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1.  Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the consultation document “Making Tax Digital: Bringing business tax into the 
digital age”, published on 15 August 2016. 

 
1.2. AAT is submitting this response on behalf of our membership and for the wider public benefit 

of achieving a sound and effective system of administering taxes. AAT comments reflect the 
range of views expressed by the membership on the impact that Making Tax Digital (MTD) 
will have on businesses and the wider economy. 

 
1.3. AAT has added comment in order to add value or highlight aspects that need to be 

considered further.   
 

1.1. AAT has focussed on the operational elements of the proposals and commented on the 
practicalities of implementing the measures outlined.   

 
1.2. Furthermore, the comments reflect the potential impact that the proposed changes would 

have on SMEs and micro-entities, many of which employ AAT members or would be 
represented by our 4,250 licensed accountants. 

 
 
2. Executive summary  

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

advanced tax system in the world. However, AAT is concerned about the timetable for 
implementation. 
 

2.2. Of the proposals included in the six MTD consultation documents it is probably the 
proposals in this consultation document that are the most contentious and may have 
the greatest impact on businesses i.e. to mandate digital record keeping for businesses 
(that fall within its scope) and to provide quarterly updates to HMRC. 

 
2.3. In many instances the proposals appear to be more for the benefit of HMRC (e.g. the 

use of HMRC data fields 3.35, below) and at the expense of businesses that will have 
to meet the associated costs. However, AAT accepts that the decision to mandate digital 
record keeping and quarterly updating has been taken and therefore has focussed on the 
practicalities of implementing the measures outlined so as mitigate the adverse impacts this 
proposal could have on businesses and on ways to improve the effectiveness of the 
proposals. 
 

2.4.  It should be noted that: 
 

a) MTD is a mammoth undertaking with complex Information Technology (IT) 
requirements and AAT has concerns about the timescale for implementation 

b) the immediate mandatory nature of MTD is a real concern 
c) the starting point for the discussion about who is “unable to engage digitally” is not 

appropriate. 
 

2.5. To address the above AAT recommends that: 
 

a) the implementation of MTD should start from April 2018 as originally intended but 
only for those businesses above the VAT registration threshold (currently £83,000). 
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Other businesses should then be phased into scope over a three year period 
reducing the threshold to the personal allowance (currently £11,000) at the end of the 
three year period (3.83-3.84, below)  

 
b) HMRC should allow a ‘soft landing’ whereby no penalties will be imposed for a set 

period, e.g. the first two years. It is always preferable to have a computer system that 
is so desirable to use that businesses will want to use it on a voluntary basis (e.g. SA 
Online) so a soft landing will allow scope for this and will enable the compliant 
majority to remain compliant and not slip into the grey economy 

 
c) there needs to be a sensible discussion about who is “unable to engage digitally” that 

respects fundamental human rights (3.79, below). 
 

2.6. AAT strongly recommends that HMRC should consider that a business that is keeping its 
business records on a spreadsheet is compliant with the requirement for ‘digital record 
keeping’. These businesses could still be required to provide quarterly updates which could 
be done via their business tax account (3.5, below). 
 

2.7. AAT has consulted its membership on the MTD proposals by canvassing feedback through: 
 

• an online survey of its 4,250 licensed accountants  
• holding two focus group meetings where the participants received an overview 

presentation of MTD from an HMRC representative 
• a meeting with a representative from the Low Income Tax Reform Group (LITRG) 
• A roundtable event with AAT licensed members and HMRC 
• contact on the telephone or via email with licensed members 

 
 
3. AAT response to the consultation document 

 
 

Chapter 2 Acquiring Digital Tools 
 

Question 1: What are the challenges for businesses that currently keep their records on 
paper or simple spreadsheets in moving to an integrated software package for record 
keeping, and what further measures or support would help businesses to meet these 
challenges? 
 
3.1. The challenge for businesses that keep financial records on paper or spreadsheets will be 

either: 
• The ongoing cost of engaging their accountant to undertake this additional 

requirement; or 
• The initial and ongoing cost of undertaking the work themselves which will also be an 

additional administrative burden that may leave less time to develop their business 
 

3.2. For some small businesses the proposal to provide HMRC with quarterly updates may 
increase accountancy costs or increase the amount of time the proprietor has to spend on 
administration, which may mean those businesses are no longer financially viable. This could 
result in them closing down leading to unemployment and an underutilisation of labour that 
may affect the wider economy. 

 
3.3. For the very smallest businesses or those with the lowest profits (the two are not necessarily 

the same) MTD could prove to be a significant financial challenge. Such businesses face the 
prospect of transacting with their accountant four times a year rather on an annual basis as 
now. This will almost certainly lead to increased costs. In a small number of cases this could 
be the difference between making a profit and making a loss and so the viability of the 
business under MTD may come into question.  

