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Introduction
Making Tax Digital (MTD), the government’s flagship digital taxation programme, has 

now gone live yet many won’t have filed a return. The window for submission will 

depend upon when the VAT return period ends and for some this could be as late 

as the beginning of October. Added to this, larger organisations with complex VAT 

requirements have until October 2019 to comply.

Consequently, some 50% of organisations have not 
begun to implement an MTD strategy, according 
to our Tax Professionals Survey 2019 in which we 
questioned over 100 individuals about their hopes, 
fears and aspirations under MTD back in April.

50% of organisations have 

not begun to deploy their 

MTD strategy.

Time may be on their side but what is more 
concerning is that almost half are focused solely 
on the initial submission requirements. The initial 
MTD requirement is for keeping digital records 
and providing a digital link between the VAT return 
calculation eg a spreadsheet and the API submission of 
the VAT return. However, after the soft-landing period 
has ended (April or October 2020, depending on 
whether or not the business is in the MTD deferral 
population) there must be digital links between all 
stages of the process from source to submission, 
thereby creating an end-to-end digital tax process.  
Our survey found 41% were completely unaware of 
their obligations with regards to digital links.

Failing to take a longer term view of the process could 
come back to haunt finance professionals who have 
not fully prepared. 

41% unaware of April / 

October 2020 deadline.

A recent House of Lords Economic Affairs Committee 
report called for businesses “to choose digitalisation 
for productivity, efficiency and modernisation reasons 
rather than just tax compliance” and with good reason. 
Satisfying immediate compliance doesn’t protect the 
initial investment or prepare the business for future 
legislative change. This is important because MTD is 
symptomatic of much broader reforms; it’s just the 
beginning of the reform of the tax regime. 

MTD for VAT (MTDfV) wasn’t conceived in a vacuum. 
It is part of a wider trend that will see automation 
of finance and tax compliance become the norm as 
regulatory requirements and HMRC’s desire for tax 
and data transparency grows. MTDfV is the forerunner 
and will be followed by the digitalisation of income 
tax and corporation tax. With this in mind, it is worth 
considering data management and future MTD 
compliance requirements today when executing an 
MTD strategy.

This guide examines how finance professionals can 
both comply with the government’s MTD scheme and 
benefit from process efficiencies.

https://www.taxsystems.com/sites/default/files/2019-05/the-future-of-tax_report_v8.pdf
https://publications.parliament.uk/pa/ld201719/ldselect/ldeconaf/229/229.pdf
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MTD for VAT requirements
Firstly, let’s recap the basic requirements. MTD for VAT will see 1.1 million businesses 

exceeding the £85,000 VAT threshold required to submit VAT returns digitally  

while a minority (3.5%) that have more complex needs have a six month deferral  

to 1 October 2019.

This includes trusts and unincorporated charities, local 
authorities and some public sector entities, public 
corporations, overseas businesses which are UK VAT 
registered but are not physically present in the UK and 
businesses with one of the following VAT profiles: VAT 
group registration, divisional VAT registration, those 
required to make payments on account and those 
who use the annual accounting scheme.

Timing the transition
MTD applies from the point of sign-up to all current 
and future returns, making it vital the business is ready 
and knows how they will go about preparing and 
submitting the return. Exactly when the business joins 
the MTD regime will depend upon several factors. 
Besides the date of its first VAT accounting period, the 
business should also consider HMRC processing times 
which could delay things and put the company at risk 
of late payment and penalties. 

Reports have revealed that, due to the way the 
HMRC Direct Debit process works, the business is 
prevented from signing up in the seven working days 
before the submission deadline and MTD users have 
been advised it is not a real-time service so businesses 
should plan their crossover date carefully.

