SLOW AND STEADY

Despite the Government’s plans to go “further and faster”, unlike the Spring
Statement last year that was politically charged in the lead up to the General
Election, this year’s Statement felt more subdued. As expected, the Statement
primarily comprised of the Chancellor setting out her plans for the UK economy
- following her self-imposed commitment to one major economic event a year.

However, with recent tariff announcements potentially impacting the
Government’s self-declared ‘headroom’ from the Spring Statement, there is
still much to consider almost a month on.

Closing The Tax Gap

The Government renewed its commitment to closing the tax gap, both in underreported
tax and declared but unpaid tax.

The Chancellor pledged further investment over the next five years of:

e £87 million in private sector debt collection agencies to collect unpaid taxes;
e £114 million to recruit an additional 600 HMRC debt management staff; and
e £100 million to recruit an additional 500 HMRC compliance staff.

These figures are in addition to the significant investment announced in the Autumn
Budget of £262 million to recruit 1,800 additional debt management staff, and £1.4
billion to recruit 5,000 compliance staff.

Part of this investment will be in overhauling HMRC's approach to offshore tax non-
compliance by the wealthy, including recruiting experts from the private sector and
using Al to detect tax evasion.
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This represents a significant increase in HMRC capabilities and ties in with consultation papers on:

e How HMRC can improve the quality of third-party information (such as financial institutions, online sales
platforms and overseas tax authorities) to improve automated tax collection;

e Options to strengthen HMRC powers and sanctions against tax advisers who facilitate non-compliance
from their clients;

e Measures to close in on promoters of tax avoidance schemes; and

e Behavioural penalties reform to “improve” the financial penalties that apply to inaccurate returns and
failure to notify HMRC of tax liabilities.

There were also further comments on the commitment to:

e Prosecute more tax fraud by expanding HMRC’s counter-fraud capability with the aim to increase the
numbers of individuals charged;

e Reward information from informants on non-compliance in large corporations, wealthy individuals,
offshore matters and avoidance schemes, with compensation linked to tax recovered; and

e Tackle ‘phoenixism’, which is the use of contrived corporate insolvencies and dissolutions to extract
profits as a capital payment, rather than by way of dividend (taxed at higher rates), and to write off debts.
There is to be a joint plan between HMRC, Companies House and the Insolvency Service to tackle this
by increasing the use of upfront payment demands and making company directors personally liable for
company taxes and increasing the number of enforcement sanctions.

Making Tax Digital

The Government committed to extending the rollout of Making Tax Digital (MTD) for Income Tax for taxpayers
who are sole traders or landlords. The previously announced criteria to fall within the MTD regime is as
follows:

e From 6 April 2026, where the annual business or property income is more than £50,000.
e From 6 April 2027, where the annual business of property income is more than £30,000.

The Chancellor announced in the Spring Statement, that from April 2028 the criteria would apply to sole
traders and landlords where the qualifying business or property income is over £20,000, resulting in more
taxpayers falling within the regime.

In addition, to encourage taxpayers to pay their tax on time, the Chancellor announced an increase in late
payment penalties for those taxpayers joining the MTD regime from April 2025 onwards. The penalties will
apply to both VAT and Income Tax Self-Assessment taxpayers. The new late payment penalties will impose
a 3% penalty on the tax overdue by 15 days, an additional 3% on the tax overdue by 30 days, plus an
additional 10% per annum where the tax is overdue by 31 days or more.

Research and Development

As part of the Chancellor’s plans to unlock investment and break down barriers to growth, the Spring
Statement contained an update on a revised system of advance clearances in the Research & Development
tax relief system.

The numerous reforms to the Research and Development (R&D) tax regimes over recent years have had an
impact. These include the introduction of the onerous and time-consuming advance notification requirement,
as well as the extra scrutiny and prolonged R&D enquiries experienced by some claimants. These have
deterred companies from making valid R&D claims, which in turn dampens the effectiveness of the relief as
a means of encouraging investment into R&D.
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As promised in the Autumn ‘Corporate Tax Roadmap’, the Government has launched its consultation
regarding an advanced clearance procedure. With its aim of giving companies more certainty on their R&D
tax incentive claim outcomes, restoring confidence to businesses to enable them to make R&D investment
decisions and to encourage more genuine R&D investment.

The consultation seeks views on the stage in a company’s R&D journey at which it would be beneficial to
engage (and to what degree) with HMRC, so that a company has more certainty on their tax outcome before
embarking on or further into their R&D activity. More specifically, the consultation seeks views on the benefit
and feasibility of:

e Avoluntary, informal, pre-R&D activity discussion, which could provide early but not guaranteed assurance
and would weed out non-qualifying activities;

e A mandatory pre-R&D claim binding clearance for certain sectors, which is designed to prevent error and
fraud and would give the claimant certainty of the outcome of making a claim; and

e A voluntary post claim check prior to receipt of R&D tax credits, which would allow companies to be
confident to make further R&D in without worry that a R&D tax credit is clawed back at a later date.

Private Intermittent Securities and Capital Exchange System (PISCES)

In an effort to revive capital markets activity in the City of London, the Chancellor announced that PISCES is
expected to be introduced and operative later in 2025.

PISCES is a new type of exchange which will facilitate secondary trading of private company shares, including
employment related securities (ERS) within specified trading windows.

PISCES is intended to enable trading in private company shares and improve liquidity for investors in private
companies (including employee shareholders). It is hoped that it will incentivise fast growth companies to set
up in the UK and act as a stepping stone to then list in the UK.

Where companies are registered on PISCES, this could have implications for employee share schemes.

Where an employee acquires ERS which are Readily Convertible Assets (RCAs), the employer is required
to operate PAYE (including national insurance), otherwise the employee is only taxed through their self-
assessment tax return. ERS are RCAs where they are listed or there are other trading arrangements.

Employers should be aware that if arrangements exist or are expected to exist for ERS to be traded on
PISCES, they will be RCAs. This will bring more ERS within the scope of PAYE/NIC and so employers need
to be alert to their obligations.

ERS are often acquired through share schemes, such as the tax advantaged schemes, Enterprise Management
Incentives (EMI) or Company Share Option Plan (CSOP). Broadly, provided the conditions of the scheme
and option agreement are met, there may be no Income Tax or NIC on the exercise of the option.

A PISCES trading window can be a specified event to allow employees to exercise their options, but where
such a term is agreed, it must be included in the option agreement at the time the options are granted. Use
of board discretion clauses will not circumvent this requirement.

Existing option agreements, if amended to include such a clause, will cease to be tax advantaged. However,
the Government has agreed to further consider the case for legislating to allow existing EMI/CSOP contracts
to be exercised on PISCES without losing their tax advantaged status.

As was previously announced, PISCES transactions will be exempt from Stamp Duty and Stamp Duty
Reserve Tax.
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