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disapplies section 1285 in the case of a UK distribution or a payment representing such a 
distribution. 

503. Section 1305 of this Act is the general rule that no deduction is allowed in respect of a 
dividend or other distribution. Schedule 23A to ICTA contains special rules for the treatment 
of amounts representative of dividends on UK shares. In accordance with paragraph 2(2)(b) 
of Schedule 23A, a payment representative of a UK dividend is treated, in relation to the 
company by which it is paid, as if it were a dividend on its own shares. 

504. Subsections (3) and (4) override section 1305. So a payment representative of a UK 
distribution is to be taken into account in calculating the corporation tax profits of the 
company making the payment. 

505. Subsection (3) applies to a payment which would be allowed but for section 1305. A 
payment in respect of which a deduction is disallowed under paragraph 7A of Schedule 23A 
of ICTA is not within subsection (3). So it is not necessary to rewrite section 95(1C) ICTA in 
this section. 

Section 131: Incidental costs of issuing qualifying shares 
506. This section allows a deduction to building societies for the incidental costs of issuing 
shares. It is based on section 477B of ICTA. 

507. Most shares issued by building societies fall with the loan relationship rules in Parts 6 
and 7 of this Act. This is because they are excluded from the definition of “share” in 
section 476(1) of this Act. The result is that most of the incidental costs associated with the 
issue of the shares are relieved under section 307 of this Act. 

508. But it is possible for some building society shares not to qualify as loan relationships. 
And, even if they do, some incidental costs may not fall within section 307. So this section 
deals with the costs that are not relieved under the loan relationship rules. 

Section 132: Dividends etc granted by industrial and provident societies 
509. This section ensures that a “divi” paid by an industrial and provident society is 
allowed as a trading deduction. It is based on section 486 of ICTA. 

510. The main rules about industrial and provident societies are in Chapter 5 of Part 6 of 
this Act (loan relationships). 

511. A definition of “registered industrial and provident society” is inserted into 
section 834(1) of ICTA (see Schedule 1). 

512. Subsection (1) sets out the sort of society to which the section applies. An example is 
an agricultural co-operative that sells (or buys) on behalf its farming members. 
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540. Subsection (4) is the rule that prevents any double deduction. It caters for the 
possibility that the payment may qualify as a trading deduction on first principles and also 
qualify as a trading deduction in a period of account different from that specified in 
subsection (3). 

Section 140: Special rules for partnerships 
541. This section sets out two additional rules that apply if a deduction under section 139 is 
to be given in calculating the trading profits of a firm. It is based on paragraph 18 of 
Schedule 12 to FA 2000. The corresponding rule for income tax is in section 164 of ITTOIA. 

542. Section 1257 of this Act explains that “firm” is used in this Act to refer to persons 
carrying on a trade in partnership. It includes a limited liability partnership (see 
section 1273). 

543. Subsection (2) is the rule that a deduction under section 139 of this Act cannot be used 
to create a loss in a firm. It operates by reference to the firm’s period of account. See 
Change 37 in Annex 1. 

544. Subsection (3) is the rule that limits the trading deduction to the amount that would 
have been deductible if the worker had been an employee of the intermediary, plus a margin 
to cover the expenses of the firm. 

545. In accordance with paragraph 244 of Schedule 6 to ITEPA, “deemed Schedule E 
payment” in paragraph 18 of Schedule 12 to FA 2000 is replaced by “deemed employment 
payment”. Similarly, in the same paragraph, “Schedule E” is replaced by “the employment 
income Parts of the Income Tax (Earnings and Pensions) Act 2003”. 

546. But the specific statutory references, such as those to “paragraph 7” (of Schedule 12 
to FA 2000), are covered by the general rule in paragraph 5 of Schedule 7 to ITEPA. That 
general rule is that any reference to a repealed provision is to be read as a reference to the 
rewritten provision. 

547. Paragraph 7 of Schedule 12 to FA 2000 has been repealed and rewritten as 
section 54(1) of ITEPA. So the reference to that paragraph in paragraph 18 of Schedule 12 is 
to be read as a reference to section 54(1) of ITEPA. This section updates the references to 
paragraph 7. 

Section 141: Deduction for deemed employment payments 
548. This section gives a trading deduction if a managed service company (“MSC”) makes 
a “deemed employment payment” to a worker under section 61D of ITEPA. It is based on 
paragraph 10 of Schedule 3 to FA 2007. The corresponding rule for income tax is in 
section 164A of ITTOIA. 
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Section 159: Disposals not made in the course of trade 
598. This section sets out the rule for trading stock disposed of by a trader. It is based on 
paragraph 8 of Schedule 15 to FA 2008. The corresponding income tax rule is in 
section 172D of ITTOIA (inserted by Part 1 of Schedule 15 to FA 2008). 

599. The rule in this section applies to non-trading disposals to a person other than the 
trader. If the stock is taken by the trader section 157 applies instead. 

Section 160: Acquisitions not made in the course of trade 
600. This section sets out the rule for trading stock acquired by a trader. It is based on 
paragraph 9 of Schedule 15 to FA 2008. The corresponding income tax rule is in 
section 172E of ITTOIA (inserted by Part 1 of Schedule 15 to FA 2008). 

601. The rule in this section applies to non-trading acquisitions from a person other than 
the trader. If the stock is acquired from the trader section 158 applies instead. 

Section 161: Transfer pricing rules to take precedence 
602. This section gives priority to the transfer-pricing rules in Schedule 28AA to ICTA. It 
is based on paragraph 10 of Schedule 15 to FA 2008. The corresponding income tax rule is in 
section 172F of ITTOIA (inserted by Part 1 of Schedule 15 to FA 2008). 

603. The rule in this section ensures that none of the exemptions in Schedule 28AA to 
ICTA can be overridden by an adjustment imposed by this Chapter of the Act. 

Chapter 11: Trade profits: valuation of stock on cessation of trade 
Overview 
604. This Chapter sets out the rules for valuing stock when a company ceases to carry on a 
trade. The rules for valuing work in progress are not rewritten because, for tax purposes, a 
company cannot carry on a profession (see Change 2 in Annex 1). If a company has 
incomplete services when it ceases to carry on a trade they are included in its trading stock 
(see section 163(2) of this Act) and valued in accordance with the rules in this Chapter. 

Section 162: Valuation of trading stock on cessation 
605. This section sets out two general propositions. It is based on section 100 of ICTA. 
The corresponding rule for income tax is in section 173 of ITTOIA. The first proposition is 
that a valuation has to be made. The second is that the valuation has to be made in accordance 
with the rules in this Chapter. 

606. Subsection (3) is the rule for trades carried on in partnership. The general rule in 
ICTA is that a change in the companies carrying on a trade is treated as the cessation of the 
trade. But, in the case of a trade carried on in partnership, section 114(1) of ICTA provides 
that there is a cessation for the purpose of calculating the profits of the firm’s trade only if 
there is a complete change in the companies carrying on the trade. 
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625. This section is one of the exceptions to the general rule in section 1258 that a firm is 
not to be regarded for tax purposes as a separate entity. If a firm is connected with the seller 
or purchaser of its stock, section 166 (rather than section 165) applies but the firm may make 
an election under section 167. 

Section 169: Cost to buyer of stock valued on sale basis of valuation 
626. This section sets out the rule for the buyer of the stock. It is based on section 100 of 
ICTA. The corresponding rule for income tax is in section 180 of ITTOIA. 

627. In a “sale basis” case, the value given to the trading stock of the company whose trade 
has ceased is also used to calculate the profits of the buyer of the stock. 

