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1. Executive summary 

1.1 We welcome the chance to make comments in response to the Office of Tax Simplification’s Capital 

Gains Tax (CGT) review. These comments are limited to section one of the review, on the principles 

of CGT.  

1.2 In summary, our key points are as follows: 

• The government must ensure that any changes to CGT are considered in the context of the 

wider tax system. Any intended policy objectives from the changes should be stated up 

front, to allow for stakeholders to identify any potential issues to the government as early 

as possible.   

• We do not believe that the annual exempt amount distorts decision making – it provides 

a valuable function in keeping modest gains earners from paying CGT, and is not overly 

generous to those who make large gains.  

• Exemptions and reliefs should be designed to motivate the behaviour that the government 

would like to see from taxpayers, and should be reviewed to ensure they are meeting their 

objectives.  

• Most taxpayers generate capital losses as a side-effect, and not the main objective, of a 

disposal. It remains useful to be allowed to carry these forward to set against future gains.  

• The current interaction between income and gains allows for short-term disposals in the 

nature of trading to be treated as income. We therefore do not think that a separate 

regime for short term capital disposals is required at this stage.  

 

1.3 We would be happy to discuss the points raised here in further detail.  If you have any questions, 

or would like any further information, please contact: Robert Langston, National Tax Partner, on 

0207 841 4129 or email robert.langston@saffery.com or Alison Hobbs, Director, National Tax, on 

0207 841 4016 or email alison.hobbs@saffery.com . 

2. General points 

2.1 As the UK economy recovers from the impact of coronavirus, it is inevitable that the government 

will consider how best to rebalance the public finances in the wake of the unprecedented levels of 

financial support that government has provided to UK business. Clearly, one option here would be 

to raise tax rates, or to make other changes to the tax system in order to increase the overall tax 

take.  Although not explicitly stated, this sets the context for the current OTS review of CGT, and 

may of itself lead to behavioural change if long-term policy objectives are not clearly set out.   

2.2 CGT is currently charged at significantly lower rates than income tax, and this, in and of itself, is 

probably sufficient to warrant closer attention being paid to the tax, particularly given the current 

economic climate.  We would note, though, that whilst this differential does make capital receipts 

more attractive in theory, it is difficult in practice to recategorise income as capital due to existing 

anti-avoidance rules. In our experience, therefore, avoidance of an income tax charge is not a driver 

for change here (although there may well be others). 

2.3 Clearly, the question of what role CGT should play within the wider tax system sits within a wider 

debate around the taxation of wealth and earned income.  This debate is inherently a political one 

– what the ‘right’ and ‘fair’ balance of taxation is will depend very much on the viewpoint of each 

individual.  We do not intend to comment on what the correct balance is between taxes on wealth, 
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including the disposals of capital assets, and income.  However, we will offer some perspectives on 

what the consequences of particular changes might be. 

2.4 As the call for evidence notes, the tax take from CGT is significantly lower than from (for example) 

income tax and NIC, so changes to the rates at which tax is charged will not automatically produce 

a significant amount of extra revenue. 

2.5 Before considering any change in the CGT rates, the government must also bear in mind the 

different ways in which capital gains arise. They are commonly realised after an asset has been held 

for a reasonably long period of time, and the gain in these cases will most likely reflect significant 

inflationary increases. This was managed in the past via indexation relief or taper relief, which 

provided some measure of tax relief for assets which had been held for long periods. Now these 

have been abolished, there is no way of giving relief for inflation when a gain is realised other than 

through lower rates of tax. The government should, therefore, be clear when contemplating any 

change to CGT rates whether it intends to reintroduce a relief for inflation, or not – and in the latter 

case be comfortable both from a political and behavioural point of view with the higher rates which 

would become payable on notional gains. 

2.6 If changes are to be made to the system, the government should ensure that: 

• It considers the future shape of CGT holistically within the context of the wider tax system 

and also wider policy objectives and economic drivers (including the housing market). 

• The broader potential impacts of change are considered and modelled.  For instance, 

would any move to align tax rates more closely with those charged on income have a direct 

impact on the volume of transactions taking place which would be subject to CGT in the 

first place? 

