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Professional 
Practice Solutions
Making Tax Digital – Overview

HMRC are introducing the Making Tax Digital regime commencing April 2019 with 
the objective of reducing the tax gap and modernising the tax regime. The regime 
will focus on VAT from April 2019 with income and corporation tax requirements to 
be introduced in April 2020. 

MTD overview

Under Making Tax Digital, businesses will be required 
to maintain digital records and report quarterly to 
HMRC.

— 1 April 2019 – MTD for VAT

— 1 April 2020 – MTD for Corporation tax and 
Income tax

MTD for VAT

MTD for VAT requires that businesses maintain 
digital records in functional compatible software that:

— Enables the digital link of data from an 
Accounting System (ERP).

— Can create a VAT return from the digital records.

— Can connect to HMRC systems via an 
Application Programming Interface (API).

Businesses must submit the VAT returns via a digital 
link to HMRC’s portal  from functional compatible 
software. HMRC accept that a spreadsheet is a 
digital record however API enabled software will be 
needed to extract and submit the data. The software 
must be able to both send and receive data.

Supplementary information

Businesses will be able to submit “supplementary 
data” to HMRC to support the VAT return; this data 
will include details of any manual adjustments made 
in calculating the VAT return. The intention behind 
MTD is to minimise VAT errors resulting from manual 
intervention. As such, we expect that HMRC will use 
evidence on manual adjustments to help to inform 
their risk assessment of which businesses to contact 
or visit.

MTD for Corporation tax and Income tax

From April 2020, businesses, and individuals earning 
over £10,000 from self-employed activities, will be 
required to report results quarterly to HMRC. 
Businesses and individuals will continue to file an 
annual tax return; they will not be required to submit 
returns quarterly. The current post-year end final filing 
timeframes are expected to continue to apply.

We believe that Making Tax Digital is only the first 
step in the digital journey, and that HMRC will achieve 
increasingly greater access to underlying financial 
data. Data integrity therefore becomes increasingly 
important.

Preparation for MTD

1. MTD readiness – Businesses are reviewing
current VAT processes and identifying where
changes are required to comply with MTD.

2. Process improvement – Minimising the number
of manual adjustments required in the VAT return
process will reduce the business risk profile. An
MTD review will often identify opportunities to
use existing systems more effectively, rather
than investing in additional software.

3. Software solution – The digital link required to
upload the VAT return to HMRC must be capable
of both transmitting and receiving information.
KPMG is developing an Application Programming
Interface (API) that can be used with existing
accounting systems.

4. Data analytics – Data integrity will become
increasingly important as HMRC achieves greater
access to underlying data. KPMG can interrogate
transactional data to identify both risks and
opportunities
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Changes required by MTD for VAT
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VAT return

API connection

VAT Return Submission
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VAT account 

The VAT account is the link and audit trail between the business 
records and the VAT return. You must maintain a digital record of 
the following:
Output Tax (sales)
— The output tax you owe on sales
— The output tax you owe on EU acquisitions 
— The tax you’re required to pay under a reverse charge 

procedure 
— The tax that needs to be paid following a correction or error 

adjustment 
— Any other adjustments required by VAT rules 
Input Tax (purchases)
— The input tax you are entitled to reclaim
— The input tax allowable on EU acquisitions
— The tax entitled to reclaim following corrections or error 

adjustments
— Any other necessary adjustments 

Digital link

Transactional data must be transferred from the financial 
accounting software to the functional compatible software via a 
“digital link”. HMRC defines a “digital link” as an exchange of 
data electronically between software programs, products or 
applications without involvement of manual transcription. 
HMRC have confirmed that use of “cut and paste” functions to 
transfer data will be allowed during the soft landing period ending 
31 March 2020.
If there is more than one functional compatible software (i.e. one 
per VAT group member) then there needs to be a digital link 
between the various digital records held by VAT group members, 
through to the submission of the VAT return to HMRC.

API connection

VAT returns must be filed directly from the digital records, 
such as from the record keeping software, or an API-enabled 
spreadsheet.

Records digitally stored

The following data needs to be stored digitally within the 
functional compatible software:
Designatory Data
— Your business name
— The address of your 

principal place of business
— Your VAT registration 

Number 
— A record of any VAT 

accounting schemes used

For each purchase received
— The time of supply 
— The value of the supply 

(including any VAT that is 
not re-claimable)

— The amount of input tax 
to be claimed

For each sale made
— The time of supply
— The value of the supply
— The rate of VAT charged
— A split of output tax 

values between SR, RR, 
ZR, EX and OS. 

If you make multiple supplies at 
the same time these do not 
have to be recorded separately. 
You can record the total value of 
supplies on each invoice or 
receipt that have the same time 
and supply and rate of VAT 
charged.

Functional compatible software

Digital records must be maintained in what is defined as 
‘functional compatible software’. This is broadly compliance 
software (such as ONESOURCE) or spreadsheets (or a 
combination). 
Such software must be able to connect to HMRC via an 
Application Programming Interface (API). (for spreadsheets this 
must be completed using an API bridging software solution).

Adjustments

Only the total for each type of adjustment will be required to be 
kept digitally not details of the calculations underlying them. 
If the adjustment requires a calculation it does not have to be 
made in software. However using software for all your 
calculations will reduce the risk of errors in your returns.

Your  contacts:

Jane Crotty
Director
T: +44 117 905 4143
E: jane.crotty@kpmg.co.uk

Roisin Byrne
Senior Manager
T: +44 121 232 3462
E: roisin.byrne@kpmg.co.uk 

Cath Smyk
Tax Manager
T: +44 117 905 4130
E: catherine.smyk@kpmg.co.uk

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate 
and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on 
such information without appropriate professional advice after a thorough examination of the particular situation.
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