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1. Executive summary  

 
 

1.1. AAT notes that 60,000 individuals (just over 0.1 per cent of adults), each with gains of 
£100,000 or more, collectively took 88% of all taxable gains between them1.  
Simplification of the Capital Gains Tax regime will therefore benefit the majority of individual 
taxpayers and wider society as a whole and is therefore supported by AAT. 
 

1.2. AAT acknowledges that scrapping Private Residence Relief (PRR) would raise significant 
funds for the Exchequer.  
However, it would also severely stunt growth in the property market as many people would be further 
discouraged from moving. As a result, AAT believes PRR must be maintained.  

 
1.3. No Capital Gains Tax is payable on company takeovers and mergers if less than £3,000 or an 

amount less than 5% of the value of an individual’s shares in the company are received.  
This exemption should be scrapped and the Annual Exempt Amount (AEA) could instead cover any 
share growth in such circumstances. 
 

1.4. The £6,000 chattels exemption should be removed, and any such gains covered by the 
existing general AEA of £12,300.  
 

1.5. Gift relief could also be removed given it only covers certain gifts in certain situations and 
largely benefits the wealthiest in society.  

 
1.6. AAT suggests that the OTS give serious consideration to recommending that the CGT rate for 

investment property be brought into line with other asset classes.  
Whilst this would ideally occur on a permanent basis, a temporary change would at least provide 
some relief for the increasing problem of reluctant landlords being unwilling to sell their properties.  
 

1.7. AAT repeats its long standing commitment for the cessation of what is now called Business 
Asset Disposals Relief (formerly Entrepreneurs Relief).  
There is now an overwhelming body of evidence to suggest that the relief is not achieving its policy 
objectives, that it’s extremely expensive, misguided and ultimately ineffective. It should therefore be 
scrapped at the earliest available opportunity – April 2021. 

 
 

2. AAT response to the consultation document 
 

Acquisition and disposal   
 
Is the scope and boundary of CGT clear? Is it always obvious when an event is chargeable?   

 
2.1. AAT believes the scope and boundary of CGT is clear in many cases but not around the edges e.g. 

trusts, chattels etc. where it is not always clear when an event is chargeable and at what rate. Even 
where individuals are aware of a liability, calculating that liability can be very difficult.  
 

2.2. Take for example, something as superficially simple as the disposal of a second home or investment 
property. 

 
2.3. The Annual Exempt Amount (AEA) needs to be considered, possibly twice if jointly owned, then there 

is letting relief, then Principal Residence Relief if the owners previously lived in the property, buying 
costs also need to be considered as do the costs of any improvements made throughout the period 
of ownership. When a CGT liability figure is finally arrived, the prospect of minimising this or even 
eradicating it by investing in an Enterprise Investment Scheme (EIS) needs to be considered too. 

 
2.4. These are not simple steps and certainly not something that most members of the public would be 

able to successfully navigate without the assistance of an accountant or tax adviser. 
 

 
1 Resolution Foundation, Who Gains? May 2020: 

https://www.resolutionfoundation.org/app/uploads/2020/05/Who-gains.pdf 

https://www.resolutionfoundation.org/app/uploads/2020/05/Who-gains.pdf
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How generally aware are taxpayers of their (potential) CGT liabilities following a disposal? 
Could/should they be made more aware, and if so how?  

 
2.5. Those with an accountant are likely to be advised of a liability in almost all cases. The key problem is 

for those who do not have the benefit of an adviser. 
 

2.6. Whilst most could reasonably be expected to know there would be a charge on the sale of a second 
home, and those who win a bet or the lottery will inevitably be advised by the company concerned 
that any winnings are CGT exempt, it is debatable if most would know there would be a liability on 
selling overseas assets for instance.  

 
To what extent do the current CGT rules influence decisions around whether, how or when taxpayers 
acquire or dispose of assets? And to what extent and how do taxpayers adjust their activity to reflect 
this?  

 
2.7. A small group of AAT licensed members were recently asked this question, and all stated that current 

rules heavily influence decisions and timing about the disposal of assets i.e. they advise their clients 
of the most tax efficient means of doing so.  
 

2.8. One example of this would be the increase in sale activity before April this year due to the recent 
CGT changes that made liability payable within 30 days rather than 12 months+.  

 
Are there any specific practical challenges for taxpayers in dealing with the CGT aspects of acquiring 
and disposing of assets?  

 
2.9. Is it always clear and easy to understand which expenses (including capital improvement,  

acquisition or disposal expenses) qualify for CGT purposes? Are the rules on qualifying  
enhancement expenditure clear and reasonably straightforward to operate in practice?  
 

Are there particular practical challenges or issues arising from the CGT rules about acquiring, 
disposing of or transferring assets on marriage (or civil partnership), separation or divorce?   
 

2.10. As one AAT licensed member recently commented, “Having different legal and beneficial 
ownership can makes things complicated as clients can be keen to say gains (and income) should be 
split differently following marriage/divorce etc.  The rules and procedures in this context could 
certainly be simplified and made clearer. This may result in less reliefs, which could cut down on 
avoidance opportunities as well as making the system simpler.” 

