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The Cornwall and Isles of Scilly Leadership Board welcomes the opportunity to 

respond to this consultation. 
 

The evidence we present in this response is supportive of an approach that 
seeks to enable the ability of businesses to grow and transition beyond the VAT 
threshold. It supports an approach proposed as an ask in our recent New 

Frontiers second phase devolution proposal to Government – to pilot an 
‘escalator’ approach of targeted business support funded through tapered 

voluntary business contributions, enabling SMEs and micro-businesses to 
transition beyond the threshold, whilst generating increased receipts for the 
Treasury. 

 
We look forward to the Government’s response on how to shape a more 

effective system to enable greater opportunities for business growth informed 
by this evidence.  
 

Yours sincerely 
 

Cornwall & Isles of Scilly Leadership Board 
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HM TREASURY VAT REGISTRATION 
CALL FOR EVIDENCE QUESTIONS: RESPONSE FORM 

 

Who is responding: 

 

a As an individual  

b As a representative of a business or firm  

c As a representative of a trade body  

d As a representative of an academic or research organisation  

e Other (please specify) 

 

This response is submitted by the Cornwall and Isles of Scilly 
Leadership Board.  

 

X 

 

 

Q1. What experience or knowledge do you have of small businesses 
managing their turnover to remain below the VAT threshold? 

 
Context: 
Micro, small and medium sized enterprises (up to 25 employees within a Cornwall 

and Isles of Scilly context) are the predominant element of our business profile and 
therefore a key driver of successful employment growth. 84% of Cornish businesses 

are ‘micro’, employing between 0 and 9 people. In the Isles of Scilly, of the 205 
businesses identified in the UK Business Count data, 190 were identified as ‘micro’ 
businesses with a further 10 employing just 10-49 people. 

 
Improvements in the productivity of these businesses can have a significant impact 

on employment opportunities – partly through the lengthening of supply chains and 
the opportunity of adding value to them. 

 
Self-employment levels are high compared to the UK average (23% of the 
workforce were self-employed in Cornwall and the Isles of Scilly at the year-end 

December 2017, compared to around 14% in the UK). However, it should be 
recognised that lack of employment choice is one driver of self-employment, as an 

alternative to claiming benefits.  
 
Significantly, start up and survival rates (over a four year period) are also high at 

49% compared to the 45% UK average, so where and how the VAT threshold is set 
will be a crucial factor in sustaining business growth in the future. Accelerated 

growth when reaching the threshold is not an issue for some businesses and 
sectors, but experiences are non-uniform, and this needs to be better understood.  
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The concept of a standalone ‘sector’ in Cornwall is less likely (e.g the museum that 

has a café, the farmer that has a construction company). Developing and 
demonstrating evidence that registration can unlock growth is an opportunity that 
may encourage more businesses to register. 

 
Particular challenges face the agriculture, forestry and fishing sector where almost 

2,600 businesses have a turnover of less than £100,000 (source: UK Business 
Counts). This also has a knock on effect in terms of suppliers and small scale 
tourism and food supply chain elements connected with the sector; and there are 

implications for their competitive position against EU markets where rates of VAT for 
‘tourism’ are either lower or set in their region. Most farms voluntarily register for 

VAT because of the range of inputs and outputs from often quite complex business 
models. 
 

The impact of Brexit is already being considered by Government on the vitally 
important agricultural sector for our economy. Further costs and administrative 

burdens need to be avoided. 
 
Turnover management: 

An estimated 35,000 sole traders and micros in Cornwall and the Isles of Scilly are 
operating below the VAT threshold. 

 
The Call speculates on ‘devices’ for businesses keeping under the threshold: 

 Early closing/seasonality 

 Turning down work 
 Splitting the business  

 Undeclared cash in hand not processed through accounts 
 

Significant change has been affected in some Cornish seaside towns over the last 25 
years which has significantly lessened the impact of seasonality on footfall. Factors 
such as the Tate St. Ives have provided an anchor for year round galleries and 

restaurants and supply chains. 
 

