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Introduction 

Tax is a vital part of life; it is often said that they are the only certain thing in life along with death. Tax plays a major role in society and government and the tax we pay often gets pumped back into society to improve all quality of life. Business and individuals all pay tax. 

With the increased use of technology throughout society there is a great effort from government to make the annual tax payments and assessments be done through digital means. In 2015 the British government pumped £1.3bn into HMRC in an effort to become more digitally advanced. This report will outline the benefits and determents that this may have. There is an increase in companies creating applications and websites that they claim make digital tax inputs easier than ever. A major driving factor for most of these companies is making their tax return simple and quick.  The opinion of making tax digital may vary from individual taxpayers right through to major corporations. This report will look to gather the opinions of the entire spectrum and how digital taxation is/will affect their business. They all have one overriding and collective aim and that is to save money on their tax bill, whether that is achievable through the means of switching to digital tax is something this report will thrive to answer. This Report will also look into how HMRC is coping with and implementing these changes. 


























Why digital tax was brought in 

“Making tax digital is a key part of the government’s plans to make it easier for individuals and business to get their tax right and keep on top of their affairs.” Gov.uk(2019)

HMRC currently predicts that through genuine errors there is a £9 billion a year cost. The making tax digital initiative was brought in by the government in 2015. It is believed that the accuracy and speed of technology of our time would significantly reduce errors causing this major tax gap. Its main aim is to eventually implement a complete digital process in every aspect of tax, with zero manual intervention. The ‘digital journey’ will require many small businesses who currently operate with a manually inputted spreadsheet basis to track sales/finances for tax purposes to eventually operate a software system that will automatically do this and transmit this information directly to HMRC over the internet. The governments initial plan seemed to be very aggressive and the plans seemed to be moving quickly. It quickly became apparent that the timescale was not realistic and small businesses/sole traders would struggle to make the transition in the timeframe. So, the government extended timelines to align with this and claimed to be heavily focused on supporting businesses and individuals to make this transition.



























How Making tax digital works 

There are currently no applications being provided by the government in order to make the transition to digital tax easier. Phase 1 of Making Tax Digital is VAT Returns becoming digital, As of April 2019, it became compulsory for companies/sole traders and landlords with a taxable turnover of over £85,000 to submit their VAT return digitally. Unless special exemptions are granted. Due to a lot of companies using excel spreadsheets to track these kind of things HMRC are allowing a third party add on to this software to allow easier implementation of the digital VAT return. However, this software has to be approved by HMRC and only these addons are allowed to be used in support of the digital VAT return as the software you use has to be capable of filing VAT return as well as storing the data digitally. Something known as an API (Application Programme Interface) outlines the protocols that software must meet in order for them to be approved by the government. If you are a business under the £85,000 threshold then you can sign up voluntarily to digital VAT and HMRC encourages small businesses to do so. There are many pages on the gov websites that aim to help businesses struggling with the transition, such as eligible applications for making tax digital. 




Tech savvy accountancy firms should benefit greatly from the making tax digital initiative. There will be countless businesses and individuals who will be unable to understand and grasp what is now the norm. The accountancy firms will have to adapt and make this process as simple as possible for their clients. They may gain many more clients who have previously filed their own taxes but are unable to when the making tax digital movement is fully implemented. 

Many things have stayed the same following the switch over to making tax digital for VAT reports. The frequency of a VAT return, payment deadlines and the eligibility for schemes will not change. The making tax digital initiative is not aimed at changing what businesses are doing, it is aiming to change how it is being done. Invoices for VAT returns must still be kept, simply inputting the data into a spreadsheet is not acceptable. That is why there has been a massive increase in the use of software such as QuickBooks, that allows you to take photos of receipts and store these digitally. 

“HMRC has said it will apply a light touch approach in the first year of operation”. Sweet (2019) 

In order to try and ease the pressure of making this transition, HMRC has enforced a soft-landing year in order to let mistakes be made. They fully understand that the transition may be difficult for some individuals and business to make so has announced that they will be lenient. Its leniency will only apply to mistakes made using the software and storing the data required. It will not however change the issue of penalties to those who are late in paying their bills.

Benefits of making tax digital 

“The mandating of MTD for VAT for business over the VAT registration threshold is currently forecast to deliver a reduction in the tax gap caused by error and failure to take reasonable care.” HMRC(2020)
HMRC obviously sees the benefits of making tax digital as mainly bridging the gap of around £9 billion lost in genuine mistakes. They see the new system when It is bedded in being a quick and easy process with very limited mistakes. Meaning businesses and individuals will always pay the correct tax.  This should be very appealing to business; they should have no nasty surprises in the future due to no mistakes being made. businesses should always know how much tax they are going to have to pay due to the continuous monitoring. This should mean that tax payments should never have to be differed. Meaning a business knows exactly where they are financially and HMRC should see a reduced backlog of missed and differed payments of tax. 