To comply with MTD mandatory 
requirements businesses will need to put  
in place:

 n Reporting:  
 
From 1 April 2019 (or 1 October 2019 if 
the business falls under one of the deferral 
categories listed above) the business is 
required to submit the VAT return using 
recognised third party software.

 n Digital records: 
 
Prescribed VAT records must be kept 
digitally and retained for 6-10 years, and 
the return must be prepared from the 
digital records and submitted by the 
third party software. At the moment, 
many larger organisations are probably 
complying with the requirement to hold 
all records digitally.

 n Digital links: 
 
Digital links from record to submission 
must be created, with minimum manual 
calculation/amendments allowed for tax 
adjustments such as partial exemption. 
The digital links from the digital records to 
the VAT calculation software/spreadsheet 
are subject to a 12 month soft landing 
period (ending April 2020 or October 
2020) during which time the government 
will take a light touch when it comes to 
issuing penalties for non-compliance.
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The window for signing up for MTD for those paying 
by direct debit and are in stagger 1, is between 15 
May and 30 July for an April to June 2019 VAT return, 
otherwise there is a wider 9 May to 4 August window. 

Once a business has committed to MTD it will no 
longer be able to use the current HMRC VAT portal. 

Therefore, businesses should:

• Sign up once the final non -MTD VAT return  
has been filed.

• Only sign up when they are truly ready to file 
under MTD.

• Allow enough time for the HMRC changeover 
process ie for HMRC to send confirmation that 
the business records have been migrated to  
the new system, and be aware of the direct  
debit window.

This makes it imperative that the new compliance 
process has been tried and tested in advance of the 
first MTD submission. Ideally, the MTD software will 
incorporate a simulation environment within which the 
tax team can safely explore the process and carry out 
a dry run. 

Changes to  
the penalty system
In the Spring Statement, HMRC confirmed it will 
take a ‘light touch’ approach during the first year of 
mandation where businesses have made reasonable 
efforts to comply. But this is not a blanket ‘no penalties 
promise’ as there is no such leeway for late payment. 
The default surcharge system will apply so even if you 
have problems filing, pay your VAT on time or you 
could risk invoking a surcharge period that could result 
in escalating charges of 2%, 5%, 10% and 15% for 
repeated payment defaults in a surcharge period.

It’s worth noting that a new penalty system is also due 
to come into effect under MTDfV. Initially planned 
for this April, the regulations were withdrawn from 
Finance Bill 2018-19 and are now not expected until 
at least April 2021. 

The new system will be introduced over a ‘staged 
implementation period’ after which the two new 
penalties for late submissions will be applicable to all 
those within the income tax self assessment and VAT 
regimes (with the exception of those that submit 
returns occasionally or on a one-off basis). Each tax 
will have a separate points submission process with  
a wider rollout to other taxes, including corporation  
tax, expected at a later date.

The penalty system will comprise:

1. A points-based late submission penalty regime 
where taxpayers will automatically receive a 
point every time they fail to submit a VAT  
return on time.

2. Late payment interest charged from the date 
that the payment was due until the date that the 
payment is received. This surcharge will remain 
unchanged until 2021.

The new system assigns one point for each late 
submission. When a threshold of four points has been 
reached, an automatic fixed penalty will be issued for 
each subsequent failure to make a return on time. 

Points do not accumulate indefinitely and will be 
wiped and the clock reset after four compliant 
submissions (ie equivalent to four quarterly returns 
or one year) from the date of the last late submission. 
The amount which will be charged is not yet known 
but it is expected to be higher than at present.

Late payments will be dealt with separately and will 
incur a surcharge penalty. These won’t apply until after 
the first default and will then be charged at 2.5%  
after 15 days, doubling to 5% after 30 days, with  
daily penalties charged thereafter.
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MTD Choices
When it comes to choosing how to go about complying with MTD for VAT, there are 

three avenues to choose from:

A) Outsource: 
 
If a business wants to engage a tax adviser, 
the firm will need to create an Agent Services 
Account (ASA) on the HMRC website and 
connect it to their MTD software (either their 
own or that used by the adviser). This approach 
has some advantages as it entails the least 
amount of change internally, although handing 
the process to an adviser could result in a 
little less control over financial data, reducing 
oversight. Businesses will still need to consider 
back office integration in order to comply with 
2020’s digital link requirements. Our survey 
found 12% intended to outsource.

B) Develop in-house:  
 
Businesses with larger IT teams may wish 
to explore developing their own software, 
perhaps by bolting on a bridging capability to 
their existing ERP system. Clearly this approach 
requires a strong IT function and finance 
professionals will need to make sure MTD is  
a priority for IT teams to ensure a response  
as regulations evolve. Our survey found  
4% intended to develop in-house.

