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REBASING - ASSETS HELD AT
31 MARCH 1982

This Help Sheet gives you information to help you

complete the Capital Gains Pages of your Tax Return.

This Help Sheet is only an introduction. If you are in any

doubt about your tax circumstances, ask your tax adviser.

Your Tax Office will also be pleased to help. You can ask

to see a copy of the Inland Revenue Capital Gains Manual

which explains the rules for particular situations in detail.

WHAT IS  REBASING?
Capital Gains Tax was introduced in 1965 and the rules were

designed so that the tax charge was effectively limited to the gain

accruing from 6 April 1965 to the date of disposal. In 1988 new

rules were introduced to move the base date forward to

31 March 1982.

The rebasing provisions apply where:

• you have made a disposal

• on or after 6 April 1988

• of an asset which you held on 31 March 1982.

The object is that only gains or losses accruing since

31 March 1982 will be brought into account.

BASIC RULES OF REBASING
—Two calculations

The rebasing legislation requires two calculations of the gain or

loss accruing on the disposal to be made where:

• no election has been made (see page 4), and

• the disposal is not a specified no gain/no loss transfer

(so that the benefit of rebasing is deferred).

The first is acquisition of the asset as at 31 March 1982 (the

rebased gain or loss); the second must accord with the old rules,

that is, without rebasing.

— I n d e x a t i o n  a l l o w a n c e

In calculating both the rebased gain and the gain on the old rules,

indexation allowance is given by reference to:

• the 31 March 1982 market value, or

• the relevant allowable expenditure (cost of acquisition and

other allowable costs) incurred up to 31 March 1982.

However, indexation allowance cannot be used to create or

increase a loss if the disposal is made on or after 30 November 1993.

If there is a gain after deducting costs from the net sale proceeds

but a loss after deducting costs and indexation allowance, you are

treated as making neither a gain nor a loss.

— Kink  tes t

The rebased gain or loss is compared with the gain or loss on the

old rules. The gain or loss to be compared is:

• after indexation allowance (restricted if necessary), but

• before any reliefs like private residence relief or retirement relief.

The comparison is known as the 'kink test' and the rules are:

• if both calculations result in a gain, select the smaller gain

• if both calculations result in a loss, select the smaller loss

• If one calculation results in a gain and the other results in a loss,

the disposal is deemed to be at no gain/no loss

• if the calculation under the old rules results in no actual gain or

loss, or the old rules deem there to be neither a gain nor a loss,

then the disposal is deemed to be at no gain/no loss whatever

the value of the rebased gain or loss.

This gives the gain or loss which, subject to any further reliefs or

exemptions, is the chargeable gain or allowable loss.

Example 1
Rebased gain exceeds the gain on the old rules

Asset cost £8,000 on 1.3.80. On 31.3.82 market value was £7,000.

Asset sold (at arm's length) for £30,000 on 1.1.96.

1. Rebased gain (new rules)
Disposal proceeds £30,000

minus cost (value at 31.3.82)   £7,000

Unindexed gain £23,000

minus indexation 8,000 x 0.891*   £7,128

Gain £15,872

2. Gain on old rules
Disposal proceeds £30,000

minus cost (1.3.80)   £8,000

Unindexed gain £22,000

minus indexation £8,000 x 0.891*   £7,128

Gain £14,872

Chargeable gain (the smaller)                                          £14,872

* Indexation is based on the higher of relevant allowable

expenditure before 31.3.82 and the 31.3.82 value, so that in both

calculations indexation is based on the actual cost of £8,000.
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Example 4
No actual gain or loss on old rules

Asset cost £2,000 on 1.5.67.

31.3.82 market value £8,000.

Asset sold (at arm's length) for £9,128 on 1.1.96.

1. Gain on old rules
Disposal proceeds £9,128

minus cost £2,000

Unindexed gain £7,128

minus indexation £8,000 x 0.891*   £7,128

        zero

As neither a gain nor a loss arises on the old rules, neither a gain

nor a loss is deemed to arise following rebasing.

* Indexation is based on the higher of relevant allowable

expenditure before 31.3.82 and the 31.3.82 value, so that

indexation is based on the actual cost of £8,000.

REBASING ELECTIONS
Where you dispose of an asset on or after 6 April 1988 that you

held on 31 March 1982, you can elect to have gains and losses on

all assets covered by the election calculated by reference to

31 March 1982 values alone, that is without the restrictions

imposed by the kink test.

But:

• there is a time limit for making this election

• the election cannot be withdrawn

• indexation allowance is given by reference to the value of the

asset at 31 March 1982 (and not by reference to the relevant

allowable expenditure incurred up to 31 March 1982, even if

that is greater)

• there are special rules for married couples

• certain assets are excluded from the election.

Example 5
Rebasing election in force

Asset cost £8,000 on 1.3.80.

31.3.82 market value £7,000.

Asset sold (at arm's length) for £30,000 on 1.1.96. Rebasing

election made.

Rebased gain
Disposal proceeds £30,000

minus cost (value at 31.3.82)   £7,000

Unindexed gain £23,000

minus indexation £7,000 x 0.891   £6,237

Gain £16,763

These are the same dates and amounts as in Example 1. The

difference is that a rebasing election has been made.

No comparison is made with the gain made by reference to the

original cost of the asset. The gain is the rebased gain £16,763.

Example 2
Rebased loss exceeds the loss on the old rules

Asset cost £14,000 on 6.4.74.

31.3.82 market value £20,000.

Asset sold (at arm's length) for £10,000 on 1.1.96.

1. Rebased loss
Disposal proceeds £10,000

minus cost (value at 31.3.82) £20,000

Unindexed loss £10,000

minus indexation*         zero

Loss £10,000

2. Loss on old rules
Disposal proceeds £10,000

minus cost £14,000

Unindexed loss £4,000

minus indexation*         zero

Loss   £4,000

Allowable loss (the smaller)                                                £4,000

* Indexation allowance is restricted to zero in both calculations as

indexation cannot increase a loss.

Example 3
Rebased loss but gain if calculated on old rules

Asset cost £2,000 on 1.5.67.

31.3.82 market value £14,000.

Asset sold (at arm's length) for £10,000 on 1.1.96.

1. Rebased loss
Disposal proceeds £10,000

minus cost (value at 31.3.82) £14,000

Unindexed loss £4,000

minus indexation1         zero

Loss   £4,000

2. Gain on old rules
Disposal proceeds £10,000

minus cost   £2,000

Unindexed gain £8,000

minus indexation £8,000 x 0.8912   £7,128

Gain      £872

As there is a rebased loss but a gain on the old rules, neither a gain

nor a loss is deemed to arise.

1 Indexation allowance is restricted to zero in the first calculation as

indexation cannot increase a loss.
2 Indexation is based on the higher of relevant allowable

expenditure before 31.3.82 and the 31.3.82 value, so that

indexation is based on the actual cost of £8,000.
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Where there is a series of such transfers the asset will be covered

by the election or non-election made by:

• the last person by whom the asset was acquired after

5 April 1988 (otherwise than by a husband and wife transfer),

or

• if there is no such person, the person who held the asset on

5 April 1988.

Elections by subsequent transferees are ignored.

Example 6
Transfer between husband and wife.

Mr A bought an asset costing £14,000 on 6.4.74.

31.3.82 market value £20,000. Asset sold (at arm's length) for

£10,000 on 1.1.96.

The dates and amounts are the same as in Example 2, therefore the

loss is to be restricted by the kink test to £4,000.

Mr A has not made a rebasing election and does not intend to

do so.

If Mr A decided to transfer the asset to Mrs A before finalising the

sale, and if Mrs A had already made, or could make, a rebasing

election, she would realise the rebased loss on sale £10,000.

The special rules prevent this happening. Any election made by the

transferee, Mrs A, will not apply. Only an election made by the

transferor, Mr A, is recognised in these circumstances.

Therefore, in this case an election made by Mrs A is ignored and the

allowable loss is restricted to £4,000, the same as if Mr A had sold

the asset himself.

— In  wha t  capac i t y  i s  e lec t i on  made?

You may be the taxpayer in several different capacities. For

instance, in addition to your own personal affairs you may also be

a trustee or a personal representative of a deceased person or a

partner. An election you make in one of these capacities does not

cover disposals made by you in another capacity.

For example, an election you make as an individual will not cover

your interest in assets held as trustee or partner.

A separate election is required in respect of each settlement or

partnership.

Therefore there will be a separate time limit for making an election

for each holding of assets held by you in different capacities.

If you do hold assets in different capacities, you should indicate at

the time you make an election in what capacity you are making it.

NOTICE OF ELECTION
An election must be made by notice in writing to the Tax Inspector:

• within two years of the end of the tax year in which the first

relevant disposal is made, or

• at such later time as the Board of Inland Revenue may allow.

As an election cannot be withdrawn, it should be signed by you

personally (not by an agent of yours). There is no special form for

the election.

— F i r s t  r e l e v a n t  d i s p o s a l

The first relevant disposal is the first disposal on or after

6 April 1988 of:

• an asset held at 31 March 1982, or

• an asset treated as having been held at 31 March 1982.

In most cases it is the first disposal to which the 1982 rebasing

rules apply.

Three kinds of disposal can be disregarded in deciding what counts

as a first relevant disposal from which the two year time limit for

making an election is counted.

1. Disposals on which the gain would not be a chargeable gain by

virtue of a particular provision in the Taxes Acts. Some common

examples are:

• private cars

• chattels worth less than the chattel exemption

• foreign currency acquired to meet personal or family

expenditure abroad

• betting and lottery winnings.

2. Disposals which in practice do not give rise to a chargeable gain

or allowable loss. The main examples are:

• withdrawals from building society accounts

• the disposal of an individual's private residence where the

whole of the gain would qualify for relief.

3. Disposals of assets excluded from a rebasing election. These are

listed on page 4.

— H u s b a n d  a n d  w i f e

There are special rules for elections where assets have been

transferred between husband and wife before a disposal.

When an asset is transferred on or after 6 April 1988 between

spouses, and the disposal is no gain, and no loss arises on the

transfer, any election made by the transferee will be ignored. The

asset will be covered by the election or non-election of the

transferor.
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— Exc luded  asse ts

An election does not apply to the disposal of the following assets:

• plant and machinery in respect of which capital allowances

have or could have been given to the person making the

disposal

• oil licences

• shares which, on 31 March 1982, were unquoted and derived

the greater part of their value directly or indirectly from oil

exploration assets situated in the UK or on the continental shelf

(for disposals on or after 22 January 1990).