628. The reference to ITTOIA caters for the case where the stock is acquired from a person 
liable to income tax. The valuation under that Act for income tax purposes is used as the cost 
to the buyer who is liable to corporation tax. 

Section 170: Meaning of “sale” and related expressions 
629. The stock valuation sections refer to a sale of stock. This section explains how the 
sections are to be interpreted if the stock is transferred other than by way of sale. It is based 
on section 100 of ICTA. The corresponding rule for income tax is in section 181 of ITTOIA. 

Section 171: Determination of questions 
630. This section treats any “question” arising under sections 164 to 167 as an appeal (to 
be determined by the tribunal). It is based on section 102 of ICTA. The corresponding rule 
for income tax is in section 186 of ITTOIA. 

Chapter 12: Deductions from profits: unremittable amounts 
Overview 
631. This Chapter gives statutory effect to ESC C34. The corresponding rules for income 
tax are in Chapter 13 of Part 2 of ITTOIA. See part (A) of Change 40 in Annex 1. This 
change reproduces Change 50 in ITTOIA and so brings the income tax and corporation tax 
codes back into line. 

632. The extra-statutory concession provides relief for trade debts that cannot be remitted 
to the United Kingdom. It is similar in scope to section 584 of ICTA (relief for unremittable 
overseas income), which is rewritten as Part 18 of this Act (unremittable income). The 
corresponding provision for income tax is Chapter 4 of Part 8 of ITTOIA. 

633. Section 584 of ICTA provides relief for unremittable income arising outside the 
United Kingdom, including unremittable trade profits. But relief under section 584 of ICTA 
does not extend to trade debts owed to, or paid to, the company outside the United Kingdom 
if the profits of the trade arise in the United Kingdom. This Chapter provides relief for such 
debts and payments. 
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634. ESC C34 requires the relief to be claimed. Under this Chapter the relief is allowed as 
a deduction without the need for a formal claim. See part (B) of Change 40 in Annex 1. 

635. The deduction is not mandatory if the qualifying conditions are met. A company can 
choose whether or not to include the deduction in its tax return. If a deduction is taken the 
recovery provisions in section 175 follow automatically. 

Section 172: Application of Chapter 
636. This section defines the basic concepts. It is based on ESC C34. The corresponding 
rule for income tax is in section 188 of ITTOIA. 

637. The relief applies both to amounts owed to the company and to amounts that have 
been paid to the company. Relief is allowed if some, or all, of those amounts cannot be 
remitted to the United Kingdom because of foreign exchange restrictions. The different 
definitions of “unremittable” in subsections (2) and (3) reflect the differences between an 
amount that has been paid and an amount owed. 

638. The relief is available to any company, including a company carrying on a financial 
trade. 

639. Subsection (4) provides a definition of “foreign exchange restrictions”. Local foreign 
exchange restrictions are not defined in the extra-statutory concession but are clearly a key 
concept in the operation of the concession. This subsection introduces a definition based on 
section 584(1)(a) of ICTA. That subsection is rewritten as section 1274 (unremittable 
income: introduction) in Part 18. The corresponding provision for income tax is 
section 841(3) of ITTOIA. By basing the definition on section 584 of ICTA this Act brings 
the two reliefs into line. 

640. This section and the rewrite of section 584 of ICTA in Part 18 of this Act clarify the 
scope of section 584 of ICTA and the extra-statutory concession in two ways. 

641. First, sections 584(1)(a) of ICTA refers to “the impossibility of obtaining foreign 
currency in that territory”. It could be argued that this condition is not met if it is possible to 
obtain foreign currency in the overseas territory regardless of whether that currency may be 
transferred to the United Kingdom. Section 1274 of Part 18 of this Act makes clear that it 
must not be possible to obtain foreign currency that could be transferred to the United 
Kingdom. 

642. Second, section 1274 of Part 18 of this Act makes clear that the reference to foreign 
currency in section 584(1)(a) of ICTA does not include currency of the overseas country or 
territory. In relation to sterling the currency of the overseas country or territory clearly is 
foreign but in this context “foreign” means foreign to the local territory. 
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€ the “old basis” accorded with the law or practice at the time; and 

€ the “new basis” accords with the current law and practice. 

688. The difference in wording is to cater for a case in which a decision of the Courts 
makes it clear that a previously accepted view of the law was wrong. In that case, the old 
basis accorded with the practice but not the law. The 1998 rules did not cater for this. But 
the 2002 rules (and the rules in this Chapter) do. 

689. The section refers to “a trade”. So the rules apply to trades carried on wholly outside 
the United Kingdom as they apply to trades carried on at least partly in the United Kingdom. 

Section 181: Giving effect to positive and negative adjustments 
690. This section sets out the treatment of the adjustment. It is based on paragraphs 4 and 5 
of Schedule 22 to FA 2002. The corresponding rule for income tax is in section 228 of 
ITTOIA. 

691. If the adjustment is positive it is treated as a trade receipt; if the adjustment is negative 
it is treated as a trade expense. 

692. In both cases the treatment is the same whether the trade is taxable under Case I or 
Case V of Schedule D in the source legislation. The adjustment is treated as arising on the 
first day of the first period of account for which the new basis is adopted. This contrasts with 
the income tax treatment which is that the adjustment arises on the last day of the period (see 
sections 232 and 233 of ITTOIA). 

Section 182: Calculation of the adjustment 
693. This section contains the main rules for calculating the adjustment. It is based on 
paragraph 2 of Schedule 22 to FA 2002. The corresponding rule for income tax is in 
section 231 of ITTOIA. The section presents the rules as a method statement. 

694. In item 3 of each of Step 1 and Step 2 there is a reference to work in progress as an 
alternative to trading stock. This follows the source legislation and is needed because the 
extended meaning of “trading stock” in section 163 of this Act does not apply outside 
Chapter 11. 

Section 183: No adjustment for certain expenses previously brought into account 
695. This section deals with the case where the old basis of calculation allowed a tax 
deduction but the new basis requires the deduction to be spread over several periods. It is 
based on paragraph 6 of Schedule 22 to FA 2002. The corresponding rule for income tax is in 
section 234 of ITTOIA. 

696. In the absence of this section there would be a positive adjustment within item 2 of 
Step 1 of the calculation of the adjustment in section 182. That would produce the right result 
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overall but the rule would take effect too early. Instead, no adjustment is calculated but no 
deduction is allowed in future for expenses that have already been taken into account. 

Section 184: Cases where adjustment not required until assets realised or written off 
697. This section is a timing rule for an adjustment which results from any of the amounts 
in subsection (2). It is based on paragraph 7 of Schedule 22 to FA 2002. The corresponding 
rule for income tax is in section 235 of ITTOIA. 

698. The amounts in subsection (2) are: 

€ closing trading stock; 

€ opening trading stock; and 

€ depreciation. 

699. The general timing rule is that any adjustment is made at the start of the first period of 
account on the new basis (see section 181(2) and (3)). But any adjustment for stock or 
depreciation is made when the asset is realised or written off. 

Section 185: Change from realisation basis to mark to market 
700. This section is concerned with a change from the realisation basis to “mark to market” 
accounting. It is based on paragraph 8 of Schedule 22 to FA 2002. The corresponding rule for 
income tax is in section 236 of ITTOIA. 

701. “Mark to market” is a basis of accounting used by traders in financial assets. Instead 
of carrying the assets in the books at cost, financial traders draw up accounts to show the 
assets at fair value at the accounting date. But for tax purposes the realisation basis may have 
been used. 

702. In the first period in which mark to market is adopted for tax purposes, the opening 
stock may be valued at a higher (market) value than the closing stock of the previous period. 
Or a financial asset may have been carried in the accounts at cost but appear as a deduction in 
a later period at fair value. In either case, there is an adjustment within section 182. 