 
Are there particular issues around the boundary with income tax e.g. shares or share rights received 
by employees or the boundary between trading and investment? 
 

2.11. As almost two thirds of all Capital Gains (62%, or £32 billion) came from disposals of unlisted 
shares in 2016-17 this is clearly an important area.  
 

2.12. AAT notes that no Capital Gains Tax is payable on company takeovers and mergers if less 
than £3,000 or an amount less than 5% of the value of an individual’s shares in the company are 
received. This exemption could be removed and the AEA could cover any share growth.  

 
2.13. In relation to employees, keeping shares in a tax advantaged share plan like a Share 

Incentive Plan (SIP) rightly attracts no CGT whereas taking them out before sale does attract a CGT 
charge. This makes sense and should be maintained.   

 
2.14. With regard to Save As You Earn (SAYE) schemes, this is a savings plan where no shares 

are purchased until maturity, so CGT liability only commences from the period at which the shares 
are actually bought.  

 
2.15. If Enterprise Management Incentive options are exercised, the capital gains cost of the shares 

is what an individual will pay for them together with the amount charged to Income Tax, if any, on the 
exercise of that option. Again, this makes sense and should be maintained. 
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2.16. Finally, with regard to election, those selling shares can make the election within one year 
and 10 months after the end of the tax year in which the shares are first disposed of. Compare this to 
the new 30 days requirement for the sale of residential property and it would appear that this area is 
ripe reform. In fact, if all CGT liability had to be paid within 30 days it would not necessarily raise any 
more money, but it would help the Government raise much needed funds more promptly. It is also 
likely to reduce non-payment through forgetfulness given almost two years is a very long time to 
remember what actions you have taken with regard to the sale of assets. 
 

Annual Exempt Amount (AEA)  
   
In your experience, to what extent do individuals or their agents arrange to time disposals of assets in 
such a way as to maximise use of their AEA to manage down their tax liabilities?  

 
2.17. Prudent financial management dictates that disposals should be timed to maximise tax 

efficiency and with this in mind it was no great surprise that AAT licensed members asked this 
question all responded uniformly that they would advise their clients to time disposals so as to 
maximise their use of the AEA. 
 

2.18. Those without an accountant or tax adviser may also time their disposals for this purpose but 
doing so is not likely to be quite so uniform. 
 

Could there be a simpler or more targeted way of taking small gains out of tax?   
 

2.19. It is unlikely because the AEA successfully does this already. The AEA of £12,300 means that 
most gains are excluded due to their small size, thus serving not only as a simplification measure for 
the individual but also drastically reducing paperwork for HMRC. 
 

2.20. Most AAT licensed accountants surveyed on this issue, commented that they believed the 
AEA was set at about the right level with none suggesting it be lowered and one member suggesting 
it be raised. 
 
Different rates of CGT (10%/20%/18%/28%)  

 
To what extent do the different rates of CGT cause complexity? Is it always clear which tax rate should 
apply? Which situations present specific problems? Does the dependence on the income tax higher 
rate threshold make this inevitable? Do you think the rates position could be made simpler, and if so 
how?  

 
2.21. Broadly speaking, different rates for different income tax bands makes sense because to 

have a single rate would either mean unfairness for the lower rate tax payer (if raised to bring it 
closer to the higher rate taxpayer) or unfairness for the taxpayer more generally if the higher rate was 
the same as that paid by the lower rate taxpayer.  
 

2.22. However, differentiating between different asset classes appears to be inherently unfair and 
this has an increasingly negative impact on the housing market where numerous tax changes in 
recent years have made buy-to-let an increasingly unattractive proposition for many landlords whilst 
the increased CGT liability prevents them from selling their property. This means that many landlords 
are effectively stuck in a business that they wish to exit but cannot do so due to the prohibitive nature 
of the cost in doing so. 
 

2.23. The National Residential Landlords Association produce a regular “Landlords Confidence 
Index”2 which has in recent months has consistently shown most landlords are unconfident about the 
future and for more than a year approximately a third have expressed a wish to sell their properties. 
The desire to sell has not translated into action due primarily to the prohibitive CGT charge. 

 
 
 
 
 

 
2 National Residential Landlords Association, Landlords Confidence Index” May 2020:  

https://research.rla.org.uk/research-reports/landlord-confidence-index-lci-no-5-2020-q1/  

https://research.rla.org.uk/research-reports/landlord-confidence-index-lci-no-5-2020-q1/
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2.24. Speaking to AAT this week, Stuart Cox, a landlord from Surrey, said;  
 
“If CGT on residential property was equalised to the same rate as most other asset classes, i.e. if it 
was reduced from 28% to 20%, then I’d put one or two of my rental properties on the market straight 
away. If it stays as it is then I have no choice but to carry on and look for alternatives, which include 
transferring the property to my children.” 
 

