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Introduction 
 

Under Making Tax Digital for VAT (MTDfV), businesses with a turnover above the VAT 

threshold (currently £85,000) will have to keep records digitally (for VAT purposes only), 

and provide their VAT return information to HMRC through MTD functional compatible 

software from the first VAT period starting on or after 1 April 2019. This is based on the 

9 boxes on the VAT return (although could include voluntary or supplementary 

information). 

 

In December 2017, VAT regulations and an Explanatory Memorandum for MTDfV were 

released, and in July 2018 the final VAT Notice, a communications pack, and an initial list 

of approved software vendors were issued: 

 

 VAT Notice: 700/22 

 

 Stakeholder communications pack 

 

 List of approved software suppliers 

 

Deloitte has been involved in a number of consultation meetings with HMRC and we 

continue to work closely with HMRC to ensure our concerns, and the concerns of our 

clients, are addressed, as well as facilitating a smooth transition to the new 

requirements.  

 

Digital records and MTD functional compatible software 
 
From the first VAT period starting on or after 1 April 2019, businesses in scope for MTDfV 

will need to use software to store and maintain the records specified, prepare VAT 

returns, and communicate with HMRC digitally, using approved MTD functional 

https://www.gov.uk/government/publications/vat-notice-70022-making-tax-digital-for-vat
https://www.gov.uk/government/publications/making-tax-digital-for-business-stakeholder-communications-pack/making-tax-digital-for-business-stakeholder-communications-pack
https://www.gov.uk/government/publications/software-suppliers-supporting-making-tax-digital-for-vat/software-suppliers-supporting-making-tax-digital-for-vat


compatible software. This is a software program (or programs) which can connect to 

HMRC systems via an Application Programming Interface (API).  

 

(Certain exemptions apply, including for those who are digitally excluded or for religious 

reasons. Organisations below the VAT threshold which have voluntarily registered for 

VAT can opt to join MTDfV or continue filing VAT returns as at present.) 

 

An initial list of approved MTD API compatible software is available on HMRC’s website to 

assist clients in assessing compliant solutions at the following address: 

 

https://www.gov.uk/government/publications/software-suppliers-supporting-making-

tax-digital-for-vat/software-suppliers-supporting-making-tax-digital-for-vat. 

 

The software (which can include spreadsheets) must be able to:  

 

 Keep records in a digital format;  

 

 Preserve digital records in a digital form, for up to 6 years;  

 

 Create a VAT return from the digital records (and be able to provide HMRC with this 

information digitally via an API); and 

 

 Receive information back from HMRC.   

 

For larger businesses, API schemas are available to developers through HMRC’s website 

if businesses want to develop the API link to HMRC within their own IT functions. Contact 

details for further information can be found below: 

 

SDSTeam@hmrc.gsi.gov.uk. 

 

HMRC acknowledge that many businesses use spreadsheets as a fundamental part of 

preparing VAT returns and that some software may not perform all the VAT calculations 

required. If this is the case, data transfer between software must be automated with a 

digital link, rather than this information being manually re-keyed as part of the VAT 

compliance process.   

 

Digital records requirement 
 

Digital records must be kept, maintained and preserved in digital form. A spreadsheet 

can be used as the VAT return preparation software, although more robust methods of 

handling and transforming data should be considered. Regardless of how many systems 

are used, they will need to be compliant with the requirements for digital links. 

 
HMRC have published the following details on digital record requirements: 

 

 Designatory data: digital records must include: business name, address, VAT 

registration number, and a record of any VAT accounting schemes used. 

 

 Outputs: for supplies made, digital records must include the time of supply, the 

value of supply and rate of VAT charged. 

 

 Inputs: per supply received, digital records must include the time of supply, the 

value of supply (including irrecoverable input tax), and the amount of input tax your 

business will claim. 

 

 

 

https://www.gov.uk/government/publications/software-suppliers-supporting-making-tax-digital-for-vat/software-suppliers-supporting-making-tax-digital-for-vat
https://www.gov.uk/government/publications/software-suppliers-supporting-making-tax-digital-for-vat/software-suppliers-supporting-making-tax-digital-for-vat
mailto:SDSTeam@hmrc.gsi.gov.uk


For digital records: 

 

 There is no requirement to produce or store invoices and receipts digitally as part of 

MTDfV.  

 

 Records that are not specified in the Notice, or that are not used in the completion of 

the VAT return, do not need to be kept in functional compatible software, e.g. intra-

VAT group supplies.   

