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Making Tax Digital (MTD) is an initiative of the UK Government aimed at modernising the tax system and making it highly efficient, easier, and effective for taxpayers to adhere to their tax obligations. The government intends to roll out the program for all tax types by 2023. Since its introduction in 2019 for Value Added Tax (VAT) registered businesses, the program has expanded to include other taxes, with the planning of government to roll out the program for all tax types (Sadiq, 2020). This report seeks to evaluate the challenges and benefits of MTD as the government implements its plan to transition the whole tax system to digital platforms.
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MTD is a program intended at making tax administration simpler and more efficient for businesses and individuals. It requires individuals and businesses to maintain digital records and submit digital tax returns, utilising HMRC approved software. The program was first introduced in 2019 for VAT registered businesses, requiring them to maintain digital records and submit returns of VAT utilising approved software. Since then, the government has increasingly expanded the program to encompass other taxes (Sadiq, 2021). The main objective of MTD is to make tax compliance easier for individuals and businesses. By introducing online submissions and digital record-keeping, the program intends to decrease the administrative burden of tax compliance, freeing up resources and time for taxpayers to emphasis on their main activities of business. The program is likewise designed to enhance the tax accuracy reporting by decreasing the risk of inconsistencies and errors (Mohammed, 2022).  Another key objective of MTD is to decrease the tax gap that is the difference between the amount of tax, which ought to be collected and the amount, which is actually collected. By enhancing the tax reporting’s accuracy and making it easier for HMRC to identify the non-compliance, the program intends to increase tax revenues and reduce the tax gap (Bunn, Asen, and Enache, 2020).
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MTD has several benefits for taxpayers, including:
Improved accuracy: Digital records decrease the risk of inaccuracies and errors, reducing the need for corrections and making the tax system highly accurate. Digital submissions and records can enhance accuracy in the tax system in many ways (Taylor, 2018).  First, they decrease the risk of inaccuracies and errors in tax submissions. Manual record-keeping can be prone to errors, and mistakes may have considerable implications for taxpayers, which includes interest charges and penalties (Jones, 2021). Digital records decrease the risk of errors by automating of record-keeping process, making sure that data is entered consistently and accurately (Mohammed, 2022).  Second, digital submissions and records decrease the need for amendments and corrections. Paper-based records may be difficult to update and manage, and mistakes can be hard to rectify. Digital records, conversely, can be updated quickly and easily, decreasing the need for corrections and reducing the risk of errors and inaccuracies. Third, digital records and submissions enhance transparency in the tax system (Mason and Parada, 2020).  Digital records give an accurate and clear view of financial position of taxpayer, enabling them to comprehend their tax obligations more clearly. This may help reduce the risk of disputes and misunderstandings between tax authorities and taxpayers and promote greater confidence and trust in the tax system (Sawyer and James, 2019).
Efficiency: Digital submissions decrease the cost and time associated with paper-based processing and returns, enabling HMRC to handle tax affairs highly efficiently. Digital submissions likewise provide greater flexibility for taxpayers, permitting them to submit tax returns and make payments at any time, from location (Osaloni et al. 2022). This may assist to decrease delays and enhance the speed of tax processing, enhancing efficiency in the tax system. The MTD program likewise includes the use of software to automate many aspects of tax record-keeping and submissions (Haines, 2018). This may assist to reduce the effort and time needed for manual data entry, freeing up resources for other activities and allowing taxpayers to emphasis on their main business operations. The use of software can likewise help to reduce inaccuracies or errors, enhancing the tax system’s overall efficiency. Furthermore, digital submissions can allow more effective communication between HMRC and taxpayers (Olbert and Spengel, 2019). Digital records provide an accurate and clear view of a taxpayer's financial position, permitting them to understand their tax obligations more clearly. 