2.25. Given the above, any proposals to further increase CGT on residential property will not be 
well received by the UK’s 2.6m3 landlord sector. One potential solution would be to announce a 6,9 
or 12 month CGT holiday or a 6,9 or 12 month temporary reduction in CGT for residential landlords 
(equalising to the standard CGT rates). This would likely result in many properties entering the 
market, helping all house buyers but particularly first time buyers.  
 

2.26. Some may argue for the general CGT rate to be increased to mirror investment property (18% 
or 28%) whilst landlords would doubtless prefer a reduction to match the general rate of 10% or 20% 
but an arguably fairer change, which would also raise revenue, would be for the rate for investment 
property to be permanently reduced and the general rate permanently increased. This would mean 
effectively splitting the difference by charging 14% or 24% on all gains irrespective of their nature. 
 

2.27. Finally, it would be remiss of AAT not to comment on widely reported speculation that CGT 
rates could be wholly aligned with income tax rates as they once were. There is undoubtedly a strong 
case for doing this given Capital Gains are often, and increasingly, substitutes for labour-related 
earnings. In fact, this makes the case for alignment much stronger than when they were previously 
aligned. 

 
2.28. However, it should be noted that CGT is payable on any gains made on assets purchased out 

of already taxed income. So, this would effectively result in a form of double taxation. It may be 
simpler, but it is not necessarily fairer.  

 
2.29. In addition, CGT makes no allowance for inflation over the past 38 years so it could be argued 

that a lower rate is justifiable. 
 

2.30. Some will also argue that a lower rate of CGT encourages entrepreneurial activity, although 
caution should be attached to such arguments when considering Entrepreneur’s Relief as is set out 
in greater detail below.  
 
Reliefs and exemptions  
 
Principal Private Residence Relief (PPR)  
 
Are you aware of situations where the current rules are not easy to operate perhaps because 
of changes in society or patterns of work (such as home‐working, taking in a lodger, letting 
out a bedroom to tourists, or the use of gardens or grounds)?   
 

2.31. All AAT licensed accountants who responded to AAT’s survey on this issue confirmed that 
there are limited situations where the current rules are not easy to operate.  
 

2.32. Conversely, none had any suggestions as to how they could be improved. As one member 
stated, “The rules are complicated in certain situations.  But if PPR is going to exist in some form this 
is probably inevitable.  Due to the potentially large amounts of tax at stake and the wide variety of 
different personal situations everyone will always be keen to argue their case doesn’t breach any rule 
that denies them PPR.” 
 
 
 
 
 

 
3 My deposits, Millie Wickens, 2019: 
https://www.mydeposits.co.uk/blogcat/how-many-buy-to-let-landlords-are-there-in-the-

uk/#:~:text=The%20number%20of%20landlords%20totals,Western%20Isles%20(both%20905).  

https://www.mydeposits.co.uk/blogcat/how-many-buy-to-let-landlords-are-there-in-the-uk/#:~:text=The%20number%20of%20landlords%20totals,Western%20Isles%20(both%20905)
https://www.mydeposits.co.uk/blogcat/how-many-buy-to-let-landlords-are-there-in-the-uk/#:~:text=The%20number%20of%20landlords%20totals,Western%20Isles%20(both%20905)


 
 
 

6 
 

Are the ancillary reliefs and occupation rules consistent with what you consider PPR is 
aiming to achieve? If not, what would make them simpler to apply or better achieve these 
aims?  
 

2.33. AAT agrees that ancillary reliefs and occupation rules are consistent with the aims of PPR. In 
the interests of simplicity these could be scraped but in the interests of fairness they should be 
maintained. 
 
How do you find the principle and practice of making a nomination? Are there better ways of 
achieving the same ends?    
 

2.34. All AAT licensed accountants who responded to AAT’s survey on this issue confirmed that the 
process for making a nomination is straightforward and none could think of a better means of 
achieving the same end.   
 
Miscellaneous 
 

2.35. AAT licensed accountants were asked if they believed the PRR should be maintained and all 
but one said “yes”.  

 
2.36. The only contrary view said; “Personally, yes I’d be happy with abolition, but I expect I’m in 

the minority. The gain on selling a property is probably the biggest single item of income/gain most 
people will ever have so there will likely be too much resistance for any Government to ever do it.” 

 
2.37. Scrapping PRR would certainly raise significant funds for the Exchequer but it would also 

severely stunt house mobility as many people would be discouraged from moving. As a result, AAT 
believes PRR must be maintained.  
 
Chattels exemption  
 
Are there any aspects of the taxation of gains arising from the disposal of chattels that you 
consider would benefit from being simplified?   
 

2.38. To simplify CGT, this £6,000 exemption could be removed, and any such gains covered by 
the existing general AEA of £12,300.  
 
Is it clear to taxpayers that gains on significant chattels are potentially taxable? Or is there a  
general lack of awareness?  
 

2.39. Most taxpayers are probably unaware of this but given most taxpayers who have any chattels 
will make no gain or gains below £6,000, the majority of those operating at the higher end of the 
spectrum will very likely have an accountant or tax adviser and will therefore be made aware of the 
exemption.  
 
