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For taxpayers within scope of Making Tax Digital for Income Tax (MTD for IT), a new points-
based penalty system applies for late submissions and late payment penalties. This replaces the
traditional Self Assessment penalty regime, although late payment interest continues to apply in
the usual way.

Key changes

Under the previous system, late submission of a tax return typically resulted in a fixed £100
penalty, with further charges applying the longer the return remained outstanding. Late payment
penalties were charged at 5% of the tax unpaid after 30 days, six months, and 12 months, in
addition to interest on the amount owed.

Under MTD for IT:

Late submission penalties operate on a points-based system, with points accruing for each
missed quarterly update or tax return deadline; and

Late payment penalties are not points-based and continue to apply separately, but are
designed to reflect how long the tax remains unpaid.



Who does this apply to?

The new points-based penalty system applies to taxpayers who are within scope of MTD for IT.
Traditional Self Assessment penalties will continue to apply to all other taxpayers for the time being.

The regime is being introduced in stages based on levels of annual combined business and/or
property gross income (i.e. income before you deduct expenses, also called your turnover):

From 6 April 2026, it applies to individuals with annual business or property income above
£50,000 in the 2024/25 tax year;

From 6 April 2027, this threshold reduces to £30,000 of income in the 2025/26 tax year; and
From 6 April 2028, this reduces further to £20,000 of income in the 2026/27 tax year.

Over time, HM Revenue & Customs (HMRC) intends to align and extend the points-based
penalty system more widely, beyond those initially mandated into MTD for IT.

Certain Self Assessment returns are excluded from the new penalty system. These include:
Non-resident company tax returns (submitted on behalf of the company);
Trust and estate tax returns (submitted by trustees); and
Partnership tax returns (submitted by a nominated partner).

For these returns, the existing Self Assessment late filing and late payment penalty rules will
continue to apply.

MTD for IT does not change the Self Assessment payment dates, therefore you will still pay the
palancing payment by 31 January following the tax year.

Transitional arrangements (2026-27)

HMRC has announced that taxpayers entering MTD for IT from April 2026 will not incur penalty
points for late submission of their first four quarterly updates, as part of an initial familiarisation
period.

This transitional easement applies only to the first cohort of taxpayers mandated into the regime
from April 2026. It is not currently expected to extend to those brought into scope in later phases
from April 2027 and April 2028.

Late submission penalties

Late submission penalties operate on a points-based system.
A penalty point is issued for each missed quarterly update or tax return deadline;
Once the penalty threshold of 4 points is reached, a £200 penalty is charged; and
A further £200 penalty is charged for each additional missed submission deadline.

Only one penalty point is issued per deadline, regardless of the number of businesses or updates
submitted late within the same reporting period.

Penalty points for MTD for IT are separate from any points accrued under VAT penalty rules.



How are points removed?

Where the penalty point threshold has not been reached, individual points are removed
automatically 24 months after the missed deadline.

Where the threshold has been reached, points are not removed automatically. Instead, all penalty
points are reset once both conditions are met:

Compliance is achieved for a continuous 12-month period (all quarterly updates and tax
returns submitted on time); and

All outstanding quarterly updates and tax returns for the previous 24 months have been
submitted.

HMRC may also cancel penalty points in exceptional circumstances, such as insolvency.

The VAT penalty points system operates on a broadly similar structure, but the compliance period
required to reset points varies depending on VAT return frequency.

Further details on how the VAT regime works are available in our VAT
late submission, late payment penalties and interest charges factsheet.

See the example below for how the penalties are issued, based on a business submitting their
returns on a quarterly basis:

Late submission penalties - quarterly filer
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Late payment penalties

Late payment penalties apply where tax is not paid in full by the relevant due date.
Payments on account are excluded from late payment penalties.

The level of penalty depends on how long the payment remains outstanding, with lower penalties

applying where payment is made sooner.

These penalties are not points-based. Late payment interest is charged from the first day the
payment becomes overdue until it is paid in full.

When late payment penalties apply

In the first year of the regime, a 30-day period applies from the payment due date, during which

taxpayers can either:

Pay in full; or

Agree a payment plan with HMRC.

Late payment penalties begin to apply after this 30-day period.

After the first year, this grace period reduces to 15 days.

The 30-day period is only available once. Taxpayers who move into MTD for IT after volunteering
or phased entry will be subject to the 15-day period.

The following table shows how late payment penalties will apply, depending on the tax year the

payment is for.

When payment is made

Up to 15 days late

16-29 days late

30 days late

31 + days late

2026-27 tax year
No penalty

3% of tax due at day 15 (or
nil in first year transitional
period)

3% at day 15 + 3% at day
30

3% at day 15 + 3% at day
30

Plus, an annual rate of 10%
per year on the outstanding
amount, charged daily from
day 31 until the tax is paid,
or for up to 2 years.

2027-28 tax year
No penalty

4% of tax due at day 15 (or
nil in first year transitional
period)

4% at day 15 + 4% at day 30

4% at day 15 + 4% at day 30

Plus, an annual rate of 10%
per year on the outstanding
amount, charged daily from
day 31 until the tax is paid,
or for up to 2 years.



Time to Pay arrangements

Taxpayers experiencing difficulty paying Income Tax by the due date may be able to agree a Time
to Pay arrangement with HMRC.

A Time to Pay arrangement allows tax to be paid in instalments over an agreed period. Interest is
charged on outstanding amounts at HMRC'’s prevailing rate (currently the Bank of England base
rate plus 4%).

Arrangements are subject to HMRC approval and are typically agreed where taxpayers have:
Submitted their latest tax return;
An outstanding tax liability within HMRC thresholds;
A viable proposal to clear the debt over an agreed period; and
No unresolved compliance issues or conflicting payment arrangements.
Eligibility and acceptance are determined by HMRC on a case-by-case basis.

Where a Time to Pay arrangement is agreed and maintained, penalties and enforcement action
may be paused from the date HMRC is contacted. If the arrangement is not agreed or is not
maintained, recovery action and penalties may continue.

How M+A Partners can help

M+A Partners provides guidance on Making Tax Digital for Income Tax and the new points-based
penalty system, helping to clarify what the changes may mean in practice.

For any queries, please get in touch with your usual M+A Partners’ contact.
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