703. As in section 184, the adjustment is postponed until the asset is realised. 

Section 186: Election for spreading if section 185 applies 
704. This section provides for an election to be made if there is a receipt (following a 
change to mark to market) under section 185. It is based on paragraph 9 of Schedule 22 to 
FA 2002. The corresponding rule for income tax is in section 237 of ITTOIA. 

705. The election is to spread the adjustment receipt over six periods of account beginning 
with the first one in which the new basis is adopted. As the receipt is postponed under 
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example, requires them to be kept apart. For this reason the charge to corporation tax on 
“property income” has specific components (see section 202). 

755. This Part is not an exhaustive statement of the rules for the calculation of property 
income. Other regimes may affect that calculation. In particular, Parts 8, 11 and 14 of this Act 
contain rules that may affect property business profits. 

756. References to “profits or gains” in the source legislation which relate only to income 
are rewritten in this Part omitting the reference to “gains”. This continues the tidying up of 
such references begun in section 46(3) of, and Schedule 7 to, FA 1998. 

Chapter 1: Introduction 
Section 202: Overview of Part 
757. This section is introductory. It is new. 

Chapter 2: Property businesses 
Section 203: Overview of Chapter 
758. This section introduces the Chapter and provides a “road map” to the key provisions. 
It is new. 

759. Chapter 2 sets out the key concepts underlying the main component of income within 
this Part of this Act by defining “property business” and “generating income from land”. 

Section 204: Meaning of “property business” 
760. This section defines “property business”. It is new. 

761. Subsection (1) reflects the fact that section 70A of ICTA applies the same basic rules 
for income from UK land to income from overseas land. So most of the provisions in this Part 
apply to both UK and overseas property businesses alike. Where they do not, the particular 
section makes that clear by, for example, referring to a UK property business only. 

762. The term “property business” is not entirely straightforward. The term used in the 
source legislation, “Schedule A business”, was introduced as part of the 1995 reform of 
Schedule A for income tax and was applied to corporation tax in 1998. That concept was 
helpful in providing a vessel to contain all the income from land previously charged under 
Schedule A and to which the rules for calculating trade profits could be applied. But the 
concept of a Schedule A business, and a UK property business, is rather more complex than 
that of a trade. That is reflected in this and the other sections that, together, define the range 
of income that is assessed as income of a property business. 

Section 205: UK property business 
763. This section defines “UK property business” and introduces the concept of 
“generating income from land”. It is based on section 15(1) of ICTA. The corresponding rule 
for income tax is in section 264 of ITTOIA. 
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791. Subsection (1) drops the words of the source “carried on by a company” in referring 
to a property business because in the context of corporation tax only legislation, they are 
redundant. 

792. Subsection (2) is based on the premise that, in the source legislation, the second 
sentence of paragraph 2(3) of Schedule A is really about the relationship between that 
provision and section 80(5) of FA 1996 and paragraph 1(2) of Schedule 26 to FA 2002. The 
source makes a wide statement about the relationship between “this Schedule [A]” and Part 4 
of FA 1996 and Schedule 26 to FA 2002. This Act disposes of the concept of Schedule A so 
the rewritten references are necessarily more focussed. 

Section 212: Items treated as receipts and expenses 
793. This section gives signposts to other relevant rules of calculation. It is new. 

794. In particular the CAA rules override the rules against the inclusion of capital items in 
sections 53 and 93 of this Act (applied to this Part by section 210(2)). 

Section 213: Certain amounts brought into account under Part 3 
795. This section excludes from the profits of a property business certain income from land 
that, exceptionally, may be taxed as profits of a trade. It is based on section 15 of ICTA. See 
Changes 4, 5 and 6 in Annex 1 and the commentary on sections 43, 44 and 45. The 
corresponding rule for income tax is in section 273 of ITTOIA . 

Section 214: Relationship between rules prohibiting and allowing deductions 
796. This section determines the interaction between those provisions that prohibit a 
deduction and those provisions that allow a deduction. It is new. The corresponding rule for 
income tax is in section 274 of ITTOIA. 

797. This section does a similar job in Part 4 to that which section 51 does in Part 3. The 
general principle is that a rule allowing a deduction takes priority over a rule prohibiting a 
deduction. But that is subject to the exceptions the section mentions. See Change 7 in 
Annex 1. 

798. Subsection (4) makes it clear that the effect of this priority rule extends to the large 
number of trading income rules that apply to property income indirectly through section 210. 

Chapter 4: Profits of property businesses: lease premiums etc 
Overview 
799. This Chapter contains rules under which a company may be treated as receiving 
property business receipts in relation to certain lease premiums, or certain other amounts, 
which would otherwise generally be amounts of a capital nature. It also contains rules 
whereby relief can, in certain cases, be given to companies in relation to an earlier property 
business receipt that another person was treated as receiving. The Chapter is based on 
sections 34 to 38 and 42 of ICTA. The corresponding provisions for income tax are in 
Chapter 4 of Part 3 of ITTOIA. 
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€ sets limits on the reduction under that section in two cases. 

It is based on section 37(2), (3) and (9) of ICTA. The corresponding provision for income tax 
is in section 289 of ITTOIA. 

845. Section 227 extends relief under section 228 to business property receipts treated as 
arising in relation to the variation or waiver of the terms of a lease. This is reflected in the 
reference in subsection (2) to section 221. See Change 46 in Annex 1. 

846. But subsection (2) does not apply to receipts under section 222 (assignments for profit 
of lease granted at undervalue) because it is not possible for a lease to be assigned other than 
in respect of the whole of the premises subject to the lease. 

847. Subsection (3) requires the fraction in subsection (2) to be calculated on a “just and 
reasonable basis”, where section 37(3) of ICTA requires a “just apportionment”. See 
Change 12 in Annex 1. 

848. Subsection (4) restricts the reduction calculated under section 228(4) or subsection (2) 
of this section to the “unused amount” of the taxed receipt by reference to which it is 
calculated. That is because giving greater relief would create a conflict with section 235 
(limit on reductions and deductions). Source legislation is not as explicit about the way in 
which relief in relation to a taxed receipt must not exceed the amount of the taxed receipt. See 
Change 49 in Annex 1. 

Section 230: Meaning of “unused amount” and “unreduced amount” 
849. This section is based on section 37(1), (8) and (9) of ICTA. The corresponding 
provision for income tax is in section 290 of ITTOIA. 

850. The “unused amount” of a taxed receipt is defined in subsections (1) and (5). That 
label is used by sections 228 and 229 to ensure that relief given by reference to a taxed 
receipt under those sections does not conflict with section 235 (limit on reductions and 
deductions). Source legislation is not as explicit about the way in which relief in relation to a 
taxed receipt must not exceed the amount of the taxed receipt. See Change 49 in Annex 1. 

Section 231: Deductions for expenses under section 232 
851. This section provides business property deductions to a company for expenses that it 
is treated as incurring in respect of an earlier taxed receipt. This section is based on 
section 37(4) and (9) of ICTA. The corresponding provision for income tax is in section 291 
of ITTOIA. 

852. Subsection (2) provides that a deduction for an expense which the tenant is treated as 
incurring under section 232 is allowed for each “qualifying day” on which all or part of the 
premises subject to the taxed lease is either occupied for the purposes of the tenant’s property 
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business or is sublet. A “qualifying day” is defined in section 232(3) as a day which falls 
within the receipt period of the taxed receipt. 

