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1. Introduction 

1.1 We welcome the chance to comment on the draft Notices for Making Tax Digital for income tax 
(MTD ITSA), which were published on 1 July 2022. 

1.2 Our comments below cover some general points as well as some points specific to the various 
Notices.  In summary: 

• As agents with a large number of clients affected by MTD ITSA, we need more detail on how 
the new rules will work in practice in order to prepare ourselves and our clients.  Unfortunately 
the pared-back nature of the Notices means that they have not provided much of what we are 
looking for; 

• More detail is required in the Software Notice to draw the distinction between the need for 
digital links and the need for manual changes to figures in software (eg to disallow amounts for 
tax purposes); 

• There is a need for a clear definition of what is meant by a ‘digital record’, which covers 
situations such as joint ownership as well as more straightforward scenarios; and 

• There is a need for more information on how the three line accounts relaxation will work when 
a taxpayer has provisional figures or needs to claim the tax credit for residential finance costs. 

1.3 We would be happy to discuss these comments further if it would be useful.  If you have any 
questions, or would like any further information, please contact: Robert Langston, National Tax 
Partner, on 0207 841 4129 or email robert.langston@saffery.com or Alison Hobbs, Director, 
National Tax, on 0207 841 4016 or email alison.hobbs@saffery.com . 

2. General points 

2.1 As we have said in other representations on consultations relating to Making Tax Digital, we are 
generally supportive of the aim of digitising the tax system.  Increased digitisation reflects the 
direction of travel we are seeing both in business and in life more generally, and, where done 
effectively, offers a multitude of potential benefits to both government and taxpayers. 

2.2 We do, however, have concerns that, as it stands, the MTD ITSA programme will not deliver these 
potential benefits, and that there is not a clear pathway between now and mandation for many of 
our personal tax clients in April 2024.  Many key questions about the operation of MTD ITSA remain 
unanswered, and the software pilot is still very small in scope.  In practice, this means that we are 
unable to effectively prepare our clients or adapt our internal processes to prepare for MTD ITSA.   

2.3 Given the scope of the MTD ITSA changes – which represent a fundamental shift in the way in which 
business (including property business) tax information is reported – and the proportion of our client 
base that will be affected, we need to be preparing our clients, our systems and our processes now, 
as well as making sure that we understand how MTD ITSA reporting will affect the amount and 
timing of our work.  Where workloads increase, we may have to increase staffing levels, which will 
mean recruiting in good time.  We do not currently have the information to carry out this planning 
with confidence.  Our comments throughout this document should be read in this wider context.   

2.4 We note that the Notices are much less detailed than the equivalent Notice covering MTD for VAT 
(VAT Notice 700/22).  Instead, we understand that much of the detail will be left to the guidance, 
which is as yet unpublished.  Here, as in general, we believe that requirements should not be left 
to guidance, not least because such guidance is not binding on HMRC or on taxpayers, but should 
be subject to legislation – as was the case for VAT. 
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2.5 It will be critical that the guidance is clear, comprehensive and published in good time to allow both 
taxpayers and advisers to prepare for MTD ITSA mandation.  Given this, it is unfortunate that draft 
guidance was not made available for comment alongside these Notices.  Having a more complete 
picture would enable us to engage more fully and help to ensure that MTD ITSA is implemented in 
a way which achieves the government’s policy objectives and which is workable for our clients and 
for us in practice.   

2.6 It is worth noting that, even outside of the areas covered by the Notices and the forthcoming 
guidance, there remain some fundamental unanswered questions around the longer-term plans for 
MTD ITSA.  These include what use HMRC intend to make of the data reported quarterly by 
taxpayers, and how this quarterly data would tie in to any changes to the income tax payments 
regime which might result from the consultations into more timely payments.   Not having this 
longer term view clear makes it difficult to comment on some aspects of the Notices (for example 
the three-line accounting) in a rounded way, as well as making it difficult to properly prepare for 
the changes MTD will bring.  We would ask that the government sets out a clear direction of travel 
beyond 2024 as soon as possible so that we can begin this process, and ensure that our comments 
on consultations such as these can highlight where proposals do, and do not, align with those longer 
term goals. 

2.7 As is to be expected, the Notices only deal with taxpayers’ obligations under MTD.  Part of the 
broader picture that remains unclear is what information HMRC will play back to them following 
their quarterly submissions – what information is expected to be available both through the 
Business Tax Account and through the MTD compliant software used by taxpayers and agents?    For 
example, will taxpayers be able to see an estimate of taxable profits for businesses within MTD 
ITSA, and will systems highlight where amounts may be erroneous (perhaps because they are 
substantially different from those in previous quarters)?  The provision of this type of information 
and ‘prompts and nudges’ was part of the original rationale for MTD, but it is currently unclear 
which, if any, elements will be progressed before mandation.  Understanding this piece of the MTD 
puzzle is not just important to ensure that all parties are clear on what HMRC’s responsibilities will 
be, as well as those of taxpayers, but to allow agents to prepare properly.   

3. Software Notice 

3.1 As a standalone statement, we believe that the requirement for “any transfer, recapture or 
modification of [the] digital record within the functional compatible software must happen digitally 
and not manually” is inadequate.  On the face of it, that would mean that any modification to the 
accounting record (for instance to disallow an amount for tax purposes) must happen digitally – 
which isn’t possible.  The VAT Notice is much clearer here, as it talks about the need to make any 
transfer, recapture or modification of the data “using digital links” and goes on to say that 
“manually transferring data within or between software programs…is not acceptable under 
MTD”.  This puts the emphasis clearly on the need for digital links rather than creating a 
requirement for every interaction with the data to be digital not manual.  We would suggest that 
the wording of the income tax Notice is broadened along the lines of the VAT Notice. 

