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[bookmark: _Toc509857901][bookmark: _Hlk499742518]Executive Summary
The purpose of this report is to analyse why HMRC are Making Tax Digital. To do so, a wide range of factual research has been conducted to meet the aims and objectives of this report. Also, there is a wide range of evidence within this report to back up the methodology used to investigate this topic within the taxation system. The analysation of this report focussed around what Making Tax Digital means, how to do so from the taxpayers themselves and what HMRC are expecting. The software needed to comply with this new regulation has also been analysed in detail along with what this means for accountants, businesses, individuals and subcontractors. 
From April 2019, the decision of the Making Tax Digital will come into effect. The Secretary to the Treasury and Paymaster General decided this, an announcement was made on the 13th of July 2017. Making Tax Digital is the Governments plan for businesses to stay on top of their day-to-day accounts.
 HMRC (2017) ‘claims that this is a much more efficient and effective way for businesses to present their tax records digitally’ evidently there are disadvantages of converting everything from paper-based to digitally-based, such as Malware and Viruses, system errors and so on. Nonetheless, malware and virus protection systems can be put in place to avoid these issues.
Although not everyone agrees with the decision especially (Nunn, 2018) the co-chair of The Association of Taxation Technicians called on HMRC to postpone Making Tax Digital in May 2016, to allow more time for businesses to cope with the new obligations which she fought and stood up for individuals, sole traders and small businesses as it is clear that it will be a stressful and expensive time for these people especially if they have little knowledge around the tax system. One benefit for taxpayers is that the tax will be paid quarterly instead of one big payment at the end of the year, which will be much less stressful and reduce any risks of late filing. One benefit for the government is to clamp down on tax, avoidance and errors.
The outcome of this report shows that Making Tax Digital will be a big cultural change for everyone in the UK and based on the evidence it seems that it is the best way forward for everyone to ensure that the tax system has better record keeping, more efficient and accurate reporting of tax affairs with it all being in one place.  

[bookmark: _Toc509857902]1. Introduction

The overall aim of this report is to analyse how ‘Making Tax Digital’ will influence tax payers, from small to large businesses and the effect it will have. According to HM Revenue customs or  (HMRC, 2017) “Making Tax Digital is a key part of the government’s plans to make it easier for individuals and businesses to get their tax right and keep on top of their affairs which results in an ending of the annual tax return for many”, this is supported by (Ireland, 2006, p. 9) as in the article it ‘explains that Making Tax Digital is HMRC’s bold vision for the future and will be the most extensive change to the UK tax system since introducing the self-assessment at the end of the 1990’s’. 
The main objectives of this report are to analyse the current revenue law issues around making tax digital. The first objective is to research and analyse the accuracy and efficiency of this decision from HM Revenue customs by explaining how, why and what it means.
The second objective is to see what effect it will have for subcontractors. ‘A subcontractor is usually someone who is self-employed and carries out work for another company who cannot do the work needed’, (NiBusinessInfo, 2018).
The third objective is to analyse the issues it will have for individuals, small businesses and accountants or agents using researched based on factual and qualitive information. The last objective will focus around the accounting software needed to comply with the aims and objectives set out by HMRC to comply with the new digital system. 
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2. Main findings
[bookmark: _Toc509857904]2.1 Making Tax Digital; what, how and why
[bookmark: _Hlk509931394]
There are four foundations of Making Tax Digital as to why the government have decided to introduce an all-digital modern system for taxpayers. The new system will end the current annual tax return or self-assessment for individuals. There is still a high number of late submitted returns. Houlder (2017) for the financial times reported that ‘Making Tax Digital is HMRC’s solution to resolve the high number of late annual returns and hoping to make it easier for the taxpayers to report their income and expenses on a regular basis rather than annually’. According to (Houlder, 2018) ‘HMRC reported that almost 750,000 taxpayers had missed the self-assessment tax deadline’. 
How to make tax digital and what it means for businesses is explained by (McNeill, 2017) is to ‘keep digital records for example purchase and sale invoices and make quarterly tax submissions directly from business accounting software to HMRC’. HMRC (2017) claim that “its ambition is to become one of the most digitally advanced tax administrations in the world”. 

