


EXECUTIVE SUMMARY 

This report provides an analysis and evaluation of the current developments being implemented within UK Tax. Making Tax Digital and it’s limitations, challenges and benefits for Accountants, Businesses, Individuals and Software Providers. Methods of analysis and research include online resources, journal articles and academic literature. Including comments from industry and professional bodies, including HMRC and ICAEW, to name a few. Results of data and research analysed show that the transition from paper-based tax to full digitalisation of tax is challenging. In particular, the time frame, due to being in the middle of Brexit negotiations, which may cause issues with VAT within trading. Also, Cost is a very big factor due to costs rising from the switch ranging between £280 - £1000.

To conclude it seems obvious that the process of making tax digital is not going to come with ease. But, if persisted at, it could mean the end to huge, unanticipated tax bills. Businesses will be able to forecast their expenditure and be able to plan more strategically for the future. Potential markets could be created with the new use of tax digital software’s and cyber security systems. ‘The benefits of digitization are real. Even if MTD did not exist, businesses are already on their own accord steadily moving away from paper accounting.’ (Hind, 2017)  MTD’s efforts to accelerate this change will help businesses who would otherwise stick with “the way things are” (Hind, 2017) and get them to adapt a new, foreseeable better method of accounting
MTD is coming whether prepared or not, there are many challenges ahead facing HMRC, for Individual, businesses, accountants and software providers. Though there are measures in place to help with the change, it is unclear whether the time scale is sufficient to accomplish such a huge feat.  With many tax professionals believing it is unrealistic and with Brexit looming over HMRC, it seems that time will only tell if the implementation of MTD is achievable. 
Recommendations discussed include:
 Companies must already be prepared for the transition 
 Budgetting is a must
Keep key dates in mind, in preparation for the change.  

The report also investigates the fact that the analysis conducted has limitations. Some of the limitations include:
Hard to compare and produce figures to see how the change to MTD will affect businesses, due to the figures not being available, against the size of the business, and the change to Making Tax Digital is still taking place. 
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Section 1 :    Introduction to Making Tax Digital report
The aim of this report is to delve in to the government’s plan to making tax digital. This is a change that will affect millions but will be happening as soon as April 2019, which in turn will fundamentally change the administration of the UK tax system (Icaew.com, 2018). ‘The MTD requirements for VAT will apply to any VAT registered business with a taxable turnover over the VAT registration threshold. The threshold is currently £85,000. This requirement will remain, even if they fall below the threshold at a later date. The requirement will only cease upon deregistration.’ (Gov.uk, 2017)
This report will outline the definition of ‘making tax digital’, who it affects, the benefits of making tax digital, the cost of the change and what the industries opinions are. Furthermore, the report will look into the current developments on making tax digital and the factors being implemented to make the transition easier.


Section 2:  What is MTD and who does it affect?
MTD will provide businesses with a modernised system to keep tax records and deliver information to HMRC. MTD seeks to improve communications between HMRC and taxpayers and close the UK's estimated £34 billion tax gap. (HMRC, 2017). MTD seeks to harness the accuracy and auditability of digital accounting to reduce the errors and tax fraud that contribute to the deficit. 
Financial Secretary to the Treasury & Paymaster General commented “Businesses agree that digitising the tax system is the right direction of travel. However, many have been worried about the scope and pace of reforms.” (Stride, 2017)
Businesses with a turnover above the VAT threshold (£85,000), will need to retain digital records for VAT purposes starting from 2019. Businesses will not be required to have digital records, or to quarterly update HMRC, for other taxes until 2020. For small businesses MTD will be available on a voluntary basis.
The biggest impact of VAT MTD will be felt by small businesses, which will have to record and report all taxable transactions digitally for the first time. However, the UK's flexible accounting year end dates mean, most companies could be forced into an early implementation, July 2018 for some. (International Tax Review, 2018).
A key component is guaranteeing all steps in the capture, recording and reporting of tax transactions under MTD is achieved digitally, with no manual intervention. Termed the 'digital journey'. It can be accomplished through "functional compatible software", including an HMRC Application Programming Interface (API) a tool/protocol which allows the exchange of data between software, typically over the internet (3sclae, 2018). Forcing Excel-based micro-businesses to move from spreadsheet-based recording to software packages that can adequately capture the transactions and file direct tax return data with HMRC. 
MTD has already had a profound effect on the Accounting profession. Evans & Partners, reshaped the entire practice away from low value compliance work to focus more on advisory services (Stokdyk, 2017). 
The biggest challenge of MTD for accountants will be collecting the data to submit to HMRC. Client communications will be central and good practice management tools will be essential to manage the processes (Anning, 2017). 
Individuals face a change, HMRC aim is to eradicate self-assessment, replacing the tax return with a personal tax account, individuals can update their information and manage their tax digitally. Ultimately, individuals will not be required to complete an annual tax return. (Smith, 2018) 
MTD for individuals, aims to prevent mistakes or errors being submitted by taxpayers on the return. HMRC will use third party information, so individuals will not need to provide HMRC with information it already has. The tax authority will use PAYE information to make in-year adjustments to tax codes in real-time. This will avoid over or underpaying tax at the end of the tax year. 
Section 3: The beneficial factors of making tax digital

The action of making tax digital comes with some beneficial factors for businesses. The benefit are as followed...
1. Businesses will have to submit their tax every three months, which will aid towards a more organised approach, hopefully eradicating the cramming that usually would take place at the end of the 12-month year. 

2. The computer software used will create automatic records of the cash flow into and out of the business. It will also create financial reports which can be published directly to HMRC.