• The intended policy objectives are clearly stated from the outset.  This should include an 

analysis of expected behavioural changes.  Our experience, from talking to clients about 

previous potential changes to the CGT rules, is that this is an area where change has the 

potential to drive significant shifts in taxpayers’ behaviour – including, but not limited to, 

some taxpayers becoming non-UK resident, and it is vital that the government is clear on 

what behavioural change would be acceptable (in terms of meeting its policy objectives) 

at an early enough stage for potential issues to be raised and discussed. 

• There should also be timely reviews of any changes to the system, to ensure they are 

meeting their objectives.  

 

3. Allowances 

3.1 The current annual exempt amount (AEA) is set at a similar level to the income tax personal 

allowance, and to us, this seems reasonable. It prevents the majority of taxpayers, who may only 

realise modest gains throughout their lifetimes, from having to pay CGT, which also comes along 

with an administrative burden.  

3.2 HMRC’s statistics show that the majority of CGT comes from the taxpayers making the highest gains 

(62% of CGT liabilities in 2017-18 coming from those making gains of £1m or more).   

3.3 For those making gains in excess of the AEA, we do not think the availability of this relief distorts 

decision making around the realisation of gains. The tax saving on gains other than those made on 

non-residential property and carried interest is modest (around £2.5k), and for those making larger 
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value disposals, the financial or commercial reasons to make a disposal will be far more important 

than the need to access a tax-free allowance.  

3.4 Any reduction in or removal of the AEA would lead to an increase in smaller gains falling into tax.  

This would be likely to come at a significant administrative cost to HMRC, not least because it would 

be more likely that taxpayers who otherwise have no need to engage proactively with the tax 

system (those whose income is taxed through PAYE and who do not need to submit a Self 

Assessment tax return) would need to report disposals.  This additional administrative burden 

should not be underestimated – HMRC would require sufficient resource to deliver the following: 

• An efficient reporting system accessible to all taxpayers and, where relevant, to their 

agents or other representatives; 

• A detailed awareness campaign.  As has been pointed out in respect of other changes, it 

would be important to ensure that this is sufficiently well-resourced to reach the relevant 

population of taxpayers and should not just rely on individuals hearing of changes via their 

agent or proactively looking at gov.uk; 

• Internal training for HMRC helpline staff to ensure that they have knowledge of the new 

rules; 

• Sufficient helpline resource to handle taxpayer questions on their new obligations, 

particularly in the few years immediately following the change; 

• Ongoing compliance resource to identify and follow up where gains are not being reported 

and tax paid. 

 

Similar considerations apply to any reduction in or removal of existing exemptions which are widely 

(and often unknowingly) relied on by large groups of taxpayers, such as Private Residence Relief 

(PRR) and the chattels exemption. 

 

4. Exemptions and reliefs 

4.1 We believe that CGT reliefs are a useful tool which the government can use to incentivise and 

discourage certain taxpayer behaviour in line with their policy objectives. 

4.2 It is important to note that making changes to some key exemptions and reliefs would be complex.   

For example, PRR is currently available on a home which is a taxpayer’s main residence. Many 

individuals – who own only one property and sell that in order to buy another - benefit from this 

relief annually without even realising that it exists.  PRR has a high estimated cost (far in excess of 

the total tax take from CGT annually) but significant changes would be likely to have a wide-ranging 

impact, including having a direct effect on the UK housing market, and requiring a rethink of the 

role of Stamp Duty Land Tax.  Any review of the CGT system generally should indicate at an early 

stage whether structural changes to reliefs such as PRR are on the table, to give taxpayers certainty 

of the likely direction of travel in key areas.   

4.3 We also think that the deferral reliefs, such as rollover and holdover relief, are key in incentivising 

businesses to reinvest their gains back into their trades. 

4.4 The reliefs available for EIS investments are also a significant incentive, as they allow both for 

disposal and deferral relief. When taken in combination with income tax relief and availability to 

offset any loss sideways, the overall potential ‘hit’ for the investor if the investment is a write-off is 
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relatively small, which makes the investment more attractive in line with the government’s 

objectives of encouraging investment into eligible businesses.  

4.5 In our experience, our clients will prioritise the commercial activities of their businesses, but will 

‘check-in’ that those activities still fall within the available reliefs, as these rules can be complicated. 

