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Making Tax Digital for all Tax types

Tax preparation, calculation, and payment have all seen significant changes since the introduction of modern computing. Tax authorities around the world have sought to innovate and expand their use of technology ever since the first prepopulated tax returns were filed in Denmark in the 1980s, through the proliferation of PDF-format tax forms in the 1990s and 2000s, and into the increasingly central place of online filing in the 2010s. How taxes are filed and paid in the modern era is being revolutionized by digitalization. Significant innovation and investment are occurring in countries of all types, from those with highly developed digital infrastructures that want to expand the scope and automation of their interconnected tax systems to those with less developed digital infrastructures that want to go digital to the COVID-19 pandemic. To pay for solutions to current and future problems like climate change and inequality, efficient and effective tax collection is essential.

Improvements in digital technology have altered the dynamics of the workforce. HMRC has suggested a programme called "Making Tax Digital" to digitally transform the taxation system in the United Kingdom (Kerschner and Somare, 2017). Making Tax Digital is an initiative to digitize and streamline the tax system in an effort to make payment of taxes as easy and timely as the Real Time Information (RTI) Pay as you earn system (PAYE) for businesses. Due to this, quarterly tax payments can be made instead of annual ones (Seely, 2018). It was hypothesized that "taxpayers, classified by turnover, demonstrated any substantial impact on the levels of confidence of taxpayers transitioning to Making Tax Digital. 

In April of this year, MTD was first used for value-added tax reporting, and it is slowly being applied to additional tax categories. The mandate for making tax records digital and filing taxes electronically through MTD applies to both corporations and individuals. The goal is to streamline the tax system so that both corporations and individuals can file their taxes accurately with less hassle. Under MTD, businesses and individuals are required to retain digital records of their income and expenses, together with any other information that may be used to calculate their tax liability. For a minimum of six years, these files should be preserved safely online.

Businesses and individuals must use MTD-compatible software or apps to retain digital records and file tax returns digitally. To make sure they're fulfilling their responsibilities under the new regime, they may also need to consult with tax experts for guidance and assistance also will assist businesses and individuals better manage their tax affairs and avoid costly mistakes and fines by making the tax system more effective and simplified.

There will be a significant change from the current self-assessment system to Making Tax Digital and the effective digitalization of the UK system. The digitalization of the Swedish tax system is only one example of how the use of information technology can pave the way for a more efficient and effective tax system. It is crucial to monitor taxpayer behaviors through a set of tax markers in order to examine the smooth transition of UK taxpayers to Making Tax Digital. Then, this information can be extrapolated to estimate the likelihood of compliance with Making Tax Digital.








Advantages in Making Tax Digital

Developments in digital technology have altered the methods employed by both individuals and businesses. HMRC has suggested a programme called "Making Tax Digital" to digitally transform the taxation system in the United Kingdom (Kerschner and Somare, 2017). However, the initiative's core idea has been new. Making Tax Digital venture to bring taxes into real time similar to the Real Time Information (RTI) Pay as you earn system (PAYE) for employers. This allows for quarterly tax collection rather than annual (Seely, 2018). The goal of this study was to determine "whether there is a substantial influence on the levels of confidence of taxpayers transitioning to Making Tax Digital when taxpayers are categorized by turnover." The goal is to gauge the effect on small and medium-sized enterprises. Making Tax Digital has several straightforward goals. The primary goal of the method is to lessen the severity of late filing fines (Lane, 2017). 

Secondly, the tax system would be more efficient and successful if taxpayers were encouraged to file their returns quarterly in real time rather than waiting until the end of the year (Hannam, 2017). It is believed that the MTD will result in numerous advantages that will effectively improve the current tax framework. One of the main advantages is that taxpayers can keep track of their income, expenses, and tax payments in real time, reducing the likelihood that they would be caught off guard by a large tax bill at the end of the year. In addition, by automating tax services, HMRC will be able to provide better service to the public and ensure that tax affairs remain transparent. Accountants and taxpayers alike would benefit greatly from automated tax reporting, which will streamline the entire tax filing and payment process, particularly at year's end. The MTD system will also make it easier to provide quick and digital access to tax data via individual accounts. Since taxpayers will be able to access their data from anywhere in the world, the necessity to physically store paper copies of receipts and records will be greatly diminished, as will the related costs (Al-Karaawy, 2018). Concerns have been raised by influential groups about the plan to implement Making Tax Digital. Concerns about an increase in taxpayers' workload related to tax filing were raised by the Federation of Small Businesses (FSB) (Smith, 2017).