C) Off the shelf software: 
 
If the return is prepared and submitted 
in-house, the business will need to obtain 
software from a supplier that supports MTD. 
They will also have to sign up for MTD for 
their relevant VAT entities on GOV.UK. This 
will require an initial outlay but businesses 
will then be able to recoup spend by running 
compliance processes in-house. Businesses 
also stand to benefit from increased efficiency 
and productivity gains associated with the new 
processes as these will make it easier to collect, 

analyse and submit data. These same processes 
prepare the business for further regulatory change, 
improving resilience. Our survey found 84% intended 
to use off the shelf software.

The majority of businesses will seek an MTD for VAT 
solution at which point they’ll turn to HMRC’s list of 
suppliers. It’s a long list – there are more than 300 
software products available – although HMRC has 
since introduced a search facility to help businesses 
narrow things down following criticism from the 
House of Lords Economic Committee that the  
market was “difficult to navigate”.

Fundamental issues remain with the market itself, 
however, which is why we are seeing businesses take a 
short-term approach. These include:

• Market bias:  
The solutions on offer tend to focus on meeting 
the initial bridging requirement. This sees the 
business or its adviser use bridging software to take 
data from the digital record such as a spreadsheet 
and digitally submit this directly to HMRC. 

• Lags in development:  
There is a lack of clarity over how these bridging 
solutions will meet the digital links requirement 
for 2020 which will see links created from source 
data to automatically capture information.

• Poor foresight:  
Few vendors are seeking to provide solutions 
that can offer future compatibility for other taxes 
under MTD.

This has made it very difficult for businesses to look 
beyond 2019 and to maximise the potential of their 
investment in MTD. Yet the appetite is there. The 
House of Lords Economic Affairs Committee report 
into MTD found businesses wanted the “best long-
term choice”: they want and need a scalable solution.
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The impact of MTD for VAT  
on the business
On the face of it, meeting the initial compliance requirements of MTD for VAT looks 

fairly straightforward and this can lull businesses into a false sense of security. Bridging 

solutions can easily overcome the first hurdle of digital submission. Where things get 

more difficult is in the interpretation and implementation of the digital link requirement.

Digital linking will require data to be extracted at 
source from ERP and accountancy systems and passed 
through to the bridging solution or a compliance 
engine. It will see the automation of the process  
from end-to-end, eliminating manual transposition  
and cutting and pasting. This in turn means less room  
for error. 

The danger is that unless this migration – from 
submission requirements in 2019 to digital link 
requirements in 2020 – is planned, the business could 
end up having to invest again and again, particularly 
once other taxes are brought under MTD. The 
business then faces the prospect of costly systems 
integration and project management unless it can 
transition in a way that anticipates and meets  
these requirements. 

To begin with, let’s consider the immediate 
consequences of MTD and its impact on the  
business, before looking at current concerns.

Immediate consequences 
The initial move to MTD for VAT shouldn’t prove too 
disruptive. HMRC has deliberately sought to ease 
businesses into the transition with the soft landing 
period to cushion any bumps along the way. Yet there 
will be some changes which the business should 
prepare for.

People and processes

Finance professionals will need to consider how they 
begin to move away from using human resource to 
automating processes. Over time this will see changes 
internally. Staff will find they no longer need to focus 
on manual data entry and have the time to devote to 
more value-add activities such as tax planning. For the 
finance professional, this equates to a greater, more 
effective use of skilled tax resource and will potentially 
improve staff retention.

There’s already evidence to suggest that tax 
professionals are embracing this technological 
trend. A recent report on Generation Next by the 
ACCA found that 40%of the people they spoke to 
would leave their job within two years if there were 
insufficient career opportunities (technology was seen 
as providing that opportunity for upskilling), while 84% 
said that technology would allow them to focus on 
more demanding value-add activities. 

Alongside this, there is a need to train and support 
staff on how to use the technology. Road-testing the 
MTD process before you commit to the pilot or 
file your first return can provide a valuable learning 
curve in more ways than one yet very few businesses 
are doing so. Our Tax Professionals Survey 2019 
found 58% were unaware of the option to pre-test 
processes and 68% didn’t realise they could use an 
MTD solution in this way.

https://www.accaglobal.com/content/dam/ACCA_Global/Technical/Future/generation-next-full-report.PDF
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Using a simulation environment within your chosen 
MTD software, staff should be able to familiarise 
themselves with the process by carrying out a dummy 
submission. But it’s also possible to explore whether 
the systems and processes you have in place are 
suitable and to identify where you can streamline 
operations. This enables the business to prepare  
for compliance more effectively in a risk-free way  
because once you have signed up for MTD, there  
is no going back.