Issues commonly affecting business owners and investors   
 
Are there features of CGT that present barriers or distortions at any of these stages? Are the  
rules simple to understand and apply correctly? Please provide examples along with any  
suggestions on how the rules could be made simpler.   
 
Do you know of occasions when CGT rules have affected business decision making more 
generally, including decisions regarding the structure of a business or the choice of business 
vehicle (for example a corporate entity, partnership, unincorporated business)?   
 

2.40. Incorporating an existing business involves a transfer of goodwill and probably other assets, 
which can often create significant capital gains, which may be subject to tax. Therefore, utilising 
various deferment options is practical and advantageous.  
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2.41. For a small number of business start-ups who are already thinking about an exit strategy at 
the time of establishing a business, CGT will be at the forefront of their minds as they look to 
minimise their tax liability on selling up and may therefore have an interest in Business Asset 
Disposal Relief (formerly Entrepreneurs Relief) although all the available evidence suggests this 
number is very small, with most new business owners being completely unaware of its existence. 

 
2.42. The owner of an unincorporated business may decide to incorporate for various reasons from 

limiting liability to client demand, to tax planning. Before doing so most accountants would advise of 
the tax implications, including CGT. Of course, Incorporation Relief is given automatically by section 
162 Taxation of Chargeable Gains Act 1992, provided the various requirements are met but as most 
accountants will also advise, this may not always be to the advantage of the person/s incorporating.  

 
2.43. CGT may not always be the deciding factor in decisions about business structure, but it is 

certainly a factor in such decisions for most well advised individuals. 
 
Reliefs available to business owners/shareholders   
                                                             
Is the scope of each of these reliefs intuitive or are there unexpected differences between 
them that create practical problems for businesses? Are there aspects of any of these reliefs 
that you consider are unclear or particularly difficult to utilise in practice?  Are there aspects 
of these reliefs which distort business decision making (for example in respect of such areas 
as the timing of the disposal of an asset, or how much cash to accumulate on a company 
balance sheet) or are inconsistent with your understanding of what the relief is aiming to 
achieve? Are there any ways in which they could be made less distortive?   
 
Investors Relief 
 

2.44. Investors Relief was introduced in 2016 but shares must be held for a minimum of three 
years so this only relates to disposals made after 6 April 2019, little more than a year ago. Given 
the recent introduction of this relief and the lack of any figures in relation to its usage, it is 
impossible to comment on its success or otherwise. 
 

2.45. However, given the Business Asset Disposal relief had its lifetime limit reduced from £10m 
to £1m it seems incongruous that Investors Relief continues to offer a £10m lifetime allowance and 
AAT therefore suggests that this ceiling be restricted to £1m as soon as is practicable. 

 
Business Asset Disposal relief (formerly Entrepreneur’s Relief)  
 

2.46. This relief enables business owners to pay a reduced 10% rate of Capital Gains Tax on all 
gains on qualifying assets, rather than the standard 20% rate.  
 

2.47. For more than three years, AAT has urged the Government to scrap this relief on numerous 
occasions. 

 
2.48. Focus groups with AAT licensed accountants have consistently found that these accountants’ 

clients are unaware of the relief until the time comes to consider a sale - when their accountant or 
adviser tells them about it. This demonstrates that it does nothing to initially encourage 
entrepreneurialism (its stated objective) but instead unnecessarily rewards those who would have 
sold their businesses anyway.  

 
2.49. The Government is absolutely right to want to encourage entrepreneurialism but is wrong to 

believe that Entrepreneurs Relief/Business Asset Disposal relief is a good way to do this. 
 

2.50. There is now an overwhelming body of evidence to suggest that the relief is not achieving its 
policy objectives, that it’s extremely expensive, misguided and ultimately ineffective.  

 
2.51. If the Government is serious about wanting to encourage entrepreneurialism, committing this 

£3bn of relief to helping small British businesses to grow and prosper would be a far better 
investment for UK plc than encouraging business owners to do nothing more than sell-up. 
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Costs 
 

2.52. When first introduced in 2008, Entrepreneurs Relief was forecast to benefit 80,000 people at 
a cost to the taxpayer of £200m a year.  
 

2.53. Today it is costing more than ten times as much and benefitting only 50,000 people, with the 
greatest benefit going to just 6,000 people.  

 
2.54. HM Treasury figures show that ER cost the taxpayer £2.7bn in 2013-14, £3.5bn in in 2014-15 

and £4.2bn in 2015-16.  
 

2.55. The drop in CGT rates means the value of the relief is now slightly less because the reduction 
has reduced the tax that was originally due. This has resulted in the cost of ER falling back to £2.7bn 
in 2017-18. 

 
2.56. In total, more than £20bn in relief has been provided to business owners selling their 

businesses since 2008. 
 

2.57. Gains eligible for entrepreneurs’ relief accounted for 43% of all taxable gains in 2017-18 so 
this is certainly the most important of all the reliefs currently available for CGT. 

 
Encouraging investment? 
 

