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by A Lymer and L Oats 

Supplementary Questions: Chapter 9

Source: ACCA Paper F6 
Covers: Company capital gains with rollover relief
 
Wiki Ltd sold a freehold warehouse on 3 February 2027 for £312,000. The warehouse had been purchased on 12 November 2001 for £171,000. Wiki Ltd incurred legal fees of £2,200 in connection with the purchase of the warehouse, and legal fees of £3,400 in connection with the disposal. The relevant retail price indexes (RPIs) are as follows:

November 2001 	173.6
December 2017 	278.1 


Wiki Ltd is unsure as to how to reinvest the proceeds from the sale of the warehouse. The company can either purchase a freehold factory for £166,000, or it can purchase a freehold office building for £296,000. The reinvestment will take place during July 2027.

All of the above buildings have been, or will be, used for business purposes by Wiki Ltd.

Required:

(i) Before taking account of any available rollover relief, calculate Wiki Ltd’s chargeable gain in respect of the disposal of the warehouse;  

(ii) Advise Wiki Ltd of the rollover relief that will be available in respect of each of the two alternative reinvestments.

Note: Your answer should include details of the base cost of the replacement asset for each alternative.

(i) Wiki Ltd – Chargeable gain on disposal of warehouse
	£ 	£
Disposal proceeds 		312,000
Incidental costs of disposal 		(3,400)
		––––––––
		308,600
Cost 	171,000
Incidental costs of acquisition 	2,200
	––––––––
		(173,200)
		––––––––
		135,400
Indexation allowance (173,200 x 0·602) 		(104,266)
		––––––––
Chargeable gain 		31,134
		––––––––
(1) The indexation factor is 0·602 (278.1 – 173·6)/173·6.

(ii) 
Freehold factory

(1) No rollover relief is available as the amount not reinvested of £142,600 (308,600 – 166,000) exceeds the chargeable gain.

(2) The base cost of the factory will be £166,000.

Freehold office building

(1) The net sale proceeds are not fully reinvested, and so £12,600 (308,600 – 296,000) of the chargeable gain cannot be rolled over.

(2) The base cost of the office building will be £277,466 (296,000 – (31,134 – 12,600)).
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