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N E W S E X T R A

The VAT Registration Threshold

Many businesses start trading at a level below the VAT threshold but, through expansion, may later be required to register.  It is important for those businesses to understand the rules which determine when they must register.

First, it is useful to define some VAT terminology:

Taxable person

In VAT, it is the proprietor of the business who registers, rather than the business itself.  One registration covers all of the business activities of that person, so they must be added together to decide whether VAT registration is required.

Taxable supplies

In order to register for VAT, a business must be making taxable supplies.  This means the sale of goods or services which are liable to VAT at either a positive rate or the zero rate (yes, zero is a rate of VAT).

Certain types of activity, such as education, medicine and insurance, are exempt supplies for VAT.  A business which has only exempt income is not making taxable supplies, so can never register for VAT.

Turnover

Turnover means sales of taxable goods and services.

VAT registration threshold.

This is the annual turnover at which the business is required to register for VAT.  See my most recent Budget News for the current figure.


The proprietor of a non-registered business must therefore keep track of the level of taxable supplies, and will normally be required to register when turnover has exceeded the registration threshold.


Many people make the mistake of assuming that the registration threshold applies only to the turnover in their accounting year.  In fact, it is a rolling threshold applying to any consecutive twelve months.  People who look only at the turnover in their accounting year may miss the fact that they exceeded the threshold in twelve months covering the end of one year and the beginning of another.


VAT registration commences one month after the end of the month in which the registration threshold was first exceeded.  Thus, if the threshold is exceeded in the twelve months to 31 December, registration commences on 1 February; January is a “free” month.


HMRC can waive VAT registration where the business can convince them that the threshold has been exceeded only temporarily, through circumstances beyond its control.  This is a discretionary power and HMRC are not willing to apply it where there is undue delay in notifying them of the situation.  This attitude was supported by the courts in the case of Gray v Customs and Excise.  


Finally, there is bad news for any business trading above the threshold and hoping not to get caught: there is no time limit back-dating a VAT registration when Customs and Excise finds out.
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