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1. Introduction 
 

1.1. The Association of Accounting Technicians (AAT) is a professional accountancy body with 
over 140,000 members, 60% of whom work for an SME. These members include over 
4,250 AAT licensed accountants who provide accountancy services to more than 400,000 
British businesses. 

 
1.2. AAT wholeheartedly supports the ambition to make our tax system the most digitally 

advanced tax system in the world. However, AAT is concerned about both the timetable for 
implementation and the potential costs imposed on business. 

 
2. Evidence underlying the case for the Making Tax Digital proposals and their suggested 

impact 
 

2.1. It was difficult to fully respond to each of the six MTD consultation documents given so 
much technical uncertainty remains.  There was also a lack of robust supporting data for 
the proposed savings.  

 
2.2. HMRC’s initial assessment of the impact of MTD is that overall it will lead to significant 

savings for businesses, contributing to HMRC’s wider £400m burden saving target for 
businesses by the end of 2019/20 but we have seen no strong evidence to support this 
assumption.  

 
2.3. HMRC have acknowledged that many businesses will incur costs, including time costs in 

making the transition to a digital way of transacting with HMRC but they also acknowledge, 
“… we do not yet have a granular understanding of what those costs will be to provide an 
estimate at this time.” 1 

 
2.4. The Federation of Small Businesses suggests that the additional cost will be in the region 

of £2,770 2. ICAEW suggest additional costs of £1,250 3 and ACCA have suggested that 
for most businesses the cost will be in the region of £2,000 4. 

 
2.5. AAT suggests that the additional costs for our members is likely to be in the region of 

£1,000.  
 

2.6. The precise figure can be argued over but whether it is £1,000 or close to £3,000 what is 
clear is that the costs will be significant for many businesses. 

 
2.7. The costs will be particularly significant for small, micro and non-employing businesses. 

Agents will inevitably pass additional costs on to their customers who in turn will either 
have less money to invest in their business, will collapse or turn to the black economy.  

 
2.8. The impact of this could be stalled business growth at a time when Government – 

especially the Prime Minister and BEIS - is paying real attention to the need for SMEs to 
be sustainable and to scale up. It will also mean less money for HMRC, and/or a widened 
rather than narrowed tax gap i.e. achieving completely the opposite of the stated goals. 

 
  

                                                      
1 Page 59, MTD Bringing Business Tax into the digital age, consultation document 15 August 2016 
2 Treasury Committee Oral Evidence: Shifting Sands: an inquiry into UK tax policy and the tax base, HC 314, Q300 and Q301 
3 ICAEW Representation 171/16 Making Tax Digital: Bringing Tax into the Digital Age, paragraph 13 
4 Comments from ACCA to HMRC November 2016, TECH-CDR-1428 Making Tax Digital: Bringing business tax into the digital 
age, pages 33 and 34 
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3. Evidence base for mandatory digital reporting, in particular the potential impact on the 

‘tax gap’ and for HMRC resources 
 

3.1. HMRC remain adamant that digital reporting must be mandatory in order for the 
economies of scale required to close the tax gap.  

 
3.2. There may be some merit in the idea of voluntarism until a critical mass is secured and 

then for a mandatory approach to be adopted. However, this would not secure the savings 
that HMRC has committed to as it would not sufficiently address the tax gap. Another 
inherent problem with such an approach is that the timescale would be impossible to 
judge. 

 
3.3. The most sensible approach would appear to be adopting the AAT proposal of a phased 

implementation programme as set out below. This maintains the mandatory element whilst 
affording both agents and small businesses more time to familiarise themselves with the 
requirements of MTD. 

 
3.4. With specific regard to the tax gap, AAT is concerned that HMRC has underestimated 

likely behavioural changes as a result of MTD requirements and their impact on the tax 
gap. Many of those earning relatively small profits, faced with time consuming quarterly 
reporting requirements and increased accountancy costs are likely to simply turn to the 
black economy thus avoiding onerous requirements, increased costs and the payment of 
any taxes. It is essential that HMRC takes its time to get this right to avoid such a scenario 
otherwise it faces the very real prospect of an increased rather than reduced tax gap. 

