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Let’s Talk Tax

If you're a UK sole trader or landlord, Making Tax Digital (MTD)

is on its way, and you need to be ready.

The start date of 6 April 2026 is just around
the corner, but with the right preparation,
you can have everything set up and ready
to go — stress free!

This ebook is a practical guide for sole
traders and landlords who will be affected
by MTD for Income Tax. Inside you'll find
straightforward explanations, actionable
guidance and real-world context —

no jargon, no scare tactics and no
unnecessary complexity.

Making Tax Digital represents one of the
biggest shifts to the UK tax systemin a
generation. For many taxpayers, it will mean
new software, new reporting requirements
and a new way of working with HMRC.

With so much mixed messaging out there
and the deadline looming, it's easy to feel
overwhelmed, or to put it off entirely.

That's where we come in. We work closely
with sole traders, landlords and small
business owners, tracking regulatory
changes and translating them into practical
advice that actually makes sense.

We've used that experience to create a
clear, structured roadmap so you
understand exactly what MTD means for
you, what you need to do, and how to
prepare with time to spare.

Let's get you MTD-ready.

MTD can initially feel overwhelming, but you'’re in safe hands.

W

To ensure you're getting advice that is both helpful and
accurate, we've worked with accountant Dan Heelan to review

the contents of this ebook and provide expert insights.
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Dan Heelan
Licensed Accountant and founder of
Heelan Associates
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Hi, I'm Dan. I'm a Licensed Accountant, and founder of Heelan

Associates, with 19+ years of experience, and a YouTube

community of over 60,000 business owners.

As a small business owner myself, I can understand why people
might feel confused about HMRC’s new rules, but there’s no
reason to be fearful - I want to demystify Making Tax Digital for
UK entrepreneurs. Having guided 3,000+ clients through the
complexities of the UK tax system, I can help small businesses
stay compliant and thrive under the new MTD system.”

This ebook contains links to Startups.co.uk. Some of these pages
may contain affiliate links, meaning we may earn a commission
from our recommendations, at no extra cost to you.

These recommendations are based on our rigorous /
independent reviews, but we encourage you to consult
with a professional before making any significant financial

decisions for your business.

-



https://www.heelanassociates.co.uk/
https://www.heelanassociates.co.uk/
https://www.youtube.com/c/HeelanAssociates
https://www.youtube.com/c/HeelanAssociates
https://www.linkedin.com/in/clara-g%C3%BCnthner/?lipi=urn%3Ali%3Apage%3Ad_flagship3_profile_verification_details%3BMVRwSny9RW67kEMvTOP07g%3D%3D
https://www.linkedin.com/in/clara-g%C3%BCnthner/?lipi=urn%3Ali%3Apage%3Ad_flagship3_profile_verification_details%3BMVRwSny9RW67kEMvTOP07g%3D%3D
https://www.heelanassociates.co.uk/
http://startups.co.uk/
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What is Making 01
‘Tax Digital (MTD)?

Making Tax Digital is transforming how UK businesses manage their taxes.
If you're a sole trader or landlord, these changes will affect you from April 2026,
so it’s important to make sure you’re fully prepared ahead of this deadline.

[=]

In simple terms

MTD means you'll keep digital records and send updates to HMRC quarterly instead of
filing once a year. It's about making tax simpler and reducing mistakes. Splitting the tax
year up into quarterly sections will also get rid of the annual January pressure point,
when everyone is scrambling to file their returns at the same time.

The basics: What MTD
actually means
Making Tax Digital is part of HMRC'’s

plan to modernise the UK tax system.
The goal is straightforward:

@ Make it easier for you to get your
tax right first time

E‘ Help you stay on top of your tax
v affairs throughout the year

0 Reduce errors that happen with
~ manual record-keeping

Close the “tax gap” (the difference
| I | between tax owed and tax collected)



The big shift: What’s changing?

Think of MTD as moving from one big tax reveal at the end of the
financial year to regular check-ins with HMRC.

Here’s what's different:

Before MTD (the old way)

Paper records or spreadsheets
File a tax return once a year
Manual calculations and tools

Wait until January to see your
final tax bill

After MTD (the new way)

Digital records using approved software
Send quarterly updates to HMRC
Software does the maths for you

Regular updates mean you get a clearer
picture of your bill through the year

J

Some business owners feared that MTD would involve having to do four separate tax
returns throughout the year, but this certainly isn’t the case. The four quarterly updates
are much simpler and quicker than filing a Self Assessment tax return.