Converting all VAT processes  
to digital

It may well be that you are doing at least part of your 
VAT and calculation on a spreadsheet today. It will 
still be acceptable to do this and then to journal the 
calculation into your MTD-compliant software for 
certain VAT schemes.

The sort of records/adjustments specifically exempt 
from being held digitally relate to:

• Flat rate schemes

• Second hand goods scheme

• Retail schemes – Gross daily sales takings can be 
recorded directly into the accounting software. 
There does not need to be a digital link between 
the tills and the accounting records although this 
would, obviously, save time and minimise input 
errors if it is available

• TOMS (tour operator margin scheme)

However, these can also be done on a spreadsheet 
and submitted to HMRC using bridging software, 
thereby reducing the capacity for error and freeing up 
resource. It is therefore worth looking at software that 
can do these calculations for you. 

Implementing digital links

The business will need to tackle the issue of digital 
links over the course of the next twelve months. 
Larger organisations with numerous financial data 
systems will need to ensure data is formatted 
consistently and extracted to form a pool of data. 
From here, data can be automatically drawn and used 
to populate returns. 

This is more complex than it sounds. Legacy ERP 
systems are generally resistant to change and data 
formatting, requiring a systems integration project to 
save time and avoid future expense. Putting digital links 
in place that can extract, cleanse and prepare data will 
be an essential part of meeting MTD requirements for 
all the taxes so it has to be done right. 

Fully automating the data extraction process 
promises to deliver real benefits as it will allow the 
business to incorporate sophisticated VAT processing 
requirements above and beyond those mandated 
under MTDfV. Many finance professionals are 
concerned about how they will cater for advanced 
calculations under MTD such as:

• Adjustments (ie for fuel scale charges, partial 
exemption etc)

• Special schemes (ie retail, flat rate, margin etc)

• Amendments and error corrections

• Exemptions and combining records from 
individual groups/entities using multiple 
accounting systems

• Overseas entities

Using the digital link requirement, the business can 
create a pool of data and a compliance engine 
can then take this information and perform these 
additional calculations, helping the business to 
maximise the productivity of the MTD solution, 
eradicate manual processing, and mitigate risk.
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Opportunities under MTD for VAT
MTD for VAT is the latest in a growing tide of regulation (CBCR, CRS, BEPS) and this, alongside demands for 
increased tax transparency, has spurred the transformation of the tax function. It has forced finance professionals 
to seek more value from their tax teams, leading businesses to gradually adopt technological solutions to cope with 
the increase in workload. 

MTD for VAT sets a minimum bar for the adoption of tax technology; the question is whether finance professionals 
will use this to kick-start further transformation of the tax function to gain operational benefits. MTD presents 
a real opportunity to transform the way tax is carried out within the business through the use of automation: 
technology that, when deployed wisely, allows the tax team to do more with less.

Why embrace automation?

There are numerous advantages to automating 
processes, the most obvious of which is cost. In the 
Tax Systems Customer Survey 2018 which focused 
on corporation tax, it was found that bringing tax 
in-house and automating the tax process resulted in 
a 50% saving on adviser fees equating to between 
£15,000 and £78,000 per annum. Our latest Tax 
Professionals survey found that 28% wished to  
reduce external spend by adopting automation.  
Other benefits cited are included in the table below:

Automation defined 
 
Automation means different things to different 
people but in the context of tax it can be 
defined as ‘compliance automation’. This is “the 
delivery of an end-to-end compliance process, 
from data collection and management through 
to regulatory computations culminating in 
compliance and electronic reporting”.

Increased productivity
Frees up tax professionals to focus on other tax activities and to use their specialist 
skill sets. (75% thought automation of key processes would free up man power).

Operational efficiency
Streamlines data collection, calculations and submission processes. (48% believed 
efficiency would be improved when submitting tax returns).

