Protecting Your 104% Tax Deduction

Despite the new Entrepreneur’ s Relief that was announced, the Chancellor has not changed his mind
on the abolition of indexation allowance on disposals after 6 April 2008.

To some entrepreneurs, the indexation allowance could result in no tax being payable. The example
below illustrates this:

Proceeds on sale of asset £1,000,000
Less Cost —31 March 1982 (£500,000)
L ess Indexation —March 1982 to April 1998 — 104% (£520,000)

Taxable Gain Nil

If the asset was sold on or after 6 April 2008, no relief for indexation will be available and there will
be ataxable gain of £500,000 - with a potential tax bill of £50,000 for a business asset and £90,000 for
anon-business asset!

Indexation allowance is available on many capital assets including quoted shares, private company
shares, commercial property, agricultural property, second homes and investment property.

Entrepreneurs who acquired these types of assets before April 1998 should consider ways to “bank”
their indexation before 6 April 2008. Otherwise, a valuable relief could be lost resulting in significant
amounts of tax being payable.

If you would liketo discuss how you could protect your indexation allowance before 6 April
2008, please contact Mark Sheen at mrcs@barlow-andrews.co.uk or Tim Lwin at tl@barlow-
andrews.co.uk.
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