Reducing the tax gap: The tax gap is the difference between the tax HMRC should collect and what is actually collected. MTD intends to decrease the tax gap by making tax administration more effective and efficient. The tax gap is the difference between the amount of tax that HM Revenue and Customs (HMRC) ought to collect and what is actually collected (Popa et al. 2021). It is a measure of tax non-compliance and includes losses because of errors, avoidance, and evasion. The UK's tax gap is estimated to be around £31 billion, representing a significant loss of revenue for the government (Olbert and Spengel, 2019).  The use of software can likewise help to automate several aspects of tax record-keeping and submissions, reducing freeing up resources and the risk of errors for other activities.
Enhanced compliance: The program has been designed to decrease tax evasion and non-compliance by making it easier for HMRC to recognise non-compliance. Digital records provide a transparent and clear view of a financial position of taxpayer, making it easier for HMRC to identify areas of potential non-compliance (Simanullang and Nata, n.d). In addition, digital submissions reduce the risk of errors and inaccuracies in tax returns, making it easier for HMRC to identify cases of accidental or deliberate non-compliance. The use of software can also help to identify patterns of non-compliance and enable HMRC to target enforcement action more effectively (Fan and Liu, 2020). The MTD program also includes measures to improve tax compliance and enforcement. These measures include increased penalties for non-compliance, improved taxpayer guidance and education, and increased resources for enforcement of tax.
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One of the most significant cases related to MTD is the Upper Tribunal decision in the case of [Tooth v HMRC (2019)]. In this case, the Upper Tribunal considered the validity of the penalties imposed by HMRC for the late submission of MTD VAT returns. The taxpayer argued that the penalties were not valid because HMRC had failed to issue a valid notice requiring the submission of VAT returns of MTD (Wilson et al. 2020). The Upper Tribunal rejected the argument of taxpayer and held that the penalties were valid. The Tribunal found that the notice issued by HMRC did require the submission of VAT returns of MTD and that the taxpayer had failed to adhere to this requirement (Fan and Liu, 2020).
Another case related to MTD is the First-tier Tribunal decision in the case of [Khan v HMRC (2019)]. In this case, the taxpayer argued that he had a reasonable excuse for the late submission of his MTD VAT returns. The taxpayer claimed that he had not been able to submit the returns because of a technical issue with his software. The First-tier Tribunal rejected the argument of taxpayer and held that he did not have a reasonable excuse for the late submission of his MTD VAT returns (Olbert and Spengel, 2019).  The Tribunal found that the taxpayer had not taken reasonable steps to prevent the technical issue with his software and that he had failed to take apt action to resolve issue.
The legislation of MTD requires businesses with a turnover beyond the VAT threshold to maintain digital records and submit their VAT returns utilising compatible software. The regulations likewise require businesses to utilise digital links to transfer information between software programs, making sure that there is a seamless flow of information all over the VAT return process (Rukundo, 2020). The MTD legislation likewise requires businesses to maintain digital records for corporation tax and income tax purposes, although the implementation of these requirements has been delayed until April 2023 (Mason and Parada, 2020).  In addition to the legislation, HMRC has issued guidance to help businesses comply with the requirements of Making Tax Digital. The guidance sets out the technical specifications for digital links and compatible software and provides information on how to maintain digital records and submit VAT returns using MTD-compatible software (Olbert and Spengel, 2019).  The MTD legislation also includes provisions for penalties for non-compliance. Businesses, which fail to adhere to the requirements of MTD may be subject to penalties, even though HMRC has specified that it will adopt a soft landing approach amid the initial implementation period.
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Making Tax Digital for VAT
MTD for VAT was the first phase of the MTD program, introduced in April 2019. This requires businesses with a turnover beyond the VAT threshold to maintain digital VAT records and submit returns of VAT using MTD-compatible software. The aim of this initiative is to enhance the accuracy of VAT reporting, eliminating errors, and make the VAT system more efficient (Sadiq, 2021).
Making Tax Digital for Income Tax
Making Tax Digital for Income Tax is the second phase of the MTD program, introduced in April 2023. This requires landlords and self-employed individuals with property income or annual business above £10,000 to maintain digital records and submit quarterly updates to HMRC utilising MTD-compatible software (Al Karaawy, 2018).