Greater governance
Provides more control over data by bringing the processing of data in-house. (32% of 
those surveyed wanted greater control over data).

Data accuracy

Enables data to be collected more swiftly and reliably, which in turn makes that data 
more reliable and trusted. This will spur data analysis that can be used to measure 
performance, drive innovation and aid decision making. (45% thought automation 
would improve accuracy).

Reduced errors Prevents errors from being introduced by removing the need for manual data entry.

Reduced complexity
Mines data from multiple accountancy systems to create a data pool which can be 
used to populate multiple computations.

Secure processes
Automatic population of tax fields and submission ensures that data cannot be 
tampered with or exposed. (18% thought automation would improve security).

Reduced risk

Sees reputational and financial risk associated with non-compliance diminished 
through the use of automated processes. Also reduces likelihood of queries from 
HMRC. (29% want to reduce risk through the use of automation and 23% believed it 
would see a reduction in queries from HMRC).

http://www.taxsystems.com/sites/default/files/2018-06/customer_survey_2018v41.pdf
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Automation has the power to greatly improve 
efficiency and accuracy, from using tools that can 
identify and extract data from multiple sources, to  
such simple tasks as the correction of spelling  
mistakes. It’s these gains that the House of Lords 
Economic Affairs committee was alluding to when  
it called for “digitalisation for productivity, efficiency  
and modernisation”.

Tax Systems Customer Survey 2018 results:

Automation in practice

The temptation for many businesses is to simply 
opt for a bridging solution and deal with further 
compliance requirements as and when they come 
into view. Yet considering a wider automation strategy 
can ensure the business is more resilient and able to 
respond to regulatory change. To get to this point, 
finance professionals need to be forward thinking and 
anticipate future demands.
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88% of spreadsheets 

contain errors.

One example is the humble spreadsheet – a mainstay 
of finance since the dawn of computers. It may sound 
extreme but removing spreadsheets from the equation 
is both desirable and, in all probability, inevitable. With 
the data source rather than the re-keyed or copy-
and-pasted data in the spreadsheet becoming the 
primary source for computation, we can expect to 
see spreadsheets rendered obsolete. This will solve 
the errors caused by human users (in the latest tax 
gap figure from HMRC, £5.9 billion was put down 
to “failure to take reasonable care” with £3.2 billion 
attributed to “error”) and also ensure a clear audit  
trail by making it much easier to track the data  
back to source. Research suggests that up to 88%  
of spreadsheets contain errors and auditors  
commonly highlight spreadsheet use as a risk  
when conducting audits.

The technology that will enable this to happen is the 
digital link component in the MTD regulations. Today, 
transactions may be held in a number of different 
systems which are linked to each other electronically 
or by re-keying some of the data. Going forward these 
will be automated and fed directly into the VAT return 
which can be submitted directly to HMRC through  
an API at the touch of a button. But the capabilities  
of a bridging solution are limited. It can only perform a 
rudimentary population function into a given document.

What is an API?

An Application Programming Interface (API) 
is a mechanism whereby a software program 
enables exchange of data with other software 
programs (by agreeing a common language for 
them to talk to each other in).

http://panko.shidler.hawaii.edu/SSR/Mypapers/whatknow.htm
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A compliance engine, as opposed to a bridging 
solution, can create and prepare tax computations 
and perform tax reporting conversions. It ensures a 
data trail is maintained, simplifying tax sensitisation and 
review processes. 

Using a tax compliance engine ensures the business 
can use the data pooled by the digital link element 
in more versatile ways. Data can be used to perform 
a host of other calculations, including advanced VAT 
calculations that are not mandated to be digitalised, 
such as exemptions, schemes and amendment 
processes. 

Common concerns  
around automation
Not surprisingly, many are expressing their fears 
over the disruption of transferring to MTD. Our 
survey revealed 25% were worried about their jobs 
and whether they needed to upskill, 35% thought it 
would lead to a skills gap, and 64% thought it would 
impact how they do their job in terms of carrying out 
calculations previously performed manually. 

To allay these concerns, the finance professional needs 
to help staff get to grips with the new technology and 
provide reassurances. For example, the idea that tax 
professionals will need to become proficient at coding 
simply isn’t true, yet 23% thought this would be a skill 
they would need going forward. MTD software will 
fully automate the process, so there will be no need 
for this level of technical knowledge. 