2.58. A key selling point of ER is that it supposedly encourages investment. However, HMRC 
commissioned research, published in 2017, indicated that 84% of those who claimed ER were 
unaware of it at the time of investment and of the 16% that were aware, only half (8%) said it was a 
factor in their decision to invest. In other words, HMRC’s own research clearly evidences that 92% of 
those that claim ER were not in any way influenced to invest because of it.4 This alone should be 
reason to scrap the relief. 

 

Reinvestment 
 

2.59. A second justification for ER, often suggested by beneficiaries and some in the financial 
advice community, is that by granting such generous tax relief to those selling their businesses, 
entrepreneurs are incentivised to invest in or start another business.  
 

2.60. This may be the case in a very, very small number of cases but does not appear to be 
supported by the fact the average age of recipients of ER is 57,5 which is indicative of those taking 
early retirement rather than start-up entrepreneurs.  

 
2.61. Furthermore, the independent Office of Tax Simplification (OTS) recently published a 

comprehensive review of key tax events in the life of a business and stated that, “…the OTS has 
seen no evidence that Entrepreneurs’ Relief encourages further investment in new business 
ventures.”6 

 
Criticism 

 
2.62. In 2014, the National Audit Office highlighted that the cost of the relief had risen significantly 

above HMRC's forecasts but that HMRC had carried out only limited analysis to investigate why7. 
 
 

 
4 Capital Gains Tax Entrepreneurs’ Relief: Behaviours and Motivations, May 2017: 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/663877/HMRC_Report_456_
CGT_ER.pdf 
5 Capital Gains Tax Entrepreneurs’ Relief: Behaviours and Motivations, May 2017: 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/663877/HMRC_Report_456_
CGT_ER.pdf 
6 OTS, April 2018: 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/699972/OTS_Business_Lifec
ycle_report_final.pdf 
7 National Audit Office, 2014: 
https://www.nao.org.uk/report/the-effective-management-of-tax-reliefs/  

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/663877/HMRC_Report_456_CGT_ER.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/663877/HMRC_Report_456_CGT_ER.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/663877/HMRC_Report_456_CGT_ER.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/663877/HMRC_Report_456_CGT_ER.pdf
https://www.nao.org.uk/report/the-effective-management-of-tax-reliefs/
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2.63. In 2018, the Office for Tax Simplification (OTS) stated, “We heard that the title ‘entrepreneurs’ 
relief’ is not considered to be about entrepreneurship at all, coming at a time when the individual is 
exiting the company. Our sense is that there is merit in a proper study of the effectiveness of 
entrepreneurs’ relief.”8 The OTS now believes ER does not appear to meet its original policy 
objectives and AAT absolutely agrees. 

 
2.64. In August 2018, right leaning think tank, the Resolution Foundation described ER as, “… 

expensive, ineffective, and regressive…”9 and recommended the government should scrap it. 
 

2.65. In September 2018, left leaning think tank ippr said there was a strong case for removing 
entrepreneur’s relief because it introduces, “…excessive complexity into the tax system and reduces 
the base without commensurate economic benefits.” 10  

 
Government response 

 
2.66. Previous Chancellor, Philip Hammond MP, refused to abolish Entrepreneurs Relief in the 

2018 Budget, announcing some minor changes instead i.e. requiring the claimant to have a 5% 
interest in both the distributable profits and the net assets of the company and doubling the minimum 
holding period from 12 to 24 months.  
 

2.67. These minor changes were forecast to save only £5m in the first year of operation, rising to 
£90m a year by 2023-24 (although the OBR says the low quality of relevant data means such 
costings are rated as having a ‘high’ uncertainty rating). Whether accurate or not, these savings pale 
into insignificance against the backdrop of an overall annual cost of £2.7bn. This highlights that such 
tinkering, or further tweaks, are insufficient. 

 
2.68. Finally, in March 2020, the current Chancellor, Rishi Sunak announced that he agreed with all 

the many points that AAT and others had put forward in recent years. Sunak even accepted AAT’s 
contention that one of the key reasons for maintaining this misguided relief appeared to be its name. 

 
2.69.  The title “Entrepreneurs Relief” meant that when asked what action Government is taking to 

help entrepreneurs it can always point to the billions being spent on entrepreneurs’ relief - despite the 
fact it in no way encourages entrepreneurship. 

 
2.70. Despite accepting all of the criticism, including of the name of the relief, the Chancellor merely 

changed its name and restricted it from a £10m lifetime limit to a £1m lifetime limit. 
 

2.71. Given the financial impact of coronavirus and the widely accepted failings of this relief, the 
Autumn Budget in 2020 would appear to be the perfect time to scrap this relief once and for all.  

 
Social Investment Tax Relief 
 

2.72. As AAT made clear in its 2019 response to HM Treasury’s Call for Evidence on SITR11, the 
main problem with this relief is not tax related but awareness related i.e. few know that this relief 
exists let alone what it is and how to access it. 

 
Should gift relief be extended to cover a greater range of business and investment assets as it  
was until 1989? What would the effect of this be? And would any extension open up 
unintended avoidance opportunities?  
 

