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1. Executive summary 

1.1 We welcome the chance to provide evidence in relation to decentralised finance (DeFi), specifically 
the lending and staking of cryptoassets, and potential tax changes in this area. 

1.2 In summary, our key points are as follows: 

• If the government decides to proceed with changes to the taxation of cryptoassets, we 
recommend that HMRC consider making the rules with as much flexibility as possible to 
allow for future developments in relation to these ever-evolving assets.   

• Of the three options presented, we believe the most suitable option is Option 3 – no gain 
no loss (NGNL) treatment until the assets are economically disposed of. While there are 
benefits to Options 1 or 2, there will be a broader impact of classifying cryptoassets as 
‘securities’ under Option 1, which would need to be considered carefully before 
implementation. 

• DeFi transactions often involve a step where cryptoassets are ‘wrapped’, which could 
potentially lead to a CGT disposal even though there is no fundamental change in the 
underlying asset. We would recommend that HMRC consider issuing further legislation or 
guidance concerning the wrapping of assets. 

1.3 Section 2 below makes some general comments on the proposals, and section 3 covers our 
responses to the specific questions raised in the consultation document. 

1.4 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 Robert Mace, Tax Partner, on 0207 841 4232 
or email robert.mace@saffery.com . 

2. General points 

2.1 As a general point, we think it is important that whichever approach is adopted is sufficiently 
flexible to be able to adapt to the constantly evolving world of cryptoassets and DeFi. The sector 
has grown exponentially over the last 10 years – with cryptocurrencies moving from primarily being 
a store of wealth or means of exchange, through to today’s landscape of smart contracts, an 
expanding number of DeFi products and new use cases for non-fungible tokens. 

2.2 Future changes to the rules surrounding cryptoassets should strike a balance between being 
specific enough to avoid ambiguity, whilst also being flexible enough to be applicable to future 
evolutions in the market without requiring significant re-drafting.  

3. Specific consultation questions 

3.1 Question 1: HMRC would like more information about the UK DeFi lending and staking sector. 
Please provide any information you hold that is relevant to the following questions. Where 
appropriate, please summarise data using appropriate ranges or categories, rather than providing 
only totals or minima and maxima. 

a. How many DeFi lending and staking platforms are you aware of that are based in the UK? 
What is the approximate value of their assets? 

b. Approximately how many UK-based individuals engage in DeFi lending and staking, and 
how much do they lend/stake? 

mailto:robert.langston@saffery.com
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c. How many non-UK-based individuals are served by UK platforms and what amounts do 
they invest? 

d. How frequently do individuals transact, and what is the duration of each lending or staking 
transaction? 

e. Approximately what percentage of UK-based individuals engaging in DeFi are serviced 
wholly or mainly by UK platforms? Where else are the platforms UK individuals use 
commonly based? 

3.1.2 No comment. 

3.2 Question 2: Bearing in mind that UK individuals are subject to the same tax treatment for DeFi 
lending and staking wherever the platforms they use are located, does the current tax treatment 
make the UK less attractive to platforms as a place to do business? If so, which jurisdictions are 
favoured and why? 

3.2.1 No comment. 

3.3 Question 3: Approximately what proportion of DeFi lending and staking transactions give rise to 
disposals for tax purposes under the current rules? 

3.3.1 No comment. 

3.4 Question 4: Of the transactions giving rise to disposals, what proportion would fall within (i) Repo 
rules and (ii) Stock Lending rules, if cryptoassets were treated as securities? 

3.4.1 No comment. 

3.5 Question 5: Do you favour changes to the current rules? 

3.5.1 We would be in favour of changes.  

3.5.2 At present, the rules governing the taxation of DeFi products can be confusing and many clients 
(and indeed, advisors) struggle to understand when tax points have been triggered. Moreover, 
applying concepts like unascertainable deferred consideration (and valuing the associated Marren 
v Ingles rights) can be extremely complicated, increasing the compliance burden on taxpayers and 
their advisors. 

3.5.3 Whilst we welcome the publication of the HMRC DeFi manual (CRYPTO60000+) which has brought 
much needed clarity to this area, our view is that more closely aligning the tax rules with the 
economic reality of the underlying lending or staking transactions would be beneficial to taxpayers, 
aiding in taxpayer understanding by keeping the rules as simple as possible.  