User-intuitive features such as portals that combine 
and visualise data so that tax professionals can view 
and monitor past, immediate and future obligations, 
will in fact make their day-to-day jobs far simpler.

The future of MTD  
and what it means for  
your business
MTD is just the beginning of the transformation of the 
UK tax regime. HMRC has ambitions to become one 
of the most advanced tax authorities in the world and 
has already outlined plans for the digitalisation of both 
income tax and corporation tax from 2021 in the 
Spring Statement. 

It’s likely that we can expect to see demand for 
information increase from the tax authorities, who 
will want more frequent and transparent reporting 
practices once digital processes are in place.

What is a compliance engine?

A compliance engine has tax legislation 
embedded in the software which is regularly 
updated so that it can automatically adjust 
calculations based on any legislative changes.

Concerns around MTD for VAT:
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MTD for VAT will initially focus on the automation of 
data retrieval and submission. But if HMRC follows 
the example set by tax authorities in countries such as 
Spain, Poland and Brazil, MTD for VAT requirements 
may be extended to include the provision of electronic 
transaction data, enabling HMRC to electronically audit 
the underlying data and perform data analysis.

Alongside this, digitalisation is also transforming tax 
business models. Because MTD will effectively see 
most businesses bring corporate taxes back in-house, 
there will be a move away from the use of advisers  
for basic compliance towards a consultancy  
type approach.

Advisers will be seen as a valuable resource for 
providing specialist advice and value-add activity such 
as tax planning. For the finance professional, this means 
their services can be put to good use, complementing 
in-house expertise, while the MTD software does the 
heavy lifting.

In relation to this, expect to also see the role of the 
tax team to change. Finance professionals are likely to 
look for specialist skill-sets in those they hire and we 
may well see more ‘tax technologists’ as demand for 
those with data analytics expertise increases.

Corporation tax

Once VAT processes have bedded down, other 
corporate taxes will become digitalised although 
it’s now clear this won’t happen until after April 
2021. Income tax is currently in a limited pilot, while 
legislation still has to be drafted for corporation tax. 

In comparison to VAT, corporation tax is likely to be 
significantly more complex and challenging. While 
MTDfV imposes changes affecting record keeping 
and submission, the reporting frequency is unchanged. 
This is not the case with MTD for corporation tax 
(MTDfCT) which will add to the reporting frequency, 
with the prospect of quarterly submissions challenging 
current business processes. 

With MTD mandating digital record keeping and the 
increased frequency of reporting, it is essential that the 
systems used for record keeping and those used for 
compliance are tightly integrated. Data may need to 
be aggregated from multiple native data sources and 
linked through to the compliance software, effectively 
eradicating manual processes such as ‘copy and paste’.

Automated data extraction and integration will 
therefore be of fundamental importance and a 
prime consideration for businesses looking to lay 
the foundations for MTDfCT compliance. But 
organisations don’t need to start from scratch; the 
digital links implemented for MTDfV can be used to 
create this data pool. 

Scaling up reporting from once to five times a year will 
present significant challenges to a business that doesn’t 
have data collection software in place capable of 
extracting, cleansing and aggregating data, particularly 
for multiple entities. It’s here where a compliance 
engine will come into its own, consolidating tax affairs 
and automating tax adjustments to meet the relevant 
tax requirements.

Yet digitalisation of corporation tax also promises to 
deliver the business from a regime that monopolises 
a huge amount of resource. Up to 75% of the time 
taken to complete corporation tax returns is spent 
on manual or semi-automated data collection and 
number crunching, much of it by advisers. Automating 
this process will drastically reduce this workload, 
freeing up the tax professionals to focus on tasks that 
would benefit from their expertise.

To accomodate these future demands, the MTD 
solution needs to not just meet the basic MTD for 
VAT requirements but also the digitalisation of the rest 
of the regime; something that the business community 
has been calling for, stating it would “prefer to move 
to a system that would be compliant for all taxes”, 
according to the House of Lords Economic Affairs 
Committee’s report.
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What to do next
The business needs to look for a system that supports requirements for 2020 and 

beyond. Finance professionals should evaluate the MTD software solution to see if it will 

suit their needs. This is far from straightforward as there’s a very wide choice of MTDfV 

solutions to pick from, from vertical and compliance specialists to ERP and accountancy 

solutions with bolted on bridging software, to white-labelled SaaS.