MTD isn’t about making life
harder, it's about making tax
more manageable. Instead
of one stressful scramble in
January, you'll have regular,
smaller check-ins with
HMRC throughout the year.

66

When it comes to quarterly updates, if you can
make a habit of updating your software regularly,
the actual reporting to HMRC should be really
simple — almost just the click of a button.”

’% Dan Heelan




How Making 02
Tax Digital Works

Now you know what MTD is, let's get into how it actually works day to day.

There are three things you'll need to do to be MTD-compliant: keep digital records, send
quarterly updates and complete a final declaration at the end of the year.

The MTD process at a glance

Keep digital records Send quarterly Complete final
updates declaration

Step 1: Digital record-keeping

This is the key part of MTD. From day one
you must keep digital records of all your
business transactions throughout the year. “

You will need to record:
« Allincome from your business
or rental properties
« All business expenses

For many small businesses, the most
challenging aspect of the new rules will
be moving to digital record keeping. If
you've previously only had paper

(receipts, invoices, bills) records, it’s important to investigate the
« The date of each transaction software options early and seek
« What the transaction was for professional support if you need it.”

If that sounds like a lot, it really isn't once 2

you're all set up. You just need to remember "{E Dan Heelan
to create and store digital records of your

income and expenses relating to self-

employment and property.



What digital really means

Keeping digital records isn’t as simple as
snapping your receipts and keeping the
photos on your camera roll (though it's not
technically a requirement to keep a digital
image of all your receipts). Instead, you'll
be required to use MTD-compatible
software to keep everything in one place.

This could be accounting software like
Sage, Xero, QuickBooks or FreeAgent.
Whatever you choose, it's important that
it's HMRC-approved for MTD and able to
connect to HMRC's systems.

Step 2: Quarterly Updates

Every three months (so four times per
year), you'll send a summary of your
digital records to HMRC. These are like
progress reports for your business.

The submission will be a summary of your
income and expenses and will be due one
month after the quarter ends.

It's worth knowing that each update
builds on the last, so by the time you
submit your fourth quarterly update, you'll
be reporting your cumulative income and
expenses for the whole year. Don't worry,
your software handles this automatically.

Need to Know!

Simple spreadsheets will no longer work on
their own. Rather, you'll need software that
can “talk” to HMRC. You can continue using
spreadsheets if you want, but you'll need
bridging software to connect them to
HMRC. Don't worry, we'll cover this fully in
the section on compliance.

Although HMRC obviously wants the
most accurate data from your quarterly
submissions, they do allow you to adjust
any errors or missing data on the next
return. Submitting something rather
than nothing will always be the better
option, particularly as you'll face
penalties for not sending an update.”

© & Dan Heelan

The quarterly updates you send to HMRC are just detailing your income and expenses.
They’re summaries to keep HMRC informed about how your business is doing during
the tax year. You'll still settle up and make your payment in the following January.



Step 3: Final declaration

After sending your four quarterly updates, you'll need to complete and submit a final
declaration. This is where you finalise everything and confirm your tax position for the year.

01 02 03 04

Review all of Make any final Add any Submit your final
the information adjustments or additional declaration to
you've submitted corrections if information (e.g. > HMRC and pay
to HMRC needed. if you're claiming your tax bill.
throughout allowances or

the year. tax relief).

The final declaration must be submitted by 31st January following the
o end of the tax year, just like the current Self Assessment deadline.

What if I have an accountant?

The good news is that you don’t have to
deal with all of this yourself, especially if
you already have an accountant.

An accountant can handle your
submissions and final declarations for you,
but you'll still be responsible for keeping
your digital records and paying your final
bill (plus any penalties you incur).

It's a good idea to contact your accountant
sooner rather than later to check they will
still be handling your submissions.



https://startups.co.uk/accounting/how-to-choose-an-accountant/

Who is Affected 03
by MTD?

MTD for Income Tax Self Assessment doesn’t apply to everyone, but it does affect a
significant number of sole traders and landlords in the UK. Keep reading to find out
exactly who needs to prepare...

Quick Check: Does MTD apply to you?

You'll need to follow the new MTD rules if you're a sole trader or landlord whose self-
employed income exceeded £50,000 in the tax year 2024/25. Limited companies and
partnerships are not currently included in MTD.

