Issue 13 2018
Welcome to our last Intelligent Tax newsletter of 2018!
In this issue:

•

The Clock is Ticking for Self-Assessment

•

Making Tax Digital: The Lowdon

•

PD Tax MTD Workshop

•

Budget 2018: Entrepreneurs’ Relief & Alphabet Shares

If you would like to discuss how any of the issues raised in this newsletter may affect you and your
business, please contact a member of our team.

The PD Tax team all wish you a Merry Christmas and a
Happy New Year!
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Making Tax Digital: The Lowdown
Under the new Making Tax Digital ("MTD") rules, from 1
April 2019 most VAT-registered businesses will be
required to keep digital financial records and submit Vat
returns using HMRC-compatible software.
As the commencement date swiftly approaches, it is vital
that business owners and accountants are aware of their
obligations relating to the new requirements and to ensure
that their business is compliance in time for the roll-out of
the new rules.
MTD for VAT
Deferred Businesses and Exemptions
Whilst the MTD commencement date for most businesses
is 1 April 2019, this has been deferred to 1 October 2019
for the following: trusts, not-for-profit organisations not set
up as companies, VAT divisions and VAT groups, traders
based overseas, those required to make payments on
account, and annual accounting scheme users.
Furthermore, exemptions may be available on the grounds
of religious beliefs, insolvency, and where it is not
reasonably practical (e.g. disability, age, remoteness of
location, etc.).
If you believe you may be exempt from MTD, you must
contact the MTD helpline and set out your grounds for
exemption, which HMRC will consider on a case-by-case
basis.

If your business does not use software to submit returns
and instead values are types directly into the Government
Gateway account, then you will need to look into acquiring
MTD compliance software.
HMRC has produced a list of software providers
which already support MTD for VAT and a further list of
suppliers with VAT compatible products in development.
Digital Record Keeping
In terms of digital record keeping, under MTD the following
records must be kept digitally within “functional compatible
software”:
1. Designatory data

Those currently exempt from online filing will automatically
be exempt from MTD and do not need to take any further
action.

This includes business name, address of principal place of
business, VAT registration number, any VAT accounting
systems used.

New Requirements

2. Supplies made

In brief, there are three new requirements that businesses
must meet in order to be MTD compliance:

For each supply made, you must record the time of supply
(i.e. tax point), the net value of the supply, and the rate of
VAT charged.

1. Your records must be kept digitally;
2. The VAT returns must be filed via API-enabled
software; and

3. The VAT return data should be imported/exported

between programs digitally. Please note that in the first
year a "soft landing" will apply, therefore this
requirement will not come into force until April 2020.

If your business already uses software for submitting VAT
returns, then it is likely that you will not notice much
change in the day-to-day VAT return submission process.
That said, it may be worth checking with your providers
that the software is/will be MTD compliant by April 2019.

That said, certain relaxations to these rules may apply. For
instance, where there is more than one supply listed on an
invoice, provided that the supplies are all subject to VAT at
the same rate the total may be entered instead.
Furthermore, retailers and cash businesses do not need to
enter details of each individual transaction, and instead
can record on a daily gross take basis.
Lastly, where it is impossible, impractical, or unduly
onerous to record the data for each supply, then a
relaxation may apply. Please note that whether or not this
relaxation applies will be determined by HMRC, and not
the taxpayer.

3. Supplies Received
For each supply you must record the time of supply (tax
point), the net value of the supply, and the amount of
input tax you will claim.
As with supplies made, relaxations apply where there is
more than one supply listed on an invoice or where it
would be impossible, impractical, or unduly onerous to
record the data. Furthermore, relaxations also apply for
those operating under the flat rate scheme and for
employee expenses.
5. Reverse charge transactions
6. Summary data
This includes total output tax owed, total tax owed on
acquisition from other EU member states, total tax
required to pay on behalf of a supplier under a reverse
charge procedure, total input tax you are entitled to
claim, total tax that needs to be paid/you are entitled to
reclaim following a correction or error adjustment, and
any other adjustment.
"Functional Compatibly Software"
As previously noted, the data listed above must be
recorded digitally in functional compatible software.
Software will meet these requirements where it is able
to a) record and preserve digital records; b) provide
information and returns to HMRC from data held in the
digital records by using the API platform; and c) receive
information from HMRC via the API platform.
Functional compatible software may be a single
software product that can perform all of these functions,
or alternatively a number of programs used in
conjunction with one another.
If your business maintains VAT records digitally and the
figures for the VAT return are prepared in a
spreadsheet, there needs to be bridging software in
place to link the data from the spreadsheet to HMRC's
Government Gateway.
If you are unsure whether your software is MTD
compliant, you should speak with your provider.
MTD for Corporation Tax
When the MTD initiative was originally published, it was
envisaged that it would be rolled out to companies for
corporation tax purposes by April 2020.