Specific challenges pertain to the Isles of Scilly, however, which retains a particular 
seasonality issue; with many businesses closing in the autumn so as to avoid 
exceeding the threshold. This is subject to ongoing research by our Island 

Partnership Board to examine the consequent impediment to business growth. 
 

Turning down work amongst self-employed individuals has some interplay with 
benefit rules, but it remains to be seen what the impact will be of the rollout of 
Universal Credit requirements for part-time self-employed people to increase their 

hours. The ability to increase work by a modest amount may not generate sufficient 
income to come off benefits, so Universal Credit will need to be flexible long-term 

and allow for the realistic development of individual business goals. 
 
‘Splitting the business’ may be an organisational factor in ensuring that 

complimentary businesses are effective, rather than a device to avoid paying VAT. 
 

The consultation alludes to the report from the Office of Tax Simplification in 2017 
that the nature of the VAT threshold induces a ‘cliff edge’ approach that distorts 
business behaviour. Attaining much evidence of this from individual businesses is 

understandably difficult, and it is not necessarily the case as the answers to other 
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questions illustrate. 

 
 

Q2. Are there, in your experience, particular types, regions or sectors of 
businesses where this is particularly prevalent? 

 
For retail, online sales organisations such as Amazon do not make it clear whether 
their goods are subject to VAT inclusive in the price. Although representing a price 

reduction for hard-pressed consumers, this could undercut the viability and vitality 
of town centres, where similar products could be available, unless there is clarity 

that the seller takes the liability for the full price (inclusive of VAT). 
 
In 2017 the Public Accounts Committee investigated online VAT fraud and noted 

how some overseas sellers were illegally selling goods through Amazon and eBay 
which were undercutting British sellers. In terms of legality all traders based outside 

of the EU who are selling goods online to customers in the UK should charge VAT if 
their goods are already in the UK at the point of sale. Amazon and eBay say that it 
is the legal responsibility of the sellers who trade on their platforms to determine 

and declare any VAT that arises from the sale of goods and services. This has a 
significant impact on town centres. 

 
Construction business materials can represent a significant element of a quote from 
a small or micro builder. This could effectively take a domestic client over the VAT 

threshold in terms of paying for the whole service that they are receiving (unless 
recoverable). One way of avoiding this is to ask the client to pay for the materials 

where they will be liable for VAT at source; but in commissioning a service this may 
be less attractive to the customer even though the labour element is subsequently 
free. However, it is not possible to comment on the prevalence of this in our area. 

 

 

 

Q3. 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? 

 
It would be helpful for the UK Business Counts data to reflect the current VAT 

threshold to enable more accurate analysis. This dataset does not make a distinction 
enabling identification of those businesses that have voluntarily registered for VAT. 
 

An aggravating factor that impairs the competitiveness of rural businesses concerns 
the rurality premium. For some sectors of economic activity in rural areas, 

overheads are impacted by the costs of travel and transport time, often without 
room for digital alternatives, which hampers productivity. These rurality cost 
pressures impact upon agriculture, construction and care, with many care workers 

unpaid for their journeys between clients. Although the de facto cost of care is not 
subject to VAT, the supply of goods associated with this care is and is non-

reclaimable. Sectors such as Construction and Agriculture will face more regular 
costs for the purchase of materials than the pure ‘knowledge’ economy. 
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The main competition challenge is obviously between those businesses that (for 

whatever reason) are ‘just’ below the VAT threshold and those which are ‘just’ 
above.  
 

Reducing the VAT threshold (without reform) would place many businesses across 
sectors in a position where growth progress is compromised, reduce the profit 

margin and motive, and risk being inflationary – rather than (at present) the VAT 
threshold being led by inflation. It would also increase a taxation liability at a time 
when Brexit is providing huge uncertainty. 

 
In addition, digitisation would place an additional burden on qualifying businesses, 

particularly given continuing broadband connectivity issues in parts of rural Cornwall 
and the Isles of Scilly. Compliance (understanding the tax system, IT software) is 
also an additional cost for business. This would, therefore, have to be implemented 

with care (see the response to question 11). 
 