There are numerous considerations. Does the solution 
work with disparate accountancy and ERP systems, 
reducing the need for complex systems integration? 
Does it provide ease of use by bringing all reporting 
obligations – past, present and future – into one place in 
a single dashboard? Is it able to maintain consistent record 
keeping, report errors and provide a clear audit trail? 

In order to pick the right solution the business should 
benchmark solutions and methodically assess their 
merits. Things to consider include: 

1) Planning: 
It is important to address the requirements of 
MTD as a single project. Not all steps need to be 
implemented at once but the migration should 
certainly be planned holistically.

2) Road-testing: 
Check to see if the solution has the functionality 
to perform simulated submissions to test the 
process before formally committing to MTD for 
VAT. Pretesting in the form of prefiling can allow 
the business to assess the efficiency and accuracy 
of its processes. This capability can also provide a 
training tool, allowing the tax team to familiarise 
themselves with the process before carrying out 
the real thing.

3) Go for purpose-built:  
Only purchase software that is recognised on the 
HMRC website as VAT compatible. Look  
for evidence it is designed to evolve with  
MTD requirements.

4) Proven expertise:  
Pick an existing expert in tax compliance who is 
committed to serving the market long-term.

5) Compatibility:  
Look for software that can easily interface with a 
range of finance packages as well as your existing 
ERP and accountancy systems to facilitate data 
collection and digital linking.

6) Workflows:  
Does it deliver additional functionality to 
streamline processes? Does it create visibility 
enabling a clear audit trail? Can it issue warnings, 
carry out error reporting and perform deadline 
management? Can it manage VAT entities, with 
real-time information from HMRC’s systems on 
historic returns, payments and liabilities, making it 
easier to do audits or carry out tax planning?

7) Complex needs:  
Is the solution able to support the volume of data 
you require? Or deal with your more complex 
requirements such as VAT groups, standard and 
special method partial exemption, bad debt relief, 
reverse charges, fuel scale charges etc.?

8) Think long-term:  
Pick a solution that will be able to leverage the 
same data and processes for future obligations. 
Spending the time now on a digital end-to-end 
solution will ensure the business remains compliant 
to 2020 and beyond, helping prepare the business 
for MTD for corporation tax, for instance.
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 n Step 4: 
 
Implement a solution that integrates with your existing systems to provide a data connector 
designed to run autonomously in the background converting the stored data created by your 
accounting system into a single unified form for integration with your VAT and CT compliance 
solutions. This ensures the business is well placed to meet future compliance requirements eg 
MTD for corporation tax.

To successfully deliver on all fronts, the solution needs to evolve alongside compliance requirements and take into 
account the business’s appetite for automation. If the business can align its processes and software accordingly, 
disruption and costly integration projects can be avoided. This overcomes the main problem associated with MTD: 
change management. To achieve this evolution, the MTD strategy needs to cover these four steps:

This approach removes the need for teams to revisit their investment as compliance requirements evolve. It 
delivers operational benefits, improving accuracy by eliminating spreadsheet dependency, and provides the means 
to carry out data analysis to inform decision making. These benefits go above and beyond those conferred by basic 
MTD bridging software.

 n Step 1: 
 
Satisfy the 2019 requirements by adopting a solution that creates a digital bridge between the 
existing VAT calculation and the HMRC API for submission.

 n Step 2: 
 
Implement a solution that provides digital links from relevant source data and seamlessly integrates 
with the VAT calculation spreadsheet or compliance engine, satisfying the 2020 requirements.

 n Step 3: 
 
Deliver business benefits by implementing a comprehensive end-to-end compliance  
solution which provides detailed calculations, data analysis, diagnostics and the benefit of  
having everything in one central location for audit purposes. 
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Conclusion
MTD for VAT has the potential to be both costly and disruptive, requiring investment 

in new software solutions and processes, technical training and further spend through 

integration with (or the swap out of) financial systems. It’s therefore imperative that 

the business seeks to curtail these costs through effective forward planning.

