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Executive summary
This report provides an in-depth analysis of Making Tax Digital for all tax types and its implementation across the United Kingdom. It outlines the key components of Making Tax Digital, including the critical dates and milestones in its rollout, and offers a comprehensive overview of the digital transformation of the tax system. The report also examines the benefits and challenges of Making Tax Digital for businesses, providing insight into how these may evolve in the future. By the end of this report, readers will gain a clear understanding of the implications of Making Tax Digital for businesses and the broader tax landscape.


Introduction
Making Tax Digital otherwise abbreviated to MTD is a UK government movement to modernise and digitalise the tax system. Doran (2024) explains that the launch in 2015 as an effort to streamline the tax administration to create a more efficient, transparent and accessible tax system. Moreover, the aim of Making Tax Digital is to reduce the tax gap, improve competitiveness and to foster economic growth through aligning with the digital age of business and people in the twenty first century. Additionally, Doran suggest the change of Making Tax digital overtime with key changes like having more detailed declaration of taxes with the constant aim to ensure the UK’s tax system is more efficient and accurate. GOV.UK, 2022 would agree with Doran's explanation of Making Tax Digital, emphasising the design to modernise tax through digital records and compatible software. In more depth it is explained how Making Tax Digital began with VAT where VAT-registered business could file tax returns digitally. With the start of this in April 2019 for businesses with a taxable turnover above the VAT threshold and further expanded in April of 2022 to include businesses below that threshold. Following the government's movement of Making Tax Digital the program included ongoing research to evaluate efficiency of reducing the tax gap.






History and Development
Making Tax Digital was announced in 2015 by the Chancellor George Osborne with the goal of removing the tax system and replacing it with a simpler digitalised version. Doran (2018) also explains the history of Making Tax Digital with projects starting in 2015-2016 to gather feedback and perfect the systems. With adjustments made in 2017 proceeded to the start of Making Tax Digital with VAT added in April of 2019. Dolan further explains that the goal is to reduce tax errors especially from small businesses to allow for a more accurate tax system across the UK.

The House of Commons (2023) elaborates the process of Making Tax Digital by the HMRC including the progression and aims to improve tax efficiency, revenue collection and customer service through the digital transformation. In 2015, the announcement of Making Tax Digital (MTD) set a target for full implementation by 2020. The program initially focused on VAT, Income Tax Self-Assessment, and Corporation Tax, which together generated £260 billion in revenue during 2021-2022. The goal of MTD is to reduce errors in the UK tax system, addressing the estimated £9 billion loss from avoidable mistakes. As a result, HMRC's investment in MTD, initially £640 million, is now expected to rise to £1.3 billion by 2027/28. At a later date of 2019 VAT for larger businesses was adopted and then adopted for smaller businesses in 2022, with the Self-Assessment delayed from 2018 to 2026 due to thew complexity of the program. Furthermore, the House of Commons address the delays for the Self-Assessment because of the scale of complexity of the transition but also from the events of Brexit and the COVID-19 pandemic making it difficult to put enough time and effort into the program. Another reason for the delays was the failure to account for migrating data which took 15 months longer than planned. However, the HMRC acknowledged the delays from a mistake of their own by not conducting sufficient testing before announcing the program. In response, HMRC has been redesigning programs, identifying additional requirements, and making a conscious effort to replanning the timescale for Making Tax Digital, with the goal of accelerating its implementation.

Making Tax Digital will also affect income tax with HM Revenue & Customs (2021) emphasising how this will affect traders and landlords with a gross income over £30,000 from self-employment and property. The requirements for this would be to keep digital records with quarterly updates sent to the HMRC and confirming accuracy of the income data at the end of the year. Additionally, a new penalty regime from April 2026 will be expected with a point-based system for late submissions to annually or quarterly reports with late payment penalties made. Those being affected by this scheme will be mandatory from April 2026 for those with a gross income above £50,000 then a year later in April 2027 for those with a gross income above £30,000. Although a specific date has not yet been set, it is anticipated that sole traders and landlords with income exceeding £20,000 will eventually be required to participate in the Making Tax Digital program. As the program is still being rolled out, HMRC plans to identify those who must comply using the 2024-25 tax return. However, individuals with income below £30,000 can choose to voluntarily join the scheme at any time.