In the tourism sector there is the issue of the potential generation of further 
(perhaps limited) sales if an attraction or guest house was open all year round. This 
would need to be offset (by winter energy costs, for example). Such an approach 

could leave profit marginalised in relation to effort and cost. This could lead to 
increased prices being passed onto the consumer, which in economic terms may 

succeed if there is greater incidence of ‘staycations’.  
 
There is a potential anomaly because of AirBnB who are having an impact through 

diverting custom from VAT registered businesses, and the potential for some hosts 
not to declare to HMRC. Greater understanding of the drivers of AirBnB listings is 

required (for example, are farmers motivated by the need to supplement difficult 
margins?). 

 
Tourism, agriculture, construction and health are all sectors which could be 
impacted by Brexit and any restriction on the free movement of labour. These are 

also sectors where there is a need to improve skill levels and retention, and to 
enable appropriate transferability of skills and increased productivity. Together (in 

2016) these sectors contributed around a third of the GVA of Cornwall and the Isles 
of Scilly. Tourism linked to natural capital (our brand and the environment), the 
World Heritage Site (with west Devon) and a successfully increasing cultural sector 

has the opportunity to become an increasing international product. Innovation 
through creativity also provides a wider benefit for the economy. 

 
Of 136 countries measured; the World Economic Forum Travel and Competitiveness 
Report (2017) places the UK 5th in terms of ranking and Cornwall contributes almost 

1% in terms of the destination of international visitors (Visit Britain). The natural 
environment is the key reason why people visit Cornwall according to research 

commissioned by Visit Cornwall. 
 
The key issue is ensuring that all businesses under the threshold can survive while 

those heading toward it and above it can prosper and become more productive.  
 

The current system can encourage zero-hour contracts because some employers 
cannot afford to commit to permanent employment (leading to upskilling and 
greater productivity) related to year round operation and the splitting of charges: 

e.g. a service to the consumer but sundries added and sourced and charged for 
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separately.  

 
Crucially, the threshold acts as a barrier to business seeking to grow from a low 
base, as the addition of one or two additional members of staff brings them into VAT 

territory. This is an effective 20% transaction cost on a theoretical 1p of additional 
trading which may be facilitated by additional staff. 

 
 
 

 
 

 

Q4. As the Office of Tax Simplification (OTS) suggest, does the current 
threshold contribute to the size of the hidden economy and how? 

 
It is unlikely that the current threshold contributes to the size of the hidden 

economy because of the level at which it is set. It would be more likely if the 
threshold was cut. Raising the threshold would also negate the issue. Cornwall 
Chamber of Commerce has conducted some limited research which suggests that 

raising the threshold could support SME ambition, which would also support 
provision for the Living Wage – but it should be stressed that this research is not of 

significant magnitude to be able to inform policy solutions. 
 
Nationally, almost half of those businesses registered for VAT have done so 

voluntarily because of the legitimacy it gives to their business. 
 

There may be an effect if businesses operating within the hidden economy can see a 
benefit to paying taxes to support their business development. Reasons for being 
‘hidden’ can be either malicious (to purely maximise profit) or to try and achieve an 

income which would otherwise be impossible. By using a ‘carrot’ rather than ‘stick’ 
approach there is the opportunity to draw businesses into compliance as a counter 

to other potential areas of non-compliance including (for example) potential 
violation of National Minimum wage laws. 
 

We welcome the Government’s intention to ‘draw businesses away from the hidden 
economy early in their lifecycle’ as they have stated in response to specific 

consultation on the hidden economy in the autumn of 2016. Therefore, business 
support is important to prevent inadvertent entry into the hidden economy through 
registering for the wrong taxes; but it must be at the right point in their 

development. 
 

It is also important that the approach to VAT recognises the societal value of 
business operations in the cultural and not-for-profit sectors, and that economic 

analysis is complimented by an understanding and measurement of societal impact. 

 

We welcome the OTS’s ‘Value Added Tax (VAT): Routes to Simplification’ report, 
flagging up “extraordinary anomalies” within the system and its drive towards improving 
VAT guidance and reducing the massive admin burdens associated with the tax. 