 
4. Measures to help the digitally excluded 

 
4.1. AAT responded to the MTD consultation document as follows on this issue: 
“Any business that is unable to access a basic, reliable broadband service with speeds of at least 

10 Mbps should be exempt. 10 Mbps is the speed identified in the current Digital Services 
Bill as being the minimum acceptable under the new broadband Universal Service 
Obligation ("USO").” 

 
4.2. The CBI and others have subsequently followed our lead and suggested the same. 

 
5. Robustness of the proposed timetable from the perspective of each of the groups affected, 

including the software industry, different taxpayer groups (such as small businesses and 
landlords), intermediaries and HMRC.  

 
5.1. In October 2016 Andrew Tyrie wrote to the Chancellor seeking to delay implementation 

“perhaps for a few years”.  
 

5.2. The Federation of Small Businesses (FSB) would like a ten year delay and the Office for 
Tax Simplification (OTS) suggest a three to five year delay would be prudent. Perhaps 
unsurprisingly the Government would prefer no delay at all. 

 
5.3. AAT believes that implementation should be delayed if significant technical difficulties 

arise. Proceeding regardless, simply to meet a politically imposed deadline, risks 
substantially increased administration costs and reputational damage for the Government. 
It also risks reduced compliance by taxpayers. 

 
5.4. Universal Credit (UC) serves as a recent reminder of a less than successful government IT 

programme where pressing ahead despite the consequences caused difficulties for 
recipients, financial losses for the taxpayer, reputational damage for all involved, and a 
legacy of mistrust for future large scale government projects. 

 
5.5. The National Audit Office described the UC programme as beset by “weak management, 

ineffective control and poor governance” with £34m written off on failed IT programmes 
and at least £100 million more on the programme as a whole. Lessons need to be learned. 
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6. Scope of the exemptions 
 

6.1. The exemption from MTD for small unincorporated businesses or landlords with a turnover 
or gross income from property of under £10,000 per annum is a sensible starting point.  

 

6.2. AAT accepts that the calls for MTD to be optional ignore the key objectives of the concept 
whilst also noting that a compulsion at all costs model is equally fraught with dangers. 

 

6.3. As a result AAT has an alternative solution that goes some way to meeting the needs of 
both sides of this argument. This is also very heavily linked to the question of timetables. 

 

6.4. The threshold should be set at £83,000 (the current VAT threshold) falling to £11,000 (the 
personal allowance) over a three year period.  

 

6.5. A three year phasing exemption of this nature provides:  
 

 more time for agents to educate and raise awareness amongst their client base  
 

 agents with scope to improve their familiarity with the MTD processes through 
experience with VAT registered businesses prior to full implementation  
 

 clarity that MTD remains compulsory, that there will be no delay but there will be 
phased implementation to both help the business community and help HMRC achieve 
the best possible outcomes  
 

 the maintenance of customer confidence and goodwill 
 

6.6. Linking the exemption limit to the existing VAT threshold allows many of the smallest 
companies’ additional time to get to grips with the challenges and opportunities MTD 
presents whilst ensuring larger companies, who are likely to be better equipped to do so, 
remain within scope.  

 

6.7. Furthermore, the majority of VAT registered businesses already undertake quarterly VAT 
returns so are used to undertaking quarterly reporting of some of their financial affairs.  

 

6.8. By linking the threshold to the personal allowance at the end of this three year period, the 
need to regularly revisit the limits of an arbitrary figure, such as the proposed £10,000 limit, 
is avoided.  

 

6.9. A £10,000 limit also means that micro businesses that currently pay no tax would be 
subject to MTD and as the Treasury Select Committee report published this month 
concluded, “To impose MTD on them would be palpably absurd.” 

 
6.10. Less than 5% of AAT licensed accountants who responded to our recent MTD survey 

supported the £10,000 limit. In contrast 65% supported an £11,000 limit. 
 
7. Adequacy of the proposed measures to simplify the calculation of taxable profits and 

basis periods and the timing of their introduction. 
 

7.1. For unincorporated property businesses 
 

7.2. AAT supports the cash basis as being optional.  
 

7.3. There is not strong support for preparing letting property accounts on a property by-
property basis using either the cash basis or UK GAAP as this will add yet another layer of 
unnecessary bureaucracy.  