Sole Traders Landlords and Property Owners
If you run your own business as a self- If you rent out property, MTD will affect you if
employed person and are registered as a your business income is above the threshold.
sole trader, MTD will affect you if your
business income is above the threshold. You will need to follow the new MTD rules if:
You will need to follow the new MTD rules if: » Your total rental income from UK property
» Your self-employed qualifying income was over £50,000 in the tax year 2024/25
(your income before expenses, not » You own residential and/or commercial
your profit) was over £50,000 in the property
tax year 2024/25 » You have one or more properties — the
« You're registered for Self Assessment quantity makes no difference, it’s the total
« You operate as a sole trader (not income that counts

through a Limited Company)
The new rules will apply whether you're a full
Examples: time landlord or you rent out property
Freelancers, consultants, tradespeople, alongside other work.
shop owners, market traders.



Understanding the £50,000 threshold

The £50,000 is based on your gross income (before expenses),

not your profit. When calculating the £50,000 threshold, remember
that’s only for sole trader and landlord income, you shouldn’t

include your PAYE job income.

Who’s NOT affected (for now)

Not everyone will need to make the switch (or at least not yet). MTD won’t currently apply to:

« Limited companies

« Partnerships

« Sole traders or landlords who earned less than £50,000 in the tax year 2024/25 (these
WILL be impacted in future rollouts)

« People who ONLY earn PAYE income (e.g. employed workers)

If you're in any of these groups you can breathe easy for now, though it's worth keeping an
eye on future rollouts as the thresholds are expected to drop further in coming years.

6 T .

o .
Remember to completely ignore your PAYE r w 3
job income when calculating your £50,000 ;-*"'f . . A\
threshold. This is a question I get asked a

lot, so it’s always worth repeating!”

*AE Dan Heelan



Need to know

Multiple income sources

If you have more than one source of self-
employed income, you will need to make

separate quarterly submissions for each

income source.

Real world example:

Ruby is a freelance graphic designer and
also rents out a property that she owns.
Under the new rules she must:

« Submit quarterly updates to HMRC for
her freelance design business

« Submit separate quarterly updates to
HMRC for her rental income

Each income source is treated as a separate
business for MTD purposes, which means
Ruby will need to submit eight updates per
year instead of four.

Your software should hopefully be able to
manage this for you, just make sure you set
up each business separately in your system
when you get started.

Though keep in mind that with many
software solutions, you may need multiple
licences in order to manage multiple sources
of business and property income. You'll need
to investigate how your chosen software
manages multiple businesses, before
investing time and money into it.

Work out whether you're affected

Not sure if MTD applies to you? You can use
your tax overview for the year 2024/25 to
check your total gross income from self-
employment and/or property. Over £50,0007?
Start preparing now. And if you have multiple
income sources remember that each one
requires its own quarterly submissions.

Can I get an exemption?

It is possible to be granted an exemption
from MTD, but only under specific
circumstances, such as “digital exclusion”.
This may apply to you if:

« You're prevented from using a
smartphone, tablet, or computer to keep
and submit digital records due to age,
disability, or health condition.

« You're a practicing member of a religious
group whose beliefs are not compatible
with the use of electronic
communications or digital record-
keeping.

« You can’t access the internet at your
home or business due to location (for
example, you live in a remote area).

To apply for an exemption, you need to call
or write to HMRC directly.

Just note that these are judged on a case-
by-case basis, and HMRC won’t grant an
exemption because you've previously filed a
paper tax return, and you'd prefer to keep
doing so.



The Making Tax 04
Digital Timeline

Key Deadlines You Need to Know

MTD is rolling out in phases, which means that, depending on income, different
people will start using the system at different times. The good news? You still have
time to prepare, but it’s important to know exactly when MTD will apply to you.

The three-phase rollout

MTD is being rolled out gradually based on how much income you earn.

(O Phase One: April 2026

o Who: Sole traders and landlords with combined gross income over
=~ £50,000

- Need to know: HMRC will look at your 2024/2025 Self Assessment
v+ tax return to work out whether you fall into this group.
If so, you'll need to be ready to use MTD from 6 April 2026.

(O Phase Two: April 2027

"o Who: Sole traders and landlords with a combined gross income

=~ over £30,000

=" Need to know: If you earned over £30,000 in 2025/26 then you'll
v "2 need to be ready to start using MTD from 6 April 2027.

(O Phase Three: April 2028

o1 Who: Sole traders and landlords with a combined gross income over
=3 £20,000

-~ - Need to know: This is the final threshold drop (for now) and will apply to
.-, anyone earning over £20,000 in the tax year 2026/27. Sole traders and
landlords in this category will need to be ready to start using MTD from
6 April 2028. The government is reviewing whether to extend MTD to
v those earning less than £20,000.



https://startups.co.uk/accounting/making-tax-digital-timeline/

A simple way to think of the rollout is this: let’s say your tax return deadline is 31 January
2026. You'll need to look at your turnover in that tax return, and if it's over the threshold
(in this case £50,000) then you'll be included in MTD from 6 April 2026.

