assets that are used by a business over an
extended period. Under this scheme, businesses must adjust the VAT they have reclaimed on the purchase
of capital goods over time to reflect changes in their business use. The CGS aims to ensure that VAT
recovery accurately reflects the actual use of capital goods.

5. Distance Selling
Distance Selling refers to the sale of goods by a business to customers in other EU countries without the
supplier physically delivering the goods. VAT rules apply to distance selling transactions based on the value
and volume of sales to each EU country, and businesses must register for VAT in the relevant countries when
specific thresholds are exceeded.

6. EC Sales List (ESL)
The EC Sales List (ESL) is a report that businesses in the United Kingdom must submit to HMRC detailing
sales of goods and services to VAT-registered customers in other EU countries. The ESL provides
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information on the value of sales and the VAT registration numbers of customers, enabling HMRC to
monitor cross-border transactions.

7. Exempt Supplies
Exempt Supplies are goods and services that are not subject to VAT and do not give rise to VAT recovery on
related costs. Examples of exempt supplies in the United Kingdom include certain financial services,
insurance, and education. Businesses making exempt supplies cannot charge VAT on these transactions but
may face restrictions on VAT recovery.

8. Group Registration
Group Registration allows two or more companies under common control to register as a single VAT group
for administrative purposes. By forming a VAT group, companies can account for VAT on transactions within
the group as if they were a single entity, simplifying compliance and reducing administrative burdens.

9. Making Tax Digital (MTD)
Making Tax Digital (MTD) is an initiative by HMRC to digitize the tax system and make it more efficient for
businesses to report their income, expenses, and VAT liabilities. Under MTD for VAT, businesses with a
taxable turnover above the VAT threshold must keep digital records and submit VAT returns using
compatible software.

10. Place of Supply
The Place of Supply is the location where a supply of goods or services is treated as taking place for VAT
purposes. Determining the place of supply is crucial in determining the VAT rate and the country in which
VAT is due. Different rules apply depending on whether the supply is made to a business or a consumer.

11. Reverse Charge Mechanism
The Reverse Charge Mechanism is a VAT accounting mechanism that shifts the responsibility for accounting
for VAT from the supplier to the customer. In specific circumstances, such as certain cross-border
transactions and domestic supplies of construction services, the customer accounts for both input and
output VAT on the transaction.

12. Standard Rate
The Standard Rate is the rate of VAT that applies to most goods and services in the United Kingdom. As of
2021, the standard rate of VAT is 20%, but this rate may change over time based on government policies.
Businesses must charge and account for VAT at the standard rate on taxable supplies unless a different rate
applies.

13. Taxable Person
A Taxable Person is an individual or entity that is required to register for VAT with HMRC and charge VAT on
their supplies of goods and services. Taxable persons can be businesses, sole traders, partnerships, or any
other entity engaged in economic activities that meet the VAT registration threshold.

14. Transfer of a Going Concern (TOGC)
The Transfer of a Going Concern (TOGC) refers to the sale of a business or part of a business as a continuing
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operation. In certain circumstances, the sale of a business can be treated as a TOGC, allowing the
transaction to be VAT exempt and ensuring that the buyer continues to account for VAT on supplies made
by the business.

15. VAT Flat Rate Scheme
The VAT Flat Rate Scheme is an alternative method of calculating VAT liabilities for small businesses with a
turnover of up to £150,000. Under this scheme, businesses pay a fixed percentage of their turnover as VAT
to HMRC, simplifying VAT accounting and reducing administrative burdens. Businesses must choose a flat
rate based on their industry sector.

16. VAT Registration Threshold
The VAT Registration Threshold is the turnover threshold at which a business is required to register for VAT
with HMRC. As of 2021, the VAT registration threshold in the United Kingdom is £85,000, but this threshold
may change over time. Businesses that exceed the registration threshold must register for VAT within 30
days.

17. VAT Return
A VAT Return is a form that businesses registered for VAT must submit to HMRC to report their VAT
liabilities and reclaim VAT on purchases. The VAT return includes details of sales, purchases, and VAT due or
refundable for a specific accounting period. Businesses must submit VAT returns on time to avoid penalties.

18. VAT-registered
A business is considered VAT-registered when it has applied for and obtained a VAT registration number
from HMRC. VAT-registered businesses must charge VAT on their taxable supplies, keep records of VAT
transactions, and submit VAT returns to HMRC. Being VAT-registered allows businesses to reclaim VAT on
their purchases.

19. Voluntary Disclosure
A Voluntary Disclosure is when a business identifies errors in its VAT returns or underpayments of VAT and
proactively informs HMRC of these mistakes. Making a voluntary disclosure can help businesses avoid
penalties and interest charges and demonstrate a commitment to compliance with VAT legislation.

20. Zero Rate
The Zero Rate is a VAT rate of 0% that applies to certain goods and services in the United Kingdom. Zero-
rated supplies are still taxable for VAT purposes but at a 0% rate, meaning that no VAT is charged on these
supplies. Examples of zero-rated supplies include most food, children's clothing, and books.
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