The four foundations are;
1. Better use of information 
2. Tax in real time
3. A single financial account
4. Interacting digitally with customers

A more descriptive explanation of the four foundations from Institute of Financial Accounting or (IFA, 2018) can be found below which is slightly from HMRC’s foundations but have the same meaning. (See figure 1 below)
[bookmark: _Ref509751399][bookmark: _Ref509751388][bookmark: _Toc509760775][bookmark: _Toc509760800]                                                                                          
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2.2 The accuracy and efficiency of Making Tax Digital
[bookmark: _Hlk499741757]
HMRC (2017) ‘claim that reasons for Making Tax Digital will be much more effective, easier for its customers to comply with and it will be more efficient’. Also ‘suggesting that there is a widespread agreement that the changes will be the best approach for taxpayers for the future’. 
HMRC (2017) have also stated that it has published qualitive independent research and created a number of case studies to illustrate how it will work in practice’. An example of one of the fictional case studies posted by HMRC can be found below (see figure 2) 
[bookmark: _Toc509760776][bookmark: _Toc509760801]Figure 2 HMRC Illustrate Making Tax Digital
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The research was carried out by ‘Jigsaw Research Ltd on behalf of HM Revenue & Customs in February and March 2016. Although from the research carried out in the report (HMRC, 2017) suggests that individuals who were part of the research were more than happy with the changes and ‘could see it being beneficial for them’. 
Stating the benefits to relate to control, discipline, confidence and certainty, whilst agreeing that some small businesses or individuals will struggle to see any benefits and are worried of making errors or being inaccurate due to the lack of confidence. Accountancy Ireland (2006) agree to some extent with the outcome as the article suggests that ‘there will be a number of penalties in error or failure while claiming that it will be a significant culture change for the UK’. Another issue raised is how expensive and stressful it will be for small businesses and sole traders. However, taxpayers will have a better view of their financial position, tax affairs and it will be the end of the current annual tax return so no more form filling.






[bookmark: _Toc509857906]2.3 Advantages and Disadvantages of Making Tax Digital for taxpayers 

Advantages;
· Submissions being quarterly not yearly reducing the workload
· Smaller payments rather than one payment
· Improve record keeping
· Using software and phone apps for record keeping
· The software will result in more control, certainty & confidence
· Having all records in one place rather than numerous
· Have a better understanding of their tax position 
· Gaining knowledge around the tax system
· No more paper-based record keeping/form filling
· Reduces the risk of late filing/loss of forms 

Disadvantages; 
· Hard to adopt new software
· Training needed for new software
· Expensive for small businesses to adopt
· Lack of knowledge around tax (individuals/small businesses)
· Fear of making mistakes
· Emotional burden of quarterly tax submissions
· Hard to correct any errors on software once submitted

[bookmark: _Hlk509849979]‘Clearly there are more advantages than disadvantages but evidently this is a concern for individuals, small businesses or sole traders as it will be expensive to comply with’ (Nunn, 2018). Luckily for some (Nunn, 2018) co-chair of The Association of Taxation Technicians called on HMRC to postpone Making Tax Digital in May 2016, to allow more time for businesses to cope with the new obligations. There are certain disadvantages of converting everything from paper-based to computer-based, such as Malware and Viruses, system errors and hacking, regardless of this, malware and virus protection systems can be put in place to avoid these issues.

