Vine Ltd - Solution

Prior to putting up its prices, Vine Ltd.’s net profit is £80,200 (85,000 – 4,800)

If Vine Ltd puts up its prices, then it will exceed the VAT registration limit of £90,000, and the business will have to register for VAT.

Output VAT will have to absorbed by Vine Ltd as sales are to the general public and there is no further scope for prices increases.

The revised annual net profit will be:


				£
Income (92,000 x 100/120)	76,667
Expenses (4,800 x 100/120)	 (4,000)
Net Profit			 72,667

This is a decrease in net profit of £7,533 (80,200 – 72,667), and so it is not beneficial for Vine Ltd to put its prices. 