Interests in such assets are also excluded from the election.

— Who shou ld  make  the  e lec t i on :  Spec ia l  cases

In some cases you may be personally liable to Capital Gains Tax

even though you do not personally own or dispose of an asset. For

example:

• gains made by certain non-resident companies

• gains made by certain non-resident settlements of which you

are a beneficiary

• gains made by certain non-resident settlements of which you

are a settlor

• gains made by certain UK resident settlements.

In these circumstances, the person who must make an election, if

one is to be made, is the person making the actual disposal: the

non-resident company, the trustees of the non-resident settlement

or the trustees of the resident settlement, as appropriate.

SPECIAL REBASING RULES
There are a number of rules to deal with particular situations which

may arise. These are briefly described below. If you need further

information, ask your Tax Office.

— Spec i f i ed  no  ga in /no  l oss  d i sposa ls

Special rules apply to specified no gain/no loss disposals. These

allow the transferee to benefit from rebasing. The most common

specified no gain/no loss transfer is the transfer between husband

and wife (see page 3).

Subject to certain conditions the transferee is deemed, for the

purposes of the rebasing provisions only, to have held the asset on

31 March 1982.

— Asse ts  de r i ved  f rom o the r  asse ts

Rebasing may apply on the disposal of an asset where the

value of that asset is derived from another asset you owned on 31

March 1982. For example, if you:

• held a leasehold interest in property on 31 March 1982,

• subsequently acquired the freehold reversion, and

• sold the unencumbered freehold interest on or after

6 April 1988.

— Rebas ing  fo l l ow ing  pa r t -d i sposa l

Where there has been a part-disposal of an asset:

• after 31 March 1982, and

• before 6 April 1988,

the allowable expenditure remaining after the part-disposal has to

be recalculated by reference to the 31 March 1982 value rather

than cost.

— Defer red  charges  on  ga ins  be fore  31  March  1982

There are a number of provisions, apart from the no gains/no loss

provisions, under which tax on capital gains on a disposal can be

deferred until some later time. The most common ones are the

hold-over relief provisions for gifts and roll-over relief for the

replacement of business assets.

Where gains have been rolled over or held over on the acquisition

of an asset, and the asset is later disposed of, the deferred gain is

to be reduced by half, thereby increasing the allowable

expenditure. A claim has to be made within 2 years of the end of

the tax year in which the disposal occurred.

— Re l ie f  f o r  ce r ta in  pos tponed  cha rges

The amount of the gain accruing is to be halved where:

• the charging of a gain has been postponed under certain

provisions, for example, postponement of charge where a

depreciating asset is acquired as replacement for a business

asset, and

• the gain accrues on the occurrence of an event on or after

6 April 1988, and

• the gain is attributable, directly or indirectly, in whole or in part,

to the disposal before 6 April 1988 of an asset acquired before

31 March 1982,

subject to a claim being made.

These notes are for guidance only, and reflect the position at the time of writing. They do not affect any rights of appeal.
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HUSBAND AND WIFE, DIVORCE AND
SEPARATION

This Help Sheet gives you information to help you fill in

the Capital Gains Pages of your Tax Return.

The Help Sheet explains how husbands and wives are

treated for Capital Gains Tax.  But it is only an

introduction.  If you are in any doubt about your tax

circumstances you should ask your tax adviser.

Your Tax Office will also be pleased to help.  You can ask

to see a copy of the Inland Revenue Capital Gains Manual

which explains the rules in detail.

CAPITAL GAINS TAX L IABIL ITY
You and your spouse are treated as separate individuals for Capital

Gains Tax purposes.  Each of you will pay tax only on your own

gains and you will get relief only for your own losses. However,

although you are taxed separately, you may be treated as

'connected' with each other and with each other's relatives for

certain purposes.

If you and your spouse are living together, any transfer of an asset

between you is treated as giving rise to neither a gain nor a loss to

the spouse transferring it. Any amount actually paid is ignored. If

the spouse receiving the asset later disposes of it, he or she will be

treated as if they had paid an amount equal to the total of your

costs. The phrase 'living together' is defined on page 2.

If you are not living together, or the asset involved is trading stock,

any asset transferred between you is treated as transferred at its

market value at the time of the transfer. So, in these circumstances,

the person transferring the asset may make a chargeable gain or

an allowable loss. Similarly, any asset transfered at the time of

death is treated as transferred at its market value at that date. But

in that case there is no chargeable gain or allowable loss.

Example 1
Mr Smith bought an asset for £5,000 in March 1984.  He sold the
asset to his wife for £50,000 in September 1989 when they were
living together.

The asset is deemed to have been transferred for an amount which
gives neither a gain nor a loss on transfer. The actual amount paid
by Mrs Smith is ignored.
The deemed disposal proceeds are calculated as follows:

Cost  £5,000
plus indexation allowance March 1984 to September 1989
£5,000 x 0.333 £1,665
Deemed disposal proceeds £6,665
Mr Smith has neither a gain nor a loss

The deemed cost to Mrs Smith for any future disposal of
the asset is £6,665.
Mrs Smith sells the asset for £20,000 in October 1996.  The gain
arising is:

Disposal proceeds £20,000
minus cost £6,665
Unindexed gain £13,335

minus indexation allowance September 1989

to October 1996 based on cost of £6,665 x 0.242 £1,613

Net chargeable gain £11,722

ASSETS HELD IN  YOUR NAME
You are chargeable to Capital Gains Tax if you dispose of an asset

held in your name, unless you are holding it on behalf of another

person, such as your spouse.  If you are holding an asset on behalf

of your spouse, your spouse is commonly known as the beneficial

owner and will pay tax if a gain is made from its disposal.  To

decide which of you should return any gain and pay any tax, you

should consider:

• whether you and your spouse have made a formal declaration

about beneficial ownership using form 17

• who provided the cost price and whether the asset was bought

as a gift for your spouse

• who received the proceeds of the disposal.

CHANGES TO THE RULES FOR
INDEXATION ALLOWANCE
In calculating any chargeable gain, you can deduct an additional

allowance, called the indexation allowance, which is explained on

page CGN10 of the Notes on Capital Gains.

Special rules apply where an asset that has been transferred

between a husband and wife is finally disposed of.  If the final

transfer between husband and wife occurred before

30 November 1993 the deemed cost, including the indexation

allowance, is allowable in full against any proceeds received when

the asset is disposed of.  If the final transfer between husband and

wife occurred on or after 30 November 1993, the amount of

indexation allowance included in the deemed cost may be

restricted when the asset is finally disposed of. It is not available to

create or increase any loss.

Example 2
Mr Jones bought an asset for £10,000 in March 1985.  He
transferred the asset to his wife in December 1993. The  deemed
cost to Mrs Jones for any future disposal of the asset  is:

Cost £10,000
plus indexation allowance March 1985 to December 1993
£10,000 x 0.529 £5,290
Deemed cost £15,290

Mrs Jones sells the asset for £12,000 in March 1997. The loss arising
is:

Disposal proceeds £12,000
minus cost £15,290
Unindexed loss (£3,290)
plus Indexation ______0
Allowable loss (£3,290)

However, the cost includes indexation allowance of £5,290. As this
is greater than the amount of the allowable loss calculated,  it is
restricted to the amount required to reduce the allowable loss to
zero.  The figure allowed is therefore £2,000 (£5,290 minus
£3,290). Mrs Jones is treated as making neither a gain nor a loss.

No indexation allowance is due as this would increase the loss.
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One important point to note is that if the husband or wife

transferring the asset to the other spouse held the asset on

31 March 1982 and the final disposal took place on or after

6 April 1988, the asset is deemed, for rebasing purposes, to have

been held at 31 March 1982 by the spouse who made that

disposal.

WHAT COUNTS AS ' L IV ING TOGETHER'

You and your spouse are treated as living together unless:

• you are separated under a court order, or

• you are separated by a formal Deed of Separation executed

under seal (in Scotland a deed should be witnessed), or

• you are separated in such circumstances that the separation is

likely to be permanent.

In each case the marriage must have broken down.  If the marriage

has not broken down but the two of you do not live in the same

house you are still treated as living together for Capital Gains Tax

purposes.

SEPARATION AND DIVORCE
The remainder of this Help Sheet explains your Capital Gains Tax

liability if you are separated or divorced and you have transferred

assets to the spouse from whom you are separated, or to a former

spouse from whom you are divorced.

SEPARATED -  YEAR OF PERMANENT
SEPARATION
If you or your spouse were living together at some time in a tax

year, you can transfer assets between you at any time in that tax

year at no gain/no loss.  There is no requirement that you should

be living together at the time of transfer.

  Example 3
Mr Brown transferred an asset to Mrs Brown on 30.6.96.
Mr and Mrs Brown separated on 1.12.96.
Mr Brown transferred another asset to Mrs Brown on 1.3.97.

Both transfers take place for an amount which gives neither a gain
nor a loss to Mr Brown.  Transfers may take place on this basis until
and including 5.4.97 even though the couple were not living
together from 1.12.96.

If a transfer occurs between you and your spouse after the end of

the tax year in which you stop living together, there are rules to

decide the date of disposal and the amount of consideration on

disposal. These rules depend on your particular circumstances and

the information you will need is as follows:

• the date of any decree absolute

• the date of the court order if the asset was transferred by such

an order

• the date of any other contract under which the asset was transferred.

As the rules are complicated, they are not included in this Help

Sheet. Once you hold the necessary information, ask your Tax

Office or tax adviser for advice.

PRIVATE RESIDENCE RELIEF
You and your spouse, while living together, can have only one only

or main residence between you, and private residence relief may

only be due on any gain arising on disposal of that residence.

Following separation, each of you may have a different only or

main residence and each may be entitled to relief on any gains

arising on the disposal of the residence(s).

RETIREMENT RELIEF
If you have acquired the whole of your spouse's business interest

you may be able to elect to have retirement relief by reference to

the joint period in business.  But you and your spouse must have

been living together in the tax year in which the business interest

was transferred to qualify. To find out more ask the Orderline for

Help Sheet IR289: Retirement relief and Capital Gains Tax.

HOLD-OVER RELIEF
If an asset is transferred from one spouse to the other after the end

of the tax year in which separation took place, the transfer is

treated as taking place at market value.  The conditions for a claim

to hold-over relief may be satisfied.  However, in these

circumstances, it is important to know whether any consideration

was given by the spouse receiving the asset.

