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5 June 2018 
 
By email only vatthreshold@hmtreasury.gsi.gov.uk 
 
Mel Stride 
Financial Secretary to HM Treasury 
HM Treasury 
1 Horse Guards Road 
Westminster 
London 
SW1A 2HQ 
 
 

 

  
Dear Sir 
 
VAT Registration Threshold: call for evidence 
 
Further to your department’s call for evidence on the operation and impact of the VAT registration 
threshold, please find attached my firm’s response.  

The views in this letter are those of Saffery Champness (the Firm). The Firm advises clients in a range of 
sectors. Our answers are not intended to represent the views of our clients, but to provide factual 
comment of our experiences of our clients’ VAT registration and accounting issues.  

We will be pleased to provide further comment should you require and look forward to hearing from you.  

Yours faithfully 

 
David McGeachy 
For and on behalf of Saffery Champness LLP 
 
E: david.mcgeachy@saffery.com 
DD: +44 (0)20 7841 3143 
M: +44 (0)7702 532627 
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Answers to the VAT registration threshold: call for evidence 
 

Question 1: What experience or knowledge do you have of small businesses managing their turnover to 
remain below the VAT threshold? 

The instances of this behaviour vary between industry sectors and we find it to be fairly uncommon in 
most industry sectors.  

Where we do encounter this behaviour is in sectors where the availability of the VAT registration threshold 
allows a larger business to set up a new subsidiary to run a new income stream, rather than expanding its 
business within the same entity. As well as having transparency over the operations in that subsidiary, the 
current VAT registration threshold gives the added benefit of allowing the subsidiary to trade without 
being registered for VAT.   

In some situations, where the small business has sought to manage its turnover to remain below the VAT 
registration threshold, we often find that the intricacies of the VAT rules around the threshold and 
liabilities have inadvertently already put the small business in a position where it is required to be VAT 
registered, and any opportunity to request exception from registration has expired. 

 

Question 2: Are there, in your experience, particular types, regions or sectors of businesses where this is 
particularly prevalent? 

This behaviour is particularly prevalent in the charity and not for profit sector, but as we have mentioned 
above, it is one of many factors contributing to the charity’s decision to set up a new subsidiary, it is not a 
main driver.  

We also experience with existing businesses that have diverse sources of income and are looking to set up 
new income streams, for example, rural businesses.  

Our experience is that these behaviours are more likely to occur in industries that serve those who are 
unable to recover its VAT, such as the general public/consumer. 

 

Question 3: What is your experience of competition challenges faced by registered traders just over the 
threshold, compared to unregistered businesses? If challenges exist, what effect do they have on the ability 
of registered businesses to grow?  

Where they are in direct competition with unregistered businesses, the “all or nothing” effect of being 
required to charge 20% VAT on all supplies immediately makes them more expensive and therefore 
uncompetitive. They may choose to cut margins and absorb part of the VAT increase so as to not pass it all 
on to customers immediately.   

 

Question 4: As the OTS suggest, does the current threshold contribute to the size of the hidden economy, 
and how? 

We do not have examples of this from our client base. 
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Question 5: In your experience, does the current threshold have any effect on growth and/or productivity? 
If so, how significant is that effect? 

We do not have examples of this from our client base.  

 

Question 6: Does the administration of VAT discourage businesses from registering? 

Yes 

 

Question 7: If so, what are the main aspects of VAT administration that are putting businesses off 
registering? 

Small businesses can find obtaining definitive advice and help from HMRC extremely difficult. This then has 
an impact on the operation of their business. The majority of businesses are simply looking to comply and 
meet their requirements which can at times result in a disproportionate amount of management time 
spent on VAT compliance. 

Also, the “cliff edge” at £85k from not charging to charging VAT makes businesses in B2C sectors such as 
tourism (non-TOMS) and the rural sector less competitive.  It is simply not possible to compete on price 
with a competitor who is not VAT registered.  This has been made worse by the introduction of the limited 
cost trader flat rate scheme percentage of 16.5%.   

 

Question 8: For businesses that have gone from being unregistered to registered, is there a difference 
between the perception and reality of VAT administration? Was the administration easier or harder than 
anticipated? 

 If harder, why was that? (For example, a struggle to understand what your obligations 
were, or you made mistakes). 