853. Subsection (3) provides that a deduction for an expense which a tenant is treated as 
incurring under section 232 is subject to the application of any provision of Chapter 4 of 
Part 3 (rules restricting deductions). This is based on the source legislation providing that the 
amounts, corresponding to those in subsection (2), are treated as rent, whose deductibility is 
therefore subject to rules corresponding to those in Chapter 4 of Part 3. 

854. Subsection (4) provides that the deduction allowed in respect of an expense under 
section 232 may be restricted to prevent the cap in section 235, on the total relief which can 
be given by reference to a taxed receipt, being exceeded. See Change 49 in Annex 1. 

Section 232: Tenants under taxed leases treated as incurring expenses 
855. This section sets out the method of calculating the expense for which a deduction may 
be allowed under section 231. It is based on section 37(4) of ICTA. The corresponding 
provision for income tax is in section 292 of ITTOIA. 

856. The formula in subsection (4) calculates the expense for each qualifying day by 
spreading the amount of the taxed receipt evenly over the receipt period of that receipt. 
Defining “A” in that formula as “the unreduced amount of the taxed receipt” makes clear that 
the amount of the expense which the tenant is treated as incurring for each qualifying day is 
calculated by reference to the amount of the taxed receipt before any reductions or 
deductions. 

Section 233: Restrictions on section 232 expenses: the additional calculation rule 
857. This section supplements section 232’s application to a taxed receipt where a lease 
premium receipt is also reduced by reference to that taxed receipt. It is based on 
sections 37(5) and (7) and 37A of ICTA. The corresponding provision for income tax is in 
section 293 of ITTOIA. 

858. Subsections (2) and (3) provide for a tenant to be treated as incurring an expense for a 
qualifying day under section 232 only to the extent that the “daily amount of the taxed 
receipt” exceeds the “daily reduction of the lease premium receipt”. This prevents relief being 
lost in certain cases where more than one taxed receipt has been used to reduce the lease 
premium receipt to nil. See Change 13 in Annex 1. 

859. The daily amount of the taxed receipt and the daily reduction of the lease premium 
receipt are calculated according to the formulas in subsection (6): 

€ the formula for calculating the daily amount of the taxed receipt is the same formula 
used in section 232(4) to calculate the amount of the expense which the tenant is 
treated as incurring for each qualifying day; and 
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Section 459: Claim to set off deficit against profits of deficit period or earlier periods 
1308. This section allows a company (unless it is a charity) to claim that deficits which have 
not been surrendered as group relief may be set off against other profits of the deficit period 
or carried back against profits from loan relationships in an earlier accounting period. It is 
based on section 83(2) and (5) of FA 1996. 

1309. Section 83(2)(a) of FA 1996 (set-off against other profits of the deficit period) allows 
the deficit to be set off against “any profits….(of whatever description)”. “Profits of any 
description” are the “total profits” in section 9(3) of ICTA and this is reflected in 
subsection (1)(a). 

1310. Section 83(2)(c) of FA 1996 (set-off carried back to earlier periods) refers only to set-
off “against profits”. Paragraph 3(4) of Schedule 8 to FA 1996 makes it clear that the profits 
in section 83(2)(c) are only profits on non-trading loan relationships. This restriction has been 
brought out in subsection (1)(b). Full details of the profits against which a deficit can be set 
under subsection (1)(b) are given in section 463 (signposted in subsection (6)). 

1311. Section 83(5) of FA 1996 has been rewritten in subsection (3) and excludes charities 
from making a claim under subsection (1) of this section. Before its repeal in FA 2002 
section 83(2)(b) of FA 1996 allowed deficits to be surrendered as group relief. Section 83(5) 
was not consequentially amended when section 83(2)(b) was repealed and continues to refer 
to group relief. 

1312. The reference to group relief is unnecessary since section 403(2) of ICTA, which 
allows non-trading deficits for the purposes of group relief, only provides for deficits to 
which section 83 of FA 1996 applies (see section 403ZC of ICTA). So all that is necessary to 
prevent the deficit of a charitable company from being surrendered as group relief is to 
provide that claims under this section may not be made in respect of the deficits of a 
charitable company and this is what subsection (3) does. 

Section 460: Time limits and procedure for claims under section 459(1) 
1313. This section provides the time limit for a claim under section 459. It is based on 
section 83(6) to (8) of FA 1996. 

1314. Subsection (1)(b) rewrites “the Board” as “an officer of Revenue and Customs”. See 
Change 1 in Annex 1. 

Section 461: Claim to set off deficit against other profits for the deficit period 
1315. This section provides that, following a claim under section 459(1), the deficit is set off 
against the profits identified in the claim but after trade losses and before certain other reliefs. 
It is based on paragraph 1(1) to (4) of Schedule 8 to FA 1996. 

1316. Although the set-off against profits of the deficit period is against total profits, the 
general rule in subsection (2) is that the set-off is against the profits of the company identified 
in the claim. In the figure of total profits any management expenses will already have been 
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deducted under section 1219. The profits identified in the claim will therefore be after 
management expenses. If the company has more than one source of income together with a 
reduction for management expenses, an officer of Revenue and Customs will agree the 
amount of income specified in the claim on a just and reasonable basis. 

Section 462: Claim to carry back deficit to earlier accounting periods 
1317. This section explains how a claim to carry back a deficit to an earlier period under 
section 459(1)(b) applies, allowing the deficit to be set against profits of later accounting 
periods before earlier ones. It is based on paragraph 3(1) to (3) of Schedule 8 to FA 1996. 

1318. Subsection (2) does not rewrite paragraph 3(2)(a)(ii) of Schedule 8 to FA 1996, which 
refers to section 83(4) of FA 1996, as section 83(4) has been repealed. 

Section 463: Profits available for relief under section 462 
1319. This section sets out which profits may be reduced by a deficit carried back against 
profits of an earlier period under section 459. It is based on paragraph 3(4) to (7) of 
Schedule 8 to FA 1996. 

1320. The reliefs in subsection (5) are set against the profits before the apportionment 
required by subsection (3) to give the “amount available for relief”. 

Chapter 17: Priority rules 
Overview 
1321. This Chapter gives the basic boundary rule for loan relationships in section 464 and 
excludes debits and credits on distributions. 

Section 464: Priority of this Part for corporation tax purposes 
1322. This section provides the main boundary provision applying to loan relationships. It is 
based on section 80(5) of, and paragraph 1(2) of Schedule 9 to, FA 1996. 

Section 465: Exclusion of distributions except in tax avoidance cases 
1323. This section excludes distributions from being brought into account under this Part 
unless they arise in consequence of avoidance arrangements. It is based on 
paragraph 1(1), (1A) and (2) of Schedule 9 to FA 1996. 

Chapter 18: General and supplementary provisions 
Overview 
1324. This Chapter explains when companies are connected for the purposes of Parts 5 
and 6 as well as providing definitions of “control”, “major interest” and other expressions 
used in those Parts. 
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Section 484: Provision not at arm’s length: meaning of “interest” and “money debt” 
1353. This section requires references to interest on money debts within this Chapter to 
include amounts treated as such under Schedule 28AA of ICTA (transfer pricing). It is based 
on section 100(3) of FA 1996. 

Section 485: Exclusion of debts where profits or losses within Part 7 or 8 
1354. This section excludes amounts from being brought into account under this Chapter if 
they are brought into account under the regimes for derivative contracts or intangible fixed 
assets. It is based on section 100(14) of FA 1996. 

Section 486: Exclusion of exchange gains and losses in respect of tax debts etc 
1355. This section precludes exchange gains and losses from being taken into account under 
this Chapter where they arise on certain tax payments or are on sums which are not 
deductible against trading profits or as management expenses. It is based on section 100(9) of 
FA 1996. 

