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S C H E D U L E S

SCHEDULE 7

SPECIAL TREATMENT FOR CERTAIN DISTRIBUTIONS

Distributions treated as section 686 income of trustees
3 (1) This paragraph applies where—

(a) a qualifying distribution to which this Schedule applies by virtue of its falling
within paragraph 1(2) above is or has been made to trustees; and

(b) those trustees are not or, as the case may be, were not the trustees of a unit
trust scheme within the meaning of section 469 of the Taxes Act 1988.

(2) The relevant part of that distribution (and, accordingly, the corresponding part of the
foreign income dividend that paragraph 2(1) above deems the distribution to be) shall
be treated for the purposes of the Tax Acts as if it were income to which section 686
of the Taxes Act 1988 (application of rate applicable to trusts to income of certain
discretionary trusts) applies.

(3) In sub-paragraph (2) above the reference to the relevant part of the distribution is a
reference to so much (if any) of that distribution as—

(a) is not income falling within paragraph (a) of section 686(2) of the Taxes Act
1988 (income which is to be accumulated or which is payable at any person’s
discretion);

(b) does not fall to be treated for the purposes of the Income Tax Acts as income
of a settlor;

(c) is not income arising under a trust established for charitable purposes; and
(d) is not income from investments, deposits or other property held for any such

purposes as are mentioned in sub-paragraph (i) or (ii) of section 686(2)(c)
of the Taxes Act 1988 (property held for pension purposes).

(4) Subsection (6) of section 686 of the Taxes Act 1988 (meaning of “trustees” etc.) shall
apply for the purposes of this paragraph as it applies for the purposes of that section.

(5) This paragraph has effect for the year 1997-98 and subsequent years of assessment
and shall be deemed to have had effect for the year 1996-97 in relation to distributions
made on or after 5th December 1996.