[bookmark: _Toc509857907]2.4 Making Tax Digital for businesses, accountants, clients and agents
[bookmark: _Hlk509848915]
From April 2019, the decision of the Making Tax Digital will come into effect. The Secretary to the Treasury and Paymaster General decided this, an announcement was made on the 13th of July 2017. Making Tax Digital is the Governments plan for businesses to stay on top of their day-to-day accounts, it is thought that this is a much more efficient and effective way for businesses to present their tax records digitally, it increases ease of compliance. Making Tax Digital has been on the governments agenda for quite some time now; the latest government finance bill has proposed a two-part role.
 On the 8th of September 2017, The Finance Bill 2017 was published which introduced legislation on the introduction of “Making Tax Digital” for VAT. This can result in an increase in power for HMRC as they will be able to introduce regulations which will have requirements that must be met; these requirements include keeping digital tax records for VAT purposes from April 2019 (Only to those businesses above the VAT threshold) and then from April 2020, businesses may be asked to maintain digital records and update HMRC quarterly for other taxes, such as, income tax and corporation tax.
Businesses above the VAT threshold, which currently stands at £85,000, will have a duty to maintain and update digital tax records, and submit a quarterly VAT return to HMRC using compatible software. They must comply with the regulations of HMRC; therefore, businesses must train their staff and ensure they acquire the knowledge needed on the transition of MTD, compatible software that can be used, procedures and structures of records and so on. 

It is important for all businesses, accountants, agents and clients to obtain a compatible VAT software to meet the requirements by HMRC. Businesses that do not meet the VAT threshold but are VAT registered, will also have the option of converting to Making Tax Digital and maintain digital tax records, however, it will not be compulsory for them as the regulations are aimed at businesses above the VAT threshold. 

Accountants will play a big role in the transition of Making Tax Digital. They will be seeing a lot more of their tax clients, which can benefit accountants in terms of what services they offer and what they charge for their services. Accountants could offer packages to their clients for a fixed price, which includes their records being maintained and up-to-date, free information and guidance on the new tax system plus regulations and so on. 

In terms of engagement and the scope of services provided to clients by Agents must be reviewed. The first step agents should ideally take is to segment their client base into groups depending on the willingness by the clients and their knowledge on the use of software for maintaining digital tax records. The current HMRC web-based systems are soon to be faded out and replaced by the compatible software that tax agents will use. Tax agents can access HMRC systems using commercial software, making it easier for them to access client information. 
Furthermore, it would be beneficial for people if HMRC would keep up-to-date guidance on Making Tax Digital and offer as much free information as possible to people, for the transition of Making Tax Digital to be simple. It is vital for people to understand competent software for tax affairs which is why HMRC have met with a couple of software providers to ensure a simple, effective system is made for all to use with no difficulty; “A group of leading software developers and accounting practitioners met together at ICAEW on 3 May. This was the second that this group had convened” (ICAEW 2017). Maintaining digital tax records can be proven to be more efficient for all businesses, agents, accountants and clients rather than paper based tax records as everything can be kept in one place which avoids confusion, it is more effective to submit VAT returns, and software used can aid people and help build on organisation of accounting records. Nevertheless, taxpayers must ensure that they have the skills and knowledge to work the accounting software and be clear of what records they must submit and when.
(Naomi Francis p9-10)


[bookmark: _Toc509857908]2.5 Making Tax Digital for subcontractors 
Subcontractors – A subcontractor can be an individual or a company depending on the situation and request of one. A subcontractor is a business that carries out construction work for a contractor.  A subcontractor is often hired to see that specific work is completed. The contractor, however, rarely does all the work themselves. The work that remains is performed by subcontractors, who are under contract to the contractor, who is usually designated the general or prime contractor. Subcontractors may, in turn, hire their own subcontractors to do part of the work that they have contracted to perform (Inc,2008). 
  Most subcontractors work under the same companies which mean that skillsets between these contractors increase and allows them to further specialise their skill.  If the subcontractor or supplier isn't paid by the general contractor, the law allows the subcontractors to come after you and the property that was improved (which is often your house). In the end, you may be responsible for paying for the work twice or being forced to sell your house, so it is important to understand how mechanic's liens work and how to avoid them (reuters,2018).  Mechanics liens; 
· The subcontractor/supplier (who does not contract directly with the homeowner) must provide notice to the homeowner of what is being contributed (e.g., supplying the bathtub), typically within 20-30 days of contribution. 
· If the subcontractor/supplier isn't paid, they must file a "claim of mechanic's lien" in the county where the property is located. 
· The subcontractor/supplier then has typically two to six months to work out a solution with the property owner or file a lawsuit (reuters, 2018).  
 