 If easier, why was that? (For example, received the right support from HMRC, at the right 
time).  

Harder.  Most businesses who are trading around the VAT registration threshold do not find VAT 
compliance easy.  There are a range of schemes (for example cash accounting and the flat rate scheme) to 
choose from; the difficulty in understanding what VAT is and is not recoverable on expenses, the place of 
supply rules mean businesses can spend a disproportionate amount of time on VAT compliance or they 
have to incur the costs of appointing a third party to prepare their VAT returns. 

Further, some small businesses can be caught in complex areas such as the Tour Operators’ Margin 
scheme which can have a significant additional compliance cost.  

Also, charities that have limited resource can struggle with VAT compliance due to the application of the 
exempt income generated and non-business activities.  Charities who are VAT registered regularly have to 
obtain VAT advice on new sources of income such as grants and contract or fundraising issues. 
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Question 9: How well do current simplification schemes address these issues? 

For the majority of clients, the additional record keeping or calculations required to operate a 
simplification scheme dis-incentivise use of them. We find the only simplification scheme useful to small 
business clients is the ability to operate their VAT accounting on a cash accounting basis, rather than on 
the standard accrual basis.  

The introduction of the flat rate scheme limited cost trader rate of 16.5% is major disincentive. 

 

Question 10: Ipsos MORI research suggests that dealing with VAT returns are likely to be the most time 
consuming aspect of VAT administration. What is it about VAT returns that are particularly time consuming 
for small businesses? 

For many, it is the frequency of returns – in our opinion annual VAT accounting is rarely used.  

As we have indicated at question 8, small businesses are usually only reviewing purchases from a VAT 
perspective when they are completing the VAT return meaning they have to review postings to the VAT 
account to ensure the correct amount of VAT has been recovered. 

In some instances, a client that is required to carry out a partial exemption or business/non-business 
apportionment calculation can struggle with the concept and this adds time to the preparation of the VAT 
return. 

In our view the VAT return, whilst simple in only having nine boxes can be difficult to understand for 
clients.  For example, could there be a partial exemption/business/non-business adjustment box rather 
than this and other adjustments getting “lost” in boxes 1 and 4 (depending on adjustment).  Also, the 
language used and where transactions should be reported are often misunderstood.  Small businesses do 
not have knowledge of the difference between the treatment of reverse charge services purchased, goods 
acquired from the EU and imports.  This frequently leads to at least statistical reporting errors on VAT 
return. 

 

Question 11: Will new technology, such as the introduction of MTD, facilitate changes or simplifications in 
VAT administration? If so, what are they, and what changes would you like to see in response? 

Our experience is that small business clients have historically used spreadsheets to maintain their 
accounting records, rather than using an accounting package. Thus, there will be a large number of small 
businesses that will be required to purchase software to be able to meet their MTD requirements, and an 
increase in the VAT accounting burden on small businesses.  

As indicated at question 10, if HMRC could provide a clear template which shows businesses where 
adjustments should be made (for example partial exemption adjustments, capital goods scheme 
adjustments, bad debt relief adjustments) this would greatly assist in the preparation of VAT returns. An 
option could be a YouTube style video.   

Notice 700 and other VAT notices do provide this information. However, a business can spend a significant 
amount of time trying to find this information (the HMRC website remains difficult to search). We are 
aware that the intention is that there will still be some manual VAT return adjustments (for example partial 
exemption).  Further, it is assumed that some software packages will only provide the basic transaction 
level report and businesses will have to make their own adjustments in the software before filing the 
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return.  Therefore we are of the view that there is still a need for HMRC to provide better guidance on the 
completion of a VAT return. 

The issue with MTD is that the difficulty is generally in making decisions regarding VAT treatment which 
most basic software packages will not do for businesses.  Therefore businesses will still be required to 
review VAT returns and ensure all adjustments are correctly made and that any irrecoverable VAT is 
restricted.   

 

Question 12: In your experience, what are the sectors, if any, that are particularly affected by the financial 
costs and competitive disadvantages of registration discussed in paras 3.15-3.20 [of the document]? 

Competitively, the following sectors are more affected: 

- Charities; 
- Building/construction sector ; 
- Tourism; 
- Those providing services to homeowners; and  
- Those providing services to other customers who cannot recover their VAT.   