Chapter 3: OEICs, unit trusts and offshore funds 
Overview 
1356. This Chapter provides the rules for calculating debits and credits under Part 5 where a 
company holds an interest in an open-ended investment company (OEIC), unit trust scheme 
or offshore fund and the assets held by those entities are at least 60% “qualifying 
investments” by value. Qualifying investments are broadly assets that are or represent loan 
relationships. Such holdings are treated as rights under a creditor relationship. 

Section 487: Overview of Chapter 
1357. This section explains what the Chapter does. It is new. 

Section 488: Meaning of “open-ended investment company” etc 
1358.  This section gives the definition of “open-ended investment company”. It is based on 
paragraph 8(7A), (7B) and (7D) of Schedule 10 to FA 1996 and regulation 95(2) of the 
Authorised Investment Funds (Tax) Regulations 2006. 

1359. The definition is by reference to sections 468A(2) to (4) of ICTA because the 
definition in section 468A(2), read with section 468A(3) and (4), is in substance the same as 
that in paragraph 8(7A)(b), read with paragraph 8(7B) and (7D) of Schedule 10 to FA 1996 
and any differences are negligible. 

Section 489: Meaning of “offshore fund” etc 
1360. This section gives a definition of “offshore fund” and also for “a material interest in 
such a fund” for this Chapter. It is based on paragraphs 7(1) and (2) and 8(7F) of Schedule 10 
to FA 1996. 

1361. The definition of “offshore fund” in paragraph 7 of Schedule 10 to FA 1996 has been 
applied throughout the Chapter. See Change 60 in Annex 1. 
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1369. Subsection (2)(b) explains the meaning of references to investments of OEICs for 
cases where under section 468A(3) of ICTA parts of umbrella companies are themselves 
regarded as separate OEICs. This involves rewriting the reference in paragraph 8(5A) of 
Schedule 10 to FA 1996 to “investments comprised in the scheme property of that company” 
with the changes made by paragraph 8(7B) to (7D) for such parts. Paragraph 8(7C)(a) 
converts these words to a reference to such of the investments of the umbrella company as 
form part of the separate pool in question. But for paragraph 8(7C)(a), paragraph 8(7C)(b) 
would operate on the reference in paragraph 8(5A) to scheme property in the case of such 
parts, but once paragraph 8(7C)(a) has applied, there are no references to scheme property on 
which paragraph 8(7C)(b) can operate and so it is otiose and has not been rewritten. 

Section 494: Meaning of “qualifying investments” 
1370. This section lists the investments which constitute “qualifying investments”. It is 
based on paragraph 8(2), (7) and (7E) of Schedule 10 to FA 1996, paragraph 1 of Schedule 2 
to FA 2005 and regulation 95(3) of the Authorised Investment Funds (Tax) Regulations 2006. 

1371. Paragraphs 1 and 9 of Schedule 2 to FA 2005 require the reference to “money placed 
at interest” in paragraph 8(2)(a) of Schedule 10 to FA 1996 to include a reference to 
arrangements falling within section 47, 48A, 49 or 49A of FA 2005 (rewritten in Chapter 6 of 
this Part). It does not include diminishing shared ownership arrangements under section 47A 
of FA 2005. 

1372. The Unit Trust Schemes and Offshore Funds (Non-qualifying Investments Test) 
Order, SI 2006/981 also added a new paragraph 8(2)(h) to the list of qualifying investments 
in Schedule 10 to FA 1996 to cover “alternative finance arrangements”. They are defined in 
paragraph 8(7I) of that Schedule by reference to section 46(1) of FA 2005 as arrangements 
within section 47, 47A, 48A, 49 or 49A of FA 2005. 

1373. Therefore, diminishing shared ownership arrangements (section 47A of FA 2005) are 
included as qualifying investments. However, paragraph 8(2)(e) of Schedule 10 to FA 1996 
provides that derivative contracts are only included where the underlying subject matter 
consists of investments within paragraph 8(2)(a) to (d) of that Schedule. Therefore derivative 
contracts that consist mainly of diminishing shared ownership arrangements (section 47A) 
are not included, and hence the exclusion of these arrangements under subsection (1)(f)(i). 

1374. The definition of “derivative contract” in paragraph 8(7E) of Schedule 10 to FA 1996 
has not been rewritten. If a contract is treated as a derivative contract in Part 7 then it is also 
treated as a derivative contract for the purposes of this section because the definition of 
“derivative contract” in section 834(1) of ICTA (which refers to Schedule 26 to FA 2002 and 
is consequentially amended to refer to Part 7) applies for the purposes of the Corporation Tax 
Acts. 
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Section 507: Investment bond arrangements 
1398. This section deals with a fifth type of alternative finance arrangement and sets out the 
conditions that must be present for arrangements to be treated as an investment bond 
arrangement. It is based on section 48A(1) and (2) of FA 2005. Investment bond 
arrangements are a new variety of alternative finance arrangement that share some 
characteristics of a bond. 

1399. An investment bond arrangement exists where the “bond-issuer” uses the subscription 
proceeds to acquire assets, which are specified in the arrangement, and are held for the 
benefit of the “bond-holder”. Income generated from the assets is distributed to the bond-
holder and, on maturity of the bond, the assets are sold under pre-existing arrangements and 
the proceeds returned to the bond-holder. 

Section 508: Provision not at arm’s length: exclusion of arrangements from sections 503 
to 507 
1400.  This section excludes arrangements from sections 503 to 507 where the parties are 
connected persons within the transfer pricing legislation in Schedule 28AA of ICTA, the 
arrangements are not at arm’s length and the recipient of the alternative finance return is not 
subject to income or corporation tax or a similar non-United Kingdom tax. It is based on 
section 52(1) to (3) of FA 2005. 

1401. In subsection (2)(c)(ii) “an amount representing relevant return” covers back to back 
arrangements where there is an intermediary between the two parties to the arrangements. 

Section 509: Application of Part 5: general 
1402. This section applies Part 5 to the five kinds of alternative finance arrangements. It is 
based on section 50(1) to (3) of FA 2005. 

Section 510: Application of Part 5 to particular alternative finance arrangements 
1403. This section provides, for each of the five alternative finance arrangements, the rules 
for what is to be treated as interest under that deemed loan relationship. It also provides some 
definitions for terms used in this section. It is based on section 50(1) to (2A) and (4) of 
FA 2005 and paragraph 7 of Schedule 2 to that Act. 

Section 511: Purchase and resale arrangements 
1404. This section explains the meaning of “alternative finance return” in relation to the 
purchase and resale arrangements in section 503. It is based on section 47(4), (6), (7) and (8) 
of FA 2005. It provides for where the second purchase price is paid either immediately or in 
instalments. 

Section 512: Diminishing shared ownership arrangements 
1405. This section explains the meaning of “alternative finance return” in relation to the 
diminishing shared ownership arrangements in section 504. It is based on section 47A(5) of 
FA 2005. 
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Section 568: Restriction on credits on old contracts: fair value accounting cases 
1484. This section applies where the company uses fair value accounting and the cost of the 
contract at the start of the first accounting period beginning on or after 1 April 2008 is greater 
than the fair value of that contract at that time. It is based on paragraph 7(1) to (3) of 
Schedule 13 to FA 2008. 

1485. Subsequent credits are not brought into account until they exceed the amount by 
which cost exceeded fair value at the start of that period. 

