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The information in this document is provided as a guide only and
is not professional advice, including legal advice. It should not be
assumed that the guidance is comprehensive or that it provides a
definitive answer in every case.
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Executive summary
This section is designed to provide a measure of relief for capital gains which are
attributable purely to inflation. It provides that, in computing the chargeable gain on
the disposal of an asset, the cost of acquisition of the asset (and any other
expenditure allowable in computing the gain) are to be indexed, that is, they are to
be adjusted by applying to it a multiplier based on the All Items Consumer Price
Index as compiled by the Central Statistics Office. However, for year 2003 and
subsequent years, indexation relief has been abolished.

13.1 Application
Section 556 provides that in computing the chargeable gain on the disposal of an
asset the cost of acquisition of the asset (and any other expenditure which is
allowable in computing the gain, e.g., enhancement expenditure) is to be adjusted
by applying to it a multiplier which, in the case of disposals occurring in 1997-98 and
2004 et seq is specified in the section and for other years is prescribed by regulations
made by the Revenue Commissioners.
Where the asset was held on 6 April 1974, the market value as at that date is
deemed to be the cost of acquisition and the multiplier is applied to this base “cost”.
Section 556(9) provides that the market value of an asset as at 6 April 1974, is to be
reduced by any expenditure on the asset which has been met directly by any
government, statutory body or any public or local authority. It is the figure so
reduced to which indexation is to be applied.
Where, for the purpose of computing chargeable gains, assets are deemed to have
been sold and immediately reacquired (e.g., where liability is based upon market
value at 6 April 1974) no incidental notional expenditure, such as would have been
incurred in actual transactions (e.g. transfer fees), should be allowed.
Indexation cannot operate to create artificial losses or to augment an actual
monetary loss.
Example 1
Asset sold in 2006 for

€100,000

Bought in 1986-87 for

€10,000

Apply multiplier:

€10,000 x 1.637

Chargeable gain

€16,370
€83,630

The monetary gain is €90,000 (€100,000 - €10,000) but the chargeable gain is
€83,630.
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Example 2
Asset sold in 2006 for
Bought in 1973 for

€8,000
€4,000

Value on 6 April 1974 is €500 (subsection (3) applies)
Apply multiplier to €500

€500 x 7.528
€3,764

Indexed gain

€4,236

A smaller gain accrues by not applying subsections (2) and (3) and
by taking the base cost as €4,000, that is,
€8,000 - €4,000

€4,000

The chargeable gain is therefore €4,000.
Example 3
Asset sold in 2006 for
Bought in 1973 for

€8,000
€8,400

Value on 6 April 1974 was €500 (subsection (3) applies)
Apply multiplier to €500

€500 x 7.528

Indexed gain

€3,764
€4,236

But there is a monetary loss of €400 (original cost €8,400: sale price €8,000). In this
case subsection (4)(a) applies to negate the operation of subsections (2) and (3) but
as this would substitute a loss for an “indexed gain”, it is treated as a case of no gain,
no loss.
Example 4
Asset sold in 2006 for

€4,000

Bought in 2000/2001 for

€4,200

Apply multiplier:

€4,200 x 1.144

Indexed loss

€4,805
€805

The monetary loss is €200. Indexation cannot operate so as to augment an actual
loss. The allowable loss is, therefore, the monetary loss of €200, that is, the smaller
loss.
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Example 5
Asset sold in 2006 for

€4,000

Bought in 1986-87 for

€2,800

Apply multiplier:

€2,800 x 1.637

Indexed loss

€4,584
€584

In this case there is a monetary gain of €1,200 but an indexed loss of €584. The case
is accordingly treated as one of no gain, no loss.
N.B. Indexation is not to be applied to allowable expenditure incurred within the
twelve months ending with the date of the disposal.

13.2 Restriction of relief for development land
For disposals of development land, section 651 restricts indexation relief to the
current use value of the land at the date of acquisition, together with such
proportion of the incidental costs of acquisition as are referable to that current use
value.
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Appendix to Tax and Duty Manual 19-02-13
Adjustment of allowable expenditure by reference to consumer price index

Figure 1: Adjustment of allowable expenditure by reference to consumer price index

NOTE: The year 1974/75 means the year commencing on 6 April 1974 and ending on
5 April 1975. Other years are described similarly. All periods to be taken as year
ended 5 April, except for the period from 6/4/2001 to 31/12/2001. This adjustment
was made to align with the new calendar tax year basis from 1 January 2002. No
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indexation is available for expenditure made within 12 months prior to the date of
disposal.
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