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Executive Summary
This report offers a detailed look at Making Tax Digital (MTD), a major change in tax policy introduced by HM Revenue and Customs (HMRC) in the UK. The goal of MTD is to update the tax system by requiring individuals and businesses to keep their tax records digitally and submit their tax returns online. This applies to various types of taxes, including Value Added Tax (VAT), Income Tax, and Corporation Tax. One of the main advantages of MTD is that it can make tax returns more accurate and efficient, as digital records reduce the chances of errors that often occur with paper records.
However, MTD also brings about several challenges. One major concern is the burden of compliance; many taxpayers might find it difficult to adapt to the new digital requirements, especially if they are not familiar with technology. This can lead to issues like digital exclusion, where certain groups, such as the elderly or those in remote areas, may struggle to meet the new standards. Additionally, there are worries about data security, as moving sensitive financial information online can expose taxpayers to risks like cyberattacks or data breaches.
The report examines these challenges by referencing relevant laws, court cases, and academic studies to provide a well-rounded understanding of MTD's impact on the UK's tax system. It suggests recommendations for policymakers to consider, aiming to facilitate the smooth implementation of MTD while ensuring that the needs of taxpayers are met. This balance is crucial for achieving the objectives set out by the tax system without alienating those who may find it difficult to adapt to such changes.
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Introduction 
Making Tax Digital (MTD) is a significant initiative by HM Revenue and Customs (HMRC) in the UK, designed to modernise the nation's tax system through digitisation. Introduced in 2015, MTD fundamentally changes how taxpayers interact with HMRC, requiring them to maintain digital records of their financial transactions and submit tax information electronically using compatible software (HMRC, 2019).

This digital mandate applies to various tax categories, including Value Added Tax (VAT), Income Tax for the self-employed and landlords, and is planned for Corporation Tax. The core objectives of MTD are threefold: to improve the accuracy of tax submissions by reducing manual errors, to enhance overall taxpayer compliance through more regular engagement with tax affairs, and crucially, to help close the 'tax gap'. This gap, representing the difference between tax owed and tax collected, was estimated at a “substantial £31 billion in 2020” (HMRC, 2021).

By April 2026, MTD is expected to be fully rolled out across all relevant tax types, marking a profound shift in how individuals and businesses manage their tax responsibilities. The report aims to look into MTD's specific objectives, and the wide-ranging implications for taxpayers and businesses. Furthermore, it will critically examine the challenges associated with MTD, referencing relevant legislation, case law, and academic research to provide a comprehensive understanding of its impact on the UK tax landscape.
















Main Findings

The Making Tax Digital (MTD) initiative began in the 2015 Budget as part of a government plan to improve the tax system, making it easier and more efficient for taxpayers (Sadiq, M). According to Siregar and Tarigan (2026), the aim was to reduce mistakes in tax reporting and help people comply better with tax laws, which would ultimately increase tax revenue.

At first, MTD applied to Value Added Tax (VAT). From April 2019, businesses with a taxable turnover above £85,000 were required to submit their VAT returns online, using digital record-keeping (HMRC, 2019). Sadiq (2021) when further to say that this change was intended to simplify the process and reduce errors that often occur with paper forms.

As MTD developed, plans were made to extend it to other areas, such as Income Tax Self-Assessment (ITSA) and Corporation Tax. The full implementation of MTD is expected by the second quarter of 2026, meaning that eventually all taxpayers will need to use digital methods for their tax submissions (Gallagher, 2025).

According to HMRC (2022), this phased rollout allows HM Revenue and Customs (HMRC) to adjust and improve the system based on feedback from those who start using it first. However, it also raises concerns about whether taxpayers and businesses are ready to adapt to these new digital requirements (Morse and Williams, 2020). However, Chen and Zhang (2026) argued that many people may find it challenging to switch from traditional methods to digital processes, which can create confusion and uncertainty. Overall, MTD aims to modernise the tax system, but its successful implementation will depend on how well taxpayers and businesses can adjust to these changes (Adams et al., 2018).

Making Tax Digital (MTD) has several key objectives, all aimed at improving the way the tax system operates in the UK. These objectives focus on accuracy, compliance, and closing the tax gap (Skoumpopoulou and Crisp, 2021).

One of the main goals of MTD is to enhance accuracy in tax reporting. Traditionally, many errors in tax submissions arise from manual data entry. When individuals or businesses enter information by hand, mistakes can happen easily. MTD addresses this issue by requiring digital record-keeping (Bolanle and Olabiyi, 2024). Park (2014) affirms this positions by stating that digital systems can automatically calculate figures, reducing the chances of human error. Reifer (2001) also endorses this perspective articulating that if a business uses software to record its income and expenses, the software can perform calculations automatically and flag any mistakes or discrepancies that might arise. By doing this, MTD aims to ensure that tax submissions are more precise, which is crucial for both taxpayers and HM Revenue and Customs (HMRC).

