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HM Revenue & Customs (HMRC) revolutionary changes to the tax system are coming soon. But 
what does Making Tax Digital (MTD) mean for businesses?

HMRC is rolling out Digital Tax Accounts and with that, 
digital record keeping for businesses and landlords. The 
self-employed, companies and some individuals will 
need to submit details of income and expenditure on a 
quarterly basis plus a final year-end update. 

New businesses will need to make a first return within 
four months of start up.

MTD is intended to improve the accuracy of business 
records and minimise errors through the use of new 
technology. 

At present, there are no plans to change the tax payment 
dates although a voluntary ‘pay as you go’ system will be 
introduced. 

In due course, the annual tax return will be abolished. 

MTD will affect all businesses, including landlords; very 
few will be exempt. The main exemption will be for rental 
businesses and the self-employed with turnover below 
£10,000.

Some businesses may apply for an exemption on the 
grounds of insufficient internet infrastructure (however, 
HMRC expects this to be minimal), religion or medical 
conditions (these will be checked rather than accepted at 
face value).

Charities and community amateur sports clubs will also 
be exempt, but can voluntarily comply.

MTD will apply for most unincorporated businesses for 
income tax and National Insurance from April 2018.  
There will be a one year delay for small businesses (the 
threshold is still to be agreed).

MTD will apply from April 2019 for VAT and from April 
2020 for corporation tax.

Example
If a partnership produces its accounts up to 31 July, the 
first period for which an MTD update will be required, 
will run from 1 August to 31 October 2018. The quarterly 
update will have to be made to HMRC by 30 November 
2018.

Businesses will have to provide details of their income 
and expenditure on a quarterly basis, with a month to do 
this from the end of each quarter. In addition, businesses 
will have nine months after the year-end to complete any 
necessary tax adjustments and confirm the provisional 
quarterly amounts.  Both the quarterly updates and the 
year-end adjustments will be compulsory, and there 
will be penalties for non compliance. A new points-
based penalty system is proposed across income tax, 
corporation tax and VAT.

HMRC will not provide software; businesses will need to 
buy their own MTD compatible software. It is expected 
that free software will be available to the smallest 
businesses only. 

In due course, businesses will find their records 
pre-populated with third-party data, such as payroll 
information and bank or building society interest. 
Contractors’ CIS returns will automatically update sub-
contractors’ digital records. 

Partnerships may need to allocate profits to partners on 
a quarterly basis. www.chiene.co.uk



What are the practical 
implications?
Income such as bank and building society interest will be 
provided by third parties. However, any dispute regarding 
the figures reported needs to be taken up directly with the 
third party and not with HMRC.  

MTD should simplify and streamline many reporting 
aspects. However, virtually all businesses will need to 
purchase new accounting software, which is compatible 
with HMRC’s systems. On the plus side, there is potential 
for information to be updated from computers, tablets 
and smart phone apps with invoices being scanned in.  
HMRC has specifically said that spreadsheets are not 
classed as ‘digital’ for this purpose. 

The basis on which accounts are prepared could 
change as more businesses will be able to adopt 
‘cash accounting’. There is likely to be a change to 
the tax legislation to accommodate this, including new 
rules for capital and revenue expenses and interest 
restrictions. Tax reliefs could be affected therefore 
careful consideration is required before any changes are 
implemented. 

A ‘cash accounting’ regime is proposed for landlords 
irrespective of turnover which will help with bad debts, but 
again, some current tax reliefs may be affected.  

Although the software will be designed to include 
various ‘prompts and nudges’ with features to calculate 
allowances and reliefs, Chiene + Tait advise that all 
updates are reviewed by qualified advisers to ensure that 
businesses claim all the reliefs to which they are entitled. 

Tax can be paid on a voluntary ‘pay as you go’ basis. 
Consider the impact this will have on cashflow and how 
quickly any subsequent repayment can be obtained from 
HMRC, should significant assets be purchased or profits 
deteriorate during the year. 

Reporting will be more frequent than at present and 
therefore businesses, along with their advisers, need to 
manage the introduction of MTD. 

What can you do now to 
prepare?
As a first step, consider how your own business will be 
affected and the impact this will have on your resources. 
If you need help, we are happy to work with you.

You will also have to decide whether to input the 
information yourself or to assign the responsibility to your 
adviser. 

You may need to change your accounting records and 
software packages. Chiene + Tait can work with you to 
decide which software is most suitable for your business.  

Training may be needed for staff. Chiene + Tait can 
provide this.  

If your tax and accounting affairs are in arrears, bring 
these up to date as soon as possible. 

What are the costs and benefits?
Some costs, such as the MTD compliant software, will be 
clearly identifiable. Some advisers may charge additional 
fees to cover the cost of increased compliance.

Other costs will not be easy to quantify, for example 
in-house administration. Businesses making their own 
submissions may also feel discouraged from claiming 
certain tax reliefs, even if they are eligible.

On the other hand, businesses may find that their 
financial position is up-to-date, which will assist with 
future planning and budgeting.  

What’s next?

MTD is a developing initiative by HMRC. Publication of draft 
legislation is delayed until January 2017 to allow time to 
consider a large number of responses to the consultation 
documents issued in August 2016. We will update you as 
matters progress.

In the meantime, for more information and help get in touch with 
your regular Chiene + Tait contact, or call 0131 558 5800 or 
email mail@chiene.co.uk.


