
Updated VAT guidance - a saving 
opportunity?  
Using a flat rate scheme can be beneficial and administratively simple for you. How has a 
recent change to the guidance made things easier, and what are the potential benefits? 

Starting categories  

Many businesses opt to use a flat rate scheme - whereby they only need to account for their 
sales to HMRC, paying VAT at a flat (reduced) rate. The scheme removes the need to process 
all the purchase invoices - the business simply charges VAT at 20% and pays it over at the 
relevant flat rate - which varies from sector to sector. Businesses are required to choose the 
appropriate rate themselves. 

Pitfalls 

The problem is that for something intended to produce simpler VAT administration, the 
scheme is quite complex - and picking the wrong sector can be an expensive mistake. 
Sometimes HMRC will reclassify sectors to a higher rate. New guidance in VAT Notice 733  
particularly addresses the question of categorisation.  

Pro advice. It is important to select the appropriate sector ot your business  - not just when 
applying for the scheme but on an ongoing basis. Using an incorrect sector could mean a 
VAT underpayment liability and penalties.  

Which sector? 

The first port of call is the list of categories in reg 55K, referenced in Para 4.3 of VAT 733. 
HMRC advises opting for “a match or close fit”. If you still draws a blank, they can use “Any 
other activity not listed elsewhere” , informing the VAT Helpline that they have done this 
following the search steps mentioned. Check that your business is not mentioned in a 
composite sector before using this option. A business making supplies in two or more sectors 
uses the percentage for the main business activity measured by turnover. If the balance (but 
not the nature) of business activity changes during the year, or is expected to change in the 
coming year, the anniversary of joining the scheme is the time to switch trade sectors.  

Pro advice. If the flat rate percentage then changes, use the new percentage from the start of 
the VAT period in which the anniversary falls, not just from the anniversary date.  

Ordinary English 

Recent FTT cases have turned on some subtle semantics. Was a sub-sea mechanical 
engineering company correct to register as “Any other category not listed elsewhere” or 
should it have been “Architect, civil and structural engineer or surveyor” ? The updated 
VAT Notice 733 advises businesses to use ordinary English to categorise activity. If the 
choice is reasonable, HMRC won’t seek to alter the sector chosen retrospectively.  



Pro advice. HMRC advises that businesses record why they have chosen their particular 
sector, and keep this as evidence.  

Consultants: opportunity? 

Previously, consultants were advised to categorise as “Management consultants” with a 14% 
rate, whether or not they fitted the traditional idea of management consultant. Now, if 
appropriate, they are directed to “Business services not listed elsewhere” at 12%. Mechanical 
engineering consultants, for example, are invited to consider this category if appropriate.  

The new VAT guidance encourages plain English to arrive at the appropriate sector, and 
therefore particular flat rate - with no retrospective changes by HMRC if this is chosen 
reasonably. Guidance for certain consultants may now mean that they can reclassify and use a 
12% rate rather than a 14% one. 
 