However, the government has since announced that
April 2020 is the earliest that MTD for corporation tax
will be introduced, and further details have yet to be
released.

The Clock is Ticking for SelfAssessment
Don’t forget! The deadline for you to submit your
2017/18 tax return and pay the tax due 31 January
2019.
If this is your first time filing a tax return, you should
ensure that you register for Self-Assessment as soon
as possible to ensure that you receive your Unique
Taxpayer Reference (UTR) before the deadline.
Where you are planning to submit your tax return
yourself using HMRC’s software, you will also need to
register for a personal tax account.
If you require assistance with registering and/or
submitting your tax return, please contact a member of
our team.

PD Tax—MTD Workshop
To help you prepare for MTD, Paul Davison will lead a
workshop which will provide you with a background to
the government's MTD initiative and arm you with the
tools to ensure that your business is compliance by
the
deadline.
The workshop will be held at Weetwood Hall Hotel
Leeds on Friday 8th February 2019, from 08:00 10:00, with refreshments provided on arrival.
We are also offering a free one-hour consultation to all attendees so you can talk through any tax
issues or concerns you and/or your business may be
facing.
To book your place, please visit our EventBrite page
and click the "Register" button to complete the registration. Alternatively, please drop Charlotte an email at
charlotte@pd-tax.co.uk.

Budget 2018—Entrepreneurs’
Relief & Alphabet Shares

and capital rights on winding up. This will be in addition to the
5% of ordinary share capital and voting rights mentioned above.
These new conditions apply with immediate effect from the date
of the Budget (i.e. from 28 October 2018).

In the 2018 Budget, the Chancellor announced changes to the
conditions for Entrepreneurs’ Relief (“ER”) which will restrict its
availability to certain shareholders.

This means that unless a shareholder has an absolute right to at
least 5% of the dividends and assets on a winding up, the
conditions for ER will not be met.

Previous Rules

This could affect shareholders in companies with multiple
classes of shares (e.g. alphabet shares) where directors can
declare dividends on each class independently. For example,
they can choose to distribute dividends to only one class of
shares.

Prior to the budget, ER was available on the sale of shares in a
trading company provided that for a period of 12 months up to
the date of disposal:

1.
2.

The seller was an employee/office holder of the
company; and
The company was their “personal company”.

Personal company was defined as a company in which you held
at least 5% of the issued ordinary share capital and 5% of the
voting rights.

Share classes which do not carry an entitlement to at least 5% of
distributable profits will not meet the new conditions for ER.
Steps can be taken to restore relief such as by amending the
share rights so that the shareholders are entitled to at least 5%
of the distributable profits, with the ability to vary the amount of
any further dividends. However, this may not be possible where
there are more than 20 share classes.

Changes
1. Extension of Qualifying Period to 24 Months
The first change announced was that from 6 April 2019, the
minimum period throughout which the conditions for relief must
be met will be extended from 12 months to 24 months.
2. Additional Conditions for Share Rights
More significantly, the definition of a “personal company” has
been expanded to include at least 5% of the distribution rights

Where the rights attached to the shares are updated to the
above effect, the new shares will need to be held onto for at least
2 years in order for ER to become available.
Shareholders who acquired their shares under an EMI
scheme do not need to meet the 5% tests above and therefore
are unlikely to be affected by this change.
At this stage the rules are still in draft and could be subject to
change. Furthermore, we understand that the institute and at
least one of the Big 4 accounting firms are in discussions with
HMRC on this issue.

UPDATE

We are pleased to confirm that parliament has since published an amendment to the Finance (No. 3) Bill in respect of the definition of a
"personal company" for the purposes of ER.
The effect of this change is that holders of alphabet shares will not be prevented from claiming Entrepreneurs' Relief solely on the basis
that they are not entitled to 5% of dividends declared.
Under the amended legislation, a company will be your "personal company" provided that:

1)
2)
3)
a)
b)

You hold at least 5% of the ordinary share capital of the company
By virtue of that holding, you hold at least 5% of the voting rights in the company, and
Either or both of the following conditions are met:
You are beneficially entitled to at least 5% of the profits available for distribution, and
In the event of a disposal of the whole of the ordinary share capital of the company, you would be beneficially entitled to at least
5% of the proceeds.

This relaxation of the conditions will be welcomed by shareholders and advisors alike who were concerned about the far-reaching implications of the new rules.