Remember! These thresholds are based on your gross income

A\

(all your income before expenses), not your profit. Don’t get
caught out thinking you don’t need to make the switch

because your profits aren’t high enough!

Your first year of MTD: What to expect

Here’s what your reporting calendar will look like once MTD takes effect for you.

 Period covered: 6 October to 5 January

» Deadline: 7 February

« What to report: Your income and
expenses for April to January.

4 N\ [ )
Quarter 1: Quarter 2:
« Period covered: 6 April to 5 July « Period covered: 6 July to 5 October
« Deadline: 7 August « Deadline: 7 November
« What to report: Your income and « What to report: Your income and
expenses for the first three months expenses for April to October.
\. /L J
4 N\ [ )
Quarter 3: Quarter 4:

» Period covered: 6 January to 5 April

« Deadline: 7 May

« What to report: Your income and
expenses for the full year April to March.

J

It’s up to you!

HMRC have indicated that you may be able to opt for calendar quarter reporting in the
future. Though the deadlines will remain the same, even on calendar quarter reporting.
HMRC designed it this way so it marries up with how VAT quarterly reporting works.



https://startups.co.uk/tax/what-is-vat-and-how-does-it-affect-my-small-business/

Final declaration deadline

After you've submitted your four quarterly
updates you'll still need to submit your final
declaration. You'll need to ensure that your
chosen software can submit the quarterly
updates as well as the final declaration.
Some software solutions can’t support both!

This acts as your official tax return for the
financial year. The final declaration is the
part that most closely resembles your
current tax return, but the majority of the
data will already be pre-populated.

This is the part of the process where you'll
be able to claim personal tax reliefs and
allowances, as well as claim for capital
allowances. You'll also be able to make any
adjustments for inaccuracies.

There's a chance you may need to include
some additional data, like interest. Or if
HMRC don’t have a record of any of your
additional income, you’ll need to include that
as well.

Deadline: 31 January

For example:
« For the tax year 2026/27 (April 2026 -
March 2027) the final declaration will be
due on 31 January 2028.

Need to Know!

To help make sure you know exactly what
you need to do and when, we've put together
this handy timeline with all the dates you
need to add to your diary.

i
|

January 2026: Submit your 2024/25
tax return. HMRC will use this to
check your income and determine
which phase you fall into.

6th April 2026: Phase one begins

7th August 2026: First quarterly
update due (for those in phase 1)

7th November 2026: Second
quarterly update due (for those in
phase 1)

31st January 2027: Old-style tax
return for tax year 2025/26 due

7th February 2027: Third quarterly
update due (for those in phase 1)

6th April 2027: Phase two begins

7th May 2027: Fourth quarterly
update due (for those in phase 1)

31st January 2028: Final declaration
for 2026/27 due

6th April 2028: Phase three begins

If you're joining MTD in April 2026, don’t forget that you'll still need to fill out the old-style
self assessment tax return for the year 2025/26. For those over £50,000, this will be the
last time you'll need to complete an old tax return before the new system begins.



Under the new Making Tax Digital rules, HMRC is also introducing a new penalty
system. The new system is designed to be fairer, and instead of immediate fines for
a single missed deadline, MTD will use a points-based system for late submissions

and payments.

For MTD self-assessments, late submissions will be given penalty points.

« Each time you miss a submission
deadline, you'll receive one penalty point.

« Once you reach a set number of points,
you'll receive a £200 fine. For most
sole traders and landlords this will be
four points.

Penalties for late payments are separate
from those for late submissions. If you
submit your updates on time but pay your
tax late, HMRC will charge you penalties
and interest.

It's also worth clarifying that the way you
pay tax won’t be changing for MTD. There
are no quarterly payments, and you still
only pay your tax in January and July.

If your tax is still unpaid 15 days after the
deadline, HMRC will issue a first penalty.

« After that, every missed deadline will
trigger another £200 fine.

« Penalty points will expire after two
years, unless you’ve hit the maximum
number of penalty points, in which
case they won't reset until you've
achieved a period of compliance.

Leave it another 15 days (so 30 days total)
and a second penalty kicks in. After that,
interest builds up daily until you pay.