CIS (Construction Industry Scheme) – 
 The scheme states that all payments from contractors to subcontractors must acknowledge the subcontractor’s tax status which would be determined by HM Revenue and customs (HMRC). This may require the contractor to make a deduction, which they then pay to HMRC, from that part of the payment it does not represent the cost of materials incurred by the subcontractor (GOV.UK, 2015).  
Work covered by CIS:  
· site preparation 
· alterations 
· dismantling 
· construction 
· repairs 
· decorating 
· demolition 
The UK includes UK territorial waters up to the 12-mile limit. Contractors must register for the scheme. Subcontractors don’t have to register, but deductions are taken from their payments at a higher rate if they’re not registered (GOV.UK, 2015).  
Digital tax laws are supposedly supposed to take affect from 2018 within the UK. These changes can affect subcontractors and contractors with payments and deductions based on tax which will be taken at a more effective and efficient way.   On a practical level, this change will affect almost every contractor in the UK from 2018.  The system will require everything to be in “real time”, in other words contractors’ books will need to be kept sufficiently up to date to allow for quarterly reporting.  This reporting will be done via accounting software which integrates with HMRC and therefore will require all contractors and their accountants to use such software, forcing those still using paper systems into the digital age which will all be kept up to date (HMRC making tax digital ; how will it affect contractors).  
(Mohammad Mubin p11-12)

[bookmark: _Toc509857909]2.6 Software for Making Tax Digital 
Accounting software’s are computer programmes that allows you to control a business’s or company’s financial transactions. Such systems are used by accounts professionals to help and simplify accounting activity, Programmes can differ depending on scale of activity from simple bookkeeping to handling entire accounts of a large business. These software’s can also report on business activity and measure indicators (Walton 2018). Furthermore, the software’s enable you to manage finances anytime or anywhere through devices. When mainframe computers were presented in the 1950’s – 1960’s one of the key uses was for accounting purposes. A Business now can select varies types of accounting software packages including Quickbooks, Peachtree, NaVsion, Sage and many more (Tracey 2015). 
There are many ways in which these software’s can benefit the users. Automation, since all calculations are dealt with by the software these software’s eliminates time consuming transactions connected with manual accounting, for example invoices are processed automatically saving time. Accuracy is another advantage the systems are designed to take information of the minutest detail, when data is given to the software calculations are then processed automatically by the software. Access data becomes more efficient because the accounting data can be accessed from anywhere from office to most digital devices. 
The speed of the software is beneficial to users as reports can be made within minutes as for doing manually it would take much more time and effort. For many business’s cost can be minimised by using the software’s as paper-based accounting can be costlier but this is not the case for all businesses for some it may take more time to get use to the software’s increasing costs usually accrues with smaller businesses (Romano 2013).  
Though accounting software can save time and prepare data there are also some difficulties of using computerised accounting software’s. Loss of data or service can be an issue due to power loss and computer trouble. If information is not saved properly it can cause the loss of important financial data. As some manual processes are required by the software’s, if entered incorrectly the data reviewed would be inaccurate, it can be hard to find what was entered wrong and to make changes can be difficult. Electronic information can be manipulated if proper security measures are not in place leading to fraud, such systems need strict control so that information can only be accessed by certain individuals, using accounting software’s creates the likelihood of fraud (Acevedo 2017).  
Since 2011 limited companies have been required submit accounts and corporation tax returns online, accounts software’s can integrate taxation to comply with new HMRC regulation (Harris 2017). The Government aims to transform entire industries by amending taxation in the U.K. with making tax digital. Software vendors have been in dialogue with HMRC to meet software requirements for customers. Many companies already use software’s which shouldn’t make it too difficult to comply with new regulations as for companies without software’s the government is working on to provide free software’s (ICAEW 2018).   


