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Executive summary

The second phase of Making Tax Digital (MTD) requires eligible businesses to put in 
place digital links between software components in order to create an unbroken digital 
journey from their source data through to VAT submission. This was always going to be 
a more complex undertaking than phase one which merely addressed digitalising the 
submission process itself.  
 
That said, we wanted to understand how organisations planned to approach the 
second phase. Were they planning to use the same MTD solution? If so, did they have 
any concerns about how this would impact their reporting? Furthermore, would this 
allow them to achieve their longer term process improvement ambitions and produce 
more accurate, on budget submissions? 
 
In order to find out the answers to these questions, we decided to test the market by 
way of a poll (in conjunction with Taxation and Tax Journal magazines), that ran 
throughout February and March 2020.  
 
The results were surprising, revealing some interesting contradictions between the 
technology options businesses are choosing for MTD and their longer term process 
optimisation goals.  

During Phase 1 of MTD, businesses were required to 
put in place a digital submission process only. They 
were still allowed to perform manual processes, such 
as cut and paste, and were not required to maintain 
records digitally.  
 
The survey revealed that an API-enabled spreadsheet 
was the compliance tool of choice, with 60% using this 
method to submit their Return.  
 
A further 15% used their ERP and accountancy 
systems in conjunction with bridging software.  
 
Only 6% used an advisor to carry out the Return on 
their behalf, either by providing a third party with a 
spreadsheet or with direct access to their systems.

What did we learn from 2019? 60%
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compliance
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Initial results from the poll revealed that awareness of 
the requirements for digital links was good. The vast 
majority (81%) were aware of the end of the soft-
landing period and original deadline for Phase 2 of April 
2020 (and October 2020 for deferred businesses).   
This was twice the amount compared to the previous 
year, when only 40% demonstrated awareness in our 
2019 survey.  
 
Of those we questioned, 38% were already 
implementing digital links with 53% yet to do so. The 
remaining 9% were planning on asking for an extension. 
Under the terms of the mandate, businesses with 
complex or legacy IT systems or which had acquired 

another business and required extra time to put digital 
links in place, were allowed to request an extension 
from HMRC. This was by no means assured, as HMRC 
would only grant an extension ‘in exceptional 
circumstances.’ A ‘direction’ ie a revised compliance 
deadline would then be specified for a period of up to 
a year.  
 
Well over half of respondents (62%) intended to pre-
test their digital links processes one quarter period 
before their filing deadline.  This suggested that many 
had learnt the value of identifying any weaknesses 
ahead of time during Phase 1. 
 

MTD Phase 2: Awareness and intentions

When asked which type of digital links solution they 
would be opting for to achieve compliance, the 
majority of businesses (60%) intended to use the same 
solution as they did under Phase 1. However, this 
statistic appeared to be contradicted by responses we 
will come to later on in the survey. 
 
Despite the fact that MTD has been hailed as a 
‘catalyst’ by HMRC that can “drive profits and growth,” 
this clearly wasn’t the primary motivating factor when it 
came to software investment.  
 
 

 
 
 
 
 
 
When choosing their technology solutions, 58% said 
they were focused on MTD compliance only and did 
not regard the investment as a catalyst for change. 
This suggested short term goals dominated their 
decision making. 

Digital choices 
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Our survey then went on to ask which of the four compliance options put forward by HMRC they intended to use. 
Interestingly, although 60% had initially said they would use the same API-enabled spreadsheet solution, more detailed 
questioning revealed that in reality only 34% intended to use a spreadsheet-based approach. Only 15% said they would 
use an API-enabled spreadsheet this time around, with a further 13% saying they would use the data export/ 
spreadsheet option, while 6% said they would use an email or portable device to share data with their advisor. 

Options for Compliance

API-ENABLED 
SPREADSHEET WITH 
DIGITALLY LINKED CELLS: 

EXISTING ERP/ACCOUNTANCY 
SYSTEM DIGITALLY LINKED TO 
HMRC: 

DEDICATED MTD COMPLIANCE 
PLATFORM THAT USES 
AUTOMATED DATA TRANSFER: 

USB/EMAIL TRANSFER: 

Data can be transferred between spreadsheets using formulas or macros to link 
cells. Data is then submitted to HMRC via an API-enabled spreadsheet. 

Outputs transaction data from source data digital records into a digital format 
such as XML or CSV. This is then imported into the calculation spreadsheet or 
software to form a compliant digital link. 