Remember, the longer you delay making
your tax payment, the more it's going to cost
(thanks to interest and penalties), even if
you've submitted all of your quarterly
updates on time.

Penalty points can seem scary, but with the
right systems and software in place, they
are totally avoidable!



Penalty points only apply to late submissions and not errors in your figures. If you make
a genuine mistake in your quarterly update you won't be penalised and you can correct it
in your final declaration.

HMRC have confirmed a “soft landing” for anyone joining MTD in April 2026. For the first
year you won't receive any penalty points if you submit your quarterly updates late — giving
you time to adjust and get used to the system.

This is a one-time thing though, and penalty points will kick in for everyone from April 2027,
regardless of whether it’s your first year or not.

The new penalty system is actually fairly lenient. 'm
always a fan of a system that doesn’t instantly fine you for
making one small mistake!”




Making Sure 06
You're Compliant

Getting ready for the new MTD changes might feel overwhelming,
but if you break it down into clear steps it’s much more manageable.

To ensure you're compliant, there are 6 core requirements:

) Check when MTD applies to you 0 Submit quarterly updates
[k Set up your software <L File your final declaration
= Keep digital records (& Pay your tax bill

1. Check when MTD
applies to you

Make sure you know which phase applies to
you. If your gross income from self-
employment or property was over £50,000
in 2024/25, you're in phase one (April
2026). Still unsure? Head back to the key
deadlines section for the full breakdown.



2. Set up your software
and keep digital records

Your records now need to be stored
digitally, either in dedicated accounting
software or in spreadsheets that connect to
HMRC'’s systems using bridging software.

What information must you store digitally?

» The date of the income or expense

« The amount of the income or expense

« The category for the income or expense
(e.qg. travel, office supplies, rental
income)

While keeping digital copies of receipts and
invoices (photocopies and scans for
example) is certainly best practice, it's

not technically required for MTD. You need
to keep supporting documents for the
digital records, but you don’t need to keep
them digitally.

Can I still use spreadsheets?

Yes, but with one condition. You can still
use spreadsheets such as Excel for your
record keeping, but you'll need to use
bridging software to connect them with
HMRC'’s system. You can’t just email your
spreadsheets or upload them manually.
Bridging software will create a digital link
between your spreadsheet and HMRC.

66

Everyone loves a good spreadsheet,

but when it comes to MTD, I think you'll
want a more efficient solution. Using a
spreadsheet for your business records
in 2026 is similar to using a BlackBerry
in 2010 - it will get the job done, but it’s
probably had its time.”

f‘% Dan Heelan

) Drell 6 WAt



https://startups.co.uk/accounting/how-to-keep-accounts/

3. Submit quarterly updates

In order to make sure you'’re staying
compliant with the new MTD rules, you
need to submit quarterly updates to
HMRC. Each update will cover a three-
month period and should include your
total income, your total expenses, and
your basic business information.

W

Pro tip:

Set reminders in your
calendar for a week or two
before each quarterly
submission deadline. Don’t
risk leaving it until the last day
and causing yourself stress!

4. File your final declaration

It's not just your quarterly updates that
you need to submit to HMRC. You'll also
need to file your final declaration. This is
the equivalent of your old Self Assessment
tax return.

Your final declaration will:

« Confirm your profit or loss for the year

« Highlight any other income

« Claim any tax reliefs or allowances

« Make any final adjustments to your
figures

« Add any additional income figures, such
as interest or income from dividends

Your final declarations must be submitted
through your MTD-compatible software.
You can no longer use HMRC'’s website -

it must go through your software.
Remember, it's critical to make sure you
check when choosing your software
whether it can support submitting

both the quarterly updates AND the final
declaration because some can only do one!

If you're unsure about whether your
accounting software is fully compatible,
it's worth using HMRC'’s approved

software finder tool to double check.



https://startups.co.uk/accounting/what-is-a-profit-and-loss-sheet/

5. Pay your tax bill

Once you've filed your final declaration it's The upside of MTD? Because you've
time for the painful part — paying your tax been tracking your income all year, there
bill. Remember, not paying on time will shouldn't be any nasty surprises when
result in penalties and interest! the bill arrives. You'll have a pretty good

idea of what's coming.

MTD compliance dos and don’ts

Do @ Don't €3

e Set up calendar reminders e Wait until the day of the
for deadlines deadline to sort your

e Keep your records up to date records
(we suggest weekly) e Forget that each income

e Review your software reports source needs separate
regularly to spot any errors submissions

e Save digital copies of all * Rely on paper records

receipts immediately (this is * Ignore penalty notices
best practice, but not
technically required)

A



Your 90-Day 07

‘Compliance Checklist

Getting ready for Making Tax Digital doesn't have to be overwhelming.
Follow this simple MTD step-by-step checklist to ensure you're fully compliant
before the deadline hits.