 
3.4. Clearly pushing such businesses out of existence is not HMRC’s intention. This issue could 

largely be addressed by ensuring the exemption limit is set at a reasonable level. 
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3.5. The proposal to update HMRC on a quarterly basis using third party software is likely to incur 
initial and ongoing costs for businesses, not simply due to software costs but because more 
time is likely to be required to meet HMRC requirements. This will not only affect existing 
businesses, but could potentially also act as a barrier to entry for some new businesses. 
However, bullet point 9 on page 6 of the consultation document confirms “…that the 
information to be provided in updates to HMRC is summary totals of the digital record of 
income and expenditure and not transactional records”. Therefore, support could be given to 
businesses by permitting them to keep their existing paper records and spreadsheets and 
input those summary totals on a quarterly basis via their personalised digital tax accounts, 
thus removing the necessity for these businesses to use third party software. 

 
3.6. AAT accepts that the solution of inputting the summary totals via their Business Tax Account 

may not work for all businesses. Some businesses will be happy to use the cash basis for 
their quarterly updates to HMRC while other small businesses operate on an accruals basis 
for their own monthly management accounts and these businesses will be reluctant to unwind 
those transactions to reduce their quarterly update to a cash basis. In summary, it needs to 
be recognised that “one size does not fit all” even for businesses of a similar size. 
 

Question 2: What information and guidance would you find helpful in choosing the 
appropriate software for your business? 

 
3.7. The minimum information would be: 

• whether the software is capable of importing and exporting to a spreadsheet file 
format 

• the power of the CPU and operating system required to run the software 
• the terms and conditions of free use 
• the limitations of the free software 
• whether or not the software is iXBRL compatible (significant for limited companies) 
• the intended user or type of business (e.g. VAT registered, partnerships, LLPs, 

charities - some may also be companies- CICs etc.). 
 
3.8. Ideally the free software should be iXBRL compatible because otherwise it would create an 

additional and unnecessary burden for those small businesses that are incorporated if they 
were required to input the same information into two separate systems.  

 
3.9. The guidance would then need to cover how to use the software and how it can be tailored to 

provide the business’ management information requirements. 
 

Question 3: What types of business should a free software product cater for? What 
functionality would be necessary in a free software product? 
 
3.10. The types of businesses that the free product should cater for are those where the cost of 

software and the additional administrative burden is likely to make the business no longer 
viable or would cause significant financial difficulties. 

  
3.11. On an anecdotal basis AAT is aware that VAT is already a barrier that artificially restricts the 

growth of many businesses i.e. businesses that actively reduce their trading in order to 
remain below the VAT threshold. If businesses are prepared to go to those lengths then 
perhaps any business that is not VAT registered should be able to have access to free 
software.  

 
3.12. AAT suggests that as and when those businesses that are not VAT registered are required to 

comply with MTD, they should have access to the free software. The only software 
requirements should be that it is sufficient to ensure compliance with MTD requirements. 

 
3.13. The free software should also allow for at least 2 users (i.e. the proprietor of the business and 

an external accountant). 
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Question 4: What level of financial support might it be reasonable for the government to 
provide towards investing in new IT, software or training, to whom should such support be 
aimed, and what is the most appropriate form for delivering such support? 
 
3.14. People who are in, or looking to go into, business are looking to create their own wealth,1 

contribute to society (through tax) and are generally looking to avoid being indebted through 
systems of tax credits, grants and subsidies. The proposal for a quarterly update is at odds 
with this rationale as it will likely increase the costs incurred and the administrative burden 
upon businesses. This question suggests that the government is seeking to provide 
businesses with financial support, which may be in some form of subsidy. The businesses 
that are adversely affected are likely to prefer: 
 

• not to have to provide the quarterly update with its associated costs and 
administrative burden  

• not to have to claim a subsidy, if that is what is being suggested, which would be a 
further administrative burden 

 
Question 5: What other forms of support would help to make the transition to Making Tax 
Digital easier? 
 
3.15. Unbiased guidance that helps businesses to make an informed decision regarding whether or 

not they wish to make the transition to MTD would be very welcome. For example, there may 
be a number of businesses where the proprietor is nearing retirement age and for whom MTD 
would be seen as an unnecessary obligation that might have an unreasonable bearing on 
their decision as to when they opt to retire. There is an obligation for government guidance to 
clarify the implications of MTD so that all proprietors can make an informed decision. 

 
3.16. Administrative requirements for new and existing UK businesses have increased significantly 

in recent years (iXBRL, RTI, AE and now MTD) and although these have often been imposed 
for sound policy reasons, the impact on the business community (especially SMEs) has been 
substantial. It would therefore seem sensible for the government, professional bodies and 
other interested parties to provide support in the form of information and guidance for 
entrepreneurs and potential entrepreneurs to enable them to make an informed choice when 
deciding whether or not to set up in business.  

 
3.17. AAT is already playing a role here having launched www.informi.co.uk earlier this year. 

Informi is a website that guides, facilitates and celebrates small businesses. The site is 
completely free to use and provides a range of comprehensive, straight talking guidance on 
all aspects of running a business from starting up, marketing & sales, technology and legal 
advice through to managing yourself and others, finance and business administration. AAT 
will certainly include information, advice and guidance around MTD on the Informi site too. 

 
3.18. AAT recognises that there is a need to help educate agents around MTD so that they in turn 

can educate their clients and will certainly be taking steps to do so. Other professional bodies 
will probably undertake similar commitments but the role of government is vital. 

