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Update

What is ‘Making Tax Digital’?
In 2016 the Government published six consultation documents 

under the heading ‘Making Tax Digital’ (MTD). These dealt 

with a variety of proposed changes to the tax system, such as 

simplifying the cash basis and extending this to unincorporated 

property businesses. However, the changes proposed by the 

document ‘Bringing business tax into the digital age’ (and now 

incorporated in legislation) were by far the most significant.

Under these rules, businesses (including property businesses) 

will be required to store records digitally and make 

quarterly submissions, in addition to the submission of an 

end of period statement.

When will the rules come into force?
The rules were originally intended to come into force for income 

tax and NIC purposes from April 2018. However, this has been 

postponed until at least April 2020 for all taxes except for VAT. 

Only businesses with turnover exceeding the VAT threshold will 

be required to comply with the rules from April 2019, and then 

only for VAT purposes

Making Tax Digital for landlords

“…businesses will be required to store 
records digitally and make quarterly 
submissions, in addition to the submission 
of an end of period statement”

The Making Tax Digital initiative seeks to bring taxation into the digital age. The Government’s plans 
will automate and streamline certain processes, but will also impose additional compliance obligations 
on landlords. The basic rules are contained in the Finance (No 2) Act 2017 and in regulations that have 
been made, or will be made, under that Act.

*Businesses with turnover below the VAT threshold may choose to enrol 
voluntarily. Further information is contained within the section overleaf 
entitled ‘Who will the rules apply to?’.

Set out below are the expected dates of implementation.

Making Tax Digital timetable

For income 

tax and NIC 

purposes

Unincorporated businesses 

(sole traders, property 

businesses and partnerships) 

with annual turnover above 

the VAT threshold of 

£85,000

6 April 2020  

(at the earliest)*

For VAT 

purposes

Incorporated and 

unincorporated businesses 

with annual turnover above 

the VAT threshold of 

£85,000

6 April 2019*

For 

corporation 

tax purposes

Companies within the 

charge to corporation  

tax, regardless of turnover

1 April 2020  

(at the earliest)
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Who will the rules apply to?
Broadly, MTD will apply to all businesses, including property 

businesses, from the dates listed above, unless they are specifically 

exempt. Originally it was intended that unincorporated businesses 

and landlords with an annual turnover of less than £10,000 

would be exempt from the regime.

However, a ministerial statement by the Financial Secretary to the 

Treasury in July 2017 stated that ‘businesses with turnover below 

the VAT threshold will not be required to use the system but can 

choose to do so’. The Treasury further clarified that ‘this means that 

businesses and landlords with a turnover below the VAT threshold 

will be able to choose when to move to the new digital system.’

Whilst these comments might suggest that, for income tax, 

NIC and VAT purposes, landlords with turnover below the VAT 

threshold will not be required to use the system, it is not clear 

whether this is simply a matter of timing (i.e. these businesses 

might be required to comply with MTD from April 2020 or later 

for certain purposes). The F(No 2)A 2017 provisions do not 

resolve the question because they leave many points to be 

determined by regulations.

There will be various other exclusions, such as an exemption for 

those considered to be ‘digitally excluded’ including members of 

religious societies whose beliefs are incompatible with using 

electronic communications, and persons unable to interact 

digitally for reasons of age and other factors.

Income tax and NICs
The rules will apply to persons within the charge to income tax 

who carry on:

a. a trade, profession or vocation;

b. a property business; or

c.  certain other activities which fall within the charge to 

income tax.

Certain persons, such as trustees of charitable trusts, will be 

specifically exempt from the regime. Similarly, certain activities 

are excluded from the regime. In both cases taxpayers can 

optionally elect for the rules to apply.

“this means that businesses and 
landlords with a turnover below the VAT 
threshold will be able to choose when 
to move to the new digital system”

The point of most significance for landlords is that they will be 

required to report property business profits quarterly. Quarterly 

reports must be submitted within one month of the end of the 

quarter. In addition, an end of period statement will need to be 

submitted, comprising tax information for the tax year, by the 

31 January following the tax year (or by the time the tax return 

for that year is submitted if earlier).

Individuals will still be required to submit a self-assessment tax 

return for any non-business income, but the legislation permits 

HMRC to introduce a facility to report this income as part of the 

end of period statement so that it effectively replaces the annual 

tax return.

In addition, records must be kept in electronic format. Various 

data on income and expenditure must be held electronically, 

which must also be categorised and, with the aid of some 

software automation, tax adjustments will be estimated. 