You don't need to do everything at once. Work through each phase at your
own pace and by the time your start date arrives, you'll feel like a pro!

66

My hope for MTD is that, at the very least, it will get business
owners into the habit of keeping their records up to date. This
should help save tax by regularly logging expenses, and help
prevent what can feel like one giant annual task!” Dan Heelan

90 to 60 days before: Prep and setup

This is your foundation phase. Get the basics in place now to avoid a last-minute scramble.

[ 1 Check your 2024/25 income to establish which phase you'll fall into
[ ] Audit your current record-keeping and spot any areas you need to
change ahead of going digital
[ ] Research and choose your MTD-compatible software
[ ] Open a business bank account (if you don’t already have one)
to make tracking income and expenses easier.

60 to 30 days before: Data migration

[ | Register for MTD with HMRC via their website

[ ] Migrate all of your data to your new software
(though there is no need to bring in historic data)

[ ] Set up your digital record keeping

18


https://startups.co.uk/accounting/making-tax-digital-for-itsa-checklist/

30 to 1 day/s before: Test and prepare

[ ] Run a practice report to check everything is working as it should

[ ] Set up your calendar reminders for your quarterly submissions and final declaration
[ ] Check your business bank account is connected to your software

[ | Do one final check —read back through this ebook to make sure you understand
everything you need to know!

Day 1 onwards: Daily/weekly tasks

[ ] Record every transaction digitally

[ ] Check for any discrepancies between your bank account and your software

Quarterly tasks

[ | Review your records for the quarter
[ ] Generate your submission

[ ] Submit your quarterly updates to HMRC on time for each income source
[ | Save your confirmation receipt for your files

Annual tasks

[ | Review your full year’s figures

[ 1 Add any non-business income or tax relief claims e
[ ] Submit your final declaration -

[ | Pay any tax owed by 31st January



08

Mistakes to Avoid

Making Tax Digital is new territory for most sole traders and landlords,
which means there are plenty of potential pitfalls up ahead. The good news?
Most mistakes are easily avoided once you know what to look out for.

Mistake number 1:

Assuming you're automatically enrolled

You won’t be automatically enrolled in
MTD for Income Tax, you'll need to register
with HMRC directly. Even if HMRC knows
you’re over the threshold they won’t sign
you up; you need to do it yourself.

Don’t wait for HMRC to contact you, sign
up ahead of time.

If you miss your registration deadline you
risk a failure-to-notify penalty on top of
any late submission charges. HMRC takes
non-registration seriously, and 'l didn't get
round to it' isn't a defence they’ll accept.
Signing up is straightforward and takes
less than ten minutes through your HMRC
online account.

- Tax "

Mistake number 2;

Using non-HMRC-approved software

Not all accounting software is MTD-
compatible. You'll need to make sure that
your software is compliant and that it can
submit both your quarterly updates and
your final declaration.

You can use HMRC's software finder tool
to search for approved options. Make

sure you look for software that can keep
digital records, submit your updates and
declaration, and link to HMRC's systems.

66

When choosing a software solution for
MTD, if you normally do your own tax
return, make sure that it can also handle
the final declaration process — not all of
them can, so don’t get caught out by this.

You should also think long-term when
picking an MTD software solution.
Can this product grow with me?”

¥ Dan Heelan



Mistake number 3:

Breaking the digital links rule

One of the most misunderstood parts
about MTD is the “digital links” rule.
Many people presume they can just copy
and paste their data between systems,
but this is not allowed.

Instead you'll need to use “digital links".
Digital links are automatic connections that
transfer the data from your software to
HMRC'’s systems with no manual
intervention. In practice, this means your
software must automatically send your data
directly. You can't export a file and manually
upload it somewhere else.

HMRC requires a complete digital trail from
your original transaction all the way through
to your submission in order to reduce
errors, prevent fraud, and create a clear
audit trail.

Mistake number 4:

Misunderstanding the joint property rule

If you jointly own a rental property with
someone else, such as a spouse or
business partner, you may be confused
about how the £50,000 threshold works.
Many people think it's all about the total
income from the property, but it's not.

MTD focuses on your individual share of
the property income.

HMRC will look at each owner’s share of the
gross income separately. You will both be
individually assessed and will need to keep
your own digital records and submit your
own updates (if you reach the threshold).