Another important objective of MTD is to make it easier for taxpayers to meet their tax obligations. The initiative introduces digital reminders and streamlines processes that help individuals and businesses keep track of their responsibilities. For example, tax software can send alerts before deadlines, reminding taxpayers to submit their returns on time (Stone et al, 2025). This is particularly beneficial for self-employed individuals and small business owners, who often juggle multiple tasks and may forget important dates. By simplifying the compliance process, MTD encourages a higher rate of on-time submissions, which ultimately benefits the tax system in general (Sadiq, 2021). 

One of the central aims of MTD is to close the tax gap, which is the difference between the amount of tax that should be collected and what is actually received by the government. In recent years, this gap has been significant, costing the UK £31 billion in lost revenue (HMRC, 2021). MTD seeks to tackle this issue by improving compliance rates and reducing errors. Mandasari (2024) emphasised that when taxpayers use digital systems that enhance accuracy and simplify processes, they are more likely to submit correct information. This, in turn, helps HMRC collect the tax it is owed, ultimately increasing government revenue.

The benefits of MTD extend beyond just the objectives. Firstly, digital record-keeping significantly enhances the accuracy of tax reporting. With the automation of calculations and real-time error-checking, taxpayers can feel more confident that their submissions are correct, which reduces stress and uncertainty (Morse and Williams, 2020).

Secondly, the use of compatible software means that taxpayers can manage their financial obligations more effectively. The software not only automates calculations but also provides reminders for important deadlines, ensuring that individuals and businesses do not miss submission dates (James, 2018). This capability supports better financial management and planning.

Additionally, MTD can lead to improved cash flow for businesses. When tax submissions are timely and accurate, businesses can better forecast their financial obligations and avoid penalties related to late submissions. This financial clarity allows businesses to focus on growth and investment rather than worrying about tax compliance (Melville, 2022).

Moreover, MTD is designed to improve accuracy, enhance compliance, and close the tax gap. Its benefits are significant, offering taxpayers a more streamlined and effective way to manage their tax affairs. By embracing digital technology, MTD aims to modernise the UK tax system for the better (Shidomi and Imoniana, 2025).









Making Tax Digital (MTD) offers several advantages, but it also presents significant challenges that need careful consideration. These challenges can impact various groups and the overall effectiveness of the initiative (Mupokosera and Oguttu, 2026).

One of the most pressing concerns with MTD is digital exclusion. According to Wilson-Menzfeld et al. (2025), this term refers to the difficulties some individuals face when adapting to digital technology. Specifically, older people and those living in rural areas may struggle to access reliable internet services or may not feel comfortable using digital tools (James, 2018). For instance, many older individuals may not have grown up with technology and might find it intimidating to navigate online tax systems. This lack of familiarity can lead to disparities in compliance rates, meaning some individuals might not be able to meet their tax obligations easily. If certain groups are unable to adapt, it creates an unfair burden, as they may face penalties or issues with their tax submissions (Frecknall-Hughes et al., 2020). 

The case of Glen Lyn Generations Ltd and Exmoor Coast Boat Cruises Ltd v HMRC (2018) is significant for its interpretation of VAT exemption conditions, particularly concerning online filing requirements. The key issue was whether Mr. Oxenham, the director responsible for filing VAT returns for both companies, could claim an exemption from online filing due to his age and lack of computer skills. Although HMRC acknowledged that Mr. Oxenham was not very computer literate, they argued that it was still “reasonably practicable” for him to file online, even if it might be somewhat inconvenient. HMRC suggested that Mr. Oxenham could hire an agent to help with the online process, and they contended that “age” should only apply to physical limitations rather than general age.

The Tribunal ultimately upheld HMRC’s decision but recognised that the circumstances surrounding Mr. Oxenham’s age and computer skills were relevant factors. They stated that age could affect one's ability to use computers, especially for those who did not grow up with technology. Nevertheless, the Tribunal noted that both companies had previously filed their VAT returns online, making it hard to argue that it was impractical for them to continue doing so. The Tribunal also highlighted Mr. Oxenham's ongoing objections to online filing as a moral stance rather than a practical one. This case illustrates that obtaining an exemption from online VAT filing is challenging, but it also acknowledges that not everyone is equally adept with technology, a consideration that may need to be taken into account in future cases.

