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CAPITAL GAINS FOR INDIVIDUALS

Capital Gains Tax for individuals was introduced in the UK in 1962. It was originally a limited tax on
short-term gains. However, it was widened considerably in 1965 to cover virtually all gains of a capital
nature.

From the outset, there have always been a number of reliefs and exemptions to alleviate the burden in
certain circumstances. These rules have changed over the years, and are now quite complex.

The 2008 Budget made major changes to the rules. The current proposal to increase Income Tax rates
next year means that it is more important than ever to fall within the capital gains rules rather than the in-
come rules.

The purpose of this Memorandum is to summarise the main current rules for calculating gains, and also
to describe the principal reliefs and exemptions. It also sets out some of the planning opportunities which
are still available, as well as some of the pitfalls to watch out for.

LIABILITY

The tax applies to capital gains which accrue to a person in a year of assessment, during any part of
which he or she is resident in the UK, or during which he or she is ordinarily resident in the UK.

There are special rules for people who are domiciled abroad, or who are temporary visitors to the UK, or
who are temporarily non-resident. If any of this applies to you, we shall be happy to advise on your par-
ticular circumstances.

The tax rate for the current tax year is 18% (please see below for the special position which applies to the
new entrepreneurs’ relief).






(1) Enterprise investment scheme (“EIS”)

By subscribing for the new shares of a qualifying unquoted trading company you can
“shelter” your gains. You must invest the gain arising on the original disposal within
one year before the original disposal or three years afterwards. There is no monetary
limit on this relief, but the tax liability is deferred, not eliminated. It will crystallize
on disposal of the EIS investment.

(i1) Rollover relief

This applies where you sell a business asset and a capital gain arises. In very broad
terms, you can claim rollover relief if you invest the proceeds in a further business
asset and you buy it within one year before or three years after the disposal. Subject
to certain conditions, you can “rollover” the gain so that the tax is not payable until
you sell the new asset.

This can be particularly helpful if you have been using an office building for your
business and you sell the building and acquire alternative premises. The relief also
covers the situation where you move house and both your old and new houses are (or
were) used partly for business purposes.

Special rules apply if one or both of the properties is leasehold and the lease runs for
less then 60 years.

There is another important relief which was introduced with effect from 6 April 2008. This is
called the “entrepreneurs’ relief”. If this relief applies, the gain (up to a lifetime entitlement of
£1 million) is reduced by */sths, which means that the effective rate of Capital Gains Tax on the
gain becomes 10% (/o x 18%).

The rules are complex, but the relief applies in two principal situations:

(1) Sale of shares in the taxpayer’s personal trading company, provided that the
individual is an employee of the company and holds at least 5% of the share capital.

(i1) Sale of business assets (e.g. goodwill or trading premises) where the individual owns
the business or is a partner in it, and the sale occurs in connection with the disposal
of part or all of the business.

It should be noted that the company does not necessarily have to be trading at the time of the
disposal, so the low 10% effective rate may be available where the disposal occurs as a result of
the winding-up or striking-off of a company.

It should be borne in mind that an individual can buy quoted shares via an ISA (“individual
savings account”) within a current annual limit of £7,200. Any sales of these shares by the ISA
are exempt from Capital Gains Tax. The maximum annual investment limit goes up to £10,200
from 6 October 2009 for people aged 50 or over. That new limit applies to everyone from 6
April 2010.

Finally, it should be mentioned that there is no Capital Gains Tax liability on death! A
taxpayer’s assets are regarded as being acquired by the personal representatives at market value
at the time of death; however there is no corresponding tax liability for the deceased.



SUMMARY

It is clear from the above that Capital Gains Tax has many ramifications for individual taxpayers
and steps can frequently be taken in advance to reduce potential liabilities, especially having
regard to capital losses flowing through due to the recent sharp falls in share prices in some
sectors of the economy.

FOR GENERAL INFORMATION ONLY

Please note that this Memorandum is not intended to give specific technical advice and it should
not be construed as doing so. It is designed to alert clients to some of the issues. It is not
intended to give exhaustive coverage of the topic.

Professional advice should always be sought before action is either taken or refrained from as a
result of information contained herein.