 

 Some records must still be kept in their original format, for example a C79 (import 

VAT certificate).   

 

 If software cannot calculate mixed supplies correctly, they can be recorded as a 

standard rated and a zero rated supply, or recorded at one rate and the VAT 

corrected through an adjustment at the end of the period.   

 

 For multiple third party agent supplies made or received, a single invoice is 

acceptable.  

 

 A total of each type of adjustment should be recorded as a separate line.   

 

 If software does not record reverse charge transactions, then record reverse charge 

transactions twice, once as a supply made and a second time as a supply received.  

 

 It is not currently expected that special VAT regimes and partial exemption 

calculations be actually calculated in the digital software.   

 

To support each VAT return, functional compatible software must include: 

 

Outputs:  

 Total output tax payable (including breakdown of total amounts accounted for under 

the reverse charge mechanism); 

 Total tax owed on acquisitions from other EU Member States; 

 Total tax due following an error correction; and  

 Adjustments (see further information below). 

 

Inputs: 

 Total tax recoverable on business purchases; 

 Total input tax recoverable on acquisitions from other EU Member States; 

 Total input tax reclaimable following an error correction; and 

 Adjustments (see further information below). 

 
Digital link, mandatory digital link and ‘soft landing period’ 
 

HMRC have outlined what constitutes a digital link for the purposes of being MTDfV 

compliant, including a number of scenarios which include examples of digital links. A 

digital link means that data is transferred between programs without manual 

intervention or transposition. HMRC define a digital link as: 

  

“A ‘digital link’ is one where a transfer or exchange of data is made, or can be 

made, electronically between software programs, products or applications. That is 

without the involvement or need for manual intervention such as copying over 

information by hand or the manual transposition of data between 2 or more 

pieces of software.” 

 

 



Once data has been entered into functional compatible software, any further transfer, 

recapture or modification of that data must be done with digital links. The digital journey 

is formed by linking individual software together. Transferring data manually within the 

functional compatible software is not acceptable. However, certain calculations may be 

made outside the functional compatible software (see below). 

 

HMRC have differentiated between two types of digital link – this broadly relates to two 

key scenarios:  

 

1. A digital link – for example, ERP or source systems to Excel/tax preparation 

software (by April 2020): A digital link will be required, but there is a ‘soft landing 

period’ of 12 months from 1 April 2019. This will enable taxpayers to make relevant 

changes to ERP and/or source systems and processes involved in preparing and 

submitting their VAT returns. Cutting and pasting can be used for the soft landing 

period, although removing this from the process should be considered as soon as 

possible. 

 

2. A mandatory digital link – VAT return preparation software to HMRC (by 

April 2019): If bridging software (or similar) is used to transmit the VAT return to 

HMRC (via an API) then a digital link must exist from 1 April 2019. This, in effect, 

means there is a ‘mandatory digital link’ which is not subject to the soft landing 

period for data transmitted to HMRC. Bridging software allows data to be digitally 

sent from the VAT return preparation software directly to HMRC. The summary 

information in the bridging software must not be physically re-typed into another 

software package. 

 

Outlined below is Deloitte’s view of what we think will be acceptable and unacceptable 

digital links: 

 

 
 

* The boxes above represent our view of what is acceptable/unacceptable when looking 

at digital links. If there is any uncertainty around digital links, businesses should check 

with HMRC. 

 

VAT Notice 700/22 outlines nine scenarios where these digital links may be required: 

 

 Using a single API-enabled software package 

 

 Using API-enabled software and accounting software 

 

 Using a spreadsheet and bridging software 

 



 Using multiple spreadsheets and bridging software 

 

 Using accounting software, a spreadsheet and bridging software 

 

 VAT groups or different parts of the same business 

 

 Adjustments, journeys and transfers outside of software 

 

 Digital transfers and adjustments within an agent journey using agent’s API-enabled 

software 

 

 Digital transfers and adjustments within an agent journey using business’ API-

enabled software 

 

Adjustments 
 
 

Adjustments, for example the fuel scale charge and private use adjustments (which have 

no underlying transactions), form part of the functional compatible software; however, it 

has been specified that only the total of the adjustment will need to be kept in the digital 

records. This means that offline calculations performed in spreadsheets will be 

acceptable. If the adjustment requires a calculation, this calculation does not have to be 

made in functional compatible software. If the calculation is completed outside of 

functional compatible software then digital links are not required for the information 

used in the calculation. 