Another significant challenge is the increased administrative burden on small businesses and self-employed individuals (Skoumpopoulou and Crisp, 2021). Many of these taxpayers may not have the financial resources to invest in the necessary software to comply with MTD. For example, small businesses often operate on tight budgets and may find it challenging to allocate funds for new digital tools or training (Morse and Williams, 2020). The transition to digital record-keeping can seem daunting, especially for those who have relied on traditional methods for many years. This situation could lead to higher costs for small enterprises, as they may need to hire consultants or spend time learning new systems. Ultimately, this increased burden could threaten the viability of some small businesses, which are vital to the UK economy (Adebiyi, 2023).

According to Abdul Rashid et al. (2024), the transition to MTD also raises important questions about data security and privacy. Taxpayers need to feel confident that their sensitive financial information is protected when shared with HM Revenue and Customs (HMRC) through digital platforms (Melville, 2022). There is a legitimate concern that cyber threats could compromise personal data, leading to identity theft or financial fraud. To address these concerns, it is crucial for HMRC to implement strong cybersecurity measures. This includes encryption of data, secure access protocols, and regular audits to ensure that systems are robust against potential threats. Without these measures, public confidence in the tax system could erode, making people hesitant to engage with digital processes (Joy et al., 2024).

For instance, the case of Ashley v HMRC (2025) EWHC is significant for its implications on Making Tax Digital (MTD) and the handling of data by HM Revenue and Customs (HMRC). The High Court ruled that HMRC has a clear obligation to provide taxpayers with comprehensive and understandable data when they make a data subject access request (DSAR). This means that when taxpayers ask for their personal data, HMRC must ensure that they receive all relevant information processed during tax inquiries, including contextual details. The court clarified that data related to tax assessments could be considered personal data if it is linked to the taxpayer's identity through its content, purpose, or effect. This ruling broadens what taxpayers can request in terms of data, especially as MTD requires extensive digital records to determine tax liabilities.
Additionally, the court found that HMRC had failed in its duty by only searching one department for data and ignoring other relevant sources. This means that HMRC must conduct thorough searches across all its divisions, ensuring that they do not treat departments as isolated entities. The ruling also emphasised that HMRC cannot simply provide heavily redacted information; data must be delivered in a form that is clear and meaningful, allowing taxpayers to understand how their information has been used. Moreover, the court rejected HMRC's claims of "tax exemptions" for withholding information without substantial evidence. Overall, this case underscores the necessity for transparency in HMRC's data processing, aligning with the transparency goals of MTD as more tax data becomes digital and interconnected.
The implementation of Making Tax Digital (MTD) is governed by several important laws. One key piece of legislation is the Finance Act (2018), which established the legal framework for MTD. This act outlines how MTD should be applied, detailing the requirements for digital record-keeping and electronic submissions. It is essential for taxpayers to understand this framework as it defines their responsibilities and rights under the new system (HMRC, 2021).
The above cases shows how courts interpret tax laws in the context of digital processes, providing insights into the expectations placed on taxpayers as well as tax administrators. Understanding such cases is crucial for taxpayers to navigate their obligations effectively.
Moreover, literature on MTD reveals a growing body of research that examines its implications. Scholars like James (2018) and Morse and Williams (2020) explore the principles of tax law and discuss both the benefits and challenges of MTD. Their studies provide valuable insights into how digitisation can improve tax compliance but also highlight potential issues that may arise during implementation. 
This research emphasises the importance of ongoing evaluation of MTD, as noted by Melville (2022). Continuous study is needed to assess the long-term effects of this digital initiative on tax administration and compliance. By examining both legislative frameworks and scholarly research, stakeholders can better understand the complexities and impacts of MTD on the UK tax system.























Conclusion 
In conclusion, Making Tax Digital (MTD) represents a profound change for the UK tax system, aiming to bring tax compliance into the modern digital age and significantly improve its efficiency. While this initiative offers clear advantages, such as enhanced accuracy through automated digital record-keeping, which reduces manual errors, and potentially easier compliance for those comfortable with technology, it also introduces critical challenges.

These challenges must be carefully addressed to ensure fair access for all taxpayers. A key concern is the potential for 'digital exclusion', where individuals or small businesses lacking digital literacy, reliable internet access, or the necessary equipment might struggle to comply. There is also the risk of increased administrative burdens, particularly during the initial transition as taxpayers learn new software and adapt to more frequent reporting requirements. Furthermore, as sensitive financial data moves online, robust data security measures are paramount to protect against cyber threats.

As MTD continues to evolve, continuous evaluation and research are essential to assess its real-world effectiveness and to identify and resolve any emerging issues. By drawing upon relevant laws (statutes), legal precedents (case law), and academic studies, the report provides a thorough overview of MTD’s implications across all UK tax types, highlighting both its promising potential for a more efficient system and the significant challenges that lie ahead.
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