Q5: In your experience, does the current threshold have any effect on 

growth and/or productivity? If so, how significant is that effect? 
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The issue is not one of avoidance but of reducing output to continue to fall under 

the threshold. This prevents businesses from innovating and developing a long term 

approach to business growth which may reach and recede from the threshold in the 

early years. This contributes to the productivity conundrum and may lead to 

business failure. 

  

According to Oxford Innovation (an ERDF funded business support programme 

established for Cornwall and the Isles of Scilly) it is the businesses in the range of 

£80-£100k annual turnover (i.e. those hovering around the registration level) who 

are best placed for growth in the economy of Cornwall and the Isles of Scilly. 

 

Arguably, removing the threshold completely, or significantly increasing it, would 

boost productivity as this would eliminate the motivation to limit output. There 

would of course be the loss of receipt, but this could be generated in other ways 

such as increased employment-related taxes and the opening up of new markets. 

 

Part of the issue is that there is no obvious ‘value’ in VAT for businesses – no 

apparent benefit or hypothecation from liability. If there were a greater focus/link 

on business support for growth, then it may enjoy wider acceptance and 

registration. The means to establish such a link is sought as an ask within our 

recent ‘New Frontiers’ proposition for further devolution powers, as detailed below. 
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Q6: Does the administration of VAT discourage businesses from 
registering? 

 
Voluntary registration can enable some gravitas for businesses, particularly if they 
are seeking to grow and wish to ensure that they minimise the worry of falling foul 

of tax law. This could also be encouraged by enabling payment plans, so that 
businesses could pay VAT through more frequent instalments. 

 
The crucial difference – again – is between those businesses which hover under the 
threshold and those well below it (for whom this would not be an issue). This will be 

influenced by their business model, which is why there is a need for a stronger link 
between business taxation and business support. If a business has a large VAT 

liability on their inputs then it makes sense for them to either voluntarily register or 
to reach the threshold. The range and nature of the inputs will influence how 
successful the business is, but it is these supply chain factors that help to drive a 

successful economy. 
 

The flat rate scheme is an opportunity for businesses which are newly registered to 
be able to adapt to changes that VAT liability brings, but this needs to be better 

publicised and provides an incentivised approach to becoming VAT registered. 
 
VAT registered businesses need to keep up to date with the rules governing VAT 

which change frequently because of judicial reviews. Court challenge is expensive 
for most businesses and HMRC are not sympathetic to businesses that make errors 

in submissions. 
 
There are also bureaucratic requirements in terms of raising VAT invoices and 

ensuring that they can get relevant paperwork from their supplier. Additionally, 
there is a requirement to store paperwork for 6 years which requires space or 

payment for storage. 
 
For the food and drink sector there are anomalies which the consumer may not be 

aware of – for example, charging VAT on eating ‘in’ rather than taking the product 
away (the value in this instance being clear: the service, the venue etc.) 

 
Visit Cornwall and the Tourism Alliance are pushing for the online free registration of 
all properties involved in leisure and residential letting, sub-letting and room 

rentals, in part to enable greater landlord awareness of legal responsibilities and 
greater intelligence on housing market impacts. 
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Q7: If so, what are the main aspects of VAT registration that are putting 

business off registering? 
 
If one is developing a business that has the opportunity to become rapidly 

successful then there could be a fear of the unknown in terms of VAT registration, 
and concern that deregistration (if the business does not maintain growth) could be 

problematic.  
 
HMRC needs to do more to assure businesses and provide local dialogue and 

connectivity with the business community to allay such concerns. The alternative is 
that small business has to employ an agent/consultant to do this on their behalf, 

which is a business cost. 

 

Q8: 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). 
 
It is noted that HMRC commissioned Ipsos MORI to conduct a qualitative and 

quantitative research piece into business behaviours and experiences associated 
with VAT registration. This was based on a telephone survey of 2,009 businesses 

and a qualitative follow up with 40 businesses.  
 
It should be acknowledged that this is not an enormous sample in the national 

context, and in terms of many rural LEP regions is likely to be less significant still. 
 

