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The Association of Accounting Technicians (AAT) is pleased to have the opportunity to respond to 

the HMT/HMRC consultation “Financing growth in innovative firms: allowing Entrepreneurs’ Relief 

(ER) on gains made before dilution, published on 13 March 2018. 

AAT is submitting this response on behalf of our membership and for the wider public benefit of achieving 

the sound and effective administration of taxes. 

AAT agrees with much contained within this consultation document and acknowledges the proposed 
changes will address the inherent “perverse consequence” built into current legislation (provided 
privately owned assets are not excluded). This should incentivise and reward entrepreneurs who play a 
key role in building and growing a business but currently lose their eligibility for ER when their company’s 
fundraising efforts result in their own shareholding falling below 5%.  

Will this elective disposal and reacquisition approach help to remove the potential barrier to growth 
of losing entitlement to ER?  

The proposal to enable individuals to elect to crystallise gains immediately prior to the dilution of their holding 

will work for those investors who are either unwilling or unable to acquire and hold sufficient additional 

shares to maintain, or regain, their qualification for ER. 

Do you envisage taxpayers electing for deemed disposal and reacquisition but not claiming deferral 
of their gain?  
 
A fundamental tenet of tax planning is to push the incidence of a tax liability as far into the future as possible. 
Therefore, AAT anticipates that many taxpayers will claim the deferral. However, the consultation document 
is concerned only with deferring crystallised gains and does not give guarantees over the rate of CGT 
entrepreneurs might face in future tax years.   
 
The absence of a guarantee may discourage some investors from claiming deferral on the basis that paying 
a guaranteed low rate of tax (10%) now is far better than risking exposure to a higher future charge, or even 
facing the prospect of the withdrawal of ER altogether. 
 
The absence of a deferral claim provides the holder an opportunity to utilise their annual capital gains 
exemption, pay 10% tax on the balance and then claim a second annual exemption at the time of ultimate 
disposal1. As a further step, the investor could choose to subscribe for additional shares to restore their 
rebased holding to an ER qualifying level. 
 
Deferral may also not be claimed where a post dilution inter-spousal transfer takes place. This would give 
both parties an opportunity to utilise their annual capital gains exemptions. The outlined scenario will be 
attractive where the donor spouse has knowledge that in future years they will face exposure to other 
chargeable gains which will exceed their annually exempt amount. There will inevitably be occasions where 
investors choose not to defer if this is the case. 
  
AAT believes that any perceived risk to the public purse should be carefully weighed against the likely 
benefits before designing any anti-avoidance legislation. 
 
Do you foresee challenges around keeping track of deferred gains so as to ensure they are correctly 
notified to HMRC when they are treated as accruing?  
 
AAT does not foresee any fresh challenges arising out of the need to keep track of deferred gains. 

                                                      
 
 
 
1 Assuming disposal are in different tax years and that there are no other chargeable disposals  
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Do you agree that accrual of the deferred gain should be linked to a disposal of shares or securities 
equal in number to those in respect of which the gain was computed?  
 
Yes, AAT agrees. 
 
Do companies which raise capital by means of issuing new shares commonly use assets owned 
privately by their shareholders? Will the effect of these proposals be significantly reduced by 
excluding private assets from their scope?  

There are many reasons why the answer to the first part of this question is undoubtedly “yes”. For example, 

during their start-up phase, companies often do not have the funds at their disposal to acquire assets and so 

investing entrepreneurs might agree to place a personal asset at the disposal of the business.  

Inevitably, many commonly used assets that are privately owned will be modest in value. In such instances, 
the exclusion of their assets will not have a material impact on the proposal. However, where the capital 
asset(s) provided are of significant value, for example, industrial buildings, then a failure to extend the 
elective disposal and reacquisition facility to such assets could significantly reduce the effectiveness of the 
proposal. In some circumstances, this could mean an entrepreneur may cease to make the asset available.  

Will this ‘commercial capital-raising’ condition allow elections in all legitimate circumstances? What 
other conditions might be necessary to prevent abuse?  

AAT considers that the condition outlined in 4.10 of the consultation document will allow elections in all 

legitimate circumstances. However, to enhance the efficacy of the condition, it might be prudent to include 

the words, “for a genuinely commercial purpose and not entered into for the purpose of tax avoidance.” 

About AAT 
 
AAT is a professional accountancy body with approximately 50,000 full and fellow members and over 90,000 
student and affiliate members worldwide. Of the full and fellow members, there are more than 4,250 licensed 
accountants who provide accountancy and taxation services to over 400,000 British businesses.  

 
AAT is a registered charity whose objectives are to advance public education and promote the study of the 
practice, theory and techniques of accountancy and the prevention of crime and promotion of the sound 
administration of the law. 

 
Further information 
 
If you have any queries, require any further information or would like to discuss any of the above points in 
more detail, please contact Aleem Islan, AAT Technical Consultation Manager, at: 

 
E-mail: consultation@aat.org.uk  Telephone: 020 7397 3088  

 
Association of Accounting Technicians, 140 Aldersgate Street, London, EC1A 4HY  
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