According to IRIS Software Limited (2017), the goal of the Making Tax Digital initiative is to transform the way in which HMRC interacts with businesses, landlords, individuals, and tax agents (HMRC). With the goal of fully digitizing the UK tax system by 2023, MTD is meant to support the government's tax simplification objective. The implementation of an electronic tax system can be attributed to the progress made in the fields of information and communication technology (ICT). This is credited with substantially raising tax compliance and simultaneously decreasing tax administration costs (Bojuwon and Obid, 2014). Although it is still a work in progress with many realities needing fine-tuning, "Making Tax Digital" appears to have gained traction as it capitalizes on the benefits of E-tax and E-filing systems. Many countries, including Canada, Taiwan, Australia, Malaysia, Singapore, Kenya, and South Africa have adopted some sort of a digitalized taxation system that relies heavily on online tax assessment and payments (Mustapha and Sheikh, 2014). All of these nations, including the United Kingdom, have cited the following benefits of becoming paperless with their tax systems as reasons to go digital. Making Tax Digital is a British initiative that intends to streamline the tax filing process for businesses and individuals alike by addressing four main concerns. The concerns which are included are the simplification of tax compliance and monitoring, the availability of up-to-date information that can be used to quickly and accurately calculate tax liabilities, the consolidation of all tax-related information for individuals and businesses into a single digital Tax Account, and the availability of real-time digital communications with HMRC. In a nutshell, by the year 2023 most businesses, self-employed people, and landlords will be required to track their tax affairs digitally and update HMRC at least quarterly through their MTD-compliant accounting packages which are Digital Tax Accounts is the profiles created by HMRC for individuals and businesses, pre-populated with the income and tax details they already hold, that can be updated online, quarterly digital reporting and Tax payment alternatives. HMRC has begun using real-time PAYE data to change tax codes during the year to reduce under and overpayments. They want to make this rule for filing and paying individual income taxes as well. Pay as you go tax payments will be an option for businesses, freelancers, and landlords.

In a nutshell, there are numerous advantages for both individuals and businesses that result from the widespread adoption of Making Tax Digital (MTD). The key advantages of applying MTD for all tax types are that the accuracy is enhanced since MTD reduces or eliminates the need for manual data entry. So, both corporations and individuals can have faith in the precision of their tax returns. Making tax also improves productivity since it standardizes the tax preparation process. It takes less time and effort to file taxes now that you can keep track of transactions and submit your returns online thanks to digital records. Making Tax Digital has the potential to increase taxpayers' adherence to the law. Businesses and individuals can more readily monitor their finances and correct any anomalies with the use of digital records. Another advantage is that MTD improves transparency of tax information, helping both individuals and businesses better understand their tax liability. Companies that have access to financial data in real time are better able to make strategic decisions and plan for the future. Cost savings can be realized with the implementation of MTD due to the reduction or elimination of administrative tasks such as data entry and paper filing. In addition to saving money on paper and postage, this also means fewer people need to be hired to handle your tax paperwork. To put it another way, MTD can improve customer service by facilitating communication between taxpayers and tax authorities. Tax authorities can provide better service to taxpayers and quicker responses to questions if they have access to tax data in real time. With digital records, it is simpler to evaluate tax data and spot trends and patterns. As a result, tax authorities may gain a deeper comprehension of taxpayer habits and identify possible hotspots for noncompliance. Savings on tax administration costs: MTD can have a major impact in this area by doing away with the requirement for paper filing and human data entry. This includes savings on paper and postage, as well as time and manpower saved while filing taxes. The potential exists for MTD's widespread adoption across all tax kinds to boost the tax system's effectiveness, precision, and compliance, while simultaneously cutting costs and boosting customer service.