However, what the research did indicate was that knowledge of VAT registration and 
administrative processes was weak amongst those businesses that had no prior 
knowledge of the system. This suggests that encouragement and support is better 

than sanction. 
 

Administrative burden was also seen as somewhat of a drawback, although the 
research was inconclusive in this matter i.e. ‘Additional administrative burden was 
the most commonly anticipated drawback of registering…extra paperwork and 

administration was the most frequently mentioned drawback – although when 
prompted the majority of businesses disagreed that administration was too much of 

a burden’. 
 
This is a key point that needs further – and more geographically detailed – research 

before the development of policy, and would need to be subject to rural proofing.  
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Q9: How well do current simplification schemes address these issues? 

 

Simplification can be better enabled by greater local provision of targeted support. A 

proposal along these lines is advocated in our recent ‘New Frontiers’ proposition to 

Government.  

 

It seeks to pilot an ‘escalator’ scheme of voluntary tapered contributions for 

businesses near the threshold, with funds reinvested in business support to enable 

their transition above the threshold, supporting business growth and increased tax 

revenue for Government. Businesses would be able to de-register from the scheme 

at any point, but would only have a one-time ability to participate in the scheme. 

 

We would be an ideal location to pilot the approach given our unique creative, 

entrepreneurial and productive landscape; our large productivity and growth 

potential; a coherent geography; and a business landscape built predominantly of 

small businesses. 

Q10: 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 business? 

 

National FSB research published in 2017 suggested that VAT calculations, returns 

and understanding guidance were the most time consuming element of compliance 

for over 40% of small businesses. According to the FSB’s November press release, 

small business owners were estimated to be spending an average of 45 hours a year 

managing their VAT administration, as part of a larger time implication for tax 

compliance. 

 

This can be frustrating for those anxious to develop their business, especially if they 

find VAT compliance difficult and confusing, which is why fines have to be used in a 

contextual model and mediated through human contact between HMRC and the 

business. 

 

This is also an issue when considering the implication of Universal Credit – that 

unless a small business operator can increase their working hours they will no 

longer be entitled to UC. There are administrative costs to business operation (in 

terms of time) which do not draw in an income. 

 

Smaller or micro businesses may be able to afford an accountant to do this work for 

them at a cost. It depends on the business profile and their ability to be able to pay 

for such business services. 
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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? 

 

Reliable, modern and comprehensive access to broadband across rural regions such 

as Cornwall and the Isles of Scilly is essential to make the use of new technology an 

opportunity; along with training and support. 

 

At this time, there are many unknowns about the impacts of MTD (Making Tax 

Digital). However, it may be necessary for businesses to update their technology 

and skills, which could be a significant cost to businesses and difficult to implement 

unless this is both affordable for the business and users are familiar with the 

technology. For business owners who are not computer literate this may require 

training or buying in support to comply with the requirements which will be an 

additional cost to the business. It is important businesses are given advanced notice 

of the requirements for MTD so they can implement skills and technology as 

required.  

 

It would be advisable to give businesses a trial period to get used to MTD before any 

penalties are applied for non-compliance: poorly designed systems with ‘teething’ 

problems will only bring angst for businesses and it is vital that MTD remains 

voluntary for businesses and the solo self-employed below the VAT threshold in 

order that it is a supported approach if they reach the threshold (and in those rural 

areas where the quality and extent of broadband connectivity remains an issue). It 

would need to be demonstrated to them that there is value in doing so rather than 

just bureaucratic compliance, such as saving time and routes to tax relief or 

business support. 

 

The opportunity of MTD is that businesses and Government can see the full menu of 

business tax and that tax relief linked to inducements for increasing productivity 

(and therefore increasing tax revenue in the longer term) is examined holistically. 

 

Q12. 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? 

 

Retail is a highly competitive sector in Cornwall where large chains can compete 
effectively through lower-bulk distribution costs than local shops which can be more 

important to the vitality of towns and villages. When VAT has been increased, local 
shops have a greater need to pass this cost onto their customers, rather than 

supermarkets that can more readily absorb the cost. 