Section 569: Restriction on debits on old contracts: non-fair value accounting cases 
1486. This section applies where the company does not use fair value accounting and the 
carrying value of the contract at the start of the first accounting period beginning on or after 1 
April 2008 is greater than the fair value of that contract at that time. It is based on 
paragraph 8(1) and (2) of Schedule 13 to FA 2008. 

1487. Subsequent debits are not brought into account until they exceed the amount by which 
that carrying value exceeded that fair value. 

1488. This rule prevents amounts being brought into account where the drop in value of the 
policy occurred before the start of the initial period. 

Part 7: Derivative contracts 
Overview 
1489. This Part deals with profits and losses arising to a company from its derivative 
contracts. It is based on Schedule 26 to FA 2002. 

1490. In most cases, the company’s accounts treatment of its derivatives is followed in 
identifying and quantifying the credits and debits which make up profits and losses in respect 
of its derivative contracts for tax purposes. 

1491. If the contract is held for the purposes of a company’s trade, credits and debits arising 
from it are treated as receipts and expenses in calculating the profits of the trade under Part 3 
of this Act. If it is not so held, the credits and debits are brought into account under Part 5 of 
this Act (loan relationships) in determining whether the company has non-trading profits or a 
non-trading deficit from its loan relationships. But, in a number of cases (primarily if the 
underlying subject matter of the derivative contract is land or shares), credits and debits are 
instead treated as giving rise to chargeable gains or allowable losses for the purposes of 
TCGA. 

1492. There are similarities between many of the core rules for derivative contracts and 
those for loan relationships. The arrangement and drafting of the provisions for such common 
rules in Parts 5 and 6 and this Part is matched so far as appropriate. There are also rules for 
the interaction of the two regimes if a loan relationship includes a derivative contract (see 
section 700). 
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1543. It applies if a relevant contract that is not itself a derivative for accounting purposes is 
so divided into one or more embedded derivatives and the remaining rights and liabilities 
(“the host contract”) which by themselves amount to a relevant contract. 

1544. The host contract is also treated as a relevant contract with the same consequences as 
for the embedded derivative (in this respect, this section differs from its two successors). 

1545. A relevant contract which may be treated as containing such deemed relevant 
contracts is called a “hybrid derivative” (subsection (4)). Subsection (5) lists the provisions 
which apply in relation to a hybrid derivative. 

Section 585: Loan relationships with embedded derivatives 
1546. This section treats the embedded derivative or embedded derivatives in a company’s 
loan relationship as relevant contracts. It is based on section 94A of FA 1996. 

1547. It applies if a loan relationship is treated under generally accepted accounting practice 
as divided between rights and liabilities under one or more derivative financial instruments or 
equity instruments (the embedded derivative(s)) and the remaining rights and liabilities which 
by themselves constitute a loan relationship. 

1548. For the meaning of “equity instrument”, see section 710 (that is, it has the meaning it 
has for accounting purposes). It is defined in paragraph 11 of International Accounting 
Standard 32 as follows: “an equity instrument is any contract that evidences a residual 
interest in the assets of an entity after deducting all of its liabilities”. 

1549. Subsection (4) is a signpost to section 415 in Part 5 (loan relationships) which deals 
with the remaining rights and liabilities which by themselves constitute a loan relationship. 

1550. Subsection (5) includes a signpost to section 416 which provides for a company to 
elect that certain of its loan relationships shall be split as mentioned in section 415 and this 
section, if they would not be so split under the accounting practice the company uses. 

Section 586: Other contracts with embedded derivatives 
1551. This section provides for the embedded derivative or embedded derivatives in a 
contract that is neither a hybrid derivative nor a loan relationship to be treated as relevant 
contracts. It is based on paragraph 2A of Schedule 26 to FA 2002. 

1552. It applies if such a contract is divided under generally accepted accounting practice 
between one or more embedded derivatives and the remaining rights and liabilities under the 
contract. 

1553. Subsection (2)(a) is written in terms of the rights and liabilities of the embedded 
derivative rather than, as in the source legislation, simply referring to the embedded 
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1578. See also section 593 which deals with the case of an option or future where the part of 
the underlying subject matter that is not excluded property is neither subordinate nor of small 
value. 

Section 591: Conditions A to E mentioned in section 589(5) 
1579. This section provides the conditions mentioned in section 589(5)(a) which govern 
whether shares in a company or rights of a unit holder under a unit trust scheme are excluded 
property under that section. It is based on paragraphs 4(2A) to (2D) and 12(1) and (11A) of 
Schedule 26 to FA 2002. 

1580. Condition A applies to certain relevant contracts entered into or acquired by life 
insurers that are an “approved derivative” within the meaning of Rule 3.2.5 of the Insurance 
Prudential Sourcebook issued by the Financial Services Authority on 25 October 2006 or, in 
the case of an overseas life insurance company which is a European Economic Area firm or a 
“treaty firm”, are derivative instruments falling within article 23.3 of the EC Consolidated 
Life Directive (EC/2002/83). 

1581. Rule 3.2.5 of the Insurance Prudential Sourcebook sets out a number of conditions to 
do with the purposes for which the derivative is held, how the risk under the derivative is 
managed and the circumstances in which it is entered into or acquired. See the definition of 
“Insurance Prudential Sourcebook” in section 431(2) of ICTA. 

1582. Condition A does not apply to a relevant contract that meets the condition in 
section 579(1)(b) (one that is treated by accounting standards as a financial asset or liability, 
but is not treated as a derivative by accounting standards because of the size of the initial 
outlay). 

1583. The source legislation for condition A applies only to cases where the contract is 
“entered into” by the company. But the source legislation for conditions B to D in this section 
applies if the company enters into or acquires the contract. This condition has been brought 
into line with those conditions. See Change 64 in Annex 1. 

1584. See also section 592 which extends the application of condition A to certain rights and 
liabilities that are treated as a relevant contract by section 584. 

1585. Condition B applies if the company is not a party to the relevant contract for the 
purposes of its trade and there is a “hedging relationship” (defined in section 707) between 
the relevant contract and either (a) shares or rights of a unit holder in a unit trust scheme or 
(b) the company’s share capital or related liability. 

1586. Condition B does not apply if the relevant contract is one treated as such by 
section 585 (that is, it is an embedded derivative in a loan relationship). 
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brought into account in determining the company’s profit or loss. It is based on paragraph 25 
of Schedule 26 to FA 2002. 

1631. Generally accepted accounting practice may permit a credit or debit of an income 
nature to be included in the value of a fixed capital asset or project. If this happens, the credit 
or debit bypasses the statements mentioned in section 597. This section overrides that 
treatment, except in the cases mentioned in subsections (3) and (5). 

1632. Subsection (5) prevents any debit being taken into account under this Part that writes 
down the value of the asset or project in question, or creates a reserve for amortisation or 
depreciation of that asset or project, so far as the write down etc is attributable to a debit 
brought into account under this section. As this section overrides the accounts treatment of 
the capitalised debit, this rule in this subsection prevents a double deduction should the asset 
or project be written down, or a reserve created for its amortisation or depreciation, whether 
in the same or a later period, if the amount taken to profit and loss is attributable to the 
amount brought into account under this section. 

1633. The source legislation for subsection (5) refers to “so much of any amortisation or 
depreciation as represents a writing off of the interest component of the asset”. The rule is 
identical to that in the equivalent rule for loan relationships (section 320(6)). But the “interest 
component” of the asset refers to something that is dealt with by the loan relationships 
provisions and has no relevance to the derivative contracts provisions. The emphasised words 
have therefore not been reproduced in this section. See Change 65 in Annex 1. 