Mistake number 5:

Waiting until the last minute

One of the biggest mistakes you can
make is to leave everything until April
2026. It's easy to think you have plenty of
time, but you don’t want to create
unnecessary stress.

Instead, get started now. Use the steps in
this ebook to help you get ahead of the
deadlines and ensure you're all set up and
ready to go before the start date.

Mistake number 6:

Forgetting about multiple income sources

If you have multiple income sources (for
example, self-employment income and
property income), you'll need to submit
separate quarterly updates for each income
source. Don’t be fooled into thinking you can
combine it all into one because you can't.
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If you have property income alongside
your business, it's worth knowing that
some software solutions can handle
keeping both sets of records in one
place while managing the multiple
submissions needed.”

a

Dan Heelan



Mistake number 7:

Not keeping digital receipts

MTD requires digital records, so it's important to understand
the legal definition of “digital records”, and what that includes.
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If you're sad (like me!), then you'll be
interested to know that law defines
digital records as:

Digital records

6.—(1) Subject to paragraph (3), “digital
records” for a business means records
of each of the transactions made in the
course of the business, including—

(a)the amounts of the transactions;

(b)the dates of the transactions,
according to the basis used by the
relevant person for recording
transactions for the purposes of
income tax; and

While there’s technically no requirement
(c)the categories of transactions into for storing digital images of your

which the transactions fall, tothe’ receipts, you still need to keep evidence
extent those categories are specified. . .
of your transactions, which can be done

(2) Except as provided by paragraph offline. In fact, it's worth keeping your

(3), a transaction falls within the physical receipts just in case the digital
category of transaction applicable to it records cease to exist (however unlikely
which may be specified in an update that might be).

notice which exists at the date of the

transaction.

It's still best practice to photograph or

So there’s no strict legal requirement scan every receipt and keep a digital

for storing pictures for MTD.” copy though. Many accounting software
options will come with a receipt-scanning

feature to help you do this with ease.

A’% Dan Heelan
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Mistake number 8:

Thinking the penalty easement lasts forever

HMRC have confirmed a penalty easement From April 2027 onwards penalty points
for the first year of MTD (2026/27) will come into effect, so we recommend
meaning you won't receive penalty points building good habits from day one.

for any late quarterly submissions.

Not sure where to start? Do these three things today:
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1. Check your income.

Look at your last Self Assessment return and add up your total gross
income from self-employment and property. If it's over £50,000, MTD
applies to you from April 2026.

2. Choose your software.

Start researching MTD-compatible software now. Don't leave this

until the eleventh hour! Most providers offer a free trial, and some
have a free MTD-ready package, so you have time to find the right
fit before you're committed.

3. Tell your accountant.

If you use one, get in touch now to confirm they'll be handling your
MTD submissions. Don't assume; it's always best to double check!
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You’ve made it to the end of our Making Tax Digital guide, but don’t worry if
you still have questions. We’ve put the answers to some of the most common

MTD questions below.
What is Making Tax Digital (MTD)?

Making Tax Digital is a UK government
initiative to modernise the tax system. It
will replace paper records and the annual
Self Assessment tax return with digital
record-keeping and quarterly reporting.

As part of MTD you will need to keep
digital records of all of your income and
expenses, submit quarterly reports to
HMRC, and submit one final declaration.

When does MTD for Income Tax
come into effect?

MTD will begin in April 2026 for those who
earned more than the £50,000 threshold in
the tax year 2024/25. The system will then
be rolled out for the next two years to
those on lower incomes.

Who will MTD affect?

From April 2026, MTD will affect sole
traders and landlords with gross income
above £50,000 for the tax year 2024/25.

How do I know if my income meets
the threshold?

HMRC will decide if your income meets the
threshold by using your 2024/25 tax return

(so the one you submitted in January 2026).

Is MTD different from MTD for ITSA?

No, MTD and MTD for ITSA are the same. The
latter stands for Making Tax Digital for Income

Tax Self Assessment, which is the full name
for the new process.

Will HMRC automatically sign me up
for MTD if I meet the threshold?

No. If your income meets the threshold,
you'll need to sign up yourself via the HMRC
website.

What if I have nothing to report
in a quarter?

You still need to submit an update, even if
there was no income or expenses during
that period. Simply enter zeros. HMRC
needs confirmation that you haven't
forgotten to report.

Owners we speak to have been very
worried about the possibility of HMRC
moving to quarterly payments — nothing
is changing though, payments are staying
where they are.”