Usually the asset is transferred in exchange for a surrender, by the

recipient, of rights they would otherwise be able to exercise to

obtain alternative financial provision.  In such cases the value of

the rights surrendered is actual consideration of an amount that

would reduce the gain potentially eligible for hold-over relief to

zero. To find out more ask the Orderline for Help Sheet IR295: Relief

for gifts and similar transactions.

These notes are for guidance only, and reflect the position at the time of writing. They do not affect any rights of appeal.
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DEATH, PERSONAL REPRESENTATIVES
AND LEGATEES

This Help Sheet gives you information to help you

complete the Capital Gains Pages of your Tax Return.

It is only an introduction. If you are in any doubt about

your tax circumstances you should ask your tax adviser.

Your Tax Office will also be pleased to help. You can ask

to see a copy of the Inland Revenue Capital Gains Manual

which explains in detail the rules for particular situations.

If you need information regarding Inheritance Tax, please

contact the Capital Taxes Office.

MEANING OF EXPRESSIONS USED
In general these notes refer to the legal terms used in England and

Wales.  In most respects the taxation principles are the same where

the law in Scotland or Northern Ireland applies.  However, the

general law background may differ slightly. Because of the

differences in general law some of the terms used for cases outside

England and Wales may be different from those used in these

notes.

Personal representatives is the term used for the persons who are

responsible for settling the affairs of a deceased person. It includes

both executors and administrators (in Scotland, executors

nominate and executors dative).

The administration period is the period when the personal

representatives are settling the estate. It starts on the death of the

deceased person and usually ends when the residue of the estate

has been ascertained.

The residue of the estate is ascertained when the net balance of

the estate has been identified and sufficient funds have been

provided to enable any liabilities to be paid.

A legatee is defined for Capital Gains Tax purposes as including

any person benefiting from a testamentary disposition (that is,

normally a will), or on an intestacy or a partial intestacy.

GENERAL POSIT ION
When a person dies leaving assets which will be passed to his or

her legatees under the terms of a will, or under the rules where

there is no will, there will be no Capital Gains Tax charge. Instead

there are special rules.

In broad terms, the assets which were owned by the deceased at

the date of death are treated as though they had passed to the

personal representatives at the date of death at their market value

on that date. When the administration of the estate has been

completed and the assets remaining in the estate are passed to the

legatees, they are treated as though they had passed to the

legatees at the date of death at their market value on that date.

Example 1
Mr Andrews dies on 10.10.95. At the time of his death he owns a

house, value £75,000, some shares, value £25,000 and money in a

bank account, £20,000. All of these are treated as passing to his

personal representatives at those values.

The administration of the estate is completed on 31.1.97. At that

date the house is worth £80,000 and the shares £35,000. Those

assets are passed to Mr Andrews' legatees but are treated as having

been acquired by the legatees on 10.10.95 at values of £75,000

and £25,000.

CAPITAL GAINS TAX L IABIL ITY FOR
PERIODS UP TO THE DATE OF DEATH
Before death the deceased may have disposed of assets. There may

be Capital Gains Tax arising. Returns of the gains may not have

been sent to the Inland Revenue, or the correct amount of tax may

not have been agreed. The personal representatives must agree

the liability of the deceased up to the date of death with the

Inspector. This will include:

• settling any points that are open for those years in which Tax

Returns have already been made

• completing a Tax Return for the period from the previous

6 April to the date of death,  plus Tax Returns for any years

where a return is outstanding, and

• agreeing the liability for those years and making appropriate

payments.

Annual  exempt ion

There is no restriction imposed on the amount of the annual

exemption for a year in which an individual dies.  The whole of the

exemption is available to set against gains arising in that year,

however short the period from 6 April to the date of death.

— Losses in year of  death

If the deceased disposed of assets in the part of the tax year before

death, there may have been losses on some assets rather than

gains. If so, those losses must first be set against any chargeable

gains made in that period. The losses must be set against all gains,

even if this reduces the net chargeable gains to below the amount

of the annual exemption.

If any allowable losses remain after this has been done, those

excess losses may be carried back. The losses can be set off

against gains:

• arising in the three tax years prior to the tax year in which

death occurs, but

• the losses must be set off against gains in a later year before

making set offs against gains of an earlier year.

Losses carried back in this way are only set off so that the net

chargeable gains are reduced to the amount of the annual

exemption. The full benefit of the annual exemption is still enjoyed

for those years.



BMSD 12/96 HELP SHEET IR282   PAGE 2 OF 4

For the Capital Gains Pages

continued over

HELP SHEET IR282
IR

28
2 

(N
ET

)

CAPITAL GAINS TAX LIABILITY FOR THE PERIOD
OF ADMINISTRATION
During the period of administration, the personal representatives

may be liable to Capital Gains Tax if they sell or otherwise dispose

of any of the assets in the estate. This does not apply when assets

are passed to legatees under the terms of the will, etc.

During this period the personal representatives have absolute

control over the assets. They are not bare trustees or nominees for

the legatees.

Where:

• an asset has not been formally transferred to a legatee (usually

at the completion of the period of administration), and

• the asset is sold, and

• a gain arises,

that gain is chargeable on the personal representatives and not

the legatee.

Residence status of  deceased
In general terms, only individuals who are treated for tax purposes

as resident or ordinarily resident in the UK are liable to Capital

Gains Tax.

The personal representatives of a deceased individual are treated as

having the same residence status as the deceased. So, if the

deceased was not resident and not ordinarily resident in the UK

before death, then the personal representatives will not be liable

on any disposals even if they are themselves resident in the UK.

Where, despite being not resident, the deceased would still have

been liable to Capital Gains Tax on the disposal of particular assets

(for example, where the assets had been used in a trade carried on

in the UK through a branch or agency), then the personal

representatives will also be liable on any disposal of those assets.

If you want further information on residence and ordinary

residence, ask the Orderline for the Non-residence etc. Pages.

Calculat ing gains and losses
In calculating gains and losses, most of the normal Capital Gains

Tax rules apply to personal representatives as to individuals, but

there are some differences. These are explained in this section.

The assets that were owned by the deceased at the date of death

are treated as though they had passed to the personal

representatives at the date of death at their market value at the

date of death. This value is the 'cost' or acquisition value.

Where the personal representatives acquire assets during the

course of administering the estate, the actual cost or value of those

assets is used in calculating gains or losses on their disposal.

Any losses which are not required to be set against gains of:

• the part of the tax year before death

• the three previous tax years

cannot be used.

Such losses cannot be used by:

• the personal representatives, or

• the legatees

against gains from disposals of assets acquired from the deceased.

Example 2 (Losses carried back)
Mrs Gee died on 30.9.96.  In the period 6.4.96 to 30.9.96 she had

chargeable gains of £1,000 and allowable losses of £10,000.  In the

three previous tax years her net chargeable gains were:

1993-94 £20,000

1994-95 £3,000

1995-96 £8,000

1. First set the 1996-97 losses against her gains of that year.

1996-97
Chargeable gains £1,000

Allowable losses £10,000

Set off £1,000 £1,000

Net chargeable gains zero

Excess losses available to carry back £9,000

2. Set off excess losses against gains of earlier years, taking into

account later years before earlier years. Therefore consider 1995-96

first.

1995-96
Chargeable gains £8,000

Covered by annual exemption £6,000

Limit set off to £2,000

Therefore reducing Capital Gains Tax to zero.

Allowable losses brought back £9,000

Set off 1995-96 £2,000

Excess loss to carry back £7,000

3. Consider next 1994-95
Net chargeable gains of £3,000 are already wholly covered by

annual exemption. Therefore none of the losses brought back

should be set against these gains.

4. Consider next 1993-94

1993-94
Chargeable gains £20,000

Covered by annual exemption £5,800

Available to set loss against £14,200

As this exceeds the losses brought back of £6,800, all those losses

can be set against the 1993-94 assessment.

Net chargeable gains before set off £20,000

Minus losses brought back £7,000

Revised net chargeable gains for 1993-94 £13,000

Minus annual exemption £5,800

Gains chargeable to tax £7,200
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Annual  exempt ion
The full amount of the annual exemption is allowed to personal

representatives:

• for the period from the date of death to the following 5 April

(no matter how short this period is), and

• for the two tax years following the year of death.

Where gains arise in a later year, no annual exemption is due.

Rate of  tax
The chargeable gains, after deducting any annual exemption due,

of the personal representatives are taxable wholly at the basic rate

of tax. The lower rate and higher rate charges which apply to

individuals do not apply to personal representatives.

Expenses incurred by personal  representat ives
Personal representatives incur legal and other expenses in the

administration of the estate, for instance, in obtaining a grant of

probate. If they sell or dispose of some of the assets of the estate,

then some of that expenditure may be allowable in calculating the

gains or losses. Because of the way solicitors charge for their

services, it is often difficult to isolate the allowable expenditure

from other expenditure which is not allowable.

The Inland Revenue will accept calculations which include

deductions for costs of establishing title which are based on a

published scale. The scale is published as Statement of Practice

SP8/94 (for deaths after 5 April 1993). SP7/81 deals with deaths

from 1981 to 1993. (These statements are published in Inland

Revenue booklet IR131: Inland Revenue Statements of Practice. A

copy of the booklet can be obtained from the Orderline.)

Personal representatives are entitled to claim the actual

expenditure where this is known.

This expenditure is only available where the personal

representatives dispose of assets.

Transfer of  assets to legatees
When the personal representatives have completed the

administration of the estate, they will pass the assets to the

legatees in accordance with the wishes of the deceased in the will,

or under rules laid down where there is no will. The administration

is usually completed when the residue of the estate has been

ascertained.

When the personal representatives pass the assets to the legatees,

no Capital Gains Tax is charged. Under the special rules the assets

which were owned by the deceased at the date of death are

treated as though they had been acquired by the legatees at the

date of death at their market value on that date (see Example 1).

Sometimes the personal representatives will themselves acquire

assets during the course of the administration and these assets may

be passed to legatees under the terms of the will, etc. In that case

those assets are treated as though they had been acquired by the

legatees on the date the personal representatives acquired them,

at the cost they were to the representatives or the value at which

the representatives acquired them.

TREATMENT OF LEGATEES
All assets acquired by a legatee following a death, and which were

assets owned by the deceased at the date of death, are treated as

though acquired by the legatee:

• at the date of death

• at their market value on the date of death.

Assets acquired by the personal representatives during the course

of the administration are treated as though they had been

acquired by the legatee:

• at the date of acquisition by the personal representatives

• at the cost to the personal representatives or the value at which

they were acquired by the personal representatives.