Higher VAT costs are also likely to result in cheaper non-UK sourcing for goods and 

services from countries where other liabilities (such as employment costs) are low, 
particularly in the retail sector. 

Higher material consumptive sectors (such as tourism or construction) are also 

likely to face higher liabilities. 
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Q13. In your view, do these financial costs and competitive disadvantages 

lead to business managing their turnover to remain below the threshold? 
How significant is this effect on SME growth? 
 

Digitisation should allow for simplified and less costly and confusing record keeping, 
but would depend on the availability and reliability of IT together with the aptitude 

of the user. VAT returns is one of the more time consuming concerns for a small 
business: the key to this is record keeping and reliable computer software which are 
fundamental areas of encouragement for new business to access at the outset. A 

standard approach is something that HMRC could invest in and make available to all 
businesses as a compliance incentive, with local advice available. Smaller and micro 

businesses cannot afford professional financial advice and a lot of them have very 
tight cash flows within a competitive environment. 
 

Improved diligence would mean that VAT returns would not need to be submitted so 
frequently; keeping money in businesses for longer and enabling some room for 

investment. One business has recently noted that some clients insisted on long 
payment terms so the business due to receive payment is paying VAT to HMRC 
before it has been paid to them by their clients. 

 
Besides the storage and record keep implications illustrated earlier on, VAT 

registered businesses may be faced with the need to employ an accountant, 
software and hardware implications – as well as remaining competitive when 
considering that they would then effectively be adding 20% to their customers’ 

costs. 
 

The economic strategy for Cornwall and the Isles of Scilly – Vision 2030 – 
recognises the need to encourage and grow more competitive businesses to ensure 

that productive opportunity can be encouraged. Lowering the threshold would 
provide a serious hurdle for those businesses that are serious about growth. 
 

For rural and coastal areas where there is not a critical mass of business activity, 
supply chains may be more lengthy or costly due to rurality. Businesses may be 

using suppliers who are not operating at the VAT liability level and are therefore 
looking to offset the VAT they are paying on goods and services against that they 
have to pay to HMRC. 

 
If all businesses were VAT registered (but didn’t have to pay VAT until the level was 

reached) this may level the playing field, but we would recommend that this should 
be subject to specific impact research. 
 

Q14. 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? 
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EU proposals for the introduction of a ‘smoothing mechanism’ by which businesses 

would be able to exceed the threshold by 50% for a single year are modest and not 
applicable to the potential shift for some small and micro businesses in Cornwall and 
the Isles of Scilly. Our VAT ‘escalator’ proposal in our New Frontiers proposition to 

Government, however, provides for a more significant opportunity to gradually 
increase VAT toward the threshold, while at the same time using this new revenue 

to support business in their operations and marketing. 
 
Because the UK threshold is the highest in the EU, it is unlikely that the EU’s 

mechanism would be of any benefit in our region. The variance would need to be 
much smaller and perhaps extended for three or four years. 

 
There is a specific issue for tourism. The ‘VAT: Air Passenger Duty and tourism in 
Northern Ireland’ call for evidence notes that most EU member states have chosen 

to apply a reduced rate of VAT to visitor accommodation and other tourism-related 
activities but offset by user taxes. The issue for Cornwall and the Isles of Scilly (not 

just for tourism) is how we can encourage our businesses through the taxation 
system to become more competitive and generate additional revenue in the long 
run; evolving the supply chain and the links with food/processing 

 
The UK is only one of three counties in the EU that does not have a lower rate of 

VAT for tourism related services (including Denmark and Slovakia). This makes the 
UK and especially regions like Cornwall and the Isles of Scilly uncompetitive in 
relation to their offer and implications for the wider supply chain.  

 
This can be an integral part of our proposal for a VAT ‘escalator’ to encourage 

impact where sectors such as tourism can have a significant effect on the supply 
chain. 

 

Q15: Are there constituent parts of the proposal which are particularly 
attractive or unattractive? If so, what are they and why? 

Extending the first period for which a business has to account for and pay their VAT 

obligations to 6 months is a marginal improvement on 2 months. There needs to be 
at least a year for the business to be able to embed in its new operating climate. 