This may require them to make some changes to their plans to ensure that relief is available, but 

the commercial reality takes precedence. For example, a taxpayer may be interested in operating 

both trading and investment activities – if they are combined then that may result in the trading 

assets not benefitting from a lower CGT rate on a later disposal.  They are unlikely to make changes 

to their underlying behaviour – so they will still make the investment – but they may choose to 

structure it differently, such as investing through a different vehicle to the one they originally 

planned.  

4.6 Reliefs and exemptions should be regularly reviewed to ensure they are still delivering what they 

were intended to do, that their cost remains reasonable and that they do not give rise to any 

unintended consequences. The government can then adjust the regime to achieve the desired 

result, but we would caution against tweaking the system too frequently as this leads to complexity 

and misunderstanding.  

5. The treatment of losses within CGT 

5.1 In our experience, most owners of assets would not wish to crystallise a loss on an investment 

unless it is clear that they are better off realising the capital and investing it elsewhere. It is the 

commercial position which drives the decision to sell, not the prospect of realising a capital loss.  

5.2 It is possible that a taxpayer may choose to crystallise a loss if they are also making other capital 

gains which the losses can be used against. However, this would be dependent on there being a 

commercial reason to realise a capital gain at that time – if not, then the losses are still unlikely to 

persuade a taxpayer to make a disposal they would otherwise not choose to make, as the capital 

loss can, at the present time, be carried forward indefinitely to use against a future gain.   

5.3 The statistics show that most taxpayers make disposals that fall within the CGT regime infrequently.  

We do not believe, though, that this should mean that they should not be entitled to relief for 

capital losses.  Even if the prospect of utilising a loss is arguably remote, we believe that the system 

will be perceived to be more fair if that possibility is retained.   

6. The interaction between income and gains 

6.1 The boundary between a profit which is taxed to income or capital is, in many cases, very clear and 

obvious because it is a one-off transaction. Where is it less clear, the rules around the badges of 

trade, legislative requirements, and case law can be used to identify the correct tax treatment. 

Overall then, whilst there are occasional complications, we believe that the current regime is clear 

as to what should be taxed as income and what should be taxed as gains.  

6.2 If short term gains were to be taxed differently, it would imply that those making short term gains 

were doing so to generate something closer to an income profit. However, a regular turnover of 

assets which realise a gain is already an indicator of trading activity under the badges of trade, and 

so it could be argued that this short-term gains regime already exists. Before contemplating any 

type of short-term gains regime we believe that further analysis should be carried out to identify 

whether (and if so, where) the current rules are ineffective at categorising short-term gains as 

income, and whether a blanket new regime would be the best way to target any such cases.  
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6.3 If there were a new regime where ‘short term’ gains are taxed differently, presumably at higher 

rates than ‘non-short term’ gains, then this could have a greater impact on recycling of capital - 

taxpayers would choose to hold onto assets for longer to benefit from the lower rates on disposal. 

To some extent, this was the effect of the now-abolished indexation and taper reliefs – taxpayers 

were only taxed on the full gain if they sold the asset quickly, with (in the case of taper relief) 

business assets eligible for more generous relief.  

6.4 One rationale for abolishing taper relief was that private equity executives were taking advantage 

of the regime to pay lower tax on their gains than they would have if they had been taxed as income. 

With targeted rules now in place to treat certain carried interest returns as income for tax purposes, 

a return to a taper-type system could be a viable alternative to the introduction of an entirely 

separate short-term gains regime.  

6.5 Before adding this further complexity into the tax system, we would recommend that further 

analysis be undertaken into how long assets which generate large gains are owned. If, in most cases, 

they are held for the long term, there may be no need for a separate regime for short term gains.   

7. About Saffery Champness 

7.1 Saffery Champness is the 13th largest UK accountancy firm by fee income. We presently have more 

than 80 UK partners and over 600 staff in nine offices in the UK and further offices in Guernsey, 

Geneva, Zurich, Dublin and Dubai.  

7.2 We are a firm with a deliberate focus; we do not try to be all things to all people. Instead we choose 

to specialise in specific sectors and areas of business where we have real in-depth expertise and 

experience. These include not-for-profit, private wealth, landed estates and rural businesses, 

professional and consultancy businesses, entrepreneurs, sports and entertainment, and 

international. 

 