2.73. As the objective of this Call for Evidence is simplification, creating yet more reliefs would 
seem counterintuitive.  

 
8 OTS, March 2016: 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/504850/small_company_taxa
tion_review_final_03032016.pdf  
9 Resolution Foundation, August 2018: 
https://www.resolutionfoundation.org/press-releases/scrapping-entrepreneurs-relief-the-uks-worst-tax-break-would-give-
government-a-2-7bn-head-start-in-funding-its-nhs-pledge/  
10 ippr, A wealth of difference, September 2018: 
https://www.ippr.org/files/2018-10/cej-a-wealth-of-difference-sept18.pdf  
11 AAT Response to HM Treasury Call for Evidence, Social Investment Tax Relief, 14 May 2019: 
https://www.aat.org.uk/prod/s3fs-public/assets/Consultation-response-social-investment-tax-relief-call-for-evidence.pdf  

  

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/504850/small_company_taxation_review_final_03032016.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/504850/small_company_taxation_review_final_03032016.pdf
https://www.resolutionfoundation.org/press-releases/scrapping-entrepreneurs-relief-the-uks-worst-tax-break-would-give-government-a-2-7bn-head-start-in-funding-its-nhs-pledge/
https://www.resolutionfoundation.org/press-releases/scrapping-entrepreneurs-relief-the-uks-worst-tax-break-would-give-government-a-2-7bn-head-start-in-funding-its-nhs-pledge/
https://www.ippr.org/files/2018-10/cej-a-wealth-of-difference-sept18.pdf
https://www.aat.org.uk/prod/s3fs-public/assets/Consultation-response-social-investment-tax-relief-call-for-evidence.pdf
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2.74. However, the period 1980-1989 when relief applied to all gifts, was not especially challenging 

from this respect and it could be argued that a blanket relief is simpler to administer than one that 
only covers particular asset classes. 
 

2.75. However, a more attractive simplification, and one that would raise much needed funds for 
the Exchequer, would be in reverse i.e. scrap relief on all gifts so that all are treated the same i.e. tax 
becomes payable on all gifts.  
 
Specific asset classes   
 
Are there any aspects of the rules relating to the taxation of gains or losses realised on the  
disposal of shares and securities that are particularly complex to understand or apply? Are 
you aware of any difficulties in ascertaining the base cost of such assets, such as the share 
matching rules?   
 

2.76. When shares are disposed of, a problem may arise in establishing their allowable cost, if the 
shares were acquired over a long period of time. It therefore makes sense to have share matching 
rules and whilst these may not be entirely straight forward for the general public, they are widely 
understood by the tax and accountancy profession who in most cases, but certainly not all, are likely 
to be employed by those affected.  
 
Are there any aspects of the taxation of gains arising from the disposal of investment 
properties, leases, land or buildings that you feel would benefit from being simplified?   
 

2.77. As detailed above, the rules regarding the disposal of an investment property are 
unnecessarily complex. The annual exempt amount needs to be considered, possibly twice if jointly 
owned. Then there is letting relief set at an arbitrary figure of £40,000 (or the amount of Private 
Residence Relief already calculated if lower) and multiplied by the number of owners.  
 

2.78. Both of these are subject to significant abuse because the property could be owned by one 
individual for 30 years and then weeks before sale the husband, wife or civil partner has his her or 
her name added to the deeds for tax purposes. This doubles the lettings relief to as much as £80,000 
and doubles the AEA from £12,300 to £24,600. Potentially leading to over £100,000 of any gain 
having no CGT liability.  

 
2.79. This could easily be solved by providing relief only for whoever owned the property at the time 

of purchase. Alternatively, by introducing some form of qualifying criteria such as ownership for 5 
years or more to qualify (for any additional owners other than the originally acquiring individual).  
 

2.80.  Then there is the calculation for Principal Residence Relief if the owners previously lived in 
the property. This is also unnecessarily complex with calculations about the number of months the 
owners lived in the property added to an arbitrary 18 months (36 months if disabled), for which there 
is no clear policy rationale. 

 
2.81. The costs of any improvements made throughout the period of ownership can also be 

problematical if completed some years ago and no records are available. At present, failure to 
evidence improvements means the owner will miss out on any reduction in liability. This appears to 
be perfectly reasonable and preferable to an automatic assumed figure which would benefit many 
who had made no investment in their properties at all.  

 
2.82. The CGT computation on the assignment of a long lease is relatively straightforward. Here, 

the original cost is deducted from the proceeds and the resulting gain is then subject to CGT (after 
the AEA).  

 
2.83. Short leases i.e. leases of 50 years or less, can be a little more challenging given they are by 

definition a wasting asset and require the use of various tables and formulas. However, it is unlikely 
that anyone would get involved in this area without the assistance of a tax adviser, accountant or 
legal adviser. 
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Are there other asset classes (such as for example crypto assets) which present challenges 
or complexity for individuals on disposal?   
 