If the legatee subsequently sells or otherwise disposes of those

assets, the normal rules of Capital Gains Tax will apply.

The legatee is not entitled to claim unused losses of the deceased

or personal representatives or any of the expenses incurred by the

personal representatives in establishing title to the estate.

VALUATION OF ASSETS OF DECEASED AT
DATE OF DEATH
A legatee is treated as though assets acquired from an estate were

acquired at their market value.

A legatee may sometimes acquire only part of an asset. For

instance, a holding of shares may be divided between a number of

legatees, or several legatees may become joint owners of an

indivisible asset such as land. Where this happens, the acquisition

cost of each legatee's share is an appropriate fraction of the market

value of the holding or asset acquired by the personal

representatives.
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Example 3
On 31.12.95 personal representatives acquire the deceased’s

shareholding of 600 shares in a company. This represents a 60%

holding in that company and is valued at £60,000 or £100 per

share. On the date of death a holding of 200 shares or 20% of the

company would have been valued at £2,000 or £10 per share.

When residue is ascertained, each of the three legatees receives 200

shares from the personal representatives. They are each treated as

having an acquisition cost of one-third of £60,000 (the personal

representatives' acquisition value). Their acquisition cost is thus

£20,000, not the value of £2,000 that would have been placed on a

20% shareholding.

The value of an asset at the date of death may be needed in order

to calculate the Inheritance Tax liability of the estate. It may also

be required for Capital Gains Tax purposes as an acquisition cost if

either the personal representatives or the legatee subsequently

disposes of the asset. Because the valuation is used in arriving at

the liability under both taxes, there are special rules to ensure that

the same value is used in dealing with each tax.

Where:

• the value of an asset is required for the purposes of both taxes,

and

• that value has been 'ascertained' for the purposes of

Inheritance Tax,

that value is also to be used as the acquisition cost for Capital

Gains Tax purposes.

In the course of their duties, the personal representatives will

usually prepare a statement setting out the proposed values of all

the assets in the estate. This may then be sent to the Capital Taxes

Office for Inheritance Tax purposes. Such values are sometimes

known as 'probate values'.

Where a value is used by the Capital Taxes Office to arrive at a final

charge to Inheritance Tax, and the amount of the liability is

dependent on the valuation, the value has been 'ascertained'.

In some cases the Capital Taxes Office may not need to accurately

assess the values of some or all of the assets. This can happen, for

example, where all the assets pass to a surviving spouse and the

entire estate is exempt, or where the estimated value of the estate

is well below the threshold on which tax is payable.

In such cases, the values will either not have been considered in

any detail or not considered at all and are not 'ascertained' under

the special rules mentioned above.

If the asset is disposed of either by the personal representatives or

legatees, the acquisition value will have to be agreed or

determined.

VARIATION OF THE TERMS OF THE WILL
OR INTESTACY
Sometimes, the legatees of an estate decide that they want to

change the way in which the estate is to be distributed. This can

be done by a deed of variation, or a similar legal document.

Where the document is legally valid, and if certain

conditions are met, then the variation will be treated for Capital

Gains Tax purposes:

• as not being a disposal, and

• as if the variation had been effected by the deceased.

In other words, the rules outlined in this Help Sheet apply as they

would if the terms of the deed had been included in the will, etc.

The conditions, all of which must be satisfied, are that:

• the variation must be effected by an instrument in writing

made within two years of the person's death

• the persons who wish to give up all or part of their

entitlement under the will or intestacy provisions must be

parties to the instrument

• there must be no consideration in money or money's worth

for the variation other than consideration in the form

of a disclaimer or variation of other dispositions of the

same estate

• written notice must be given to the Board of Inland Revenue

by the parties making the variation within six months

of the date of the deed, or such longer period as the Board

may allow.

Sometimes proceedings are brought under the Inheritance

(Provision for Family and Dependants) Act 1975. Where the Court

makes an order under Section 2 of that Act, the terms of that order

are deemed to have applied from the date of death for all

purposes. There are therefore no capital gains disposals on the

making of the order and the special rules outlined in this Help

Sheet apply.

Where the conditions are not met, and the terms of the deed are

not treated as though included in the will, the variations will

involve disposals by some of the parties which may have Capital

Gains Tax consequences. This is a complex area and in such cases

you may wish to seek professional advice.

These notes are for guidance only, and reflect the position at the time of writing. They do not affect any rights of appeal.
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PRIVATE RESIDENCE RELIEF

This Help Sheet gives you information to help you

complete the Capital Gains Pages of your Tax Return.

This Help Sheet explains the relief available on the

disposal of your private residence.  But it is only an

introduction.

If you are in any doubt about your tax circumstances, ask

your tax adviser.

Your Tax Office will also be pleased to help.  You can ask

to see a copy of the Inland Revenue Capital Gains Manual,

which explains the rules in detail.

RELIEF FROM TAX
Private residence relief ensures that when you dispose of your

home you will not, with some exceptions set out below, pay

Capital Gains Tax on any gain you make.

You may get full or only partial relief from tax.  The Notes to the

Capital Gains Pages explain how you calculate any gain on the sale

of your home.

This Help Sheet explains how much relief you can deduct from

that gain to calculate the chargeable gain on which you must pay

tax.  If you meet the conditions set out in this Help Sheet, you will

also not pay tax on any gain you make from the disposal of a

home you have provided for a dependent relative.

Private residence relief is not intended to relieve speculative gains

or gains arising from development.  Relief is not, therefore,

available where you:

• acquire a dwelling-house, or

• spend money on your dwelling-house

wholly or partly to realise a gain on its disposal.

For example, you may have bought the house to sell it quickly at a

profit or, if you were a tenant, you may have bought out the

freehold in order to increase your profit on sale.

If you make a loss on the disposal of your home and you would

have got private residence relief if you had made a gain, your loss

will not be an allowable loss.  If you would have got partial relief,

part of your loss will be allowable.  The part should be calculated

in the same way as you would have calculated the relief if you had

made a gain.

ASSETS QUALIFYING FOR RELIEF
The relief is available where you make a gain from disposing of any

part of:

• your dwelling-house, if it has at some time in your period of

ownership been your only or main residence, or

• the garden or grounds of that residence up to the permitted area.

If your residence is outside the UK you may still qualify for relief.

If you have more than one home, you can only get relief for your

main residence.  You can choose which this is to be.

The terms in italics are defined below.

PERSONS QUALIFYING FOR RELIEF
Any individual is entitled to the relief and so are:

• trustees of settled property and

• personal representatives.

Companies are not entitled to relief.

AN INTEREST IN  A RESIDENCE
You are entitled to relief if you own the freehold of your home, or

if you are a tenant owning a lease.  You are also entitled to relief if

you jointly own the freehold or a lease with someone else.

TAX RETURN
If you have disposed of your only or main residence, you should

tick the first capital gains box in question 8 on page 2 of your Tax

Return.  You only need to complete the Capital Gains Pages if you

have other gains, or you are not entitled to full private residence

relief.

IDENTIFYING YOUR DWELLING-HOUSE
Your dwelling-house may be a single building, for example, a

detached house.  It may be more than one building, for example,

a house with a detached garage.  Or it may be part of a building,

for example, a flat.

If part of your dwelling-house is used exclusively for a trade or

business, that part will not qualify for relief.

Example 1
Your house consists of a shop with living accommodation above.

You are only entitled to relief for the living accommodation.  If you

sell the house, you should split any gain fairly between the gain on

the shop, which may be chargeable, and the gain on the living

accommodation, which will attract relief.

If you have a lodger, the rooms occupied by the lodger qualify for

relief.  If you have more than one lodger, or let part of the

dwelling-house, those rooms will not qualify, but there is a further

relief to which you may be entitled and which is explained below.

If you live in a fixed caravan or houseboat, you are entitled to relief

in the same way as if you lived in a conventional house.

If your home includes more than one building, particularly if it has

several outbuildings, your dwelling-house may not include all of

the outbuildings.
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Example 2
Your home consists of a house, a detached garage and granny flat

near the house, half an acre of garden and a summer-house at the

end of the garden.  Your dwelling-house is the house together with

the garage and granny flat, but excluding the summer-house.

Deciding which buildings make up your dwelling-house is only

important if your home has a garden or grounds larger than half a

hectare (about one and a quarter acres). You may not be entitled

to relief for all of this land.  The amount of relief you get depends

on the size, character and position of the buildings that make up

your dwelling-house.

In large or extensive properties it may not be easy to decide which

outbuildings are part of your dwelling-house.  Your Tax Office can

help.

IDENTIFYING YOUR GARDEN OR GROUNDS
You are entitled to relief if you dispose of land that you occupy as

your garden or grounds at the time of your disposal.

The garden or grounds includes the buildings standing on that

land.  So a building that is not part of your dwelling-house can still

qualify for relief if it is within the permitted area of garden or

grounds.

Not all land you hold with your dwelling-house is treated as the

garden or grounds of that residence. You are not entitled to relief

for land let or used for a business; for example, surrounding farm

land.

The garden or grounds will include any enclosed land surrounding

or attached to your dwelling-house and serving chiefly for

ornament or recreation.

THE EXTENT AND LOCATION OF THE
PERMITTED AREA
If your garden and grounds do not exceed half a hectare, you are

entitled to relief for all of it. Look again at Example 2. The

summer-house was not part of the dwelling-house. But the

grounds do not exceed half a hectare and so the summer-house,

which stands in the grounds, will still attract relief.

If your garden and grounds exceed half a hectare, you may not be

entitled to relief for all of it. The area for which you are entitled to

relief is called the permitted area. It consists of the area that is

required for the reasonable enjoyment of your dwelling-house as a

home. The size and character of your dwelling-house must be

taken into account.

PERIOD OF  OWNERSHIP
You are entitled to relief to the extent that your dwelling-house

was used as your only or main residence during your period of

ownership.

Your period of ownership began on the date you first acquired the

dwelling-house, or on 31 March 1982 if that is later.  It ends when

you dispose of it.

The final 36 months of your period of ownership always qualify for

relief, regardless of how you use the property in that time, if the

dwelling-house has ever been your only or main residence.

Example 3
You bought your house in January 1984 and sold it in December

1993.  You lived in the property as your only or main residence

apart from 18 months in 1986 and 1987, when you lived in a

different house.  So the house qualifies for relief for 102 out of the

120 months you owned it.  A proportion of any gain you make

from the disposal amounting to 102⁄120ths will qualify for relief.

If you had moved out of the house at some time after December

1990, your relief would not be restricted.