 

Supplementary and voluntary information  
 

As discussed above, VAT returns should be submitted using functional compatible 

software (which can include an API-enabled spreadsheet). This information should 

contain as a minimum the 9 boxes required for the VAT return, but could also contain 

supplementary information from digital records. 

 

Supplementary data is a voluntary feature that will be available at a future date. It will 

be able to be provided at the time of the VAT return, or when a voluntary update is 

made. Supplementary data will likely be based on the summary data required to support 

the VAT return. HMRC will publish further information about this in due course. 

 

Businesses will be able to provide information to HMRC outside of a VAT return 

voluntarily – further information and detail about this functionality will be published in 

due course. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Specific VAT items and special schemes 
 

Special schemes which include retail, flat rate, and annual accounting schemes are to 

continue as they currently operate, but records must be kept digitally and the VAT return 

submitted via functional compatible software. The following information relates to 

specific VAT treatment and special schemes: 

 
Area Current understanding 

Retail 
Schemes 

Will be permitted to record electronically sales transaction data based on 
daily gross takings, rather than recording details of each sale. 

Flat Rate 
Schemes 

Digital record keeping requirements will mirror current record keeping 
requirements. End of period adjustments to correct position will be allowed. 

Margin 
Schemes 

No requirement for digital record keeping for the additional records required. 
Can record as standard and zero rated in the transaction, or perform end of 

period adjustment. 

Non-quarterly 
returns 

Businesses submitting monthly or non-standard returns will continue to do 
so.   

Annual 
Accounting 

Will be as per the current conditions. These will require digital records to be 
kept and submission of VAT returns via functional compatible software.   

Landlords Letting of residential accommodation is generally an exempt supply for VAT 
purposes and therefore most residential landlords will be unaffected by 
MTDfV.   

PESM No current plans to mandate for the maintenance of calculations in the 

software, only the adjustments will need to be entered for MTD. 

 
Impact on business  
 

Most VAT registered businesses already keep digital records, but manually enter their 

information via the Government Gateway. Under MTDfV, businesses will need to 

automate the update to HMRC via software rather than re-key this information. Digital 

records can be kept in financial systems or accounting software, and a separate system 

can be used for digital submission of information to HMRC. In this case, data transfer 

within functional compatible software must be automated with a digital link.  

 

Functional compatible software should cover the three areas of digital records, digital 

links and digital submission to HMRC.  

 

 
 

Following consultation, HMRC took into account how difficult it is to make changes to 

underlying ERP systems/source reports, hence the introduction of the 12 month soft 

landing period.   

 

 

 

Although re-keying of information and cutting/pasting will be allowed during the soft 

landing period, this is not particularly desirable from a VAT controls and process 



standpoint. Businesses should be looking to remove risk from the VAT return process 

and automation is one way of achieving this. This could include consistently using flat file 

exports/imports between systems, and automated downloads of reports which are then 

imported/exported in an automated manner (such as via a macro).    

 

This would apply to whether returns are completed in house (using Excel or a tax 

software product) or via an outsource provider to prepare the returns and/or complete 

the filing.   

 

What should businesses be doing now? 
 
With less than a year to go until MTDfV is live, businesses should be looking at their end-

to-end VAT process, and in particular analysing where the data for this comes from, 

which systems are used, and how this information is adjusted and consolidated.   

 

This end-to-end flow of information should be digital and capable of being audited going 

forwards. Some businesses may be doing this currently by downloading reports and files, 

but where this information is being manually entered into spreadsheets or tax 

compliance software, the impact on automating this process should be considered. 

 

In order to assess how compliant your business is with the new rules, typical questions 

to ask include: 

  

 Where are your digital records kept?  How many systems does this include?  Are they 

able to be retained for 6 years? 

 

 How do you move VAT-related data between systems? 

 

 How much manual work is involved in your VAT process? 

 

 How many adjustments do you perform when preparing your VAT return? Are these 

avoidable (e.g. through minimising incorrect data/coding) or ‘business as usual’ 

items (e.g. invoice accruals)? 

 

 How up-to-date is the technology used in your business? 

 

 How much do you rely on spreadsheets, and how complex are your spreadsheets? 

 

Large businesses running complex or multiple systems may require significant resource 

to implement these changes in their financial systems.   