 

7.4. Changes to the deduction of interest in relation to residential letting are likely to cause 
confusion for many landlords and lead to potential errors and the understatement of their 
property business profits. 

 

7.5. The introduction of the cash basis for unincorporated landlords is likely to result in a 
marginal saving of time through a removal of the requirement for landlords to calculate 
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accruals and pre-payments. However, as most transactions in respect of a letting activity 
are via a bank account there will be no reduction in time required to post “cash” 
transactions.  

 
7.6. In general, many unrepresented unincorporated landlords already report their letting 

property income and expenditure on a cash basis largely due to a lack of awareness of 
existing legislation. For such payers the move to introduce a cash basis of reporting is 
welcome. 

 
7.7. For unincorporated businesses 

 
7.8. AAT agrees with the proposed approach of following accounting periods, but only on the 

basis that existing businesses are allowed to retain the right to deduct overlap profits at the 
time of a change of accounting.  

 
7.9. The concept of a reduced reporting framework is attractive as it offers the prospect of 

simplification, without the drawbacks associated with cash. If the reduced reporting 
framework includes an option to account for stock changes it is likely that it would prove an 
attractive proposition and one that many of AAT’s licensed accountants would be likely to 
recommend to their smaller business clients who have no need for accounts for outside 
third parties.  

 
7.10. A recent survey of AAT licensed accountants found the following:  

 

 56.5% considered that the cash basis entry threshold should remain at its current 
£83,000, compared to 19.4% who favoured a modest increase to £100,000 while only 
10.5% thought it a good idea for it to be doubled to £166,000 
 

 47% are in favour of reforming the basis periods for the self-employed. 40% thought it 
to be a bad idea and 37% said it would make little difference 
 

 55.2% thought that the cash basis should be optional. Only 7.8% felt it should be 
compulsory and 37.1% required more information before deciding.  

 
8. Consequential revisions to the penalty regime 
 

8.1. On the issue of penalties AAT believes that points should be immediately appealable. The 
only logical reason for preventing immediate appeals is administrative convenience for 
HMRC. AAT is also of the view that the potentially disproportionate system of fixed 
penalties could be avoided by working on a percentage basis penalty instead.  

 
8.2. AAT strongly agrees with HMRC that a single points total that covers all of the customer’s 

submission obligations is the right approach. Having different points for different areas 
would make the system unnecessarily complex and bureaucratic.  

 
8.3. AAT members do not agree with the HMRC proposal that 14 days is an appropriate length 

of time to allow customers to either pay in full, or make arrangements to do so before 
penalty interest is charged. Only 3.5% of AAT licensed accountants agree that this was an 
appropriate length of time to wait until penalty interest becomes payable. Most practitioners 
believe that 30 days is required (47%) and this is closely followed by 46% who believe 
customers should have 60 days or longer to pay. In short, with over 95% of AAT licensed 
accountants believing that 14 days is not an appropriate length of time, AAT has already 
urged HMRC to look at this issue again.  

 
8.4. AAT firmly believes in a simplified tax system. As a result, it is AAT’s view that simplifying 

and aligning the rules around interest, making it clearer to customers when interest is due 
to or from them, is an opportunity that should not to be missed. AAT also agrees that the 
2009 and 2010 interest rules for Income Tax and Class 4 NICs are simple, clear and 
appropriate and the proposal to continue with them is welcome.  

 
8.5. It is clear that significant costs will be incurred by agents due primarily to the time 

consumed in familiarisation and dealing with these changes to the penalty regime. 
However, AAT believes that such costs specifically relating to penalties and interest are 
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likely to be greater only in the first year or two of the MTD programme as agents and their 
clients get to grips with the new requirements. Furthermore, there are potential cost 
savings as the work flow for agents evens out across the year (quarterly) and well-
designed software, apps etc. lead to further time saving. This point is separate to our 
general concerns that costs for MTD as a whole could prove burdensome. The benefits to 
business and to their clients must outweigh the costs and the evidence for this needs to be 
more robust than is currently the case.  