This would also give business more time to understand their obligations at a time of 
early operation when it is likely to be concerned with issues such as survival.  

 

 

Q16: 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? 

 
After exiting the EU the government will be free to introduce new VAT rates for 

certain goods and services, which is the presumed implication of this call for 
evidence. Moves toward simplification and transparency would be more welcome 
than varying the threshold, but one approach could be to have lower rates for those 

sectors (and sectors in particular regions such as Cornwall and the Isles of Scilly) 
where registration may be lower compared (say) to those number of businesses that 
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are required to pay PAYE. 

There are a number of risks from complexity for small, medium and micro business: 

 Perception or actuality prevents business growth 

 It reduces the ability of HMRC to focus on major tax evasion  

 It reduces public confidence and therefore compliance 

Outside of the EU, UK imports to the EU will possibly be subject to potential customs 

duty and import VAT costs. This threatens to increase the complexity of trading 
relationships and result in additional costs for UK businesses. Cornwall Council 
estimates that 66% of all Cornwall’s exports go to the EU. 

 

 

 

Q17: Would any of these solutions be sufficient to change the behaviour of 

businesses that take measures to remain under the threshold? 

Our ‘New Frontiers’ proposition ask regarding the VAT escalator pilot offers the 
opportunity to shift business behaviour – from a reticence to register owing to a 

perceived lack of benefit, and towards voluntary sign-up, motivated by the provision 
of accompanying business support that concentrates on increasing productivity and 

leadership capacity. 

Q18: Are you aware of any simplification schemes from around the world 
that work particularly well? If so, what are they? 

We would highlight the devolved and regional approach to VAT related to Tourism in 

parts of the EU. Supporting and lengthening value in supply chains is the key to 
increasing productivity and we would like to further develop our ‘New Frontiers’ 

proposals in order to achieve this. 

 

 

Q19: 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? 

These illustrate a graduated relief approach to VAT as turnover increases. It 

provides a level playing field for all sectors and businesses and ‘smooths’ the risk of 
a cliff edge. It could also (as suggested) provide an approach (as in Ireland) where 
goods could be encouraged at the expense of services or vice versa, but this may 

provide a challenge for a transitioning economy such as Cornwall which is moving 
from a service to a goods economy.  
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Q20: In your view, are there any other solutions that could work? What are 

they and why would they work? 

Different thresholds for different sectors may be attractive, but there could be 
issues in terms of a sense of unfairness and the applicability to operations who may 

have more than one element to their business. 

Rates could increase as turnover increases but would adversely impact on 

businesses with a high turnover but a low profit margin. For business to business 
transactions where the VAT can be claimed back there is not really an issue – but in 
competitive sectors (trades, tourism etc.) clients cannot claim VAT back so 

registration is not incentivised.  

 

Q21: The EU Commission SME proposal introduces the idea of essentially 
two thresholds. The first, lower threshold exempts small business from the 

financial obligations of VAT. The second, higher threshold exempts slightly 
larger businesses from some of the administration of VAT. What do you 
think about this proposal? 

Two thresholds could stifle growth – with what qualifies as a ‘larger’ business 
varying by regional context – and could compromise voluntary registration and the 

type of opportunity outlined in its New Frontiers proposition. 

However, the reduction of financial and administrative burdens would be welcome 
by businesses because the EU proposal would lead to the need for more record 

keeping. 

 

Q22: Assuming the UK has the freedom to do so, would increasing or 
decreasing the threshold simply move the threshold problems or alleviate 

them? 

Increasing or decreasing the threshold both present issues. The real point is what 
businesses are getting for their money in terms of business support and 

encouragement to grow; and understanding of how VAT works as a tax in relation to 
other business taxes and administrative burdens. This in turn has implications for 

how VAT is used in terms of funding the general taxation system. What is the ‘value’ 
element? A sales or purchase tax could be more applicable to particular goods and 
raises the opportunity to alleviate additional costs on healthy, locally raised and 

grown food reacted to the supply chain structure. 

 