Difficulties in Making Tax Digital

The difficulties when implementing Making Tax Digital across all tax types are business investments in new software and technology to retain digital records of tax transactions are a necessary cost of compliance if MTD is to be implemented for all tax types. Small firms may find this more difficult because they lack the resources to upgrade their technology. It also may be difficult to implement MTD for all tax types because different tax types have distinct needs and laws. The tax system, including rules, forms, and reporting requirements, would need to be overhauled significantly to accommodate this. The adoption of digital records raises concerns about data security since it would require firms to store sensitive financial information in the cloud. Security measures must be in place to secure commercial enterprises' data during the rollout of MTD for all tax types. Companies also would need to be educated and trained on the new digital systems and software, and they would need to be provided with continuing support to make sure they can meet the new tax standards. Furthermore, companies and people might be reluctant to change, which can make it difficult for them to adopt the new digital systems and procedures. This may cause tax filing delays or inaccuracies, which may result in financial penalties. The tax structure and business investment would need to change drastically for MTD to be implemented for all tax kinds. There are obstacles that must be overcome before MTD can be properly adopted, despite the fact that it has the potential to streamline tax reporting and boost productivity.













Summary of Impact
Exchequer impact
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These numbers, titled "Future of Making Tax Digital" in Table 2.2 of the Budget 2021, account for the April 2022 rollout of MTD for VAT to taxpayers with a turnover between £0 and the VAT threshold, as well as the April 2023 rollout of MTD for Income Tax to businesses and landlords with income above £10,000. The Office of Budget Responsibility has validated these numbers for the Spring 2021 Budget. The accompanying policy costings document to Expenditure Review 2020 provides further information.
Due to the delayed implementation, a different Exchequer impact will result from this measure. The Office of Budget Responsibility will review and update these effects, and they will be presented at the next fiscal event.

Economic impact
No major effects on the economy are anticipated from this policy change. This view has been confirmed by the Office for Budget Responsibility (OBR) 

Equalities impacts

If a company cannot make the transition to digital, it will not be penalized by the government. With the mandated use of digital record keeping and MTD-compatible software to deliver HMRC updates and returns digitally, MTD is meant to aid businesses in getting their tax affairs in order. HMRC's commitment to customer service is seen in its ongoing collaboration with the MTD Accessibility Working Group and the Additional Needs Working Group.
Companies that are exempt from other necessary digital channels with HMRC will also be free from MTD regulations. To avoid having to comply with MTD regulations, businesses that are not excluded from doing digital business with HMRC may apply for an MTD exemption. Similar to the VAT online filing exemption, there are exemptions under MTD. Since MTD's launch in April 2019, exemptions for VAT enterprises with taxable turnover above the VAT threshold have been functioning smoothly.
HMRC will keep working to ensure that digitally excluded taxpayers have access to clear guidance and information about the exemption procedure. Taxpayers who would rather not comply with MTD can do so by submitting a request in writing or over the phone.
HMRC is collaborating with developers to increase the number of accessible software solutions for people with cognitive, motor, visual, and auditory impairments so that as many people as possible can use them to meet MTD requirements. There shouldn't be any more expenses involved in meeting a person's accessibility needs due to the MTD standards if they already comply with requirements to provide material electronically and utilize assistive technology.
Anyone making the transition to digital, especially those with special needs, can rely on HMRC's customer service model, which entails the following: agents, third-party software support, phone help, web chat, and HMRC's Additional Support service are all part of this multi-pronged strategy. Recorded webinars, YouTube videos, and E-learning courses can all be accessed online. Content from GOV.UK, such as Help pages; links to relevant information, guides, and local or third-party providers of digital skills courses; or support already given by external sources.
To help as many taxpayers as possible transition to digital services, HMRC will keep working across numerous media. No additional consequences on other groups with shared protected characteristics have been detected by HMRC.


Conclusion 

With a multi-year plan to modernize its processes and a sizable real-time data collecting infrastructure, the United Kingdom has positioned itself as one of the world's most digitalized tax administrations. This helps with analytics for finding tax fraud and mistakes.
The business owners who employ accountants have complete confidence in Making Tax Digital. It is advised that the Tax Marker Compliance Model (TMCM) be used to gauge taxpayers' levels of assurance regarding the third phase of the tax digitization initiative and corporation taxes. Regulations should also be used to impose The Standard Cost Model (SCM), a method for calculating the administrative costs for businesses. The administrative burden associated with Making Tax Digital will fall on both businesses and individuals. It is recommended that combining SCM and TMCM will also provide information about the financial costs and levels of confidence with regard to enacting tax legislation that will have a dual impact on businesses.
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