3.5.4 This is particularly true of staking transactions, where the current rules can give rise to different tax 
treatments for economically similar transactions. To give an example of two taxpayers who both 
enter into staking arrangements for a given proof-of-stake token: 

a. Taxpayer A has a significant token holding which they are willing to stake. The number of 
tokens they are willing to stake is sufficiently large for them to operate their own validator 
node. As they do not transfer custody of their tokens at any point, there is no CGT disposal 
on the commencement of this staking arrangement. 
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b. Taxpayer B only has a small token holding, which is not large enough to constitute their 
own validator node. Instead, they pool their tokens with other token holders to create a 
node and share the earned staking rewards pro-rata. Taxpayer B has transferred custody 
of the tokens to the operator(s) of the node, and so may trigger a CGT disposal on 
commencing this arrangement. 

3.5.5 Our view is that differences in tax treatment for economically similar transactions are an 
undesirable outcome, especially when in the example above, this difference favours the wealthier 
taxpayer who has the asset base to operate their own validator node.  

3.5.6 A further case for change is evident in research published by HMRC on 5 July 2022, Individuals 
holding cryptoassets: uptake and understanding. 

3.5.7 This research found that only 16% of the surveyed cryptoasset holders had sought tax advice in 
relation to their cryptocurrencies. Furthermore, only 34% of cryptocurrency holders considered 
themselves to have a “good understanding” of CGT. 

3.5.8 Whilst our view is that taxpayers with significant DeFi activities are likely to be at the more 
‘sophisticated’ end of the cryptoasset investor spectrum, the research supports a hypothesis that 
the taxation of cryptoassets is not particularly well-understood by many taxpayers. We welcome 
any changes which could be made to simplify the system so that taxpayers can self-assess their 
income and gains with more confidence and with less risk of error due to misunderstanding the 
legislation. 

3.6 Question 6: Do you consider Option 1 to be a suitable model for DeFi lending and staking 
transactions? What are the pros and cons? If appropriate, should the Repo, the Stock Lending or 
both regimes be expanded to apply to DeFi transactions? 

3.6.1 Our view is that classifying cryptoassets as securities in a general sense could have unintended 
consequences beyond this one area. For example, whilst we are not experts in the regulation of 
securities, there may be regulatory implications for DeFi platforms and similar crypto ventures if 
cryptoassets were redefined as securities, bringing them more in line with stocks and shares.  

3.6.2 If this reclassification was restricted to defining cryptoassets as securities solely for tax purposes, 
or even more specifically for the purposes of the Repo / Stock Lending rules only, we believe this 
would reduce the scope for any such unintended consequences. 

3.7 Question 7: Do you consider Option 2 to be a suitable option? What are its pros and cons? Should 
the new rules be modelled on the Repo rules, or the Stock Lending rules, or would both set of rules 
be needed to cater for different contractual arrangements? 

3.7.1 We consider that both sets of rules would need to be utilised to cover a wider variety of potential 
scenarios. 

3.7.2 As noted in our general comments in section 2, our view is that broad and flexible legislation is 
important for DeFi. Adapted Repo / Stock Lending rules could potentially be too specific to fit future 
developments, and as the market evolves there could be scenarios arising which do not fit within 
this framework.  

3.8 Question 8: Do you consider Option 3 to be a suitable option? What are its pros and cons? 
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3.8.1 We believe this is the most suitable option of the three presented in the consultation document. 
Depending on how the relevant guidance or legislation is drafted, it would appear to offer the 
greatest level of flexibility of the three options presented. 

3.8.2 The most significant benefit of this option is that a general NGNL treatment of DeFi lending and 
staking is easy to understand. Taxpayers would not need to understand the details of the Repo / 
Stock Lending rules to be able to determine if they are applicable to their specific lending or staking 
transaction. 

3.8.3 This treatment would also meet the aim of aligning the tax treatment with the economic reality of 
the transaction.  

3.8.4 To avoid ambiguity, we suggest that there should be a definition of ‘economically disposed of’ (or 
perhaps framed in the negative – ‘not economically disposed of’). Setting this out formally will 
provide clarity for affected taxpayers. 

3.9 Question 9: Are there alternative approaches to the taxation of DeFi lending and staking that have 
been adopted by other jurisdictions that the government could consider? If so, please provide more 
details and reasons. 

3.9.1 No comment. 

3.10 Question 10: Besides the options outlined above, are there any further options for change that the 
government could consider? 

3.10.1 Some of our clients have encountered some uncertainty regarding the taxation of ‘wrapped’ 
tokens. Wrapping tokens is an essential step in many DeFi transactions – allowing an analogue of a 
given token to operate on a different blockchain, which may then be used for purposes such as 
lending or staking. The most well-known wrapped token is Wrapped Bitcoin (WBTC), which 
operates on the Ethereum blockchain. 

3.10.2 Wrapped tokens are typically acquired by exchanging the ‘unwrapped’ equivalent token on a 1-for-
1 basis, for example 1 WBTC can be acquired for 1 BTC and vice versa. 

