





Where does Capital Gains Tax come into insolvency?

We often find ourselves answering questions about which taxes come into insolvency and which can be ignored.
It's a complicated subject, with a lot of moving parts, and misunderstandings can lead to compliance issues and
possible penalties. However, one of the most important ones to understand is Capital Gains Tax (CGT), which, during

insolvency, is crucial for any accountant.

Who pays CGT during insolvency?

In insolvency situations, whether Capital Gains Tax (CGT) is
payable, and by whom, depends on several factors, including the
type of insolvency, the nature of the assets involved, and specific
legislative provisions. Here are some scenarios where CGT might
be relevant during insolvency proceedings:

Asset disposal by the insolvent individual
before insolvency

If an insolvent individual disposes of assets before formally
entering into insolvency, any capital gains realised from these
disposals may be subject to CGT. This is because the disposals
occur while the individual still has control over the assets.

Asset disposal by the trustee or liquidator

In cases where assets are disposed of by a trustee in bankruptcy
or a liquidator, the situation becomes more complex. Under the
Taxation of Chargeable Gains Act (TCGA), the transfer of assets to
a trustee or assignee in bankruptcy is disregarded for CGT purposes.

This means the insolvent individual is not considered to have
disposed of the assets for CGT purposes. However, if the trustee
or liquidator subsequently sells the assets, the gains or losses from
these sales are usually assessed against the insolvent estate, not
the individual. The trustee or liquidator is responsible for dealing
with any CGT liability arising from these disposals.

Individual Voluntary Arrangements (IVAS)

In an IVA, the individual may still be liable for CGT on asset disposals,
depending on the terms of the arrangement. The proposal should
specify how tax liabilities, including CGT, are to be treated.

Company insolvency

In the case of company insolvency, such as liquidation, the company
may still be liable for CGT on the disposal of its assets, depending
on the specific circumstances and the timing of disposals.

Death of the insolvent individual

If an insolvent individual dies, the rules change. Under TCGA, sections
62 and 66, assets vested in a trustee or other person are deemed to
be acquired by the trustee as if they were a personal representative.
This can have implications for CGT, especially in the calculation of
gains or losses upon subsequent disposal of these assets.

Are you worried about your client's CGT liabilities?

We understand that being able to provide solid advice to your client
is of the highest importance, both for their financial well-being and
your firm’s reputation. We would like to offer our services to you and
your clients in the matter of insolvency and we're happy to provide
advice and guidance on which taxes they are likely to be liable for.

To allow us to walk you through this complex regulatory issue
reach out to one of our insolvency team.
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The matters discussed in this bulletin are by necessity brief and comprise summations and introductions to the subject referred to.
The content of this bulletin should not be considered by any reader to comprise full proper legal advice and should not be relied upon.