 
3.19. Government can not only help by ensuring the availability of free, independent advice but by 

ensuring a reasonable degree of time is afforded to both agents and businesses to familiarise 
themselves with MTD processes (see 3.58 below which suggests a three year phased 
implementation period). 

 
3.20. The consultation document states (page 6, 9th bullet point) that it was easing the transition to 

MTD by only requiring the quarterly updates to contain summary totals and not transaction 
records and for most businesses this will be appropriate 

 
  

                                                      
1 http://www.forbes.com/sites/gingerdean/2016/05/29/7-reasons-to-go-into-business-for-yourself/#66ed8e426438 

http://www.forbes.com/sites/gingerdean/2016/05/29/7-reasons-to-go-into-business-for-yourself/#66ed8e426438
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Question 6: What facilities would make it easier and more secure for businesses to enrol for 
Making Tax Digital and use software regularly? 
 
3.21. Although AAT is aware that HMRC takes security, data protection and wrongful disclosure2 

very seriously, it is worthy of note that almost 90% of respondents to a recent AAT survey of 
licensed accountants said they had either “some” or “significant” concerns about data 
becoming corrupted, misused or lost. 

 
3.22. The application of existing security measures to the quarterly updates and the Application 

Programming Interface (API) is somewhat reassuring. The suggestions for additional facilities 
outlined in paragraphs 2.32-2.36 of the consultation document are also sensible. 

 
3.23. AAT also agrees that it is reasonable to expect businesses to be responsible for the security 

of their own operating systems and software packages, including the installation, updating 
and day to day use of software packages, by not divulging passwords, preventing virus and 
malware etc. 

 
3.24. It is imperative that HMRC not only reviews the need to provide additional guidance to 

support those customers who may not previously have had to consider these issues but that 
it continues to do so on a regular basis. 

 
3.25. By providing additional guidance that emphasises the safe nature of MTD; that HMRC is very 

experienced in this area; deals with huge amounts of data on a regular basis; complies with 
the Data Protection Act, Freedom of Information Act, financial accreditation standards and 
has its own additional robust internal standards, HMRC will go a long way to providing the 
much needed reassurance that agents and taxpayers are so clearly seeking before using 
such software on a regular basis. 

 
3.26. Again, in addition to an education, advice and guidance role from HMRC, professional bodies 

such as AAT can clearly play a vital role in educating agents who may not be regular users of 
such software. 

 
3.27. In respect to enrolling, AAT is pleased to see that businesses will have to enrol for MTD. This 

should mean that businesses that cannot, for one reason or another, enrol and electronically 
file their quarterly updates will be identified given their inability to enrol. Therefore, AAT 
recommends that this should be read as a strong indicator that the business may be unable 
to engage digitally. 
 
 

Chapter 3 Digital record keeping 
 

Question 7: Do you have any comments about the practicalities of keeping evidence of 
transactions and trading when using digital tools? 
 
3.28. HMRC should note that not all transactions will have supporting evidence. For example, till 

receipts that have become faded, lost receipts, mileage claims, parking paid over the 
telephone via an automated service etc. In some cases such as at petrol filling stations 
taxpayers usually have to ask for proper VAT receipts. 

 
3.29. The consultation document suggests (paragraph 3.5 on page 19 and 3.8 on page 20) that 

businesses can scan receipts into the software. However, it should be noted that scanning 
and storage of documents does require a lot of computing power to process and significant 
memory storage. For some smartphones it may be impractical to achieve where the phone’s 
memory is limited. Also, where the scanned receipts are kept on the mobile phone’s memory, 
there is the possibility that the phone gets damaged after scanning all the receipts and the 
receipts have been disposed of. 

 
3.30. If the information is stored in the Cloud then data usage will increase over time. As a result 

the costs of storing this information on the cloud will also increase. Although current prices 

                                                      
2 S.19 Commissioners for Revenue and Customs Act 2005 
 

http://www.legislation.gov.uk/ukpga/2005/11/section/19#text%3Dliable%20data%20
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quoted appear to be relatively low at £15 per 200Gb per year3, this is likely to be due to 
suppliers seeking to increase market share. Once market share has been achieved, prices 
will inevitably rise and for some smaller businesses this could prove problematical.  

 
Question 8: Do you agree with the minimum transaction data fields proposed for trading 
businesses, including retailers? What other data fields might the record keeping software 
usefully include as a minimum? 
 
3.31. AAT disagrees with paragraph 3.11 of the consultation document that the data field of 

“deducted amount/percentage for expenses” be completed for each receipt or expense item 
as this is not usually kept on a transactional basis. 

 
3.32. AAT disagrees with paragraph 3.12 of the consultation document that the data field in relation 

to income (sales) should include gross cash takings as the accounting systems of VAT 
registered businesses usually debit the bank a/c with the gross amount and credit the net 
income to the sales a/c and the output VAT to the VAT control a/c.  
 

Question 9: Do you have any comments about reflecting the current VAT requirements in 
MTD-compatible software? 

