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Capital Gains Reliefs 

for Companies

July 2002

The tax legislation grants a number of reliefs for companies, in order to reduce or eliminate the tax liability when a gain arises on the disposal of an asset, e.g. the sale of shares or properties.

This Guidance Note gives a summary of the main reliefs and exemptions which are currently in operation.  If your company is facing a capital gain, you may find some ideas here for alleviating the position.

BASIC SITUATION
When a company disposes of a capital asset, a chargeable gain or capital loss will normally arise subject to what is stated below.

Indexation Allowance can be set against the gain.  This Allowance is intended to ensure that the inflationary element of a gain will not be taxed.  However, it should be noted that Indexation Allowance cannot convert a chargeable gain into a capital loss.  If Indexation Allowance exceeds the gain, then the gain is simply reduced to nil.  If there is a capital loss before applying Indexation Allowance, this loss cannot be increased to take account of the Indexation Allowance.

If a company has a capital loss, this can be offset only against chargeable gains of the current year or of future years; it cannot be offset against trading profits or other income of the company.  However, a trading loss can be offset against a capital gain in the current year, or if there was no such gain carried back to the preceding year of assessment.

If the asset was held at 31 March 1982, then its value at that date may be taken into account when calculating the gain or loss, and this may prove preferable to computing the position by reference to the original cost.

CAPITAL LOSSES
As mentioned earlier, a capital loss can be carried forward indefinitely against chargeable gains.  It is, therefore, important to keep a record of any unused capital losses.

A company sometimes incurs a loss when it lends money to another trading company or when it has given a guarantee in connection with a loan raised by another trading company and the guarantee is “called in” by the lender.

In certain circumstances, capital losses may be claimed in this situation, but not, for instance, if the two companies are members of the same group.

If an investment company subscribes for shares in an unlisted trading company, and sells these shares at a loss, then it may be possible to set the loss against other income of the company.  This can be a better option than the normal restricted method of offset for a capital loss described above.  The rules are quite complex: for instance, the two companies must not be members of the same group.  Also, the “investee” company must not be a property dealer or share dealer.
“NEGLIGIBLE VALUE” CLAIMS
A company may be able to claim a capital loss if it holds an asset which has fallen substantially in value.  An example might be a holding of shares which has become worthless over the years.  A claim of this kind can be very useful, since it can be made even though the company still owns the asset.

If you give us information about relevant assets, we can advise further.

BED AND BREAKFASTING
This is a useful way of optimising the tax position on sales of investments.  For instance, if a company has realised a large gain on the disposal of an asset, it may wish to realise a capital loss by selling shares with an inherent loss in the same period, it may wish to continue holding the latter investment, so it may then buy the shares back a short time afterwards.

In very broad terms, this normally works only if there is a gap of at least one month before the buy-back in the case of a Stock Exchange transaction or 6 months in other cases.  This rule applies only if the company held at least 2% of the issued share capital of the investee company.

GROUP ASPECTS

There is a special relief for the transfer of capital assets within a “75% plus” group of companies.  The transfer will be deemed to take place on a “no gain, no loss” basis and the transferee company will absorb the acquisition characteristics of the transferor company.

It should be noted that a capital loss in one member of a group cannot be offset against a gain in another member.  However, it is possible since 2000 to elect that an asset disposed of to a third party by one member of the group should be deemed to have been first transferred to another group member and then sold by that member.  This facilitates the management of gains and losses within a group.

SUBSTANTIAL SHAREHOLDING EXEMPTION

This important new relief applies as from 1 April 2002.

If the relief applies, the gain on a disposal of shares by a company will be tax-exempt, and conversely no relief will be available for a capital loss on disposals.

The rules are complex, and there are some anti-avoidance provisions.  The main features of the new exemption are as follows:

· The disposal must occur on or after 1 April 2002.



· The investor company must be a trading company or a member of a trading group.



· The investee company must be a trading company or the holding company of a trading group.



· The investor must have had a holding of 10% or more in the investee company for a continuous period of 12 months in the 24 months leading up to the disposal.  This test can be met on a group-wide basis.



The exemption also extends to “assets related to shares”, such as options or convertible securities.  There are special rules for intra-group disposals, and correct timing of transactions can be crucial.

ROLLOVER RELIEF AND HOLDOVER RELIEF
A company can in certain circumstances postpone the charge to tax on a gain on the disposal of a business asset if the proceeds are used to acquire another business asset.

This relief is referred to as “holdover relief” if the new asset has an expected life of 60 years or less.  In other circumstances, it is called “rollover relief”.

The following are the principal classes of qualifying assets for this purpose:-

1. Land and buildings, including fixed plant or machinery.



2. Ships, aircraft and hovercraft.



3. Satellites, space stations and spacecraft.


It should be noted that shares are not a qualifying asset.

The new assets do not have to be in the same class as the old assets.  The “reinvestment” must be made within 12 months before the relevant disposal or within three years afterwards.  The latter period may be extended by the Revenue in certain circumstances.

In order to achieve full rollover relief it is necessary to reinvest the entire proceeds of the “old” asset.

Example
ABC Ltd sold its factory in May 2000 and reinvests in a new factory in June 2002

	Proceeds of old factory
	£86,000

	Cost (including Indexation Allowance)
	£66,000

	
	

	
	

	Chargeable Gain
	£20,000

	
	

	
	

	Cost of new factory
	£82,000

	
	

	Less rolled-over gain (20,000 – 4,000 not reinvested)
	£16,000

	
	

	
	

	Base cost of new factory for future gains calculations
	£66,000

	
	

	
	

	Tax is payable on gain of £4,000 not rolled over
	


THE CORPORATE VENTURING SCHEME (“CVS”)
This is a scheme which resembles the Enterprise Investment Scheme (“EIS”) and Venture Capital Trusts, both of which are available only to individuals.

The idea is to encourage companies to invest in small, independent unquoted trading companies.

The tax reliefs are:-

(i) Corporation Tax relief of up to 20% of the amount subscribed for ordinary shares in the company.



(ii) Deferred payment of tax on chargeable gains on disposal of the CVS shares if the gains are reinvested in new CVS shares.



(iii) Corporation Tax relief by off-set of a capital loss on disposal of CVS shares against taxable income.  The relief is restricted to take account of the Corporation Tax relief obtained under (i) above.

Like the EIS, this scheme is complex and contains many restrictions.  We shall be happy to provide more information if desired.

FOR GENERAL INFORMATION ONLY

This note is intended for general guidance only. There may be additional considerations that need to be taken into account in certain cases. If you require further information, we will be happy to provide more detailed advice based on your particular circumstances.

If you require further information please contact us.