However, HMRC has indicated that invoices and receipts will 

not be required to be stored electronically. It is intended that 

much of this information will automatically feed into quarterly 

submissions, but more complex tax adjustments can be left for 

the end of period statement.

For property businesses specifically, it was originally proposed 

that it would be necessary to submit details of income and 

expenditure for each property separately. However, it has since 

been indicated that these will only be reported for the property 

business as a whole.

While HMRC will not be providing software, many commercial 

providers are creating software and some free applications will 

be available. HMRC has indicated that spreadsheet records will 

be acceptable, but it is likely that spreadsheets will need to be 

merged with MTD software to facilitate this.

Calculation of taxable profits
From 2017/18 onwards the default position is that profits of 

unincorporated property businesses are calculated on a cash 

basis, provided that rental receipts do not exceed £150,000. 

There are certain other exclusions. For example, partnerships 

with corporate members and all LLPs are unable to use the 

cash basis.

Under the cash basis, the business will be required to recognise 

income and expenditure in the period in which amounts are 

received and paid. However, a taxpayer may alternatively elect 

to use GAAP and calculate profits on an accruals basis. Broadly, 

under this basis, income is recognised in the period in which it is 

earned and expenditure is brought into account in the period in 

which the liability is incurred.
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Partnerships
Whilst properties held by partnerships will still be covered by 

MTD, it is important to be aware of how these rules differ from 

those for individuals.

MTD will apply to partnerships (including entities taxed on 

a similar basis, such as LLPs), but will not apply to the individual 

partners.

During the year, partnerships will have the option of ‘pushing’ tax 

data into each partner’s Digital Tax Account and will be obliged to 

‘push’ this through on an annual basis. Due to this process, 

partners will no longer need to submit a partnership page in 

preparing their own self assessment tax return and will not need 

to comply with MTD unless they have other business interests.

Unlike for individuals, all income (even non-business income, 

such as interest) will be reportable under MTD for partnerships.

Similarly to individuals, partnerships will be required to report 

quarterly. However, they will continue to file annual partnership 

returns, albeit electronically, as opposed to end of period 

statements.

The rules outlined only apply to partnerships and will not apply 

to jointly held property. In these circumstances, each taxpayer 

will be individually responsible for reporting income and 

expenditure in respect of their share in the property.

VAT
Whether or not VAT reporting must be considered for a property 

business depends on the facts of the case. Very broadly, this 

depends on whether the property is residential or commercial, 

and if there is an ‘option to tax’ in place. The information below 

applies to the extent that the business falls within the charge 

to VAT.

The pre-MTD record keeping requirements for VAT purposes are 

already more stringent than for profit-based taxes, and this will 

continue to be the case, albeit with the further obligation to 

keep records (including the VAT account) electronically.

Businesses are already generally required to account for VAT 

quarterly and this will not change, but the consultation 

documents suggested that in due course this reporting will be 

amalgamated with the updates submitted for income tax and 

NIC purposes. Furthermore, HMRC has confirmed that ‘the 

introduction of MTD will not change the current approach to 

calculating a business’s VAT liability’.

Businesses may have different VAT return cycles and quarterly 

update cycles under MTD. However, they will be offered the 

flexibility to align these dates so that MTD quarterly submissions 

can be made simultaneously for both direct taxes and VAT.

The VAT aspects of quarterly submissions will constitute a VAT 

return and therefore an additional declaration will be required. 

If the Annual Accounting Scheme is adopted, quarterly reports 

will still be required, but a declaration will only be required on 

an annual basis. VAT processes performed by businesses at the 

end of each year will not change.

Software used by VAT-registered businesses will need to be 

able to cope with both VAT accounting and calculating profits 

for income tax and NIC purposes (or corporation tax, as the 

case may be). HMRC envisage that transactions will only need 

to be recorded once in software, which can then be used for 

both purposes.
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Corporation tax
Properties may be held through corporate structures and whilst 

MTD will apply to companies, the rules will differ from those for 

individuals and partnerships.

The information and consultation documents released to date 

have focused primarily on unincorporated businesses, so there is 

far less information available in respect of corporation tax.

However, we should expect to see many similar provisions 

introduced for company taxation, particularly in terms of 

electronic record keeping and quarterly reporting. The 

Government is planning to publish a detailed consultation 

document on MTD for incorporated businesses in due course, 

which will shed more light on the position.

How we can help
Clearly, these proposals will place a significant compliance 

burden on most landlords and support may be required.

We are happy to advise on any transitional issues that businesses 

may encounter due to the changes. In addition, we can assist in 

the preparation of quarterly and end of year activity reports, 

and with any other ongoing compliance obligations from a 

tax perspective.