 
3.33. It is essential that the MTD-compatible software can reflect the current VAT requirement 

(excluding the free software which, as suggested at 3.10 above, should not include VAT as it 
will only be available to non-VAT registered businesses). It would be wholly unacceptable for 
a business to input transactional data into one accounting package in order to file an MTD 
quarterly update and then have to input the same data into another accounting package in 
order to file their VAT return. 
 

Question 10: Do you have any comments on the additional data capture requirements for 
property income and capital gains? 
 
3.34. The requirements for property income appear to be reasonable. However, for most business 

assets (e.g. plant, machinery, cars) there is likely to be a capital loss and providing quarterly 
updates of business assets is likely to increase the cost of reporting and the administrative 
burden on businesses.  
 

Question 11: What should the minimum categorisation in the software be? Would additional 
sub-categories be useful? 
 
3.35. Most businesses keep accounting records that are primarily used for management purposes 

and information that is extracted from these books and records can be used for tax purposes. 
Therefore, the MTD compatible software needs to allow businesses to continue to use their 
own categorisations. The businesses’ categorisations can then be mapped to HMRC’s 
categorisation requirements proposed in paragraph 3.24 in the consultation document, which 
suggests the SA103F categories listed in Annex A.    
 

Question 12: Do you have any comments on how businesses should reflect transactions and 
expenditure with non-deductible elements in the software? 

 
3.36. The recommendation of mapping the businesses categorisations to HMRC’s categorisation in 

3.29 above should address the issue of how non-deductible elements should be reflected in 
the MTD software. 
 

Question 13: What prompts and nudges would be most useful to businesses? 
 

3.37. It is essential that HMRC’s prompts and nudges should be grounded by containing 
references to the relevant HMRC manuals as ignorance of the law should not be used by 
HMRC to increase the tax yield from businesses where the tax is not due. Therefore, it is 
equally important that the prompts and nudges highlight the allowable expenses as it is to 
prompt disclosure of income otherwise there is a risk of eroding customer trust which may 
undermine HMRC’s reputation and have a knock on impact on customer compliance.   
 

  

                                                      
3 How to choose the best cloud storage service, article on Which  

http://www.which.co.uk/reviews/cloud-storage/article/how-to-choose-the-best-cloud-storage-service
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Chapter 4 Establishing taxable profit 
 

Question 14: Do you agree that businesses should have the choice as to when to record 
accounting adjustments? 
 
3.38. Yes (for the reasons outlined in 3.31 below). 

 
Question 15: Do you agree that business should have the flexibility to reflect reliefs and 
allowances when they choose? 
 
3.39. Yes, because for many businesses that are producing monthly management accounts they 

may be accounting for items such as depreciation (paragraph 4.23 in the consultation 
document), which would need to be added back to arrive at the taxable profit. These 
businesses may only want to consider the Annual Investment Allowance after the year end 
when it comes to preparing their tax return. 
 

Question 16: What do you consider is the most appropriate approach to reflecting the effect 
of the personal allowance on an individual’s taxable business profit? 
 
3.40. It is possible that some businesses may want their personal allowance distributed evenly over 

the year while other businesses may want to include it as a deduction at the start of the year. 
Therefore, both options should be available for the MTD software and this should apply to the 
free software too. 
 

Question 17: Is this the right treatment of partnerships? Are there any additional partnership 
issues that need to be considered? 
 
3.41. There may be issues with the circumstances outlined in paragraph 4.41 in the consultation 

document. For example, there may be issues where the partnership accounts and allocation 
of profits are in dispute by the different partners. In these cases, there may be a need to allow 
for two or more nominated partners until the dispute is resolved amicably or in court. 

 
Question 18: Is this the right treatment of individuals who receive income from property, let 
jointly? 
 
3.42. This would be the right treatment provided that there is no dispute between the individuals. If 

there was a dispute then again there may be a need for two or more nominated individuals 
until the dispute was resolved amicably or in court.  
 

Question 19: Is this the right treatment of subcontractors within the Construction Industry 
Scheme? Are there any other CIS issues that need to be considered? 
 
3.43. Occasionally contractors fail to notify HMRC of payments and tax deductions made to 

subcontractors. Therefore, the subcontractor should be able to notify HMRC through their 
digital tax account of un-notified payments where tax was withheld and HMRC should levy 
distraint upon the contractor as soon as they have been notified. 
 

3.44. AAT finds it unacceptable that the main contractor can flout the law with little or no 
consequences and as a result HMRC can withhold repayments to subcontractors, which in 
many cases will cause financial distress to the subcontractor. 
 
 

Chapter 5 Providing HMRC with updates 
 

Question 20: Do you have views on how detailed the summary data in the updates should be, 
and whether the level of summary data should be different depending on the size of the 
business? 
 
3.45. In previous consultation responses, AAT has expressed the view that one size does not fit all 

and to some extent that principle applies to summary data. However, some large and 
complex businesses (e.g. group companies) may have some quite complex arrangements 
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that HMRC may want to see in those businesses’ quarterly updates. Therefore, the summary 
data should be different depending on both the size and complexity of the business. 
 

3.46. The counter argument to this is that all businesses are intrinsically the same, the same core 
data should therefore be provided by all businesses and to vary the requirements will cause 
unnecessary complexity, which will increase the costs and administrative burden for 
businesses. 