3.2 The VAT Notice also has helpful detail on what would constitute a valid set of digital links in a 
number of different scenarios.  These include showing where data might be updated manually 
within a system where all data transfers take place via digital links.  We assume that this level of 
detail will be in the guidance.  This is just one example of where it would have been useful for draft 
guidance to have been published alongside the Notices so that we could assess the effectiveness of 
both taken together.  Given the complexities of MTD ITSA and the very different types of taxpayer 
who will have to make reports – from large unincorporated businesses to individuals with a single 
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rental property – it will be particularly important that the guidance covers a wide range of scenarios 
so that taxpayers can be comfortable that they are getting things right. 

3.3 It would be good to understand whether there will be a soft landing period on digital links for MTD 
ITSA in the same way that there was for MTD for VAT.  This might be particularly relevant for smaller 
businesses and landlords who are not VAT registered and will not have had to consider digital links 
before.  Given the current progress of the ITSA software pilot, it looks likely that the vast majority 
of businesses will not have had the opportunity to trial the record keeping and reporting 
requirements before mandation, so having a soft landing period would allow them to adjust to the 
new requirements with increased confidence. 

3.4 More generally, the Notice does not define what constitutes a ‘digital record’ and when a digital 
record comes into being.  In many more straightforward cases this will be obvious; however the 
question becomes critical when considering situations where there are multiple potential points at 
which a digital record can be created.   

3.5 One such scenario would be a landlord who uses a letting agent to manage their property.  If the 
letting agent uses software to hold income and expense details and generate regular rental 
statements, is that the initial digital record?  Or is the digital record created at the point that 
information reaches the landlord and they (or their tax agent) enters it into a spreadsheet or 
accounts package? 

3.6 Another scenario would be where property is jointly held.  This could be directly (for instance a 
husband and wife co-owning a rental property) or indirectly through a bare trust structure.  In this 
case is there a requirement for a digital record at the property level, with the information split 
between the owners, or does the digital record start with the taxpayer themselves? 

3.7 It is likely that understanding the definition of digital record will lead to further questions about 
how that definition will work in practice.  Clarity on this is, therefore, needed as a matter of urgency 
to allow all those involved to plan appropriately.   

4. Update Notice 

4.1 The three line accounts relaxation for businesses, including rental businesses, with turnovers below 
the VAT threshold is welcome in principle, particularly because this is something that HMRC stated 
early in the consultation process would be preserved in MTD.  However, it does again raise the 
question of what HMRC are planning to do with the quarterly reporting data in the medium to long 
term.   

4.2 Where smaller businesses report on this basis there will be very little information for HMRC to 
interrogate.  If we do see ‘prompts and nudges’ introduced, either by HMRC or software firms, in 
future, they are likely to be of limited use to smaller businesses if they are focused around the data 
that is submitted to HMRC.  It is these businesses, particularly if they are unrepresented, however, 
who are likely to benefit most from prompts and nudges.  This is not to say that the relaxation 
should be removed: rather that HMRC should provide clarity on the ways in which data will be used 
in the future and should plan the rollout of prompts and nudges, and other support for taxpayers, 
carefully to ensure that smaller businesses are not excluded from benefitting.  

4.3 The fact that the Notice includes the three line accounting relaxation implies that HMRC are not, at 
least in the short term, assuming that the data reported quarterly will play a key role in reducing 
the tax gap: rather, that will be achieved by requiring taxpayers to keep more contemporaneous 
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digital records and submit some data to HMRC more regularly.  It would be useful to know how 
they have arrived at this conclusion and how they intend to measure success.  We note that the 
published tax gap figures do not differentiate between errors caused by poor record-keeping by 
small business and those which result from getting the tax treatment of an amount wrong.  More 
granular data here could help both HMRC and agents understand where changes are having an 
impact and where more work is needed. 

5. End of period Notice 

5.1 Our points above with regard to the three line accounts relaxation, and HMRC’s intentions around 
future use of quarterly reporting data, are also relevant here.   

5.2 In addition, we question whether there should be a provision which requires a taxpayer to provide 
more detail where they do not have an accounting date which matches the tax year (or 31 March 
as a proxy for the tax year end).  The forthcoming basis period reforms will mean that these 
taxpayers will have to include figures for more than one accounting period in their end of period 
statement (EOPS), and requiring more detail would give HMRC more data to work on.  This could 
be particularly beneficial in situations where a taxpayer has to use provisional figures, because final 
figures for the later accounting period are not available at the point the EOPS needs to be filed, and 
these figures are later updated.  

5.3 Using three line accounting will mean that smaller residential landlords will not need to report their 
finance costs separately, either in quarterly updates or their EOPS.  They will, however, need to be 
able to claim the 20% tax credit for these costs.  More information is needed in order to understand 
how that process will work in practice. 

5.4 As expected, it is the End of Period Notice and not the Update Notice which includes a requirement 
for tax and accounting adjustments to be made.  HMRC have said from early in the MTD 
consultation process that it will be possible to make adjustments quarterly if taxpayers want to, 
and this is another area where it will be interesting to see both the guidance and also what 
functionality is available in MTD compliant software packages – will all software allow for 
adjustments to be made quarterly? 

6. About Saffery Champness 

6.1 Saffery Champness is the 15th largest UK accountancy firm by fee income. We presently have more 
than 80 UK partners and over 700 staff in nine offices in the UK and further offices in Guernsey, 
Geneva, Zurich, Dublin and Dubai.   

6.2 We are a firm with a deliberate focus; we do not try to be all things to all people. Instead we choose 
to specialise in specific sectors and areas of business where we have real in-depth expertise and 
experience. These include not-for-profit, private wealth, landed estates and rural businesses, 
professional practices, financial services, recruitment, entrepreneurs, sports and entertainment, 
international, and real estate.   

 

 