Key Components
One key component to Making Tax Digital would be the digital record keeping that secures all information to be accessed easily through one database. A notice from GOV.UK (2025) evaluates that it is a requirement for income tax, specifically for property income and profits where property income and profits from a jointly owned property are chargeable to income tax (under part 3 of ITTOIA 2005) would create one digital record for each category of property income received during quarterly update periods. Similarly for property expenses a person would be expected to create a digital record of their expenses during the tax year. Additionally, this is required that each person make it separate for only their share of income and expenses from the property income. The notice also explains that for self-employment or property below the VAT registration threshold they can simplify their record keeping digitally by categorising into income or expenses. This allows for a clear report and data to be grouped for analysing later in a more efficient way. The notice also addresses record-keeping for retail sales. To simplify the process, digital records must capture all payments as they are received, including cash, cheque, or credit. This ensures that the data is easily traceable, allowing for clear identification of in-person transactions. Additionally, it is required that the full amount of credit received is recorded.
 
HM Revenue & Customs (2019) outlines the compatible software available for digital tax. As part of their initiative is to increase efficiency is tax records understanding the software can increase productivity due to its automatic updates and simplified versions on record keeping. Below is a table of HMRC compliance software that can be used for Making Tax Digital:
	Web Based
	Application Based
	Web & Application Based

	Absolute Excel Income Tax Filer
	Digita Personal Tax — Thomson Reuters
	123 Sheets Ltd

	APARI
	IRIS Accountancy Suite
	Hammock for landlords

	Capium Limited — MTD for IT
	self assessment direct
	

	Clear Books
	
	

	Dext
	
	

	FreeAgent
	
	

	Intuit QuickBooks Online
	
	

	IRIS Elements Cashbook
	
	

	IRIS Kashflow
	
	

	Sage Accounting
	
	

	SE_reports
	
	

	TaxNav
	
	

	untied

	
	

	Xero MTD for IT

	
	



Therefore, through easy access to Making Tax Digital compatible software this allows for a significant shift in how businesses and individuals can manage their tax obligations. These tools allow for users to streamline their tax process ensuring greater accuracy and efficiency while maintaining HMRC requirements. Whether it is used for VAT, Income Tax or Self-Assessment Tax returned these software solutions cater from record keeping to bridging solution while also having the versatility of a web based (access through the interest) or application based (installed to hardware) software.
 
Another key point to Making Tax Digital is the submission of returns such as e-invoicing to help reduce errors easing burdens and supporting business growth. Moreover, Hesami, H. Jenkins and G. Jenkins (2024) discuss the trend of digital technology being crucial to business competitivity and growth. Furthermore, the idea of a prepopulated tax return expands the goal of automating and simplifying tax filings from transitioning real-time data into digital records reducing manual input and need for amendments. Therefore, the shift to the digital system is a key component to reducing errors in tax returns.


Benefits of Making Tax Digital
Many speculate whether Making Tax Digital is worth the cost and time taken to make changes to the tax industry. Some would argue that it is a must as it provides benefits such as efficiency and improved compliance withing tax. Similarly, the yellow tax book (2024) suggests that it is a better use of information on how customers would not need to provide information that the HMRC already has to reduce time and increase efficiency. Again, they would argue that Making Tax Digital provides better analytics of the data as they use real time information keeping businesses up to date on balances minimising errors. Through digital interaction the yellow tax book explains the convenience of interacting with the HMRC for queries or advice allowing for easy communication and less mistakes in the process. To further these points Fairbairn (2019) would agree that there are many benefits to Making Tax Digital, one being the improved compliance. The implementations have improved compliance by requiring VAT registered businesses to maintain digital records in compatible formats, allowing for easy data transfers between programs. With the changes the HMRC has introduced a period for the first year to ease the transition, meaning businesses can comply gradually. This gradual approach has helped increase compliance, furthering the goals of closing the tax gap and advancing the process of Making Tax Digital. Compliance has been monitored by the HMRC with HM Revenue and Customs (2019) measuring the businesses awareness and understanding of Making Tax Digital. Figures show that nine in ten businesses have switched to digital record keeping for VAT systems. This demonstrates that compliance has been met and that the HMRC are ensuring the correct use of Making Tax digital programs ensuring efficiency and compliance with the changes.

