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BACK 
TO BASICS

VAT



What is VAT?
VAT stands for Value Added Tax, it’s a tax placed on almost all goods and 
services. VAT registered businesses collect it on behalf of the government, and 
pay it over to HMRC.

You must be registered for VAT in the UK if all the below applies

• You are a business making selling goods or services that aren’t exempt from 
VAT (see below for what’s exempt)

• Your sales of goods and/or services over the last 12 month exceeds £90,000.

But you can register voluntarily as long as you are selling goods or services that 
aren’t exempt.

If you are VAT registered, you must charge VAT on your sales, and can claim 
back the VAT on your purchases

Do I need to be VAT registered?
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So what’s exempt?
The list is long and includes essential food and drink, sports activity, 
healthcare, printing, postage, books and publications, children’s clothing, 
protective and safety equipment, betting or gaming, insurance and financial 
services. 
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Do I charge VAT on my Sales?
If (and only if) you are VAT registered, you need to charge VAT on all your 
sales. 

Your sales invoices need to show the rate of VAT you are charging, which will 
be:

• 20% for the majority of businesses
• 5% for all domestic sales of products and services that are reduced rated
• 0% for domestic sales of zero-rated products or services, or for all sales of 

services outside of the UK.

If you are a subcontractor in the construction industry, you should show 0% 
VAT and indicate that the domestic reverse charge applies to this invoice and 
the customer is responsible for declaring the VAT.

Can I claim VAT on my purchases?
If you are VAT registered, you can claim VAT on your business expenses. You will 
need a valid VAT invoice for this – An example of what is and isn’t a valid VAT 
invoice is at the end of this guide

There are some exceptions, even if you have a valid VAT invoice, you can’t 
reclaim VAT on, for example:

• Anything that is for personal use
• Entertaining or providing hospitality to people you do business with (but 

staff entertaining is OK)
• VAT on the purchase of a car if there is any personal use, unless it is used as 

a taxi, for driving instruction or for self-drive hire.



Record Keeping
Rules are now in place which means some records must be kept digitally 
(using accounting software). You may have heard of this as Making VAT 
Digital, Making Tax Digital, MVD or MTD. 

You must keep a record of:

• everything you buy and sell (including zero-rated, reduced 
and VAT exempt items)

• copies of all sales invoices you issue

• all invoices you receive (originals or electronic copies).

You must keep the following records digitally:

• the VAT on goods and services you sell 

• the VAT on goods and services you purchase 

• the ‘time of supply’ and ‘value of supply’ (value excluding VAT) for 
everything you buy and sell

• any adjustments you make to a return

• reverse charge transactions - where you record the VAT on both the sale 
price and the purchase price of goods and services you buy

• any VAT accounting schemes you use

• your total daily gross takings if you use a retail scheme.
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What is a valid VAT invoice?

The seller’s name /  
business name and 
address

The supply date or 
date the goods / 
services were 
provided

1

1

Your business name 
and address

2

2

A unique invoice 
number

33

The invoice issue date4

4

5

5

A description of the 
products / services 
being sold

6

6

The amounts being 
charged7

7

The total amount 
due

8

8

If the seller is VAT 
registered the invoice 
must also include:

The seller’s VAT 
registration number 
(VRN)

9

9

The price of each 
product / service 
excluding VAT

10

10

The VAT rate of each 
product / service

11

11

The subtotal 
excluding VAT12

12

The total amount of 
VAT being charged13

13
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Top Tips

• If you are subscribing to services online, make sure you provide the 
supplier with your business name and address, and your VAT number if 
applicable. Without this the supplier can’t send you a valid invoice/receipt

• VAT invoice must be addressed to your business, so make sure this is 
clear when ordering goods or services, especially if the delivery address is 
different

• Use an app to take a picture of your small receipts before you lose them

• Make sure you download invoices for those suppliers who don’t send 
them out

• Consider the VAT Flat rate scheme if your turnover is below £150,000

• Make sure your bookkeeping is up to scratch

• If you are not sure, ask for help.
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If you have any questions, or would like further information about anything 
contained within this Back to Basics factsheet, please speak to a member of our 
team who will be happy to assist you.

This document has been prepared by MD Accountancy Team Limited and is confidential and intended solely for the use of the 
individual or entity that downloaded it, or to whom it has been sent. This document and its contents are the property of 

MD Accountancy Team Limited and should not be used, forwarded, shared or replicated without the express permission of 
MD Accountancy Team Limited. 

Questions and more information
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