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WHAT IS MAKING TAX DIGITAL?
You’ve probably heard of Making Tax Digital. But what is it? Put simply, Making Tax Digital is the 
name of a HMRC project. It can be shortened to MTD. And the project involves changing the way 
people and businesses do tax. 

HMRC’s desired outcome is for all tax to be done online. This means eventually, there’ll be no 
more paperwork. No more ‘dog ate my tax return.’

Why is HMRC making these changes? 

TO MAKE 
THINGS SIMPLE
Making Tax Digital has 
been introduced as part of 
HMRC’s Tax Simplification 
plan. Most people are 
online these days. And it 
aims to make it simpler 
for everyone to get their 
tax right and stay up to 
date.

TO REDUCE 
THE TAX GAP
A tax gap is the difference 
between the amount of 
tax that should be paid to 
HMRC, and the amount 
that’s actually paid. In the 
UK we have a tax gap of 
£25bn, sounds like a lot, 
right?

HMRC estimate that 
£9bn of this is because of 
people’s mistakes when 
submitting VAT returns. 
HMRC believe that people 
are being honest, but 
errors when it comes to 
entering data make all the 
difference. Making Tax 
Digital will supposedly 
make errors less likely to 
happen. 

TO BE 
THE BEST
HMRC employees 
have been on record 
saying they have the 
ambition to be the “most 
digitally advanced tax 
administrator in the 
world”. If all goes well 
with this project, the UK 
might just get there.



WHAT DOES THIS MEAN FOR MY BUSINESS? 
From April 2019, HMRC require you to send them your VAT returns online (unless you fall under 
the deferral category mentioned later on).

Remember what we said about errors in people’s VAT returns creating the £9bn tax gap? Well, 
that’s the starting point HMRC have chosen for Making Tax Digital.

Making Tax Digital will, for now, only affect you if have a taxable turnover of more than 85K – the 
current VAT threshold.

If this applies to you, you’ll need to figure out a way of sending HMRC your VAT returns. And it’s 
not as simple as sending them an email with a PDF attachment. To do it, you’ll need what’s called 
a digital link…

WHAT IS A DIGITAL LINK?
A digital link is a link between your VAT return and HMRC. It’s a way of recording things online. 
And it’s how you’ll submit your data to HMRC.

There are TWO kinds of digital link

You can choose between which one you think is right for your business. But here’s a summary and 
some advice.

API enabled software 

You can buy software to input all the data you need to. And then the link is in 
the software. You’ll hit the send button when you’ve finished. It’ll then send all the 

data to HMRC for you.

You might be using an API system that can do this already. Lots of the big accounting 
software providers have several products that can do it. If you’re not, and you’re using 
MTD as an opportunity to spruce up your old and creaky accounting systems, we 
recommend Microsoft Dynamics 365 Business Central. 

Microsoft Business Central has lots of functional tools other parts of your business 
can use too. It connects programs like Word, Excel and Outlook, and allows you to 
look at your business’s financials, forecasts and use data to make decisions. It also 
uses a payment model to scale with your business. 

*If you’re one of our Microsoft Dynamics 365 Business Central clients, get in touch if 
you have any questions. 



There’s another side to a digital link too

On the one side, a digital link is software that helps link your VAT return with HMRC. But on the 
other side, a digital link can also be used to help you link different spreadsheets and software 
together.

For example, when doing your VAT returns, you might use multiple software for the different parts 
of your return. You might use different spreadsheets too. So, in this case, a digital link can help 
link these spreadsheets or software together. 

If you use multiple spreadsheets or software, you’ll have to do this. You can’t rely on copying and 
pasting information into one master spreadsheet. But the good news is that you’ll have an extra 
12 months to do this. So, 1 April 2020 or 1 October 2020 if you’re part of an organisation that’s 
been deferred.

Bridging software  

Bridging software is software that provides the digital link between the Excel 
document you’re working on and HMRC. If you’re working on a bespoke system, 

it can work for you too. 

If you’re not looking to use MTD as a prompt to upgrade your systems and help your 
business grow, it could be a good short-term solution to make sure you’re being 
compliant whilst causing minimal disruption. We’ve also done our research and found 
a supplier we’d recommend. Get in touch and we’ll tell you everything you need to 
know.



WHEN DOES MAKING TAX DIGITAL AFFECT MY BUSINESS? 

