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Incorporation relief: Budget 2025 changes
At Budget 2025, changes to the legislation for incorporation relief were announced. The changes affect how an individual obtains the relief. The changes will apply to transfers of a business on or after 6 April 2026
What is incorporation relief?
If an individual (either a sole trader or in a partnership) transfers their business to a limited company, this is a ‘disposal’ for capital gains tax (CGT) purposes. Incorporation relief allows the individual to delay paying CGT by ‘rolling over’ the gain. This only applies when the individual receives shares in exchange for the business; incorporation relief does not apply to any proportion of the business exchanged for cash.

As an example, an individual incorporates his business and receives 1,000 shares in the new company and £20,000 cash. The market value of the business on incorporation was £100,000 and the chargeable gain that would have arisen without incorporation relief would have been £60,000.

The market value of each share would be £80. The part of the gain relating to shares is £48,000 (80% of £60,000); this part can be rolled over.

When he eventually disposes his shares in the company, their base cost will be £80,000 less the rolled over gain of £48,000, so £32,000.

On incorporation, the individual is liable to CGT on the cash portion of the gain: £60,000 less £48,000 = £12,000.

[bookmark: _he7gwbhwfkuc]How is incorporation relief obtained prior to 6 April 2026? 
For business transfers prior to 6 April 2026, incorporation relief is automatic.  Individuals are able to opt out of receiving the relief by making an election to that effect.
What’s changing from 6 April 2026?
For business transfers that take place on or after 6 April 2026, the individual will need to make a claim for incorporation relief in the tax return for the year of the transfer.
The claim must be made on or before the first anniversary of the 31 January following the tax year in which the transfer of the business took place.
Claimants will be asked to provide:
· Brief details of the transaction, 
· The tax computations, and
· The type of business transferred.
HMRC may require additional information.
As a consequence of this change, it will no longer be possible to opt out of receiving the relief.
Why are the changes being made?
The government says that the change will improve the data available to HMRC, allowing for more analysis of the relief and better targeting of compliance resource to tackle avoidance.
Further information 
Draft legislation for this change is included in in Finance Bill 2025-26: https://bills.parliament.uk/bills/4042/publications
The measure is explained in a policy paper: Capital Gains Tax: Incorporation Relief claims process - GOV.UK






We hope that you find this informative. Please contact us to discuss any matters further.
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