VAT registered companies should benefit from the VAT process now being digital. There should be a lot of less cases where companies lose receipts and can’t claim a VAT refund. With it now being done digitally companies should have every penny back that they are eligible to claim for. So, it is believed that the majority should be very cooperative with this process for that reason alone. 

There should be considerably less paperwork for companies to horde and keep safe. Not only is this good for the environment but should cut out an annual dreaded sort through thousands of receipts. 

With the use of software to keep track of receipts and invoices companies could easily track their spending patterns. With making tax digital a lot of companies could take advantage of the vast software packages that could allow them to cut costs and ultimately save money. 

With tax being supposedly a lot easier and less hassles this should give companies a lot more time to focus on growing their business and spending time in the important things within the company. 

Another positive of the digital age would be that accountancy firms can now increase their work with clients through the means of the internet. No longer would firms need to have physical contact with clients in order to keep a good working relationship. When tax follows VAT in becoming 100% digital then accountancy firms would in theory be able to work with clients right across the UK without having to have any face to face contact. 
This will not only benefit accountancy firms but will also benefit the clients. Clients would now be free to shop around and find an accountant that suits their needs financially.



If a company registered in the UK and trades outside of the UK then all of these profits will be taxable in the UK. The use of digital tax systems could be extremely beneficial in these circumstances for both the company and HMRC. From HMRC’s perspective it makes it incredibly easier to track these companies and monitor if they are making the correct tax contributions. From the company’s point of view they should be able to cut many costs that would come from a paper based system. 













































Determents of Making tax digital 

“Making tax digital for business involves keeping digital records and using accounting software to complete tax returns. Eventually, keeping paper records won’t meet the requirements of tax legislations” Bromley (2020) 

The initial cost of transitioning to digital tax seems to be one of the main worries for small businesses’ and individuals. The government does not currently offer any free software in order to help these situations.

Technology is not always reliable, as we know technology does not always act the way that we want it to. Information can often be lost and stolen. There were many problems when the government made the digital VAT mandatory. Many people were unable to do this after having errors when attempting to do so. There are many cases where the HMRC helplines for making tax digital are proving to be not very helpful. HMRC have given some leniency due to these problems. HMRC allegedly issued 120,000 tv license type warnings to individuals and small business who did not meet the deadline on the digital VAT transition. This could well have been due to the lack of support and guidance that the government were providing through this transition. 

If you are required to file your VAT return digitally then you have to sign up to this. It is not automatically done. Registration has to be done online, for the older generation who are not comfortable doing this then it could be a struggle. This may force many self-employed to acquire an accountant who previously wouldn’t do so. What seems an initiative to make tax an easy and simple thing may complicate it for some. 

If a company currently uses excel to track their sales and receipts this would not be sufficient when abiding by the rules of MTD. For these company’s or individuals, if they insist on the continued use of this method would have to purchase a bridging software. This software would transfer the information inserted into the excel spreadsheet over to HMRC. However, the company/individual would still have to provide evidence of the information inserted into the spreadsheet. It seems to be a very unpractical and unrealistic approach. It does seem that more could be done to help these individuals. However, its becoming increasingly apparent that those still using these outdated methods will eventually have to rethink how they are doing things.   












Summary 

“The precise timetable may still be uncertain, but making tax digital is coming, and coming soon. Those firms that get on board now can reap the rewards on offer”. Shohet (2017)

There is no doubt that making tax digital will in the long term save a lot of time and money for both the taxpayer and HMRC. The transition however is a different story. It seems that the government needs to do a lot more to assist induvial and companies in this transition period. There needs to be plenty of time to let companies prepare for the transition and the government needs to do more in assisting those struggling with the transition. 

It is evident that certain individuals, particularly in the self-employed sector could encounter significant struggles in the transition. A lot needs to be done to support these individuals. 

With the continued agenda of creating one singular global economy it does seem inevitable that within the next decade at least that many countries will be fully functional in the digital tax field. 

With the current global situation and a lot of business being temporarily closes there is a very high possibility that making tax digital may not be compulsory until at least 2021. Giving the government sufficient time to learn from the mistakes made in the transition to making VAT reports digital and get it right this time. 
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