3.10.3 By design, wrapped tokens exist to precisely mirror their unwrapped equivalent – the reason for 
their existence is a purely technological one, to allow an equivalent of a given token to be used on 
another blockchain. Our view is therefore that the substance of the token and its wrapped 
equivalent are one and the same. Exchanging between the two should not trigger a CGT disposal 
for the taxpayer. This would take away one of the tax uncertainties of entering into certain DeFi 
protocols. 

3.10.4 At this time HMRC’s CRYPTO manual does not specifically address wrapped tokens, but as a matter 
of fact the act of wrapping or ‘unwrapping’ a token is an exchange of one type of token for another. 
This will trigger a CGT disposal in the absence of any further legislation or guidance. 

3.10.5 For simplicity of calculation, the wrapped tokens could ‘stand in the shoes’ of the original token, 
inheriting the original token’s CGT base cost (or an appropriate portion thereof) as at the time the 
tokens are wrapped. This treatment would be broadly equivalent to the tax treatment of a 
qualifying share-for-share transaction under s135 TCGA. 

3.10.6 An alternative approach would be to simply aggregate the original token and the wrapped token(s) 
into a single s104 pool as if they were the same asset, such that a subsequent disposal of either the 
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original token or the wrapped token would give rise to the same CGT liability regardless of the 
timing of the wrapping. However, our concern is that the aggregation of multiple assets into a single 
pool could lead to computational issues for providers of tax calculation software.  

3.10.7 Regardless of how HMRC decide that these tokens should be treated for tax purposes, we would 
like to see a specific clarification of the tax treatment of wrapped tokens in guidance. 

3.10.8 Our preference when considering the clarification of DeFi taxation generally would be for the basic 
principles to be legislated for, to provide certainty for taxpayers, agents and HMRC. More detailed 
rules can be made via secondary and tertiary legislation, which allows for a flexible approach should 
the circumstances of DeFi, and wider cryptoasset taxation, need to be changed. This would also 
allow for set start dates for changes to be implemented, along with transitional rules if needed. This 
should then be supported with clear guidance.  

3.10.9 Cryptoasset transactions are often complex, and the laws have frequently evolved as the 
cryptoasset market has changed. Therefore it is more likely that taxpayers – particularly 
unrepresented taxpayers - will make mistakes here than in an area of taxation where the rules are 
relatively steady. We would therefore suggest that HMRC consider how they can make cryptoasset 
compliance easier for taxpayers. This could include clear guidance in easy-to-understand language, 
advising those making cryptoasset transactions to seek professional advice on the tax 
consequences, and having specialised resource available in HMRC to answer cryptoasset questions 
from taxpayers and agents. Where taxpayers do make mistakes, it is also important for HMRC to 
offer taxpayers a simple way to fix this. The new Single Customer Account could be a good way of 
doing this.  

3.10.10 Calculating and reporting DeFi transactions can be a very arduous process and practically can only 
be undertaken using a software solution. We understand HMRC cannot approve a specific product, 
but HMRC may wish to explore working with the software providers in this area to help taxpayers 
identify a software solution which would work for them. Failing that, HMRC could give taxpayers a 
list of things to consider when choosing a cryptoasset software solution, such as information 
security and so on. 

3.11 Question 11: How could the government be confident that any proposed rules would not 
discriminate in favour of users of DeFi services? 

3.11.1 We do not consider that the proposed options discriminate in favour of DeFi users. 

3.11.2 Nonetheless, even if some minor tax advantages for DeFi users were to arise for a given fact pattern, 
our view is that using DeFi is a high-risk investment decision. In recent months multiple DeFi 
platforms have encountered liquidity issues or filed for bankruptcy (most notably Celsius Network, 
previously one of the leading DeFi lending platforms).  

3.11.3 We consider that the high risk associated with investing in DeFi would likely be enough to deter 
many taxpayers from trying to exploit any perceived tax advantages over other, comparatively less 
risky, ‘traditional finance’ activities, such as stock lending. 

3.11.4 HMRC may also wish to consider how the existing anti-avoidance legislation such as the General 
Anti-Abuse Rule (GAAR) and the Disclosure of Tax Avoidance Schemes (DOTAS) rules would apply 
specifically to counteract any clearly artificial or abusive cryptoasset tax arrangements which are 
designed to work around any new rules which are introduced. 

4. About Saffery Champness  
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4.1 Saffery Champness is the 15th largest UK accountancy firm by fee income.  We presently have more 
than 80 UK partners and over 700 staff in nine offices in the UK and further offices in Guernsey, 
Geneva, Zurich, Dublin and Dubai. 

4.2 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 practices, financial services, recruitment, entrepreneurs, sports and entertainment, 
international, and real estate. 