Data is transferred between two systems within the business ie from 
accounting/ERP systems into MTD software. Once the digital data is within this 
compatible software it’s possible to make adjustments.

Spreadsheets containing digital records can be sent via email or a portable 
device such as a memory stick, flash drive etc to a recipient for importing into 
MTD software. 

49% said they intend to use a dedicated compliance solution 
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MTD Phase 2: Choices for compliance
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By far the largest proportion of those surveyed (49%) intended to take the dedicated compliance software or 
automated data transfer paths, thus mitigating the need for spreadsheets (although such solutions can be used in 
conjunction with spreadsheets to help de-risk the process). The remaining 18% had yet to make a decision regarding 
the type of solution they would use.
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Digital linking inherently presents businesses with new 
challenges. Changes to the entire process from source 
to submission require a number of stages to be 
reassessed. Certain records need to be kept digitally, 
meaning that paper-based processes would require 
updating and digitalised data maintained according to 
stringent guidelines.  
 
Previous manual processes also need updating so that 
the digital chain remains intact. Having to convert the 
VAT process in this fashion necessitates change and 
disruption, with 83% stating they had concerns over the 
way the process would work going forward. 
 
 

When asked which elements of the process in 
particular represented cause for concern, 52% said the 
management of manual adjustments and amendments 
presented them with the greatest amount of anxiety. 
Just over a third (36%) were still trying to figure out 
how they would manage reporting from multiple data 
sources and ensure third party data was accessible and 
reliable. A further 34% admitted to concerns over how 
they would track and audit errors and prevent manual 
data entry errors, while 25% were unsure how they 
would detect and correct errors at source. A much 
smaller number (21%) were worried about how the 
process would accommodate special schemes ie flat 
rate, margin etc.  

Challenges and concerns 

Concerns over the digital linking process

52%

Manual adjustments 
/amendments

36% 34% 25% 21%

Data sources/ 
third party data

Track and  
audit errors

Source  
data errors

Special schemes

Of those that already had or were electing to use a 
spreadsheet-based solution, 74% voiced concerns over 
the use of the spreadsheets themselves. More 
specifically, 44% had concerns over broken macros and 
corrupted formulas which are likely to increase the 
number of errors, while 33% said spreadsheet use 
would make it harder to track and resolve errors. 
Errors introduced through manual data entry were also 
an issue for 34% of those we questioned.  Manual data 
entry is permitted outside of the digital process for the  

purposes of adjustments and amendments, however 
they increase the risk of error. Spreadsheet 
management was also a cause for concern, with 34% 
stating that key man dependency would remain an 
issue (whereby just a few have control over the 
spreadsheet, causing problems when they move on or 
others need access), while 29% said having to digitally 
link multiple spreadsheets would still pose a problem. 

Spreadsheets

Concerns over spreadsheets

44%

Broken macros & 
corrupted formulas

33% 34% 34% 29%

Track errors Manual  
input errors
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Management of 
multiple spreadsheets

74% of those using a spreadsheet- 
based solution voiced concerns
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Despite being largely motivated by compliance 
demands, those we surveyed were still mindful of 
future requirements and the pressures these might 
exert on the processes they are putting in place today.  
 
While 42% were confident their solutions would scale 
to accommodate regulatory change, more than half 
were not. This number perhaps reflects the fact that it 
is hard to anticipate future requirements although one 
of the ‘known unknowns’ is that MTD will be 
expanded to include other taxes such as income tax 
and corporation tax. 

Looking to the Future 

Will your solution meet future requirements?

44% YES

25% NO

33% DON’T 
KNOW

Finally, we asked how the automation of tax functions 
could benefit their business in the future. An 
overwhelming 72% agreed that technology 
automation would confer a number of broader 
operational benefits. These included increased 
efficiency (42%), a reduction in errors and operating 
costs (29%) and improved data quality (25%).  

Just under a quarter thought implementing digital 
links could also help reduce the risk of HMRC 
queries and audits. There was also some indication 
that it could change the way businesses use advisors, 
with 21% agreeing it would allow their advisors to 
refocus on value added services and spend less time 
on manual tasks.

42%

29%

Improve 
efficiency

Reduce errors & 
operational costs

Benefits of technology automation

25%

Increase  
data quality

22%

Reduce the risk  
of HMRC audits  

& queries

21%

Allow advisors to 
move on to more 

valuable tasks

72% agreed that MTD would confer  
a number of operational benefits
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The Taxation Poll reveals some interesting insights into 
the way the market is engaging with Phase 2 of 
HMRC’s Making Tax Digital requirements. It reveals 
some stark contradictions, as well as a clear disconnect 
between the short term compliance decisions 
organisations are making versus their long term process 
improvement ambitions. 
 