If you had bought the house before 31.3.82, the calculation above

would begin from 31.3.82 and not from when you bought the

house.

PERIODS OF ABSENCE
Some periods when you were not using the house as your only or

main residence will still qualify for relief.  These should be ignored

when you are calculating the fraction of any gain that qualifies for

relief.

If you do not occupy your new home when you acquire it because

you are not able to sell your old home, or you need to carry out

refurbishments, you can treat the first 12 months as if the house

had been your only or main residence in that period.  In

exceptional circumstances your Tax Office may allow you to treat a

longer period (up to a total of two years) in the same way. The

same treatment applies when you buy land to build a house on it.

Example 4
You bought a house in January 1986 but it needed major

refurbishment and you could not move in until January 1987.

Subsequently it was your only or main residence until you sold it in

1995. You are entitled to full relief.
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Certain other periods of absence from your dwelling-house may be

treated as periods of residence if:

• during the period, you have no other dwelling-house eligible for

relief, and

• both before and after the period there is a time when the

dwelling-house is your only or main residence.

The qualifying periods of absence are:

a. absences for whatever reason, totalling not more than three

years in all

b. absences during which you are in employment and all your

duties are carried on outside the UK

c. absences totalling not more than 4 years when

- the distance from your place of work prevents you living at

home, or

- your employer requires you to work away from home in

order to do your job effectively.

You will keep the exemption for absences b. and c. if you cannot

return to your dwelling-house afterwards because your existing job

requires you to work away again.

Example 5
You bought a house in 1983 and used it as your only or main

residence. In 1984 your employer required you to work abroad and

you did not come back to the house until 1989. You lived in the

house again as your only or main residence until you sold it in

1991.  You are entitled to full relief.

JOB-RELATED ACCOMMODATION
Private residence relief is also extended where you live in

accommodation that is job-related and you also own a

dwelling-house that you intend to occupy as your only or main

residence.

The dwelling-house you intend to occupy is treated as actually

being occupied by you as a residence during the period in which

you have the intention to occupy it. This means that you may

nominate that residence as your only or main residence.  Please see

the paragraph headed ‘Your main residence’.  If your intention to

live in the dwelling-house ends, then the dwelling-house is no

longer treated as a residence.

Relief is still available even if you never actually live in that

dwelling-house.

Accommodation is job-related if it is exempt from Income Tax for

the reasons set out in Help Sheet IR202: Living accommodation.

This extension of Private Residence Relief also applies if you are

self-employed.  The job-related accommodation must be provided

by another person under the terms of a contract that requires you

to live in the property and carry on a particular trade. This

extension only applies to residence in such accommodation on or

after 6 April 1983. If you need help, ask your Tax Office.

FURTHER RELIEF FOR LETTING OF
RESIDENTIAL ACCOMMODATION
If relief is restricted because of letting, and some or all of your

dwelling-house has been let as residential accommodation, you

may be entitled to a further relief. This further relief is due where:

• you sell your only or main residence, and

• part or all of it has at some time in your period of ownership

been let as residential accommodation.

The amount of relief is the lowest of:

• the amount of private residence relief already calculated, or

• £40,000, or

• the amount of any chargeable gain you make because of the

letting.

The maximum relief of £40,000 should be applied to each disposal

where private residence relief is due.

Example 6
You ran a guest house from your home.  60% of the house was

used for letting to guests while 40% was used as your home. You

made a gain of £60,000 when you disposed of the property. You

are entitled to private residence relief for 40% of the gain -

£24,000.  Your remaining gain is £36,000 and it all results from the

letting. The lowest of the three limits set out above is the amount of

private residence relief and so you are entitled to further letting

relief of £24,000.  Your chargeable gain will be £12,000.

YOUR MAIN RESIDENCE
If you have two or more residences, you can only have one main

residence at a time.

You can nominate which residence is to be treated as your main

residence for any period. Your nomination must be made within

two years of the date you first have a particular combination of

residences.  If there is a change in your combination of residences,

a new two-year period begins. If you do not make a nomination,

the question of which is your main residence will be determined

on the facts.
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Example 7
In May 1987 you bought a second home.  You can nominate that

or your original home to be your main residence.  Your nomination

must be made by May 1989.

If you are married, and you are not separated from your spouse,

you can have only one main residence between you.  If, when you

married, you each owned a residence and you have continued to

use both residences, you can nominate jointly which is to be the

main residence, and the two-year period for doing so begins on

the date of marriage.

If you are separated, each of you may have a different only or main

residence and each may be entitled to relief on any gains arising

on the disposal of the residence(s).

RESIDENCE PROVIDED FOR A DEPENDENT
RELATIVE
In addition to the relief that may be due on disposal of your own

residence, you may also be entitled to relief when you dispose of a

residence which you have provided for a dependent relative. But

you cannot get relief for:

• any residence acquired after 5 April 1988, or

• any residence acquired before that date unless the conditions

for relief were met by that date.

The conditions for relief are:

• the dependent relative must occupy the dwelling-house rent

free and without any other consideration

• only one dependent’s dwelling-house can qualify at any one

time

• a husband and wife who are living together can claim relief for

only one such dwelling-house between them

• the dwelling-house must be the sole residence of the

dependent relative.

WHO IS  A DEPENDENT RELATIVE?
Dependent relatives are:

• any relative of you or your spouse who is incapacitated by old

age or infirmity from maintaining himself or herself, or

• your own or your spouse’s mother who, whether or not

incapacitated, is either widowed, or living apart from her

husband, or a single woman in consequence of dissolution or

annulment of marriage.

If you are in any doubt, ask your Tax Office or tax adviser.

PRIVATE RESIDENCE RELIEF ON THE
DISPOSAL OF SETTLED PROPERTY
Trustees of settled property are entitled to relief if they dispose of

the only or main residence of a person entitled to occupy that

residence under the terms of the settlement.  Ask your Tax Office

or tax adviser for more details.

PERSONAL REPRESENTATIVES
Personal representatives who dispose of the only or main residence

of a legatee during the administration period are entitled to relief if

the legatee would be entitled to at least 75% of the proceeds of

the property.  Ask your Tax Office or tax adviser for more details.

These notes are for guidance only, and reflect the position at the time of writing. They do not affect any rights of appeal.
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SHARES AND CAPITAL GAINS TAX

This Help Sheet explains the basic rules which apply to

the acquisition and disposal of shares by individuals,

personal representatives and trustees in the tax year

1996-97. It helps you work out the capital gain or loss if

you have disposed of shares in that tax year. The Help

Sheet explains:

• why special rules are needed

• how you identify the shares disposed of

• how you work out the gain if the shares are held in a

new holding

• how you work out the gain if the shares are held in a

1982 holding

• how you work out the gain if the shares were held on

6 April 1965

• the treatment of privatisation shares.

The Help Sheet refers to acquisitions and disposals. These are not

restricted to purchases and sales although they will be the most

common events. An important exception is that share

reorganisations such as rights and bonus issues, or an issue of

shares on a company take-over, are not treated as acquisitions. See

Help Sheet IR285: Share reorganisations, company take-overs and

Capital Gains Tax available from the Orderline.

This Help Sheet also assumes that the capital gain or loss will be

calculated using the actual costs of acquisition and the actual

disposal proceeds. Page CGN7 of the Notes on Capital Gains Pages

explains the circumstances in which market value must be

substituted for actual cost or disposal proceeds.

WHY ARE SPECIAL RULES NEEDED?
Shares of the same class in the same company are identical.

Suppose you have a holding of 10,000 Bits and Bobbs plc 25p

ordinary shares acquired at different times for different prices. You

then sell 2,000 shares. To calculate the gain you need to know

which shares you have sold and how much they cost.

The way the capital gains rules work is to pool shares of the same

class in the same company. The cost of the shares in the pool is

added together. Each share in the pool is treated as if acquired at

the same average cost.

For historical reasons shares may be held in two pools:

• a pool of shares acquired on or after 6 April 1982, called

a new holding

• a pool of shares acquired between 7 April 1965 and

5 April 1982, called a 1982 holding.

Pooling does not apply to:

• shares disposed of within ten days of being acquired

• shares held at 6 April 1965.

HOW TO IDENTIFY THE SHARES DISPOSED
OF
You may have disposed of some but not all of the shares you hold.

In that case you need to use the following rules to identify shares

which you have disposed of.

You are treated as disposing of shares in the following order:

First, shares acquired on the same day. No indexation

allowance is given on these disposals.

Second, shares acquired in the previous nine days. No indexation

allowance is given on these disposals.

Third, shares in the new holding.

Fourth, shares in the 1982 holding.

Fifth, shares held on 6 April 1965.

Example 1
In May 1996 Mr Smith owns 10,000 shares

500 were purchased on 30.4.96

2,500 are held in a new holding

7,000 are held in a 1982 holding.

Mr Smith sells 4,000 shares on 6.5.96.

The disposals are identified as:

500 against the shares purchased on 30.4.96. No indexation

allowance is given on this disposal

2,500 against the shares in the new holding

1,000 against the shares in the 1982 holding.
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HOW TO WORK OUT THE GAIN FOR
SHARES IN  A NEW  HOLDING
The new holding consists of two pools of expenditure, a pool of

actual cost and a pool of indexed cost. The pool of indexed cost is

the actual cost plus indexation. Both pools are adjusted each time

shares are acquired or disposed of. The basic steps are as follows:

The new holding is opened when you first acquire

shares. At this stage the pool of actual cost and the pool

of indexed cost are the same.

When you dispose of, or next acquire, shares you add

indexation to the pool of indexed cost. You do this by

multiplying the pool of indexed cost by the indexation

factor for the period between Step 1 and Step 2 and by

adding this figure to the pool of indexed cost. If the

event is an acquisition, you then add the allowable

expenditure on the new shares to the pools of actual

cost and indexed cost. If the event is a disposal,

see Step 3.

You calculate the gain or loss. If all the shares are sold,

the allowable expenditure is the pool of actual cost.

Indexation allowance is the difference between the

pools of actual cost and indexed cost. If only some of

the shares are sold, the allowable expenditure is a

fraction of the pool of actual cost. The fraction is:

Number of shares sold

Total number of shares in pool

You apply the same fraction to the pool of indexed cost.

Indexation allowable is the difference between the

fractions of the allowable cost and indexed cost. The

indexation allowance given is restricted if it would

create or increase a loss.

If any shares remain in the pool, you repeat Steps 2 and

3 next time you acquire or dispose of shares.

Example 2 on page 3 shows you how to work this out.