(Jakir Hussein p13-14)
[bookmark: _Toc509857910]3. Conclusion

In conclusion to the report that has been conducted it is evident that Making Tax Digital will have many benefits but also not so beneficial for some. This will be a big cultural change for everyone in the UK and will make the reporting of tax and VAT more clear, concise, accurate and efficient. The end of the annual return for everyone will result in taxpayers having a better understanding of their tax liabilities, financial position and remove the form filling at the end of the year. HMRC (2017) suggest that Making Tax Digital will reduce the risk of late filling which seems to be a common issue.
[bookmark: _Hlk509850391] Clearly this is an ongoing matter and the results will not be clear until Making Tax Digital is compulsory, and everything will be digital by 2020. One benefit for taxpayers is that the tax will be paid quarterly instead of one big payment at the end of the year, one benefit for the government is to clamp down on tax, avoidance and errors. 
It is evident that it will be a stressful and expensive time for small businesses and sole traders due to not coping or having the knowledge but hopefully the right help, guidance and advice will be available for all who needs it before 2020. 
Making Tax Digital is a new introduction to the Tax industry; thus accountants, agents, businesses and clients must ensure they gain knowledge on the transition of Making Tax Digital and what regulations and structures are required by HMRC. Accountants and agents should benefit from this as it may result in more revenue from having new clients to do the tax submissions although there are concerns that the lack of knowledge from their clients will result in many inaccurate errors being digitally recorded and will need their accountant or agent to carry out digital record keeping and comply with the obligation. However regardless of what accountants, individuals and businesses think this is the new way forward for all taxpayers. 
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Four foundations

Taxpayers will see
the information
HMRC holds
through their
digital tax

accounts

The transformed tax system of 2020 has four foundations.

Tax simplified
Taxpayers should not have to give HMRC information that it already
has, or should be able to get from elsewhere — for instance,

from employers, banks, building societies and other government
departments.

Taxpayers will see the information that HMRC holds through their
digital tax accounts, and be able to check at any time that their
details are complete and correct. HMRC will use this information to
tailor the service it provides, according to each taxpayer's individual
circumstances. In 2016, HMRC will consult on how information from
more third parties might reduce the reporting burden on taxpayers.

Making tax digital for businesses

Businesses should not have to wait until the end of the tax year
or even longer before knowing how much tax they should pay.

HMRC will collect and process information affecting tax in as
close to real time as possible, to stop tax due or repayments
owed from building-up. From April 2018, businesses, induding
everyone who is self-employed and those letting out property,
will update HMRC at least quarterly where it is their main source
of income (or a secondary source of income above £10,000 and
their main income is from employment or a pension).
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Making Tax Digital for employed customers with sources
of untaxed income they need to report to HMRC

Geeta s infull time employment as a teacher. Tax i deducted
from her wages by her employer She also has income from private
tuiion and from a flat she rents ou. Her private tuition and rental

come add up to more than £10,000 pa. She's required to tell
HMRC by sending  Self Assessment tax return.

‘What does tax feel ike for Geeta now?

Geeta struggles to find time to keep records of her income and expenses and there are.
some gaps

Tax doesn't fecl simple to Geeta as each income stream s treated separately

She wants to be sure she's doing things right so contacts HMRC

She wories about how much tax she will owe and is unsure how much to set aside

She finds submitting a returm time-consuming, and is frustrated as HMRC already holds.
Some of this information

© s hersecondary income i geater thon £10,000 pa Geeta should recod her income and
expenses digitally and update HMRC quarterly 25 2 minimum
Geeta chooses o use a third party App on her smartphone to help her incorporate.
record keeping into her routine
Geeta chooses to send HMRC information monthly from her App.
HMRC lready has informaion about her teacher’s salary 5o this i pre-populated into her
tax account
Geeta' tax account shows her up-to-date tax pasiton, incing how much tax would
be duc cach quarter on her secondary income.
Geeta chooses to make reqular payments to HMRC by direct debit to make
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