The results show that over 60% of organisations were 
not ready to meet the compliance requirements which, 
coincidentally, makes the government’s decision to delay 
the digital links mandate to April 2021 in the light of the 
COVID-19 outbreak a welcome relief for many.  

HMRC has since stated that organisations should use 
the additional time wisely to “ensure their administration 
and processes are ready for their business ramping up 
again and future requirements” by putting in place digital 
links between software.  
 
The delay should give many organisations extra time to 
enhance their MTD strategy, explore the broader 
options available to them and to assess what they want 
to gain from MTD beyond short term compliance. 

What does this tell us? 

But what of those contradictions? Initially 60% said they 
intend to use the same solution for digital linking (Phase 
2) as they did for digital submission (Phase 1) and, as 
we’ve seen, 60% used an API-based spreadsheet in 
2019. However, the survey found 42% were intending 
to use a bridging solution for compliance but as this is a 
submission-focused solution, bridging software alone is 
unlikely to meet digital linking requirements in their 
entirety.  
 
We also found that, although 60% responded saying 
that they favoured a spreadsheet-based solution initially, 
when asked to clarify, 74% admitted they had concerns 
over using these and only 34% indicated they intended 
to actually use spreadsheets for Phase 2 MTD compliance.  
 
 
 

 
 
 
Interestingly, 49% said they intended to change tack 
entirely and move to a dedicated compliance platform 
or automated data transfer option, presumably to gain 
from the benefits associated with an automated 
approach.  
 
An automated solution has the capability to not only 
create a digital process but to provide broader 
advantages. These can include data cleansing, tracking of 
amendments and adjustments, helping to flag errors 
and anomalies in tax data for correction and creating 
an end-to-end digital audit trail to prove compliance.  

Contradictions

60%
favour 

spreadsheets 

34%
intend to use 

them for digital 
linking

74%
have concerns 

about them
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In terms of longevity, only 4 out of 10 (where they had 
already made a choice) thought their chosen solution 
would be able to meet the needs of future compliance 
requirements and help improve their processes. 
 
Encouragingly, 42% saw MTD as a catalyst for change, 
and this, coupled with the number who are now 
considering a compliance platform, would suggest the 
market is waking up to the idea of using compliance 
as a wider driver for tax process improvements. Over 
70% believe automation of the tax function will bring 
with it measurable benefits such as increased 
efficiency, accuracy, improved data quality and a 
reduction in the likelihood of HMRC queries.  
 
Looking at the results more broadly, we can see that 
the majority (83%) had very real concerns over how 
they would manage multiple data sources, carry out 
manual adjustments and amendments, and how they 
would spot errors and perform audits in an all-digital 
environment.  

Catalyst for change

had concerns over how they would manage 
multiple data sources, carry out manual 
adjustments and amendments, and how they 
would spot errors and perform audits in an  
all-digital environment. 

83%Overall, the survey reveals a clear trend. Many 
organisations seem to be viewing MTD as a short-term 
compliance issue, but they’re very much aware that this 
is a potentially a short-sighted strategy, with only 40% 
believing their solution will scale to meet future needs. 
They’re also all too aware of the pain points as they 
convert to a digital process. Using spreadsheet-based 
processes will continue to present challenges around 
the management of adjustments - which they would 
need to continue performing manually in the absence 
of an automated solution.  
 
On a positive note, most organisations agree that the 
automation of the tax function will confer operational 
benefits in the near future. Last year, our survey 
revealed that 72% thought it would be vital for 
businesses to embrace automation by 2024. However, 
not all businesses readily associate MTD with placing 
them on this path to automation. That may be about to 
change if, as our survey suggests, almost half of those 
we questioned choose to move to some sort of 
automated solution.  

 
 
 
 
 
 
 
 
 
 
 
 
Together, these results suggest that there is a real 
appetite for change, given the issues with current 
processes.  There is also a desire to use MTD as a 
catalyst for change.  
 
Now, following the delay to the digital links mandate 
until April 2021, businesses can benefit from some 
much needed breathing space to take another look at 
the available options and reappraise what their goals 
are for Phase 2 of MTD.   

Conclusion
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Businesses now have the breathing space to review their options 
with the delay of the digital links mandate. 
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