Another benefit Making Tax digital has is that it improves accuracy and minimises errors through its digital record keeping systems (Team Nomi, 2024). It is explained that this decreases the likelihood of errors commonly associated with the manual process of tax keeping. As these systems can automatically perform calculations thus reduces the amount of errors and provides precise tax filings.  Moreover, it is seen that Making Tax digital will improve financial management (Tax mate, 2024). With its constantly updating records this allows for businesses to better manage their cash flows. Having all the data available with give the opportunity to budget their payments and create a better financial strategy plan for the year. In agreement with this some would explain that Making Tax Digital improves cash flow through its in-time view of finances (GOV.UK, 2024). It is also spoken how the software features and helpful prompts with increase efficiency that later allows business more time to grow. Besides, the system gives you an in-year estimate of your tax liabilities, helping you better understand and manage your cash flow. Lastly it is seen that Making Tax Digital has environmental benefits such as, going paperless co insides with eco-friendly practices (Taxually, 2025). Therefore, Making Tax digital has helped reduce paper usage having a positive impact on the environment.



Challenges and concerns of Making Tax Digital
Although there are many benefits to Making Tax Digital some would argue that the challenges and concerns outweigh the positives, and that the new implementation should have been planned more before its use. With it being a new process there is time it takes to adapt making many businesses that are yet to be skilled at digital usage spend more time and money teaching/ learning on how to use the new digital accounting software (Voneshen, 2025). To further this point Fairbairn (2019) would agree that the lack of being prepared had an impact of the implementation with only 8% of small firms confirming they were “very prepared” for the change. With this around 120,000 missed the first quarterly filing showing that there could have been more explanation and teaching of Making Tax Digital before its release.

Again, many would suggest that the cost of implementing the Making Tax Digital is extreme and the money could have been prioritised better. With the rush of its implementation Watkins (2025) refers to how the HMRDC spent £785 million on running the digital scheme in 2023-34 with a rising cost of 18% increase over the last four years. Additionally, a cost of £482 million was spent on its development and upgrading the systems which is a substantial cost that could have been avoided or lowered if there was more research done before its release. To summarise, Watkins explains the inefficiency and potential mismanagement of resources, with the significant increase suggesting that HMRC is facing difficulties streamlining the new scheme, leading to higher taxpayer costs. Furthermore, this could indicate that the new system is not yet fully effective.

Another concern form many is the data risk from having tax digitised. As the financial data is sensitive having protection is a must when all the data is online with concerns of unauthorised access. With Salecka (2023) discussing the challenges of data privacy becoming a risk as EU countries adopt the e-invoicing with more information being forwarded to tax authorities, the risk of abusing data privacy grows. To further the digital challenges, with its expected technical glitches as stated by Sadiq (2021) which would suggest that implementing might not run as smoothly as hoped and would take more time to solve the glitches. Also, having conflicting provisions suggest that the system might have inconsistencies that could create even more confusion to people adapting.

Another account to keep in mind is how Making Tax Digital will affect small businesses. Case (2023) recognises the concerns by addressing the limited technology small business might have and therefore the cost is larger as they would have to invest in new technology and pay for staff training on the software which could not be a feasible expense in the case of smaller businesses. The Economic Affairs Committee (2018) also recognise the concerns of Making Tax Digital for small businesses outlining how small businesses are likely to be affected by the costs and benefits however, they might not have clear insights to the true financial and operation impact of the scheme. Another concern listed is that the HMRC focus is on the customer experience over the effect on tax revenue that leads to burdens on small businesses such as additional costs or administrative complexities. However, the HMRC has stated that it is expected to give additional support for small business on Making Tax Digital without an extra charge.






Closing remarks
The report demonstrates the new approach to taxation with a digitised outlook on creating taxing systems. It is seen that many benefits are to be had like the increased efficiency and accurate data but also with its challenges such as data privacy and implementation. As noted by the AbraTax Team (2025), much remains undiscovered about Making Tax Digital, given that it is still a relatively new scheme. In conclusion, it is undeniable that Making Tax Digital is fundamentally transforming the landscape of taxation.
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