  
3.47. On balance, AAT’s view is that HMRC should “think small first” and require small businesses 

to provide the summary data with the minimum categorisation required to satisfy HMRC that 
the businesses’ accounts are being kept digitally - with the smallest businesses only needing 
to provide the sales and expenses figures without being required to provide an analysis of the 
expenses. 
 

Question 21: Do you have any comments on the categorisation of summary data in the 
updates? 
 
3.48. Businesses categorise their expenses primarily in order to meet their own accounting and 

management reporting requirements and as a secondary process information is extracted to 
comply with their tax requirements. 
 

3.49. The categorisation in Annex A is identical to those listed on SA103F4. 
 

3.50. It would be inappropriate for HMRC to subjugate businesses to categorising their accounts in 
order to meet HMRC requirements for tax purposes. Therefore, the software will require a 
system for mapping the businesses categorisation to HMRC categorisation for the quarterly 
update. 
 

Question 22: Do you have any views on what VAT data the updates should contain? Do you 
have any views on the advantages or disadvantages of including VAT scheme data in the 
updates? If so, which schemes and which data should be included in the updates? 
 
3.51. Currently, the VAT regime is reasonably well administered and while many businesses 

submit quarterly VAT returns there are other businesses that submit their VAT returns on a 
monthly or annual basis. Therefore AAT is strongly against reflecting the current VAT data for 
those businesses into the MTD quarterly updates as this would be an unnecessary 
duplication. 

 
3.52. Similarly, there are businesses where the VAT accounting year end is not aligned with their 

financial year end. For these businesses it would be a duplication to provide VAT data in two 
different quarterly cycles. 

 
3.53. Apart from the exceptions (some were mentioned in 3.51 and 3.52 above) there will be many 

businesses that do want to combine their VAT quarterly return with their MTD quarterly 
update. Therefore, HMRC systems as well as the MTD software, will need to be able to cope 
with this scenario as well. 
 

Question 23: What flexibility around update cycles would be useful? 
 
3.54. It is reasonable that there should be flexibility around update cycles. In particular, AAT agrees 

with the proposal in paragraph 5.17 in the consultation document that there will be quarterly 
updates but that there would be an option for businesses that allows them to submit more 
frequent updates i.e. including monthly updates, and allowing for the commencement or 
cessation of trading. 
 

Question 24: Do you agree businesses should be allowed one month to submit their update? 
Would any problems be caused for VAT registered businesses by standardising the time 
limit for updates for all taxes? 
 
3.55. The proposal in paragraph 5.21 is to have a standard time limit of 1 month for all taxes which 

will reduce the time for submitting a VAT return from 1 month and 7 days to only 1 month. 
This is likely to adversely affect many businesses, especially smaller businesses, where other 

                                                      
4 https://www.gov.uk/government/publications/self-assessment-self-employment-full-sa103f  

https://www.gov.uk/government/publications/self-assessment-self-employment-full-sa103f
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duties and responsibilities also tend to fall due at the end of the month. So the additional 7 
days may be critical for some businesses especially if their VAT accounting year end is 
different to their financial year end. 
 

3.56. AAT recommends that the time allowed for submitting the quarterly update is in-line with the 
time limit for submitting VAT returns of 1 month and seven days.     
 

Question 25: What method of deriving a business’s start date for providing updates under 
Making Tax Digital would be most straightforward for businesses? 
 
3.57. Option 1 is probably the most straightforward option whereby the update cycle for a business 

would begin on the first day after their first accounting date that follows 5 April 2018.  
 

Question 26: Do you wish to make any comments about the operation of ‘in-year’ 
amendments to updates for the purposes of profits taxes or VAT? 
 
3.58. Both options will need to be available for businesses as: 

• there will be some businesses that need to have an accurate assessment of the 
EOY tax liability as they may be paying as they go and will want to amend their 
quarterly updates 

• there will be some businesses, particularly small businesses that do not need or 
want to amend their previous quarterly updates, preferring instead to leave all the 
amendments to the finalised and fifth quarterly update. 

 
 
Chapter 6 ‘End of Year’ Activity 

 
Question 27: Do you agree that the process of finalising the regular updates should be 
separate to the regular updates? 
 
3.59. There will be some businesses that are able to finalise their fourth quarterly update well 

within the time limit AAT recommended (3.56, above) of 1 month and seven days. These 
businesses may not require a fifth and finalising quarterly update. 
 

3.60. Conversely, there will be businesses that find it impossible to finalise all the amendments in 
time for their fourth quarterly update. 

 
3.61. Therefore, the process of finalising the quarterly update should be a separate process. In the 

case of those businesses that do not require a fifth and finalising quarterly update the 
process could be simplified whereby they should only have to tick a checkbox to confirm that 
that is the case.    
 

Question 28: Do you agree that businesses should have nine months to complete any End of 
Year activity? 
 
3.62. There is no sound business case for reducing the existing 10 month time period to 9 months. 

 
 

Chapter 7 Exemptions 
 

Question 29: What criteria should be applied in determining whether to exempt a particular 
business or business type from the requirements of MTD? 