 

Pilots 

 

A number of self-employed businesses have already started keeping digital records and 

providing updates to HMRC as part of a live pilot to test and develop the MTD service for 

income tax and NICs. HMRC are already piloting MTDfV, starting with small-scale, 

private testing, with these pilots being widened over the summer. HMRC have started 

the pilots with more straightforward businesses for tax purposes to test the system 

gradually before allowing more complex businesses to submit. 

 

For more information on signing-up for the pilot programme, contact: 

 

makingtaxdigital.mailbox@hmrc.gsi.gov.uk 

 

However, once a business starts using MTD for their VAT returns, even if before April 

2019, it can no longer file returns using HMRC’s online portal. 

mailto:makingtaxdigital.mailbox@hmrc.gsi.gov.uk


 

Impact assessment 

 

An impact assessment which considers your business’ end-to-end VAT return process will 

highlight risks within the process, from sources of data feeding into the VAT return 

preparation software (the electronic VAT return) to how the data is being enhanced and 

transformed prior to submission. Where the assessment highlights few risks, then 

options can include a bolt-on spreadsheet solution, or an in-house built API, which can 

be added to the existing process. Another option is to outsource the return which can be 

filed electronically by the outsource provider via the API. 

 

Comply or transform? 

 

MTDfV presents businesses with a challenge, but also an opportunity for change. These 

new requirements (and similar requirements in other countries) can present an 

opportunity to transform an outdated VAT process and utilise the latest technology to 

enhance and streamline the whole tax reporting process. Businesses falling under the 

new regime will need to decide whether their response to the new rules is to simply 

comply, or use this as a platform to transform their VAT return processing. 

 

 
 

Going forwards, in order to meet international real-time reporting requirements, and 

avoid making subsequent adjustments, the data should be correct at source, within the 

ERP and other upstream systems (i.e. billing and procurement systems). Where this is 

not possible, there are other options available to correct the data after it has been 

posted. These include: 

 

 
 

Investing in these solutions will not only assist in moving towards a right first time 

approach, but will also provide a scalable platform for similar future requirements. If you 



have operations in other countries which fall under similar regimes then these can be 

utilised for data across countries. 

 

The future of tax reporting 

 

Although this is a softer start to MTD, we can look at the changes that other tax 

authorities have adopted concerning digital records, particularly the Standard Audit File 

for Tax (SAF-T) in Europe and real-time reporting (including the Immediate Submission 

of Information in Spain) for possible future requirements. However, there are no current 

plans in the UK to introduce SAF-T or real-time reporting of tax and accounting 

information.   

 

However, if VAT returns are also filed outside the UK then these may be subject to 

digital tax regimes in other countries (such as Spain, Poland, Hungary and Italy). In this 

case, consider these regimes when analysing solutions to your end-to-end VAT return 

processing, as creating more robust and streamlined tax processes could provide a 

beneficial across multiple countries.   

 

Another consideration is that as more tax authorities move towards a real-time 

submission environment then businesses will need to ensure that their data is right first 

time. In future, it will become harder for businesses to rely on post-processing 

adjustments to correct anomalies in the data used for VAT returns. 

 

In our view it is likely that the data being used in the UK VAT return will come under 

more and more scrutiny. It would be an obvious next step to start to question the 

adjustments being made in the preparation of the VAT return, and whether these are 

typical adjustments, such as accrued invoices, or whether they are a result of poor 

quality tax data or incorrect coding at source. If this is the case then these adjustments 

should form part of a continuous improvement process where the errors are ultimately 

corrected at source so that going forward the data is right first time.   

 

This fits in with other regimes requesting real-time information that also has to be right 

at the point of entry into the system. Ultimately, HMRC may move more towards 

transactional level or real-time filing, but they are not starting out with this. 

 

Real-time reporting can currently provide transparency across business transactions, and 

can be less prone to fraud, and so we should see more of this in future, running 

alongside additional e-audit requirements such as SAF-T. It is also likely that we will see 

more use of secure ledgers, such as blockchain, to transact in future – the advantage 

here is that transactions cannot be amended or easily subject to fraud. 

 

Ultimately, any measures to simplify the tax system should be welcomed as long as the 

needs and concerns of the taxpayers are taken into account. 

 

Find out more 
 

This note reflects the law in force and information announced as at 13 July 2018. Please 

be aware that it does not cover all aspects of this subject and the proposals are subject 

to change.  

 

To find out more about any aspect of the above, please contact Andy Michaelides 

(amichaelides@deloitte.co.uk) or Demian de Souza (ddesouza@deloitte.co.uk).  
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