2.84. HMRC advice on the CGT implications of selling crypto assets is very clear and widely 
available, for example on www.gov.uk where it states that, “…buying and selling of crypto assets by 
an individual will normally amount to investment activity (rather than a trade of dealing in crypto 
assets). In such cases, if an individual invests in crypto assets, they will typically have to pay Capital 
Gains Tax on any gains they realise.”12  
 

2.85. This suggests that there should be little if any complexity on disposing of such assets.  
 
Administration of CGT (for individuals, investors, and unincorporated businesses)   
 
Administration  
 
Please describe any problems you have had (or anticipate having) in navigating the online  
systems or forms and provide any suggestions you have on how the forms or related 
guidance could usefully be simplified, made clearer or made easier to complete. Please 
specify which method(s) of reporting your experience relates to.   
 

2.86. AAT welcomed HMRC’s confirmation that it will not charge late filing penalties for reports of 
CGT on disposals of UK residential property by UK residents made by 31 July 2020 and believes this 
will be most helpful in dealing with any initial administrative problems encountered by either sellers or 
HMRC but would have preferred to see a 6-12 month soft landing period rather than only 3 months. 
 
Do you have any suggestions about how HMRC could use information it currently has or has  
access to, in order to reduce administrative burdens, improve customer experience and 
ensure compliance in respect of individuals’ and businesses’ CGT obligations? Does HMRC 
get the balance right between asking for information to avoid unnecessary enquiries and 
streamlining the experience for those with simple affairs?  
 

2.87. HMRC should use all available evidence for these purposes.  
 
Payments   
 
Please comment on any complexities or practical problems that you have experienced (or  
anticipate) in relation to the process of paying CGT. Please specify which reporting system(s)  
your payment(s) relate to.  
 

2.88. AAT has no comment to make on this area as it is not aware of any problems and no 
members have brought problems to our attention. 
 
Record keeping, valuation and calculation of any tax payable  
 
What, if anything, could be done to help taxpayers to more easily fulfil their record keeping  
obligations and calculate any tax payable in relation to their capital gains?  
 

2.89. Although little could probably be done immediately, there could be a role for Making Tax 
Digital in the future i.e. when all taxpayers are obliged to make quarterly updates rather than just 
those over the VAT threshold. When this stage is reached, it will result in digital records being 
frequently updated, easily accessible (by the taxpayer and HMRC) and should also result in 
calculations being undertaken for the taxpayer. 
 
 
 
 

 
12 Crypto assets: tax for individuals, December 2019: 
https://www.gov.uk/government/publications/tax-on-cryptoassets/cryptoassets-for-
individuals#:~:text=In%20such%20cases%2C%20if%20an,value%20that%20can%20be%20realised  

http://www.gov.uk/
https://www.gov.uk/government/publications/tax-on-cryptoassets/cryptoassets-for-individuals#:~:text=In%20such%20cases%2C%20if%20an,value%20that%20can%20be%20realised
https://www.gov.uk/government/publications/tax-on-cryptoassets/cryptoassets-for-individuals#:~:text=In%20such%20cases%2C%20if%20an,value%20that%20can%20be%20realised


 
 
 

12 
 

Have you encountered any difficulty with valuing assets either at acquisition or disposal? 
What, if anything, could HMRC do to simplify the valuation requirements or processes without 
opening up unintended avoidance opportunities?    
 

2.90. Difficulties rarely arise at the point of acquisition or even at the point of sale as this is usually 
a certain price. The real difficulty comes with the myriad variables. For example, in disposing of an 
investment property, what money has been invested in improvements over the past 20,30 or 40 
years. Or if the property was lived in by the owner 30 years ago, for how many months. These are 
the complex and challenging issues that probably result in assessments being made that are in the 
taxpayer’s favour rather than in HMRC’s favour by virtue of the amount of time that has passed, 
failing memories and often poor record keeping. 
 
Would changing to a more recent rebasing date than 1982 make finding the base cost of a  
disposal easier or would any such benefit be outweighed by an increase in the number of  
valuations that would then be required?  
 

2.91. Rebasing to 2022 would be a very sensible way forward but AAT appreciates this would be a 
significant undertaking. 
 

2.92.  Although the Land Registry has a wealth of relevant house price data, there remain many 
properties that have not been sold since their record keeping dramatically improved in the early 
1990’s.  

 
2.93. A simple and catch-all alternative would be to apply official inflation statistics for each year of 

ownership to the purchase price. Whilst this would be imperfect, it would have the benefit of treating 
every property owner equally. 

 
2.94. That said, in recognition of the far more accurate Land Registry data and the fact a rebasing 

will have to take place eventually, AAT would strongly favour a rebasing over the use of annual 
inflation statistics. 
  
Interaction between CGT and IHT and with other taxes 
 
To what extent does the absence of a CGT charge on death and transferring those assets at  
market value on death distort and complicate the decision‐making process around passing on  
assets to the next generation?   
 

2.95. This naturally encourages individuals to retain their possessions – property, shares, artwork 
etc.  – until death, as selling or passing them on beforehand will attract a tax charge. 
  

