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March 2017
Making Tax Digital


The big change proposed in the tax system is called Making Tax Digital, which I have been explaining to clients as I see them for the last few months.  The basic idea is to require businesses and people with rental income to keep their accounts using a computer program which will automatically send quarterly figures to HMRC.  A final submission will make year-end adjustments and there will then be no need to complete a tax return.


The proposal is to start the system in April 2018, but the accountancy profession has been sceptical about whether that is achievable, for good reasons:

1.
HMRC has yet to issue a detailed specification for what is to be in the electronic returns, so the software suppliers cannot finalise their programs.

2.
The new system needs to be rigorously tested before going live.

3.
HMRC has a poor record of implementing such change efficiently.


The system will eventually apply to any business or landlord with a turnover of £10,000 or more, but the Chancellor has announced one concession.  Only businesses with a turnover over the VAT threshold will join the system in April 2018, with smaller businesses and landlords joining in April 2019.  Companies will join in April 2020, as was always planned.


The stated aim is to improve the accuracy of taxpayer’s records, but government and HMRC are deluded if they think that can be achieved simply by computerisation and more frequent reporting.  
Computer systems can create an illusion of accuracy because they produce nice, neat reports and that will convince most people that they must be correct.


People will continue to record what they think is right, without reading the rules, and there is no computer program which can stop them doing that.  When I then prepare the final return, it will consist mainly of corrections to the client’s quarterly returns, rather than just the few year-end adjustments HMRC expects.


Finally, the more cynical of us may suspect that the ultimate aim of this reform is to collect tax quarterly.
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