3. Calculating quarterly will mean there is far less chance of any big bills accumulating. 

4. The selected software will enable businesses to keep regular tabs on the tax they owe and aid towards planning strategically to lower their bill in the future. The potential savings could aid towards new developments in the current business. 
1-4. (Xero, 2018)
Section 4: The cost of the change and potential opportunities.
The initial movement over to a digital tax formation is likely to come with some one-off transitional costs. These costs may be minuscule amounts to larger companies, but this will not be reciprocated for smaller companies. 
The transitional costs include…
1. ‘The time which will be needed to set up the new digital software, or perhaps reviewing existing software processes.’ (Gov.uk, 2018).

2. ‘Some businesses are expected to spend £330m on computers, tablets or smartphones to meet requirements to keep digital records and send quarterly updates to the tax authority, according to official estimates.’ (Houlder, 2017). This is a massive cost to any business, especially start-ups and small ones. 

3. Most business will find themselves having to spend additional funds on professional fees. These could include, additional accountants/ bookkeepers and training of existing staff. It may even be found that qualified accountants will need training in new fields with the use of different software’s.

Moving forward on the potential ‘selected software’ point. Tax digital software’s will now be more regularly seen on the market. For instance, Sage, Kashflow and QuickBooks are often seen advertising their software packages on television, YouTube and radio. All previous mentioned will now have a pool of customers looking for the best suited software. Although this will seem a fantastic phenomenon to all the software’s on the market it does not come without threat. ‘The introduction of MTD represents a new opportunity for cyber criminals to target tax payers and their agents.’ (Icaew.com, 2018). Businesses will now not only face the cost of purchasing the online software but always the cost of security protection on all devices being used. 
The new software’s used will see the rise of cloud accounting. ‘ 
Cloud accounting software is similar to traditional, on-premises, or self-install accounting software, only the accounting software is hosted on remote servers, similar to the SaaS (Software as a Service) business model. Data is sent into “the cloud,” where it is processed and returned to the user.’
The cloud growth rate was close to 50% over the past year and has nearly doubled since 2015, as seen in the graph below.
[image: ]
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Section 5: The potential challenges raised.

Some businesses will face challenges when moving over to a digital system. In scope, businesses will no longer be able to keep manual records. Compatible software will need to be used to allow connection to HMRC. (Team,2017)
Also, the intended timing of the change is foreseen to be a challenge. Making tax digital is expected to take place at the same time as the UK leaves the European Union. The uncertainty around the treatment of transactions between the United Kingdom and the European Union could arise (Team,2017). This would all be occurring within the next 18 months which is very challenging time frame.

Section 6: Current state of MTD, what has HMRC done to make the transition easier. 
Following the triggering of Article 50 in March 2017 (EPRS, 2016), undoubtedly Brexit is posing an enormous challenge for HMRC especially in relation to VAT legislation and how this will be written into UK law. MTD is not a small-scale change. According to Capium, 2018, when implemented, it will be the biggest change in the world and a change on that scale requires a suitable process in an environment that is prepared for the change. The post-Brexit feelings have been uneasy and the delays in the Financial Plan of 2016 brings about a shadow of doubt if the HMRC would be able to meet the deadline for the Digital Tax Accounts in April 2018. However, delays may not be a negative aspect, as it is possible that with time, and more provision of details about the implementation of MTD and its consequences (Seely, 2018).
There are many positives that come from MTD, according to David Gauke, MP (Gauke, 2016): 
· Bureaucratic form-filling is eradicated
· Removes risk of missed deadlines, unnecessary penalties, debts arising and errors in the system being carried forward from one year to the next
The government has listened to concerns raised by parliamentarians, businesses & professional bodies about the pace of change and is taking steps to ensure a smooth transition to a digital tax system (Stride, 2017).
HMRC are committed to supporting businesses in the transition (MTD: the story so far, 2017). HMRC has begun piloting the MTD services and will continue to do so, testing the system expansively with businesses. It started to pilot MTD for VAT by the end of 2017, preliminary with small-scale, private testing, followed by a wider, live pilot beginning in Spring 2018.Allowing a year of testing before any businesses are mandated to use the system. 
However, research has indicated that 76% of tax professionals felt that the government’s deadline of 2020 is unrealistic and unachievable, due to the lack of resources at HMRC and the time required to develop systems. The survey found that majority of Tax Professionals feel that 2025/26 would be a much more realistic timeframe, allowing businesses sufficient time to implement the correct infrastructure, test it, train staff, and allow the new process to be part of the culture. (Morris, 2017)
Section 7: Conclusion 

To conclude it seems obvious that the process of making tax digital is not going to come with ease. But, if persisted at, it could mean the end to huge, unanticipated tax bills. Businesses will be able to forecast their expenditure and be able to plan more strategically for the future. Potential markets could be created with the new use of tax digital software’s and cyber security systems. ‘The benefits of digitization are real. Even if MTD did not exist, businesses are already on their own accord steadily moving away from paper accounting.’ (Hind, 2017)  MTD’s efforts to accelerate this change will help businesses who would otherwise stick with “the way things are” (Hind, 2017) and get them to adapt a new, foreseeable better method of accounting
MTD is coming whether prepared or not, there are many challenges ahead facing HMRC, for Individual, businesses, accountants and software providers. Though there are measures in place to help with the change, it is unclear whether the time scale is sufficient to accomplish such a huge feat.  With many tax professionals believing it is unrealistic and with Brexit looming over HMRC, it seems that time will only tell if the implementation of MTD is achievable. 
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