Making Tax Digital for Corporation Tax
MTD for Corporation Tax is the third phase of the MTD program, introduced in 2026. This will require organisations to maintain digital records and submit their corporation tax returns utilising MTD-compatible software. The aim of this initiative is to enhance the accuracy of corporation tax reporting, reduce errors, and make the corporation tax system more efficient (Mohammed, 2022).
Making Tax Digital for Customs
Making Tax Digital for Customs is another aspect of the MTD program, which will be introduced to support the UK's customs arrangements after Brexit. The aim of this initiative is to simplify declarations of customs and make them highly efficient, by allowing businesses to submit their customs declarations digitally utilising MTD-compatible software (Sawyer and James, 2018).
Challenges of Making Tax Digital
 While MTD has several benefits, there are also some challenges that taxpayers and HMRC will need to overcome, including:
Costs: The transition to digital tax administration will require considerable investment in training for businesses and individuals and software. The cost of this software varies based on the vendor and the functionality required, and can range from a few hundred pounds to numerous thousand pounds (Rafique, 2021). Along with the cost of software, individuals and businesses will likewise need to invest in training to make sure they can use the software effectively. This may require time away from work, and extra costs for travel expenses and training fees. Moreover, small businesses may find it specifically challenging to transition to digital tax administration because of the lack of expertise and resources required to implement the required changes (Sawyer and James, 2018). The cost of compliance for small businesses is particularly high, and could have a disproportionate impact on their profitability.
Complexity: Digital tax administration is more complex than paper-based returns, and taxpayers will need to ensure that they have the necessary skills and knowledge to comply with their tax obligations. This includes understanding how to use MTD-compatible software, and ensuring that their digital records meet the necessary standards (Wiseman, 2019). In addition, the introduction of MTD has also led to changes in the tax rules, with new regulations and requirements being introduced to support digital tax administration. This has increased the complexity of the tax system, with taxpayers needing to understand and adhere to new regulations and rules (Haines, 2018). Moreover, the introduction of MTD has likewise resulted in changes in the tax reporting deadlines, with businesses required to submit their returns more frequently than before. This has increased the administrative burden on taxpayers, and may result in additional resource and costs requirements.
Security: Digital submissions and records can be vulnerable to cyber-attacks, and taxpayers will need to make sure that they have appropriate security measures in place to protect their data. This includes implementing strong passwords, utilising up-to-date anti-virus software, and regularly backing up data. Moreover, MTD needs businesses to submit their tax returns electronically that means sensitive financial information will be transmitted over internet (Skoumpopoulou and Crisp, 2021). This creates the risk of unauthorised access and interception to sensitive information, potentially resulting in identity theft or fraud (Haines, 2018). Furthermore, there is also the risk of data breaches that may occur due to human error or technical failures. This could lead to sensitive information being lost or stolen, with potentially serious consequences for individuals and businesses (Gransby, 2018).
Reliability: Digital systems may be prone to errors, and taxpayers will need to make sure that their submissions and digital records are reliable and accurate. This requires individuals and businesses to maintain accurate records and to make sure that they have the required knowledge and skills to use digital tax software effectively (Haines, 2018). Moreover, technical errors or failure of software can likewise result in errors in tax returns that could lead to penalties or other consequences for individuals and businesses. Software updates and changes to the tax code can also result in errors or discrepancies, which can create uncertainty and confusion for taxpayers. To mitigate the risk of reliability issues, taxpayers will need to ensure that they are utilising up-to-date and reliable software, and that they are monitoring their records and submissions for discrepancies or errors on regular basis (Rukundo, 2022). Moreover, taxpayers will need to have suitable contingency plans in place to deal with any technical errors or failures of software.
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It is concluded that MTD is an ambitious program aimed at modernising the tax system of the UK and making it more effective and efficient. The program has many benefits for taxpayers, including improved accuracy, compliance, and efficient. However, there are also several challenges associated with the program, including cost, cybersecurity, compliance, technology barriers, and system compatibility. To make sure the success of the program, government and businesses need to work together to overcome these challenges and embrace the benefits of digital tax administration. Ultimately, the MTD’s success will based on the ability of businesses to adapt to the new digital systems and the ability of government to provide guidance and support throughout the process of transition.
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