 
3.63. AAT undertook an online survey of our 4,250 licensed accountants and held a focus group 

meeting where a wide range of views were expressed on this particular issue. 
 
3.64. The consultation document outlines that the government has listened and has proposed on 

page 6, first bullet point, that there would be an exemption for unincorporated businesses or 
landlords with a turnover or gross income from property under £10,000 p.a. A small number 
of participants in the AAT focus group held the view that there should be no exemption 
because: 
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• the £10,000 exemption was only introduced in order to placate opposition to MTD 
• in due course it could be argued that there should be a “level playing field” and that 

the unincorporated businesses below the threshold should also have to comply with 
the requirement to provide quarterly updates 

• the £10,000 exemption limit is arbitrary (to some extent this argument holds true for 
wherever the limit is set). 

 
6.7% of AAT survey respondents supported the view that “no taxpayers (businesses) should 
be exempt, not even those with an income under £10,000”.  

 
3.65. At the other extreme during the focus group meeting it was argued that the limit for providing 

quarterly updates should be set at infinity i.e. that no businesses should be required to 
provide quarterly updates. The reasons for not requiring quarterly updates are because of the 
cost and the administrative burden upon the businesses affected.  

 
3.66. Overwhelmingly, 64.8% of respondents to the AAT survey supported the view that, “The 

exemption should be increased from £10,000 to £11,000 and kept in line with the personal 
allowance”.  

 
3.67. However, the survey did not offer the option of whether the exemption threshold should be 

set at the VAT registration threshold (currently £83,000 for tax year 2016/7). This option was 
raised at the focus group meeting where there was strong support for the idea. The benefit of 
a much higher threshold is that the VAT registration threshold is already a barrier to growth 
and those taxpayers who are registered for VAT can be seen to be properly “in businesses”. 
In addition, as with the personal allowance, this figure has the merit of being reviewed on an 
annual basis whereas the arbitrary £10,000 figure does not. 

 
3.68. In conclusion, AAT recommends that the exemption threshold should initially be set at the 

VAT allowance of £83,000 and be phased into the personal allowance (currently £11,000), 
over a three year period (as outlined in 3.81-3.87 below). 

 
Question 30: Should charities be exempt from the requirements to maintain digital records 
and to update HMRC at least quarterly? 
 
3.69. An overwhelming 61.0% of respondents to the AAT survey supported the view that charities 

and community amateur sports clubs (CASCs) should be exempt from the MTD 
requirements. 
 

3.70. It would be reasonable for MTD to exclude charities and CASCs given that these 
organisations are not a source of error that contributes substantially to the tax gap. 

  
Question 31: Should trading subsidiaries of charities be exempt from the requirement to 
maintain digital records and to update HMRC at least quarterly? 
 
3.71. Given that trading subsidiaries are usually set up because the trading activity does not form 

part of the charity’s primary purpose then it would be reasonable that they should be equally 
exempt from the requirement to maintain digital records, where the turnover is below the 
Small trading tax exemption5. 
 

Question 32: Should CASCs be exempt from the requirement to maintain digital records and 
to update HMRC at least quarterly? 

 
3.72. AAT agrees with the comment in paragraph 7.13 that the MTD requirements would not be 

appropriate for CASCs given their particular tax arrangements, which are described in 
paragraph 7.12 in the consultation document. 
 

  

                                                      
5 Small trading tax exemption 

https://www.gov.uk/guidance/charities-and-trading
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Question 33: Should businesses within the insolvency process be included within the scope 
of the requirement to maintain digital records and to update HMRC at least quarterly; and are 
any special arrangements required for this group? 
 
3.73. HMRC petitions for the winding up of the majority of companies within the insolvency 

process. This is a useful function as it limits the damage that rogue and phoenix businesses 
can do to their suppliers, employees and customers. The requirement to maintain digital 
records and to update HMRC at least quarterly may be an appropriate requirement for larger 
insolvent businesses that have disposable assets that could be used to finance insolvency 
practitioners and accountants to manage the winding up process and comply with the MTD 
requirements. Conversely, the smaller the business the less likely it is to have disposable 
assets and is therefore less likely to be able to comply with the MTD requirements. To 
increase the administrative burden and cost on these smaller businesses to comply with the 
MTD requirements would be inappropriate and may lead to further penalties, fines and 
interest being levied upon these businesses where there may be no conceivable possibility of 
recovery of those debts. Applying penalties, fines and interest where there is conceivable 
possibility of recovery will also give a skewed view of the tax gap suggesting that it is far 
higher than it actually is and will also necessitate the eventual writing off of these debts. 
 

3.74. From the AAT’s survey less than a quarter (21.9%) of respondents supported the view that 
those in the insolvency process should be exempt. 

 
3.75. Although a minority, a significant proportion of respondents did believe that businesses in the 

insolvency process should be exempt. However, as argued above, the exemption should 
apply for smaller businesses but perhaps not for larger businesses. Rather than have to 
consider a new limit AAT would suggest that HMRC take a pragmatic approach to this issue 
and allow the exemption to apply to all businesses in the insolvency process. 
 