A

~  Dan Heelan



Will the dates for paying my tax
change under MTD?

No. Payment dates remain the same as
they were in the existing Self Assessment
system. Tax is payable by 31 January
following the end of each tax year, and
payments on account (advance payments
towards your next tax bill if applicable)
remain due on 31 January and 31 July. MTD
changes how you report, not when you pay.

Can I correct a mistake made in an
earlier quarterly update?

Yes. Quarterly updates are prepared on a
cumulative basis, so if you make an error in
one quarter you can correct it in the
following quarter's update. Mistakes don't
need to be resubmitted separately.

Do I need to use software or can I just
use spreadsheets?

You must use HMRC-approved MTD-
compatible software to keep digital records
and submit your quarterly updates.
Spreadsheets can be used if they are linked
to HMRC's systems via approved 'bridging
software’, but you cannot manually send a
spreadsheet directly to HMRC.

What if I have more than one
business or income source?

If you have more than one business, or both
self-employment and property income, you

must submit separate quarterly updates for
each individual income source. This means

four updates per source, per year.

What if I own a property jointly
with my partner?

Only your share of the gross rental income
counts towards the £50,000 threshold, not
the total rental income for the property. You
only report your own share in your quarterly
updates. Your partner would report their
share independently if they also meet the
MTD threshold.

Is the threshold based on income
before or after expenses?

The threshold is based on your gross
income, so your income before any
expenses are deducted. Even if your profit
after expenses is well below £50,000, if
your gross income exceeds the threshold
then you'll be included in MTD.



What if my income drops below
the threshold after I've started
using MTD?

Once you are enrolled in MTD, you generally
stay within the system. The rules require your
qualifying income to fall below the threshold
for three consecutive tax years before you
could leave MTD. If your circumstances change
significantly, we recommend contacting HMRC
for guidance.

Can I apply for an exemption
from MTD?

Yes, but only if you qualify as 'digitally
excluded'. This means it must not be
reasonable for you to use a computer or MTD-
compatible software due to age, disability,
geographical remoteness or religious beliefs.

Can I sign up for MTD voluntarily before
it is mandatory for me?

Yes. HMRC offers a voluntary early sign-up
option. Signing up early is a good way to
familiarise yourself with the process and get
set up ahead of time.




Glossary
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Get to grips with these key MTD terms and phrases.

Bridging software - A tool that
connects your existing spreadsheets
to HMRC's systems, allowing you to
submit MTD updates without
switching to full accounting software.

Digital links - The automatic,
unbroken connection between your
records and HMRC. Copying and
pasting data between systems
doesn't count; the transfer must
happen digitally with no manual
steps.

Digital records - A record of your
income and expenses stored in MTD-
compatible software or a linked
spreadsheet. Paper records and
basic unconnected spreadsheets are
no longer sufficient.

Final declaration - The end-of-year
submission that replaces your old
Self Assessment tax return.
Submitted after your four quarterly
updates, this is where you finalise
your figures, claim reliefs, and
confirm your tax bill.

Gross income - Your total income
before any expenses are deducted. The
MTD threshold (£50,000) is based on
gross income, not profit.

MTD-compatible software -
Accounting_software approved by
HMRC that can store digital records
and submit quarterly updates and final
declarations directly to HMRC's
systems. Examples include Xero,
QuickBooks, Sage, and FreeAgent.

Penalty points - Points issued by
HMRC each time you miss a submission
deadline. Accumulate four points and
you receive a £200 fine. Points can be
cleared by staying compliant for 12
months.

Qualifying income - The income HMRC
uses to determine whether MTD
applies to you. This includes gross
income from self-employment and
property rental, but not PAYE salary or
limited company dividends.

Quarterly update - A summary of your
income and expenses submitted to
HMRC every three months. There are
four per year, per income source. These
are not your tax bill, they’re just to keep
HMRC informed throughout the year.


https://startups.co.uk/accounting/best-accounting-software-small-businesses/
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Self Assessment - The current system
used by sole traders and landlords to
report income and pay tax to HMRC
each year. MTD replaces much of this
process but the January payment
deadline remains the same.

Soft landing - HMRC's term for the
penalty-free grace period in the first
year of MTD (2026/27). During this
time, late quarterly submissions will not
attract penalty points. From April 2027,
the full penalty system applies.

Tax gap - The difference between the
tax HMRC expects to collect and what is
actually paid. Reducing the tax gap is
one of the main reasons the government
introduced MTD.
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