Section 605: Credits and debits recognised in equity 
1634. This section brings a credit or debit that is recognised in equity or shareholders’ 
funds, rather than in one of the statements mentioned in section 597(1), into account for the 
purposes of this Part in the same way as a credit or debit that is brought into account in 
determining the company’s profit or loss. It is based on paragraph 25A of Schedule 26 to 
FA 2002. 

1635. As in the case of section 604, this section overrides the accounts treatment. 

Section 606: Exchange gains and losses 
1636. This section provides that exchange gains and losses arising from a derivative contract 
are included in the profits and losses mentioned in section 595(3). It is based on paragraph 16 
of Schedule 26 to FA 2002. 

1637. Subsection (1) does not rewrite the words “and related transactions” in 
paragraph 16(1) of Schedule 26 to FA 2002. They are not considered to add to the effect of 
this provision. 

1638. Subsection (3) excludes exchange gains and losses arising in two circumstances from 
the basic rule in subsection (1) if those gains and losses are recognised in the company’s 
“statement of total recognised gains and losses”, “statement of recognised income and 
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1662. Sections 614 and 615 prescribe the credit or debit to be brought into account on a 
change of accounting policy, according to whether the value of the company’s assets and 
liabilities increases or decreases on the change. 

1663. Subsection (4) treats a particular situation as a change of accounting policy although 
there is no change in the actual accounting policy used by the company from one period to 
the next. International accounting standards and new UK generally accepted accounting 
practice require a company, in certain circumstances, to divide a loan relationship between 
rights and liabilities under a loan relationship and rights and liabilities under one or more 
derivative financial instruments or equity instruments (see section 585(1)). 

1664. Section 416 allows a company subject to old UK generally accepted accounting 
practice (which does not permit it to divide a loan relationship in that way) to elect that a loan 
relationship is treated as divided as mentioned in section 415(1) (the equivalent for loan 
relationships of section 585(1)), if division would be permitted under new UK generally 
accepted accounting practice or international accounting standards. Section 416 applies an 
election made under it for the purposes of this Part as well as for Part 5. 

1665. The result of such an election is a change in accounting policy for the purposes of 
sections 614 and 615, but only in relation to all the derivative financial instruments or equity 
instruments in the company’s affected loan relationships. This rule applies from the date the 
election has effect. Broadly, the election has effect from the beginning of the period of 
account in which the first loan relationship is acquired to which an election can apply. 

Section 614: Change of accounting policy involving change of value 
1666. This section treats the increase or decrease in the carrying value of a derivative 
contract on a change of accounting policy as a credit or debit to be brought into account in the 
later period. It is based on paragraph 50A(2), (3) and (5) of Schedule 26 to FA 2002. 

1667. “Carrying value” is defined in section 702. 

1668. Subsection (3) makes an exception to the general rule in so far as a credit or debit 
arising from the change of accounting policy is brought into account for the purposes of this 
Part under another provision. For example, a prior period adjustment brought into account 
under section 597(2) would be excepted from the general rule in this section. 

Section 615: Change of accounting policy after ceasing to be party to derivative contract 
1669. This section requires a credit or debit to be brought into account, similarly to 
section 614, in a case where section 608(2) applies. It is based on paragraph 50A(3C), (3D) 
and (5) of Schedule 26 to FA 2002. 

1670. Section 608 applies if profits and losses arising to a company from a derivative 
contract for the accounting period in which the company ceases to be a party to the contract 
are not wholly reflected in credits and debits brought into account under this Part for that 
period. In effect, it is a “post-cessation receipts” provision. 
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1710. Should any “discount” arise in respect of the related transaction or the equivalent 
series of transactions, it is added to the amount treated as consideration by the transferor 
under subsection (3) (but not to the amount treated as consideration given by the transferee 
under subsection (4)). 

1711. “Discount” is defined in subsection (6) by reference to section 480 in Part 5 (loan 
relationships). A discount arises if payment of part of the consideration for a disposal is 
deferred and the consideration is accordingly increased to recognise the delay. 

1712. Subsection (7) disapplies Schedule 28AA to ICTA in a case where credits and debits 
are determined under subsection (2). Schedule 28AA to ICTA might otherwise substitute 
market value for the amounts agreed between the parties, which amounts would give rise to 
credits and debits for the purposes of this Part. Such a substitution is unnecessary given that 
this section requires both parties to use the notional carrying value of the contract rather than 
amounts shown in the accounts (the amounts “recognised for accounting purposes”). 

Section 626: Transactions to which section 625 applies 
1713. This section defines the related transaction or series of transactions which acts or act 
as a trigger for the application of section 625. It is based on paragraph 28(2) of Schedule 26 
to FA 2002. 

Section 627: Meaning of company replacing another as party to derivative contract 
1714. This section gives a particular example of what the reference in section 625(1) to one 
company replacing another as a party to a derivative contract means. It is based on 
paragraph 28(4) of Schedule 26 to FA 2002. 

1715. The commonest way in which one company may replace another as a party to a 
derivative contract is by the assignment of the rights and liabilities under the contract. But 
there may be other types of transaction that have the same effect. 

1716. This section ensures that, if the company referred to as the transferee in section 625 
becomes a party to a contract whose rights and liabilities are equivalent to those of the 
contract to which the company referred to as the transferor in that section has ceased to be a 
party, the transferee is treated as having replaced the transferor in respect of the derivative 
contract. A novation is an example of this. 

1717. This section still applies in the event of the transferor again becoming a party to the 
original contract (that is, a contract to which it had previously ceased to be a party). 

Section 628: Transferor using fair value accounting 
1718. This section substitutes rules based on fair value accounting for those in section 625, 
in a case to which that section applies, if the transferor uses fair value accounting in respect 
of the derivative contract in question. It is based on paragraph 30 of Schedule 26 to FA 2002. 
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1719. As regards the transferee, this section treats it as having acquired the derivative 
contract at the fair value of the contract as at the time of the transfer for the purposes of 
determining the credits and debits brought into account under this Part, regardless of whether 
it itself uses fair value accounting as respects the contract. This treatment continues to apply 
for any accounting period in which the transferee is a party to the contract. 

1720. As in section 625, any “discount” is added to the amount treated as consideration by 
the transferor (only). 

Section 629: Tax avoidance 
1721. This section disapplies section 625 in two cases where avoidance of tax is involved. It 
is based on paragraph 28(3ZB), (3ZC) and (3ZD) of Schedule 26 to FA 2002. 

1722. The first case (subsection (1)) is if the transferor is a party to arrangements for tax 
avoidance purposes under which the derivative contract will be transferred on by the 
transferee. The second case (subsection (4)) is if another provision countering tax avoidance 
(section 698) applies to a disposal which would otherwise be within section 625. 

Section 630: Introduction to sections 631 and 632 
1723. This section and the next two provide for a deemed assignment of the derivative 
contract in question if a transferee within section 625 ceases to be a member of the group of 
companies mentioned in section 626(2) or (3). This section sets out when sections 631 
and 632 apply and defines terms used in this and those sections. It is based on 
paragraph 30A(1), (5A) and (8) of Schedule 26 to FA 2002. 

1724. If section 625 applies because of a series of transactions within section 626(3), the 
relevant time limit in respect of the transferee leaving the relevant group of companies before 
the end of a six year period begins with the last of the transactions in the series of 
transactions. This contrasts with the rule in section 625(3) which determines the 
consideration to be brought into account by the transferor by reference to the first transaction 
in the series. 

1725. The rules in these sections take priority if the rules in section 609 or 610 would apply 
in the same circumstances (see the commentary on those sections). 