Step 1

Step 2

Step 3

Step 4
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Step 1

Step 2

Step 3

Step 4

Example 2
In April 1992 Ms Smith buys 1,000 XYZ plc shares for 400p per share plus dealing costs of £150 including VAT. This is her first
acquisition of XYZ plc shares.

In September 1994 Ms Smith buys a further 500 XYZ plc shares for 410p per share plus dealing costs of £80 including VAT.

In May 1995 Ms Smith sells 700 XYZ plc shares for 450p per share, incurring dealing costs of £120 including VAT.

April 1992

The pool is opened

Number of shares Pool of actual cost Pool of indexed cost
1,000 £4,150 £4,150

September 1994

Give indexation from April 1992 to September 1994.  Multiply the pool of indexed cost at Step 1 by the indexation
factor and add this to the pool of indexed cost  £4,150 x 0.045  = £187. Add the allowable expenditure on the new
shares to the pools of actual cost and indexed cost

Number of shares Pool of actual cost Pool of indexed cost
1,000 £4,150 £4,150

Add indexation £   187
Add cost of further shares 500 £2,130 £2,130

1,500 £6,280 £6,467

May 1995

Give indexation from September 1994 to May 1995.  Multiply the pool of indexed cost by the indexation factor and
add this to the pool of indexed cost.

£6,467 x 0.032 = £207 plus £6,467 = £6,674.

Calculate the gain or loss.  Multiply the two pools of cost by

Number of shares sold           =    700
Number of shares held 1,500

First, calculate the amount of allowable expenditure and indexation allowance

Indexed cost £6,674 x 700/1,500     = £3,115

Actual cost £6,280 x 700/1,500     = £2,931

Indexation allowance      £184

Second, calculate the gain or loss

Disposal proceeds £3,150
minus allowable cost £2,931
Costs £120 £3,051

Unindexed gain £99
minus indexation (restricted) £99

Chargeable gain 0

Third, adjust the two pools in the new holding

Number of shares Pool of actual cost Pool of indexed cost
1,500 £6,280 £6,674

 minus  700 minus £2,931 minus £3,115

800 £3,349 £3,559

Notes on calculation
1. Indexation allowance cannot create or increase a loss.  In this example, the indexation allowance given has been restricted to avoid creating a loss.
If the indexation allowance is restricted, you still reduce the pool of indexed cost by the full amount of the relevant fraction of indexed cost (£3,115
in this example).
2. Indexation allowance has been calculated using the indexation factors rounded to three decimal places.
3. Fractions of actual cost and indexed cost have been calculated by reference to the number of shares held. Alternatively, you can use the fraction:

         Disposal proceeds

Disposal proceeds + value of shares not sold
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HOW TO WORK OUT THE GAIN FOR
SHARES IN  A 1982  HOLDING
A 1982 holding is also a pool of shares. Unless there is a rights or

bonus issue (in which case see Help Sheet IR285: Share

reorganisations, company takeovers and Capital Gains Tax) you

cannot add to the number or value of the shares in this holding. In

fact, most quoted companies have made share reorganisations and

you will probably need to refer to the Help Sheet. The ordinary

rules applying to all assets held at 31 March 1982 also apply to

1982 holdings. These rules are explained in Help Sheet IR280:

Rebasing - assets held at 31 March 1982.

If you have made an election for the 31 March 1982 value to apply

to all your assets, the shares in the 1982 holding will be held at

their value on that day. If the shares were not quoted on a

recognised Stock Exchange on 31 March 1982, you or your

professional adviser will have to provide a valuation. Your Tax

Office will want to check that valuation.

HOW TO WORK OUT THE GAIN IF YOU
HAVE HELD THE SHARES S INCE
6 APRIL 1965
Any shares you have held since 6 April 1965 will have been held on

31 March 1982. These shares will be covered by any election you

have made to have the gain calculated only by reference to the

31 March 1982 value.

If you have not made an election, please ask your Tax Office for

details of:

• how you make the comparison with the gain calculated by

reference to the 31 March 1982 value

• how you can make an election for quoted shares to be included

in a 31 March 1982 holding.

PRIVATISATION SHARES
Nearly all sales of shares in privatised companies by the

Government have two features:

• the shares are paid for by instalments

• shareholders can choose different incentives. Usually they

include either the payment of lower instalments or the issue of

bonus shares after a specified period.

— Trea tment  o f  i ns ta lment  payments

If you buy the shares from the Government, you are entitled to

indexation allowance on the full amount you agree to pay from

the date you acquire the shares. For example, shares in Loamshire

Electricity plc cost 240p each, 100p payable on application, 70p

by 22 October 1991 and 70p by 15 September 1992. If, as a result

of the application, you acquired 300 shares in December 1990

you would be entitled to indexation allowance on £720 from

December 1990.

If you sell some or all of the shares before all the instalments have

been paid you should either:

• reduce the cost of the shares by the unpaid instalments, or

• increase the disposal proceeds by the amount of the

unpaid instalments.

You may buy shares from a broker before all the instalments have

been paid by the previous owner. For Capital Gains Tax your

allowable expenditure is the amount you pay the broker plus the

cost of the further instalments you have to pay. Indexation

allowance is given on the full amount from the date you acquire

the shares from the broker. The same rules apply if you inherit the

shares or are given them with instalments outstanding, but instead

of the amount paid to the broker you take the market value of the

shares on the day you acquire them.

— Reduced  ins ta lments
Shareholders may choose the incentive which allows them to make

reduced instalment payments. For the original shareholder the tax

treatment is the same as that described in the first two paragraphs of

the 'Treatment of instalment payments' section but the references to

instalments are to the reduced amount of the instalments.

The entitlement to pay reduced instalments may cease on a

transfer of the shares. If you acquire the shares from a shareholder

who has chosen this incentive before all the instalments are paid

and you have to pay the full amount on the remaining instalments,

your acquisition cost will include the full amount of the instalments

you have to pay. If you take over the right to make the reduced

payments, your acquisition cost will include the lower instalments

you have to pay.

Indexation allowance is given on the amount paid to acquire the

partly paid shares, together with the further instalments you have

to pay.

— Loya l t y  bonus  shares
In most privatisations shareholders who acquire shares from the

Government and hold them for a specified period may, if they

choose this form of incentive, receive an issue of extra shares. These

shares are treated as acquired at their market value. For example, a

shareholder in Big City Electric plc who acquired 300 50p shares on

the privatisation and still held them on 31 December 1993, may

receive an extra 30 shares. The market value of Big City Electric plc

50p shares on 31 December 1993 was £6.575. The total acquisition

cost of the bonus shares would be £197.25.

As an alternative to receiving bonus shares, customers may have

chosen to receive vouchers that can be set against bills received

from the privatised company. There is no tax liability on the receipt

or use of these vouchers. For Capital Gains Tax purposes the

acquisition cost of the shares is reduced by the amount of the

vouchers.

These notes are for guidance only, and reflect the position at the time of writing. They do not affect any rights of appeal.
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WHAT IS  A SHARE REORGANISATION?
A share reorganisation is a general term used to describe

transactions in which:

• new shares are issued to the shareholders in a company

• the rights attaching to shares are altered

• a company's share capital is reduced.

The most common transactions are bonus issues, rights issues and

scrip dividends. In all three cases, new shares are allotted to some

or all of the existing shareholders in proportion to their

shareholdings. In a rights issue the allotment is provisional until the

shareholder accepts he or she will pay for the shares. There are

other transactions such as open offers, which may be treated as

share reorganisations where new shares are issued to existing

shareholders in proportion to their shareholdings.

Other examples, not involving an issue of shares, include capital

reorganisations and an alteration of the rights attaching to shares.

Example 1
Ten 10p ordinary shares may be consolidated into a single £1

ordinary share, or non-voting 'A' ordinary shares may be given the

right to vote.

WHAT INFORMATION IS  AVAILABLE ABOUT
SHARE REORGANISATIONS?
This Help Sheet is concerned primarily with share reorganisations

involving listed companies. If a listed company makes a share

reorganisation it will almost always issue a circular or prospectus to

its shareholders. This will include the company's explanation of the

tax treatment. Often it will be followed up with more detailed

advice. For example, the counterfoil attached to a new share

certificate may give details of the allowable cost for a scrip

dividend. You should keep this information. It will help you

complete your Tax Return.

HOW ARE SHARE REORGANISATIONS
DEALT WITH FOR CAPITAL GAINS TAX
PURPOSES?

The basic Capital Gains Tax rules that apply to share

reorganisations are:

• the issue of any new shares is not treated as an acquisition

• the loss or alteration of any old shares is not treated as a

disposal.

SHARE REORGANISATIONS, COMPANY
TAKE-OVERS AND CAPITAL GAINS TAX

This Help Sheet deals with share reorganisations involving

shares held by individuals, personal representatives and

trustees. It explains the basic rules that apply to disposals

in the tax year 1996-97. It should be read in conjunction

with Help Sheet IR284: Shares and Capital Gains Tax, which

explains the basic rules applying to the acquisition and

disposal of shares. Help Sheet IR284 explains the terms

'1982 holding' and 'new holding'. Both Help Sheets

assume the capital gain or loss will be calculated using

the actual costs of acquisition and the actual disposal

proceeds. Page CGN9 of the Notes on the Capital Gains

Pages explain the circumstances in which market value

must be substituted for actual cost or disposal proceeds.

This Help Sheet explains:

• what a share reorganisation is

• what information is provided about share reorganisations

• how the Capital Gains Tax rules deal with share reorganisations

• how you work out indexation if the shares are held in a

new holding

• how you work out indexation allowance if the shares are held

in a 1982 holding

• how you deal with share reorganisations involving different

classes of share

• the special rules for scrip dividends

• the special rules for demergers

• the special rules for take-overs if the company making the

take-over issues shares and/or securities.

This Help Sheet only explains the basic rules, as they

apply in simple cases. In more complex cases, ask your tax

adviser or Tax Office for advice. You can also ask to see

the Inland Revenue Capital Gains Tax Manual at your local

Tax Enquiry Centre.
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Because a share reorganisation is not treated as an acquisition, any

new shares of the same class that you receive are added to the

holding in respect of which they were issued.

Example 2
You own 1,000 shares in IJK Ltd, 200 shares in a 1982 holding and

800 shares in a new holding. IJK Ltd makes a bonus issue of one

new share for every two shares you hold. 100 new shares are added

to the 1982 holding, giving a total of 300 shares. 400 new shares

are added to the new holding giving a total of 1,200 shares.