A gradual migration to MTD for VAT provides the 
business with the ability to transition at its own pace, 
ensuring minimal disruption and change to existing 
systems and processes. It provides the breathing space 
to allow back end integration, tax teams to adjust, and 
processes to bed down while a clear plan prevents  
the prospect of further unnecessary spend. By  
creating a clear linear path the business can scale  
to accommodate MTD for corporation tax and 
income tax.

MTD for VAT also has the potential to unlock 
efficiency and improve productivity. The automation 
of manual processes will see processes streamlined, 
making the business more efficient, allowing tax 
resource to be applied to more complex tasks 
to provide strategic gains, and create a pool of 
compliance data that will be readily available to  
use for other computations.

MTD as a process presents an opportunity to 
transform the entire tax process and eliminate the 
prospect of errors and miscalculations. The business 
will be able to monitor its obligations and immediately 
access the requisite data in real-time to ensure 
compliance. This will render the risks and costs 
associated with misreporting, such as reputational 
damage and punitive fines, a thing of the past. 

Taking a long term view by implementing a solution 
that doesn’t just meet the initial requirements but the 
full remit of MTD for VAT is the only way to ensure 
the business doesn’t become saddled with a short-
term solution. The finance professional can then look 
forward to realising the efficiency gains associated with 
automation and be assured they are protected from 
further upheaval from future regulatory reform.

14
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Tax Systems is a leading specialist in corporation tax technology and services in the 

UK and Ireland. Our solutions automate the end-to-end compliance process, reduce 

operational risks in the process and increase process intelligence so that expert 

professionals are able to focus on delivering more value to their business or clients.

About Tax Systems 

Tax compliance and reporting is moving at a rapid pace. Tax regulators are focused on increasing tax revenues, 
reducing tax evasion and ensuring businesses are paying their fair share to support government spending and 
reduce annual deficits without the need to raise taxes.  This is resulting in a wave of local and international 
reporting obligations, alongside demands for increased tax transparency, at a time when tax team resources 
are stretched and internal stakeholders are demanding ever more value from their tax professionals. With 
traditional manual approaches struggling to cope with the scale of the challenge, organisations are having to 
increase the efficiency of their teams by embracing technology to automate processes and identify areas of 
improvements whilst reducing risk and creating more effective collaboration with advisors.

Our objective at Tax Systems is to help organisations meet this challenge by providing proven and innovative 
technology and services delivered by a close-knit team with rare skills and capabilities in both tax and 
technology, all of which are based locally in the UK and Ireland.

Our solutions enable customers to automate their end-to-end compliance processes from the collection 
and management of financial data, sensitisation of tax data, creation of computations, statutory report 
generation and control of associated processes and risk. We collaborate closely with our customers to help 
them embrace technology to reap the benefits of increased accuracy, auditability, control and efficiency of 
reporting, as well as saving time associated with manual compliance processes. We aim to change the nature 
of relationships between advisors and corporates by freeing up skilled resources to focus on adding strategic 
value to their organisations.

Tax Systems is a limited company with offices in London, Farnham and Dublin. Tax Systems is the creator 
of Alphatax, the market leading corporation tax compliance software built over the last 25 years with £60 
million in research and development investment.  Alphatax is used by over 1100 customers including 43% of 
the UK FTSE 100 and 23 of the top 25 Accountancy firms. We have been working with HMRC for over 25 
years on tax compliance and are an approved supplier for MTD for VAT with our AlphaVAT solution.

For more details on MTD for VAT, please visit our MTD for VAT Resource Centre at https://www.taxsystems.
com/making-tax-digital-vat. Or to discuss your MTD requirements telephone 01784 777 700 or email us at 
enquiries@taxsystems.com

https://www.taxsystems.com/making-tax-digital-vat
https://www.taxsystems.com/making-tax-digital-vat
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About AccountingWEB

Accountants in Practice represent just under half of our visitors and we reach 75% of firms outside of the top 20.

Accountants in Business represent the remainder of our audience, typically working in smaller to mid-
tier businesses.

Find out more at:  

www.accountingweb.co.uk

AccountingWEB.co.uk is the largest independent online community for accounting 

and finance professionals in the UK - providing award-winning content and online 

engagement between members in a true community environment.

http://www.accountingweb.co.uk

