
Making Tax Digital: a guide



Making Tax Digital

From 2020, HM Revenue and Customs (HMRC) will be implementing  
a complete online overhaul of the current tax system: Making Tax Digital.

This is a mandatory transition that will significantly change the financial operations  
of your business. 

This is what you need to know.

*Please note, any information provided in this guide may be liable to change. Stay up to date  
with Making Tax Digital by following the official Twitter and Facebook page of Watson Buckle 
Chartered Accountants.



What software do I need?

No more paper, post or filing cabinets needed.

The new digital tax system will only be accessible online, meaning business 
owners will need to use up-to-date software or apps to keep on top of their 
business records.

This software should be capable of accessing the internet and be able to reliably 
update HMRC each business quarter.

What are digital updates?

Businesses will record and categorise receipts and expenses in their record 
keeping software or app, reducing inadvertent errors.

HMRC

Companies will be prompted to update their tax returns through notifications 
from HMRC. They will then be able to update the necessary information directly 
through the digital software.

This will give business owners more certainty over their upcoming tax bill, and 
allow them to manage their cash flow more effectively throughout the year.

What about “end of year” activity?

The HMRC are currently reviewing what activity you need to undertake to 
calculate your end of year taxable profit.

This should be a relatively simple procedure if your HMRC updates are accurate, 
and your final declaration is complete. Some businesses, however, have more 
complex methods of calculating end of year profit.

In these circumstances, HMRC have implemented a facility to check over 
your previous financial statements, make any necessary accounting or tax 
adjustments, and claim any relief and allowances that they could not include in 
their regular updates.



Who is exempt from digital tax accounting?

HMRC has proposed to exclude all businesses with a gross income / annual 
turnover of less than £10,000 from online tax accounting.

There will be exemptions for companies which surpass the £10,000 threshold, 
but these are yet to be finalised. HMRC has also ruled out those who cannot 
genuinely use the digital tools needed to process their tax returns.



How will the changes affect me?

Moving to digital tax accounting may incur some additional costs for your 
business.

This could amount in:

•	 time	spent	in	your	business	familiarising	with	the	new	processes	and	
conversion to these new processes

•	 software	expenditure	costs	(new	or	upgrading	software)

•	 hardware	expenditure	costs	(purchase	of	a	computer,	tablet	device,	etc)

•	 any	other	costs	which	are	not	covered	above

And ongoing costs for:

•	 additional	support	from	your	accountant	or	tax	agent

•	 additional	time	spent	gathering,	collating	and	inputting	data

•	 additional	time	reporting	obligations	through	providing	regular	updates	
and any end of year activity

•	 any	other	costs	or	time	spent	not	covered	above

But the benefits of online accounting will far outweigh the time spent learning 
to use the new system.

An online account will offer you a plethora of financial information at your 
fingertips; with instant access to annual revenue, expenses, cash flows, tax 
payments and more.

With this information available whenever, wherever you are, you have the 
ability to make important business decisions on the spot.



Will Making Tax Digital make tax simple?

HMRC have set out a number of tax simplifications to reduce the amount  
of work companies must do in order to comply with their tax obligations.

These are:

• Cash basis threshold extension

The cash basis provides a simplified way for businesses with trading income 
to calculate their profits, taking account only of amounts actually paid and 
received within a period. Currently, businesses may only enter the cash basis 
if they have a turnover below the VAT threshold (currently £83,000).

HMRC

• Reforming the distinction between capital and revenue expenditure within 
cash basis

Businesses need to adjust their profits for tax purposes, including distinguishing 
between capital expenditure (usually one-off expenditure, producing a lasting 
asset for the business) and revenue expenditure (day-to-day expenditure, often 
recurring and producing no lasting asset). Generally, revenue expenditure may 
be deducted in calculating profits and capital allowances are then given on 
certain types of capital expenditure.

HMRC



Can I make voluntary payments?

Companies that have kept digital records and updated HMRC regularly can 
make voluntary payments as and when they choose.

This is great for those businesses that prefer to pay smaller but regular sums of tax.

What penalties are there for not going digital?

Non-deliberate failure to submit information will incur “penalty points”. 

Once	these	points	have	surpassed	a	certain	(yet	to	be	confirmed)	threshold,	
the company will be charged monetary penalties.

The new points system will replace all previous penalty schemes, and is 
designed to be “fair, proportionate, consistent and customer-focused”.

Where can I find more help on Making Tax Digital?

Watson Buckle aims to reduce the time and cost to you when making the 
transition and help you with the on-going administration burden, allowing 
you to spend more time on what is important – you and your business.

To find out more about Making Tax Digital, contact Susan Sedgwick today on 
01274 516700 or email susans@watsonbuckle.co.uk.



York House, Cottingley Business Park, Bradford BD16 1PE 
Tel: 01274 516700  Email: email@watsonbuckle.co.uk

www.watsonbuckle.co.uk
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