Because you are not treated as acquiring the new shares, the same

day rule and the ten day rule, (see the section 'How to identify the

shares disposed of' in Help Sheet IR284: Shares and Capital Gains

Tax), do not apply. If you dispose of shares issued on a share

reorganisation within ten days of their issue the disposal is

identified against all the shares in the new holding or the 1982

holding. This is illustrated on page 3. There are special rules that

deal with the allowance of any amounts you have to pay on a

share reorganisation. These are explained on pages 3 and 4. There

are also special rules which apply to the taxation of any amounts

you receive other than the issue of new shares. These are explained

in the section on take-overs on page 6.

If the shares you acquire on the reorganisation are not of the same

class, they will form a separate new holding. The cost of the

original shares is apportioned, (see the section on 'Share

reorganisations involving different classes of shares' on page 5).
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Step 1

Step 2

HOW TO WORK OUT  INDEXATION ALLOWANCE IF THE SHARES ARE HELD IN  A NEW
HOLDING
If the share reorganisation is a bonus issue, there is no allowable expenditure to add to the pools of actual cost and indexed cost. You merely

add the new shares to the total number of shares in the pool. Step 2 in the section 'How to work out the gain for shares in a new holding' in

Help Sheet IR284: Shares and Capital Gains Tax does not apply.

Step 2 does apply if the share reorganisation is a rights issue. You work out indexation up to the date you pay for the new shares. The cost of

the new shares is added to the pool of actual cost and the pool of indexed cost.

Example 3
In April 1994 you buy 1,000 shares in XYZ Ltd for £7,000. On 26.5.95 XYZ Ltd declares a 1 for 5 rights issue at a price of £9 per share. You take

up your full entitlement to 200 shares. On 2.6.95 you sell 300 shares for £10 per share.

Following the steps in the paragraph headed 'How to work out the gain for shares in a new holding' in Help Sheet IR284, you work out the gain

as follows.

April 1994 The pool is opened

Number of  shares Pool of actual cost Pool of indexed cost
£1,000 £7,000 £7,000

May 1995 Give indexation allowance from April 1994 to May 1995.  Multiply the pool of indexed cost at step 1 by the indexation

factor and add this to the pool of indexed cost, £7,000 x 0.037 = £259.  Add the cost of the new shares 200 x £9 = £1,800

to the pool of actual cost and the pool of indexed cost.

Number of shares Pool of actual cost Pool of indexed cost
£1,000 £7,000 £7,000

plus indexation £259

plus cost of new shares £200 £1,800 £1,800

£1,200 £8,800 £9,059

June 1995 Give indexation allowance from May 1995 to June 1995.  Multiply the pool of indexed cost by the indexation factor and

add this to the pool of indexed cost £9,059 x 0.001 = £9 + £9,059 = £9,068.

Calculate the gain or loss.  First calculate the allowable cost and indexation allowance.  Multiply the two pools of cost by

the formula:

Number of shares sold 300=
Number of shares held 1,200

300
Pool of indexed cost £9,068 x _____ = £2,267

1,200

300
Pool of actual cost £8,800 x _____ = £2,200

1,200

Indexation allowance = £67

Then, calculate the gain or loss:

Disposal proceeds £3,000

minus cost £2,200

Unindexed gain £800

minus Indexation allowance £  67

Chargeable gain £733

Then, adjust the two pools in the new holding:

Number of shares Pool of actual cost Pool of indexed cost
£1,200 £8,800 £9,068

minus  £300 minus £2,200 minus £2,267______ ______ ______
£900 £6,600 £6,801

Notes on calculation
If, instead of acquiring the shares on a rights issue, you had simply purchased 200 shares on the open market on 26.5.95, the disposal of 300

shares on 2.6.95 would have been identified against this acquisition first. No indexation allowance would be due, see the paragraph headed 'How

to identify the shares disposed of' in Help Sheet IR284: Shares and Capital Gains Tax. However, because a rights issue is not treated as an acquisition

the 10 day rule does not apply. The disposal is identified against the new holding and indexation allowance is given.

Step 3

Step 4
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HOW TO WORK OUT  INDEXATION ALLOWANCE IF  THE SHARES ARE HELD IN  A 1982
HOLDING

There is no allowable expenditure if a bonus issue is made in respect of shares in a 1982 holding. The effect of the bonus issue is to reduce

the average cost of the shares in the holding.

Example 4
Suppose you have made the election described in the section 'What is Rebasing' on page CGN9 of the Notes on Capital Gains Pages, that all your

assets be held at their 31 March 1982 value. You have a 1982 holding of 1,000 shares in PQR Ltd with a cost equal to their 31 March 1982 value of

£2 per share. In 1996 PQR Ltd makes a one for one bonus issue. You now have 2,000 shares held at a capital gains cost of £1 per share. If you sell

500 shares, indexation allowance will be given on £500.

You are entitled to an allowable deduction for the amounts you pay for the shares issued on a rights issue. Indexation allowance on these

amounts is only given from the date you pay or become liable to pay for the new shares.

Example 5
You have a 1982 holding of 1,000 shares in ABC Ltd. In May 1994 the company declares a one for two rights issue at £4 per share. You accept

your full entitlement of 500 shares at a total cost of £2,000. In June 1995 you sell 400 shares at a price of £7 per share. The 31 March 1982 value

of the shares is £2.50 per share. You have made an election for the 31 March 1982 value to apply to all your assets.

The 1982 holding consists of the following shares:

Shares Cost/31 March 1982 value

Shares held at 31 March 1982 1,000 £2,500

Rights issue    500 £2,000

1,500 £4,500

You work out the allowable expenditure as follows:

    Shares sold           400  
x  £4,500     =  £1,200

               Total shares held     1,500

Indexation allowance on the shares held at 31 March 1982 is due from that date. Indexation allowance on the shares issued on the rights issue is

only due from the period May 1994 to June 1995:

400£2,500 x x 0.886 = £591
1,500

400 £2,000 x x 0.035 =  £ 19
1,500 £610

You work out the chargeable gain as follows:

Disposal proceeds £2,800

minus cost £1,200

Unindexed gain £1,600

minus Indexation allowance    £610

Chargeable gain    £990

Notes on computation
You may not have made an election for the 31 March 1982 value to apply to all your assets. If so you will have to work out the gain using the cost

of the shares held at 31 March 1982. As explained in the paragraph headed 'What is Rebasing' on page CGN9 in the Notes on Capital Gains Pages,

you compare this gain with the gain used in the 31 March 1982 value.

.
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Step 2

Step 1

SHARE REORGANISATIONS INVOLVING
DIFFERENT CLASSES OF SHARES
The shares issued on a share reorganisation may be of a different

class from the shares you already own.  Because the shares are of

different classes you cannot identify the allowable cost of the

shares using the number of shares disposed of. Instead, you

identify the allowable cost and the respective values of the shares

using the formula:

                   
Value of shares disposed of

Cost x _________________________________________________
Value of shares disposed of + value of shares still held

The time at which you split the cost of the different classes of share

depends on whether or not the shares are quoted on the Daily

Official List of the Stock Exchange, or any other recognised Stock

Exchange:

• quoted shares - you value the different classes of share

immediately after the share reorganisation

• unquoted shares - you wait until you dispose of some of the

shares before splitting the cost. The values you use in the

formula are the values of the shares at the time of the disposal.

Example 6
In May 1986 you buy 1,000 £1 ordinary shares in FGH plc, a

quoted company, for £1,800. In March 1995 FGH plc makes a

rights issue of 1 £1 'A' ordinary share for every four £1 ordinary

shares held at a price of £2.50 per share. You take up your full

entitlement of £250 £1 'A' ordinary shares at a cost of £625.

Immediately after the share reorganisation, the £1 ordinary shares

had a value of £8 per share, and the £1 'A' ordinary shares a value

of £2.60 per share.

You split the cost of the different classes of share as follows.

Calculate the cost and indexation allowance due up to

and including the share reorganisation.

Number of Pool of Pool of
Shares Actual Cost Indexed Cost

May 1986 1,000 ords £1,800 £1,800

Indexation

allowance May 1986 -

March 1995 0.507 +  £913

March 1995 250 'A' ords    £625 +  £625

1,000 ords/ £2,425 £3,338

250 'A' ords

Split the cost of the two pools of expenditure. The amount

allocated to the £1 ordinary shares is given by the formula

             Value £1 ords
=

Value £1 ords  +  Value £1 'A' ords

            1,000  x  £8 =   8,000

(1,000  x  £8)  +  (250  x £2.60)   8,650

Pool of actual cost    £2,425  x
8,000

= £2,243
8,650

Pool of indexed cost £3,338  x
8,000

= £3,087
8,650

At March 1995 you have a new holding of £1 ords:

Number of Pool of Pool of
   shares            actual cost         indexed cost
   1,000 £2,243 £3,087

and a new holding of 'A' ords:

Number of Pool of Pool of
   shares             actual cost       indexed cost
    250 £182 £251
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SCRIP OR STOCK DIV IDENDS
In a scrip or stock dividend, the company paying a dividend gives

its shareholders the option of taking the dividend in the form of

new shares rather than cash. It is a form of bonus issue as the

shareholders do not pay for the new shares. Shareholders who take

shares are taxable on the dividend. They are treated as having

received an amount called 'the appropriate amount in cash', which

attracts Income Tax.

For Capital Gains Tax purposes, shareholders are treated as though

they paid the appropriate amount in cash for the new shares. In

other words, the appropriate amount in cash is the allowable

expenditure on the new shares. You work out the capital gains on

any later disposal of shares in the new holding as though the stock

dividend was a rights issue. Indexation allowance is given from the

month the dividend became payable.

If a stock dividend is paid by a listed company, that company will

usually explain the tax treatment and tell you the value of the

appropriate amount in cash.

This explanation may not apply to stock dividends received by

trustees, so please ask your Tax Office, or tax adviser, for details.

DEMERGERS
A demerger in which a company distributes shares in a subsidiary

to its shareholders may be treated as a share reorganisation.

Because the shareholder owns shares in the original company and

the subsidiary, this is a share reorganisation involving different

classes of share. It is therefore necessary to apportion the allowable

cost of the shares using the rules explained in the section 'Share

reorganisations involving different classes of share' above. A listed

company making a demerger will usually tell its shareholders

whether the demerger is a share reorganisation.

TAKE-OVERS
When a company takes over another it may issue its own shares

and/or securities in payment or part payment for the shares it is

buying. Under certain conditions this is treated as a share

reorganisation. If the take-over is by a listed company, the

information you receive about the take-over will usually say

whether these conditions are met. The payment can consist of a

mixture of cash, shares and securities. The treatment of these

different elements is described below.