All sectors are affected by the cost of compliance and VAT accounting. Those sectors that are required to 
carry out partial exemption calculations and business/non-business apportionments tend to incur higher 
costs. For example, charities.  

 

Question 13: In your view, do these financial costs and competitive disadvantages lead to businesses 
managing their turnover to remain below the threshold? How significant is this effect on SME growth? 

Certainly, we are aware that small businesses, most likely sole traders, will endeavour to keep their 
turnover below the VAT registration threshold.   

 

Question 14: What in your view would be the likely impacts of the EU’s proposal on the administration of 
VAT for SMEs, and how in particular will it help incentivise SME growth? 

The proposals are likely to be slightly beneficial to small businesses as they will alleviate the initial 
administrative burden of registering for VAT. However, if a business continues to grow, at some point it 
will be required to move away from the SME measures in place, and may experience a second cost level, as 
it adapts to the full VAT accounting obligations now applicable.  

 

Question 15: Are there constituent parts of the proposal which are particularly attractive or unattractive? If 
so, what are they and why? 

The suggestions to have an EU wide threshold and harmonised administration would be welcomed. Small 
businesses tend to operate in one main geographical market, for example, the UK, and can be put off 
expanding into other markets because of the need to obtain advice on the VAT implications of doing 
business in that market. Currently, each Member State has to be reviewed independently to establish the 
registration and compliance position; the opportunity to have an EU wide threshold would make it much 
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easier for small businesses to understand their obligations.   

 

Question 16: Do you think the mechanisms described in paragraph 4.8 would help businesses better 
manage the administration of VAT, upon registration? If so, would the positive effect be significant? 

We believe that the first option of extending the payment of VAT collection from 3 months to 6 months 
would not help businesses adjust to charging and accounting for VAT, rather it is just likely to delay getting 
used to VAT.  

The second proposal, to allow the VAT registration threshold test to be looked at over 24 months, we 
would welcome. In most instances, we do not expect that this would alter the outcome, i.e. a business that 
needed to register on the existing 12 month test would also need to be VAT registered on a 24 month test 
basis.  The main benefit would come to those small businesses with a spike in turnover that take them over 
the registration threshold on the existing 12 month test. This is often discovered at a later date, and they 
are then not able to apply to HMRC for exception from VAT registration, such that they are forced to 
register for VAT. For these small businesses, who have inadvertently breached the VAT registration at an 
earlier date but turnover has then fallen back down, the requirement to register and account for VAT to 
HMRC has a serious negative effect, as often they are unable to go back to customers to charge the VAT, 
and as such directly suffer the cost of being VAT registered.  

 

Question 17: Would any of these solutions be sufficient to change the behaviour of businesses that take 
measures to remain under the threshold? 

Please see answer to Q. 16.  

 

Question 18: Are you aware of any simplification schemes from around the world, that work particularly 
well? If so what are they? 

We have no first-hand experience.  

 

Question 19: What is your experience of the type of mechanisms outlined in paragraphs 4.10-4.15? Would 
they be effective in incentivising business growth in the UK? If so, how and why? 

We have no first-hand experience of the financial smoothing mechanisms outlined in those paragraphs.  

 

Question 20: In your view, are there any other solutions that could work? What are they and why would 
they work? 

No. We believe that the administration burden required to administer any financial smoothing is likely to 
outweigh the benefit to a small business.  
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Question 21: The EU Commission SME proposal introduces the idea of essentially two thresholds. The first, 
lower threshold exempts small businesses from the financial obligations of VAT. The second, higher 
threshold exempts slightly larger businesses from some or the administration of VAT. What do you think 
about this proposal? 

We believe that the gradual build up of the administration will be of benefit to small businesses as they 
grow.   

 

Question 22: Assuming the UK has the freedom to do so, would increasing or decreasing the threshold 
simply move the threshold problems or alleviate them? 

They are likely to simply move the threshold problems. The only way to remove the distortion would be to 
remove the VAT registration threshold entirely.  However, a significant increase in VAT registration 
threshold would be welcomed by small businesses who are investing time and effort in growing.  We 
would suggest that a VAT registration threshold of £150,000 [rebased to the indexed valuation of the first 
VAT registration threshold]  would allow small businesses and start-ups to be in a more stable financial 
position to allow them to invest in infrastructure, staff and advice compared to the existing threshold.  

 

 

 

 

 

 


