
Navigating a Changing Tax 
Landscape – Making Tax Digital
We examine what Making Tax Digital is all about and take a look at how 
you can help guide your business through it.
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In April 2019, the United Kingdom began implementing Phase I of 
Making Tax Digital (MTD) for VAT requiring making digital filings of 
the nine boxes of the VAT return through HMRC’s API-portal. The 
implementation affected all VAT registered businesses with a taxable 
turnover above the £85,000 threshold and was deferred to October 
2019 for some types of businesses.

Naturally, the adaptation was not simple; many businesses of 
a certain complexity found difficult implementing new software 
programs to file their returns digitally. The implementation also 
caused many initial problems for HMRC so that a “soft landing” 
period was granted to businesses, buying them more time to 
implement permanent links whilst using bridging software to 
transmit their VAT returns digitally. The soft-landing period was a 
“grace period” where HMRC did not issue penalties for not keeping 
complete digital records. 

Introduction

Making Tax Digital
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Delayed an extra year by the COVID-19 pandemic, Phase 2 of MTD launched on April 1st, 2021. 
Missing MTD obligations now carries the dangers of increasingly costly penalties.

So, what are the new requirements for Phase II of MTD?

• Maintenance of digital VAT data records.
• Uninterrupted connection between businesses software and the HMRC portal.
• Digital links between invoice software and the HMRC must be without manual 

adjustments or corrections.

Digital Reporting
According to the new MTD rules, businesses are required to maintain stringent digital VAT 
records and utilize functionally compatible software (e.g. Microsoft Excel) to periodically 
submit VAT return figures to HMRC.  

Currently, also businesses with a taxable turnover below the VAT registration threshold can 
voluntarily join the MTD service. However, from April 2022, all businesses will be required to 
follow MTD rules, regardless of turnover or industry.  

Making Tax Digital – Phase II
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What records does a business need to keep?

There is a variety of data which needs to be stored digitally according to the MTD rules:

• Business data including name, address, and VAT number.
• Details of any VAT accounting schemes used.
• List of VAT on goods and services supplied/sold.
• List of VAT goods and services received/bought.
• All adjustments made on returns.
• Both ‘time of supply’ and ‘value of supply’ for everything bought and sold.
• Rate of VAT charged on goods/services supplied.
• Reverse charge transactions.
• Total daily gross takings (for those utilizing retail schemes).
• Items reclaimable through the Flat Rate Scheme.
• Total sales including the VAT on sales if using Gold Accounting Scheme.
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Digital links are an integral part of Making Tax Digital, however, some businesses are still in 
doubt as to what qualifies and more importantly what does not qualify as a digital link.

Businesses need to show that digital links are implemented throughout the end-to-end 
process for their VAT returns. There needs to be an electronic data trail between the 
company’s invoices and the HMRC portal.

What qualifies as a digital link?
• Linked cells in an excel spreadsheet.
• Emailed records (e.g. Excel spreadsheet).
• Records stored on a portable device (memory stick etc).
• Imported or exported XML and/or CSV.
• API transfer.
• Downloaded files.

What does not qualify as a digital link?
• Manual data that has been ‘cut and pasted’.
• Manual adjustments or consolidations of group returns via spreadsheets.

Digital Links
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MTD Penalty System

Making Tax Digital

From April 2019 to April 2021, businesses were required to demonstrate that they’d made 
efforts to conform to MTD guidelines. There were no fines during this designated ‘soft landing’ 
period and stringent digital record keeping was not implemented by the HRMC.

Since April 2021, businesses that miss MTD VAT deadlines will be subject to penalties based on 
a point system from the HMRC.

There are three instances in which penalties may apply:

• Failure to adhere to MTD record keeping guidelines.
• Late VAT return filing.
• Late VAT of payment.

What are the penalties?
Defaults such as failure to adhere to MTD rules or missed filings will result in a recorded default.

This will enter the business into a surcharge period of 12 months. During this time 
any further defaults will be recorded in a point system. These points will amount to 
percentage increases in surcharges for every accumulated default beginning at 2% and 
gradually increasing to 15%.
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Researching and understanding the changing digital tax landscape is our top priority at Taxback 
International. Our new end-to-end VAT compliance platform, Comply, has been specifically 
developed to help businesses successfully navigate global digital VAT processes while removing 
complex manual reporting workflows and eliminating non-compliant reporting.

As an HMRC approved API, Comply can assist businesses in adhering to Making Tax Digital 
obligations. Any adjustments to submitted data are fully tracked by Comply to ensure it is 
compliant with MTD requirements during preparation and adjustments can only be amended 
before the submission.

Find out more information about Comply:
taxbackinternational.com/comply

Need Help with 
Making Tax Digital?

VAT is Complex. 
We make it Simple.
IDA Business & Technology Park,
Ring Road Kilkenny, Ireland

+353 1-887-1999
tbiteam@taxbackinternational.com
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