2.96. This could be largely solved by adopting the OTS’ previous recommendation that where a 
relief or exemption from Inheritance Tax applies, the government should consider removing the 
capital gains uplift and instead provide that the recipient is treated as acquiring the assets at the 
historic base cost of the person who has died. 
 
Other areas of complexity 
 
Are there any particular areas of complexity that are unique to partnerships?   
 

2.97. If a partnership disposes of a chargeable asset, any resulting capital gain is charged on the 
individual partners and not on the partnership itself, which means partnerships do not pay CGT 
(although any CGT liability must be disclosed on the partnership tax return).  
 

2.98. This appears to be relatively straightforward and works well, so AAT does not believe there is 
any compelling reason for reform here. 
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Wider CGT framework 
 
Do you think that there are ways in which the taxation of capital gains should be reformed 
more widely to simplify the regime for the benefit of taxpayers? If so, how?  
 

2.99. Indexation relief would introduce a currently absent degree of fairness given CGT makes no 
allowance for inflation over the past 38 years. 
 

2.100. Equalising CGT rates for different asset classes would not only make the regime fairer, it 
would also serve as a simplifying mechanism.  

 
2.101. Removing some of the reliefs that could easily be incorporated into the existing AEA would be 

a considerable simplification 
 
Do you think it would be reasonable for some reliefs or exemptions to be removed if they fail 
to meet what you regard as their policy objective or are infrequently used? If so, which ones?   
 

2.102. As stated above, reliefs for chattels and could easily be scrapped and included in the existing 
AEA of £12,300 per annum, likewise reliefs for gifts could also be removed. 
 

2.103. Similarly, Business Asset Disposal should also cease to exist from April 2021 for the various 
reasons set out above. 
 
Are there any useful lessons that can be learned from the UK’s historic CGT regime or other  
countries that would be relevant to the UK today? If so what, and from which countries?   
 

2.104. Many respondents will doubtless highlight the example of Singapore, which has no CGT. 
However, those who trade frequently in Singapore are taxed on trading profits as business income.  
 

2.105. Closer to home, a handful of European countries, including Belgium, charge CGT on 
companies but not on individuals. 
 

2.106. Other European countries including Denmark, Czech Republic, Norway, Romania, 
Luxembourg, Montenegro and Estonia have no CGT on individuals but instead charge income tax on 
any such “gains.” This is the same in many other countries, for instance Australia and South Korea. 
 

2.107. This would suggest there is something to be said for exploring the removal of CGT and the 
more appropriate application of income tax to money that looks and smells like income but is 
currently not taxed as such.  

 
2.108. Alternatively, if the OTS is not inclined to recommend such bold reform, a reasonable 

compromise might be to adopt the Canadian model where half of any capital is included as the 
individual's income and taxed at ordinary rates. 

 
2.109. In deciding what reforms to recommend, the findings of the Resolution Foundation report 

published earlier this year, should prove informative. That report highlighted that 62% of all Capital 
Gains go to just 9,000 people who realised over £1 million in gains each13. This is not a tax that 
broadly affects the masses. 
 

2.110. As the same report goes on to explain;  
 

2.111. “With 260,000 individuals (0.5 per cent of adults) receiving taxable gains, this group received 
an average of £210,000 each. But the distribution of gains is also highly skewed even within this 
group. The vast majority (200,000 individuals) received less than £100,000 each, while 60,000 
individuals (just over 0.1 per cent of adults), each with gains of £100,000 or more, collectively took 88 
per cent of all taxable gains between them: equivalent to around £800,000 each.14” 

 

 
13 Resolution Foundation, Who Gains? May 2020: 
https://www.resolutionfoundation.org/app/uploads/2020/05/Who-gains.pdf  
14 Resolution Foundation, Who Gains? May 2020: 
https://www.resolutionfoundation.org/app/uploads/2020/05/Who-gains.pdf 

https://www.resolutionfoundation.org/app/uploads/2020/05/Who-gains.pdf
https://www.resolutionfoundation.org/app/uploads/2020/05/Who-gains.pdf
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2.112. Given the findings of the Resolution Foundation earlier this year, it is inevitable that any OTS 
proposals for CGT reform will be criticised by the most wealthy in society and their range of 
representatives in the tax, legal and financial spheres but that does not mean that reform is not right 
or that it is not in the best interests of wider society.  

 
2.113. AAT would strongly argue that CGT reform is important on the grounds of fairness and 

simplicity but also that it is indeed in the best interests of wider society. 
 

3. About AAT 
 

3.1. AAT is a professional accountancy body with approximately 50,000 full and fellow members and 
over 80,000 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.  
 

3.2. 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. 

 
4. Further information 
 

4.1. If you have any queries, require any further information or would like to discuss any of the above 
points in more detail, please contact Phil Hall, AAT Head of Public Affairs & Public Policy: 
 

4.2. E-mail: phil.hall@aat.org.uk  Telephone: 07392 310264  Twitter: @PhilHallAAT 
 

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

Monday 21 September 2020 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
 

                               