Question 34: Which businesses should be included within a consistent definition of persons 
‘unable to engage digitally’? 

 
3.76. AAT does not agree with the suggestion in paragraph 7.21 that those who are “unable to 

engage digitally” should be taken from the filing exemption for VAT. Few taxpayers have 
used this concession because it “failed to make exemptions for the elderly, disabled persons 
or persons living too remotely for reliable Internet access”6. 

 
3.77. The existing online filing exemption for VAT has been discredited by the Bishop case7 and 

therefore should not be used as a starting point for this discussion. 
 

3.78. AAT does not agree that a consistent approach should apply across the other tax regimes 
(7.22 and 7.23 in the consultation document) because large businesses or wealthy 
individuals may be able to afford to employ the services of tax barristers and specialist 
accountants whereas the small business (sole trader) or individual taxpayers may not. 

 
3.79. AAT has discussed this issue with the Low Incomes Tax Reform Group (LITRG) and believes 

that there is more work for HMRC to do in this area to ensure that the definition of “unable to 
engage digitally” is in keeping with the principle and spirit of the European Convention on 
Human Rights (regardless of Brexit). 
 

Question 35: Do you agree that £10,000 annual income is an appropriate threshold for 
exempting businesses from Making Tax Digital? Do you have any other comments on how 
the exemption should operate? 
 
3.80. No. Please refer to the response provided to Question 29 above. 

  

                                                      
6 Digital mayhem, article in Taxation by Robin Williamson, 23 October 2013 
7 LH Bishop Electric Co Ltd and others (TC2910) 

https://www.taxation.co.uk/Articles/2013/10/23/315371/digital-mayhem
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        Question 36: Should the smallest unincorporated businesses that are not exempt have an   
        extra year to prepare for Making Tax Digital? How should eligibility for this group be  
        defined? 

 
3.81. AAT agrees that the smallest unincorporated businesses that are not exempt should have an 

extra year to prepare for MTD. 
 
3.82. 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. 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. 

 
3.83. As a result AAT has an alternative solution that goes some way to meeting the needs of both 

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

 
3.84. 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.  
 

3.85. 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. 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. 

 
3.86. 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. 

 
3.87. 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. 
 

Question 37: Do you agree that the principles set out in Fig. 7.3 are the right ones to use in 
determining eligibility for an exemption? Are there any additional principles which should 
apply? 
 
3.88. AAT agrees with the principles in Fig 7.3 for determining eligibility for an exemption as it is 

reasonable that if a business is exempt in one period of account then it should be exempt in 
the following period and vice versa. It is important to clarify that businesses should only need 
to determine eligibility for exemption on an annual basis and should not be required to 
determining this on an ongoing basis (which is the case for VAT).  
 

Question 38: Which additional groups (if any) should be exempt from the requirements to 
maintain digital records and to update HMRC at least quarterly? 
 
3.89. 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").  

 
3.90. Likewise, any business where the proprietor(s) belong to a religious order that avoids 

technology should be granted an exemption. 
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3.91. A specific age exemption is too crude a measure as many older people are digitally literate. 
Similarly, a blanket exemption for the disabled would not be appropriate as many people with 
disabilities are digitally literate too. Nevertheless, there will be a subset of people that fall into 
one of more of these categories that should be exempt. Organisations such as “Help the 
Aged” and “Scope” are better placed to advise on what would be appropriate in particular 
circumstances.    

 
 

Chapter 8 Initial Assessment of Impacts 
 

Question 39: Do you believe that there is the opportunity for MTD to create savings for your 
business? What percentage time reductions would you see from the following? 
a) Targeted software tax guidance (prompts and nudges to get information right first time). 
b) Gathering, collating and inputting data. 
c) Reporting obligations through providing regular updates. 
d) Any other potential savings not covered above. 

 
3.92. There does not appear to be any opportunity for MTD to create net savings for businesses in 

the short term. There may be some limited savings in the medium or long term.  
  
3.93. In paragraph 8.31 it suggests that some businesses will be making a saving because “it is 

assumed that 2% of those businesses who use an agent choose not to do so under MTD”. 
 

3.94. A small number of AAT licensed members have contacted AAT and expressed concerns 
about the additional workload as a result if the introduction of MTD. The discussion always 
ends with members concluding that given they have limited hours that they will have to 
increase their hourly rate and probably lose a few clients in the process. The economic 
impact of MTD will be likely to increase the demand for agents causing capacity issues that 
will result in driving up the hourly rate for accountants and increasing costs for businesses. 

 
3.95. From the AAT licensed accountants survey, 45.6% of respondents agree that there would be 

an increase in hardware costs, 78.1% agreed that there would be an increase in software 
costs, 84.2% agreed that there will be costs of familiarising themselves with the software and 
systems and 45.6% believed that there would be additional costs not covered by the above. 

 
3.96. From the survey 71.1% of respondents expressed the view that there would be no time or 

cost savings from the MTD process for their business and a further 19.3% did not know. Only 
9.6% agreed that there will be a time or cost saving for their business from the MTD process. 