Al l  shares
If the company making the take-over only issues shares, you are

treated as though you acquire the new shares at the same time

and at the same price as the old shares. You may already own

shares in the company making the take-over. Provided the new

shares and the existing holding are both new holdings, or are both

1982 holdings, the newly issued shares and your existng holding

will be merged.

Example 7
You have the following holdings of shares:

1982 holding Cost New holding Cost

     shares      shares

KNO Ltd 1,000 £1,200 5,000 £6,000

RST Ltd 1,000 £1,800 2,000 £8,000

RST Ltd takes over KNO Ltd and issues 5 RST Ltd shares for every

one KNO Ltd share held. 5,000 shares are issued in respect of the

1982 holding and 25,000 shares in respect of the new holding. You

are treated as having acquired these shares at the same cost or

31 March 1982 value as the KNO Ltd shares. The holding of RST Ltd

shares now becomes:

1982 holding Cost New holding Cost

     shares      shares

RST Ltd 6,000 £3,000 27,000 £14,000

Shares  and  cash
If the company making the take-over pays cash and shares, you

may have to pay Capital Gains Tax on the cash you receive. To

work out the gain you will need to apportion the allowable cost of

the shares in the original company between the cash received and

the shares received. You do this by reference to the value of what

you receive. The formula is:

Value of cash received

Value of cash received + value of shares received.
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These notes are for guidance only, and reflect the position at the time of writing. They do not affect any rights of appeal.

Secur i t i es
The company making the take-over may issue securities such as

loan notes. This is sometimes described as a 'loan note alternative'

to the cash offer.  The tax treatment depends on whether the

securities are Qualifying Corporate Bonds. The information given

to you at the time of the take-over should say whether the

securities are Qualifying Corporate Bonds.

If the securities are Qualifying Corporate Bonds the rules are as

follows. You calculate the gain that would have arisen if the shares

in the company being taken over were sold at their market value

immediately before the take-over. That gain or part of that gain

becomes chargeable when the securities are disposed of. There is

no separate gain on the disposal of the Qualifying Corporate

Bonds themselves.

Example 9
You own 1,000 shares in JLM Ltd. JLM Ltd is taken over by NPR Ltd

which issues securities worth £5 for every share in JLM Ltd you hold.

The securities are Qualifying Corporate Bonds. Your holding of JLM

Ltd shares was worth £5,000 immediately before the take-over. If

the cost plus indexation due on these shares is £3,500 this would

give a notional gain of £1,500 immediately before the take-over. If

you dispose of half the securities that will release a gain of £750.

If the securities are not Qualifying Corporate Bonds you follow the

rules described in the paragraph on page 6 headed 'All shares'.

Cash/shares /secur i t i es
The company making the take-over may offer a combination of

cash, shares and securities. You will have to apportion the

allowable cost of the shares in the company being taken over

between the different elements of the consideration received. As

shown in the examples above, you do this by reference to the

values of what is given or received.

Example 8
You have a new holding of 20,000 shares in CDE Ltd. On 1.3.96

CDE Ltd is taken over by WXY Ltd. WXY Ltd pays £4 in cash and

issues 2 shares for each share in CDE Ltd. On 1.3.96 each

WXY Ltd share is worth £6.

The new holding of WXY Ltd shares including indexation allowance

up to the date of the take-over is:

Number of Pool of Pool of
   shares  actual cost indexed cost

  20,000 £60,000 £94,440

The receipt of the cash on the take-over is treated as a capital

distribution.

Using consideration received the part disposal formula becomes:

          20,000  x  £4 = 1

(20,000 x £4) + (40,000 x £6) 4

Pool of indexed cost £94,440 x 1/4 = £23,610

Pool of actual cost £60,000 x 1/4 = £15,000

Indexation allowance   £8,610

Capital Gains Tax calculation:

Disposal proceeds £80,000

minus Cost £15,000

Unindexed gain £65,000

minus Indexation allowance   £8,610

Chargeable gain £56,390

You now have a new holding of 40,000 WXY Ltd shares. Indexation

allowance will be given from March 1996.

No of Pool of Pool of
shares qualifying indexed

                           expenditure               expenditure

40,000 £45,000 £70,830
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INCOME TAX LOSSES FOR SHARES YOU HAVE SUBSCRIBED FOR
IN UNLISTED TRADING COMPANIES

In addition there is no relief for losses on shares in the holding

company of a non-trading group.

HOW LONG MUST THE COMPANY HAVE
BEEN A TRADING COMPANY?
If the company was a trading company when you disposed of the

shares it must satisfy either of the following conditions:

• it was a trading company throughout the six years to the date

of disposal, or

• it was a trading company throughout its active existence if that

is less than six years.

If your shares are in the holding company of a trading group, the

group business as a whole must satisfy these tests. For this

purpose, any trade carried on by a subsidiary not resident in the

UK does not qualify.

WHAT IF THE COMPANY HAS STOPPED
TRADING?
You will still qualify for relief if the company has stopped trading

when you dispose of the shares as long as all the following

conditions are satisfied:

• the company stopped trading no more than three years before

the disposal, and

• the company has not started a non-qualifying activity such as

investment or a non-qualifying trade, and

• at the date it stopped trading it satisfied the conditions set out

in the paragraph above headed 'How long must the company

have been a trading company?'.

WH ICH SHARES QUALIFY?
The shares must not be fixed rate dividend preference shares and

you must have subscribed for them. You will also be treated as

having subscribed for any shares your spouse subscribed for and

transferred to you during their life time. You will have subscribed

for shares if they were issued to you for money or money's worth.

WH ICH DISPOSALS QUALIFY?
The loss must have been made on:

• an arm's length bargain for full consideration, or

• a negligible value claim, or

• the dissolution or winding-up of the company.

This Help Sheet explains how you can make a claim for

allowable capital losses on shares to be deducted from

your income. The losses you deduct from your income

cannot also be deducted from your chargeable gains. The

losses must arise on the disposal of shares in an unlisted

trading company. You must have subscribed for the

shares. You may claim for relief against your income for

the year the loss was made or the previous year.

The following notes are a simplified summary of the legislation as it

applies in some common cases. If you are in any doubt about your

liability, ask your Tax Office or tax adviser.

Example 1
You subscribed £10,000 in 1985 for ordinary shares in a company

making furniture. The business failed in August 1996, the shares

becoming worthless. You may claim to set the allowable capital loss

on the shares either against chargeable gains in the normal way, or

against your income for 1996-97 or against your income for

1995-96.

IN  WHAT TYPE OF COMPANY SHOULD I
HAVE SUBSCRIBED FOR SHARES?
The company must satisfy the following conditions:

• it has always been resident in the UK, and

• none of its shares have been listed on a recognised stock

exchange since the company was incorporated or, if later, one

year before you subscribed for the shares, and

• the company must be a trading company or the holding

company of a trading group.

The company or the trading group may have stopped trading

before you disposed of the shares. You may still be entitled to relief

if this happened no more than three years before the disposal. See

the section headed 'What if the company has stopped trading?' in

the next column for further details.

DO ALL TRADING COMPANIES QUALIFY?
No. Companies carrying on some trades do not qualify. These are:

• those consisting wholly or mainly of dealing in shares,

securities, land, trades or commodity futures

• those not pursued on a commercial basis and in such a way that

they would be expected to make a profit

• building societies or registered industrial and provident

societies.
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There is an order of priority if you are also claiming a deduction for

other losses. In 1996-97 this is:

first, allowable capital losses on shares for 1996-97

second, allowable capital losses on shares carried back from

1997-98

third, other Income Tax losses.

Remember, any allowable capital losses on shares not set against

your income can be deducted from chargeable gains in the

usual way.

HOW TO CLAIM THE RELIEF?
The relief has to be claimed within two years of 31 January in the

year in which the loss was made. An allowable loss made in

1996-97 has to be claimed on or before 31 January 1999.

If you make an allowable loss in 1996-97 you can claim the relief

for 1996-97 or 1995-96. You can make those claims as follows:

1996-97 You can claim the relief by making an entry in

box 8.16 of the Capital Gains Pages. If you do this,

please make sure you do not include the same loss in

box 8.2 of the Capital Gains Pages for total

allowable losses for the year.

If you want to claim the relief some time after you

have filed your 1996-97 Tax Return but on or before

31 January 1999, you can amend your 1996-97

Tax Return.

1995-96 You can claim the relief on or before 31 January

1998 by amending your 1995-96 Return. If you

want to claim the relief after 31 January 1998 but

on or before 31 January 1999, you will have to send

your Tax Inspector a separate notice.

HOW IS  THE ALLOWABLE LOSS
CALCULATED?
You calculate the loss in exactly the same way as other allowable

capital losses. If you subscribed for all the shares disposed of, all of

the allowable loss is available for relief. You may have a holding of

shares some of which you subscribed for and some of which you

bought or acquired by gift or inheritance. Only the shares you

subscribed for will qualify for relief. There are rules for determining

what proportion of the allowable loss qualifies for relief. Ask your

Tax Office for details. Any part of the allowable loss that is not set

against income remains an allowable loss to be deducted from

chargeable gains. Remember any loss you use against your income

is not available to use against capital gains.

HOW IS  THE RELIEF GIVEN?
The relief is given by deducting the allowable loss from your total

income from all sources, before any deduction for your personal

Income Tax allowances. This means you cannot restrict the claim

to leave your income equal to your personal Income Tax

allowances.

An allowable capital loss made in 1996-97 can be claimed against

your income in 1996-97 or 1995-96 or both years depending on

the amount of your income and losses.

Example 2
In 1985 you subscribed £50,000 for ordinary shares in a trading

company. In 1996 the company fails and you make a negligible

value claim in your 1996-97 Tax Return. You have an allowable loss

of £50,000 made in 1996-97. Your income and Income Tax

personal allowances for 1995-96 and 1996-97 are as follows:

1995-96 1996-97

Income £30,000 £32,000

Personal allowances £4,000 £4,400

You may claim that the allowable loss on the shares be set against

your income for 1995-96 and then 1996-97. The relief is given as

follows:

1995-96 1996-97

Income £30,000 £32,000

minus loss £30,000 £20,000

zero £12,000

minus personal allowances   £4,400

Taxable income   £7,600

Remember that the allowable loss on shares used in 1995-96 may

not be restricted to preserve your personal allowances.

These notes are for guidance only, and reflect the position at the time of writing. They do not affect any rights of appeal.