The short answer is very soon if it’s for VAT returns. HMRC began a pilot in 2018. All went well so 
they’re cracking on with the rollout. It’ll all begin from April 2019. 

Just VAT for now

In July 2017, following consultation with various businesses, HMRC decided there would be 
delays on making corporation tax and income tax digital until at least 2020.

Some organisations have a deferral period

Some organisations, such as trusts and not for profits, have been granted an extension past April 
2019. Read the next section for more details.

'

AUGUST 2018
HMRC release list of VAT

compliant software

APRIL 2019
Businesses above the 
£85k VAT threshold to 

start filing returns online

JUNE 2018
HMRC running 
pilot schemes  

with some 
businesses

BEFORE APRIL 2018
Make sure you’re using  
VAT compliant software

APRIL 2020
If all goes well, 
HMRC will role 

out MTD to other 
areas too



IS ANYONE EXEMPT FROM MAKING TAX DIGITAL?

Exemptions are few and far between. This is unless you’re unable to use digital communications 
because of 1) religious procedures or 2) age or disability. If you think this could apply to you, you’ll 
need HMRC’s consent too. 

Some organisations have been granted a deferral

The following types of traders do not have to file under MTD until 1 October 2019:

• Trusts  

• ‘Not for profit’ organisations that are not set up as a company 

• VAT divisions  

• VAT groups  

•   Those public sector entities required to provide additional information on their VAT return 
(Government departments, NHS Trusts) 

• Local authorities 

• Public corporations 

• Traders based overseas 

• Those required to make payments on account  

• Annual accounting scheme users.

IS THERE MAKING TAX DIGITAL SOFTWARE AVAILABLE ALREADY?
Yes. And plenty of it.

You may already be using a compliant system 

Check HMRC’s approved list of software and find out if you’re already using a system you can use 
for Making Tax Digital. If you’re not as mentioned earlier, it’s time to invest in API enabled software 
or bridging software to get you online.



WHAT SOFTWARE CAN I USE FOR MAKING TAX DIGITAL?
There’s a list of over 150 software suppliers to choose from.

If you’re looking for an API enabled solution, we recommend Microsoft Dynamics 365 Business Central, 
which has lots of functional tools other parts of your business can use. If you think a bridging 
software might be best, please get in touch.

And if you’ve got any further questions on this, you can get in touch with us with these too.

WHAT IF I STILL WANT TO USE SPREADSHEETS FOR MAKING 
TAX DIGITAL?
That’s fine. You can still use your trusty Excel spreadsheets. But you’ll have to invest in some 
bridging software to provide the digital link between your spreadsheets and HMRC.

WHAT DO I NEED TO DO NEXT TO BE MAKING TAX DIGITAL 
COMPLIANT?
Read the rest of this guide for one! But really, you need to figure out a way of submitting your 
information to HMRC. 

Is this by using the software you’re already using? Or, do you need to invest in new software – one 
that’s API enabled or bridging software?

WILL THERE BE PENALTIES FOR NOT COMPLYING WITH MAKING 
TAX DIGITAL?
HMRC have called it a “soft landing period”. So, if you’re seen as trying to comply, you should be 
okay. 

If you’re completely non-compliant, you may face penalties. These haven’t been revealed. 

So... do something!



MAKING TAX DIGITAL CHECKLIST

 Decide whether MTD applies to you or your business 

  Do you have a taxable turnover of over £85k? If it does, it’s time to figure out if you have the 
right software.

 Check your current software

  Is it on the list HMRC’s list of software providers? Is your software up to date? If it is, you’ll 
be able to submit your VAT returns using the software you’re already using. If you’re on a 
bespoke system, you make a lot of adjustments outside your VAT return or if you do things 
that are a bit unusual, you may need to choose new software to help.

  Choose a software

  If you don’t have the software in place already, it’s time to invest in API enabled software or 
bridging software.

  Get set up so you’re ready from April 2019 (or October 2019 if your organisation has an 
extension)

 This might involve training your team or learning what to do.

HOW CAN PKF COOPER PARRY HELP YOU GET READY FOR 
MAKING TAX DIGITAL?
We’ve lots going on when it comes to Making Tax Digital. Opinion articles, webinars, you name it. 

So, please read this guide, keep up to date with our latest news. And if you’ve got any questions, 
please feel free to get in touch.

SARAH HUGHES
Head of VAT
07792 030457
sarahh@pkfcooperparry.com