 
3.97. In respect of the percentage time reductions from the specific activities there may be a small 

time saving for targeted software tax guidance provided the guidance is efficient and 
comprehensive enough so as not to require further research. The gathering, collecting and 
inputting of information is likely to take more time as it will require the person to spend time 
finding/opening the app or starting the computer in order to enter each transaction and then 
inputting the information. For the majority of businesses the reporting obligation will take 
more time than is currently the case. 

 
3.98. AAT is not aware of any other potential savings. 

 
Question 40: Do you think there are different business sectors or sizes likely to benefit more 
from MTD? If so, what would these be? 
 
3.99. Larger businesses are more likely to be less adversely affected by MTD as they can have the 

advantages that come from economies of scale and employing individuals whose sole 
responsibility is finance. 
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Question 41: What costs might you expect your business to incur in moving to the new 
regime? Please provide details of the costs for: 
a) Time spent in your business familiarising with the new processes and conversion to these 
new processes 
b) Software expenditure costs (new or upgrading software) 
c) Hardware expenditure costs (purchase of a computer, tablet device, etc.) 
d) Any other costs which are not covered above 

 
3.100. As detailed at 3.87 above, the AAT licensed accountants’ survey indicates that 45.6% of 

respondents agree that there would be an increase in hardware costs, 78.1% agreed that 
there would be an increase in software costs, 84.2% agreed that there will be costs of 
familiarising themselves with the software and systems and 45.6% believed that there 
would be additional costs not covered by the above. It is also worth noting that only 3.5% 
believe there will be no significant costs. 

 
3.101. AAT licensed accountants attending a recent MTD focus group expressed a range of views 

on likely cost increases. Views ranged from there being no significant costs for some 
businesses and their accountants that are already utilising technology to a 50% to 100% 
cost increase for some businesses that do not utilise computer technology.  This is not 
particularly surprising given the diverse range of accountancy practices that are AAT 
members and consequently their diverse client base. 

 
3.102. Whilst it is difficult to quantify the costs at this stage, the Federation of Small Businesses 

(FSB) recently indicated (as quoted in the recent letter8 from the Chair of the Treasury 
Select Committee to the Chancellor) costs of £2,770 per business per year on average.  

 
3.103. 60% of AAT members work for an SME thus providing a particular insight into the SME 

community. It is likely to be the smaller businesses that are more adversely affected by 
MTD because they may find it more difficult to manage any potential cost increases and/or 
devote sufficient time to familiarising themselves with the various requirements.  For 
obvious reasons this will be especially so for micro-businesses. 

 
Question 42: Do you expect that your business will incur additional on-going costs as a 
result of these changes? Please provide the details of the additional costs or time for: 
a) Additional support from your accountant or tax agent. 
b) Additional time spent gathering, collating and inputting data. 
c) Additional time reporting obligations through providing regular updates and any end of 
year activity. 
d) Any other costs or time spent not covered above. 
 
3.104. In response to question 42 (a) please refer to paragraph 3.80 above. 
 
3.105. In response to question 42 (b) to (d), there will be ongoing costs to businesses regardless 

of whether the proprietor undertakes the work as there will be an opportunity cost, or 
engagement with an accountant to where there will be fees for the services provided. 

 
Question 43: Will particular businesses (e.g. partnerships) experience more difficulty in 
adapting to the changes? If so, please provide details, including any additional one off costs 
or ongoing costs. 
 
3.106. The ease or difficulty that particular business types9 will have will be dependent on whether 

or not the software industry can provide the software that meets the requirements of those 
business types and being able to file the quarterly updates. 

 
  

                                                      
8 http://www.parliament.uk/documents/commons-committees/treasury/Correspondence/Treasury-Chair-to-Chancellor-Making-Tax-
Digital-27-10-16.pdf  
9 e.g. sole trader, partnerships, LLP, limited company etc. 

http://www.parliament.uk/documents/commons-committees/treasury/Correspondence/Treasury-Chair-to-Chancellor-Making-Tax-Digital-27-10-16.pdf
http://www.parliament.uk/documents/commons-committees/treasury/Correspondence/Treasury-Chair-to-Chancellor-Making-Tax-Digital-27-10-16.pdf
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Question 44: If you are an agent, please provide details of how these changes will impact on 
your own business, including details of any one-off and ongoing costs or savings. How do 
you perceive that these changes might affect your clients? 
 
3.107. Please refer to paragraphs 3.80 and 3.86 above. 

 
 
4. About AAT 
 

4.1. AAT is a professional accountancy body with approximately 50,000 full and fellow members 
and 80,000 student and affiliate members worldwide. Of the full and fellow members, there 
are over 4,200 licensed accountants who provide accountancy and taxation services to 
individuals, not-for-profit organisations and the full range of business types. 
 

4.2. AAT is a registered charity whose objectives are to advance public education and promote 
the study of the practice, theory and techniques of accountancy and the prevention of crime 
and promotion of the sound administration of the law. 

 
 

5. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact Aleem Islan, AAT Technical Consultation Manager, at: 

 
E-mail: consultation@aat.org.uk   Telephone: 020 7397 3088  
 
Association of Accounting Technicians 
140 Aldersgate Street 
London 
EC1A 4HY  

mailto:consultation@aat.org.uk
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