Section 631: Transferee leaving group otherwise than because of exempt distribution 
1726. This section deems the transferee within section 625 to have assigned (and 
immediately reacquired) the rights and liabilities under the derivative contract, immediately 
before it left the group, for a consideration equal to their fair value at that time. It is based on 
paragraph 30A(2), (3), (4), (5) and (8) of Schedule 26 to FA 2002. 

1727. One of the conditions for this section to apply is that the company ceases to be a 
member of the group of companies in question for reasons which are not just that it does so 
because of an “exempt distribution” under section 213(2) of ICTA. That section provides for 
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1768. The condition is that paragraph 2 of Schedule 7AC to TCGA would apply to a gain 
arising on the disposal of the option represented by the rights and liabilities under the 
embedded derivative. Schedule 7AC to TCGA provides exemptions from the charge to 
corporation tax on chargeable gains for disposals of a company’s substantial shareholdings in 
another company. Paragraph 2 of that Schedule extends the exemption to most disposals of 
assets relating to shares if a disposal of the shares themselves would qualify for exemption. 

1769. The condition applies on the assumptions given in subsection (2), which deem the 
embedded derivative to be a separate contract that is an option which is disposed of at the end 
of the accounting period in question and the disposal results in a gain. 

Section 643: Contracts relating to land or certain tangible movable property 
1770. This section sets out the type of derivative contract it applies to (so that section 641 
may then apply to credits and debits in respect of the contract). It is based on 
paragraph 45C(1) and (4) of Schedule 26 to FA 2002. 

1771. As with a number of similar sections in this Chapter which define the derivative 
contracts to which they apply, condition B in subsection (3) is that the company does not hold 
the derivative contract for the purposes of a trade it carries on. This subsection does not 
rewrite the disapplication of the condition to life assurance and mutual trading companies that 
is provided by paragraph 45C(2) of Schedule 26 to FA 2002. That disapplication is obsolete 
by virtue of the rules in sections 633 and 634. 

1772. Condition C, in subsection (4), an equally common element in such sections, is that 
the company in question is not an “excluded body”. That term is defined in section 706 for 
the purposes of this Part and refers to various types of collective investment scheme. 

1773. Condition A, in subsection (2), is the distinguishing characteristic of this type of 
derivative contract. The underlying subject matter of the contract is either or both of land and 
certain tangible movable property. Subsection (5) contains a signpost to an additional rule in 
section 644 that modifies what the underlying subject matter of the contract is taken to 
consist of. 

Section 644: Income to be left out of account in determining whether section 643 applies 
1774. This section provides for underlying subject matter that is income from property of 
the type or types mentioned in condition A in section 643 to be disregarded in determining 
whether that condition is met. It is based on paragraph 45C(5) and (6) of Schedule 26 to 
FA 2002. 

1775. This section is substantially similar to section 590, which performs the same function 
in relation to the definition of “excluded property” in section 589. 

Section 645: Creditor relationships: embedded derivatives which are options 
1776. This section sets out the type of derivative contract it applies to (so that section 641 
may then apply to credits and debits in respect of the contract). It also disapplies a chargeable 
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2280. It applies when a capital gains degrouping charge under section 179 of TCGA arises 
on the deemed disposal of intangible fixed assets which would have come within the 
intangible fixed assets rules had they not been pre-FA 2002 assets and when the event 
triggering the degrouping charge is on or after 1 April 2002. 

2281. The effect of this section is that the “amount available for relief” (in section 758(1)) 
reduces the company’s consideration deemed received for the pre-FA 2002 asset for the 
purposes of the capital gains rules and the tax cost of the new asset. 

Section 900: Meaning of “chargeable asset within TCGA” in sections 898 and 899 
2282. This section defines the key term used in the two preceding sections. It is based on 
paragraph 130 of Schedule 29 to FA 2002. 

2283. Subsection (3) substitutes a cross-reference to section 10B of TCGA for the cross-
reference to section 10(3) of TCGA in the source legislation. Section 10(3) was repealed in 
FA 2003 and replaced by section 10B. The substitution in this section reflects the implied 
substitution by section 17(2)(a) of the Interpretation Act 1978 and so preserves the effect of 
the source legislation. 

Chapter 17: Insurance companies 
Overview 
2284. The sections in this Chapter rewrite a small number of provisions in Schedule 29 of 
FA 2002 that apply only to insurance companies. 

Section 901: Effect of application of the I minus E basis: non-trading amounts 
2285. This section ensures that credits and debits referable to life assurance business are 
taxed in a way consistent with the I minus E basis. It is based on paragraph 36 of Schedule 29 
to FA 2002. 

Section 902: Excluded assets 
2286. This section gives particular excluded asset rules that apply to an insurance company 
with life assurance business. It is based on paragraph 78 of Schedule 29 to FA 2002. 

Section 903: Elections to exclude capital expenditure on computer software 
2287. This section extends the right to elect under section 815 for exclusion of capital 
expenditure on computer software to insurance companies with life assurance business. It is 
based on paragraph 83 of Schedule 29 to FA 2002. 

Section 904: Transfers of life assurance business: transfers of assets treated as tax-
neutral 
2288. This section allows the tax-neutral transfer of intangible fixed assets within the rules 
in this Part where those assets are included in certain transfers of life assurance business 
between insurance companies. It is based on paragraph 89 of Schedule 29 to FA 2002. 
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Section 905: Pre-FA 2002 assets: Lloyd’s syndicate capacity 
2289. This section integrates intangible fixed assets within the income regime syndicate 
capacity rules in FA 1994 into the intangible fixed assets rules in this Part. It is based on 
paragraph 129 of Schedule 29 to FA 2002. 

Chapter 18: Priority rules 
Section 906: Priority of this Part for corporation tax purposes 
2290. This section states the priority of the provisions in this Part over other tax rules. It is 
based on paragraph 1(3) of Schedule 29 to FA 2002. 

Part 9: Intellectual propert y: know-how and patents 
Overview 
2291. This Part rewrites some special provisions in Chapter 1 of Part 13 of ICTA which 
charge to corporation tax certain receipts from intellectual property. The corresponding rules 
for income tax are in Chapter 2 of Part 5 of ITTOIA. 

2292. This Part applies to capital sums arising from the disposal of know-how in certain 
circumstances and capital sums from the sale of patent rights. 

2293. This Part does not rewrite those parts of the provisions in Chapter 1 of Part 13 of 
ICTA which apply to trades (such as section 531(1) to (3) of ICTA). Such parts of the source 
provisions are rewritten in Chapter 13 of Part 3 of this Act. 

2294. This Part does not apply to amounts arising from intangible fixed assets within Part 8 
of this Act. The rules in Chapter 16 of Part 8 define which assets and amounts come within 
Part 8. If an asset is within Part 8 that Part gives all the tax rules that apply. 

2295. The rules in this Part largely mirror the corresponding rules for income tax and bring 
the corporation tax provisions back into line with their income tax counterparts. Where there 
are differences between the two they derive mainly from the way in which the two taxes are 
charged and the possibility that accounting periods, unlike tax years, will not be of 12 months 
duration. 

Chapter 1: Introduction 
Section 907: Overview of Part 
2296. This section introduces the charges applied by the Part. It is new. 

2297. Subsections (4) and (5) alert readers to the primacy of the intangible fixed assets rules 
in Part 8 of the Act. Very broadly, the rules in Part 8 apply only to intangible fixed assets that 
were created or acquired on or after 1 April 2002. Otherwise the rules in this Part continue to 
apply. 

2298. Royalties from intellectual property are an exception to this as they automatically fall 
within Part 8 if they are recognised for accounting purposes on or after 1 April 2002. Most 
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Section 917: Non-UK resident companies: proceeds of sale received in instalments 
2322. This section sets out how non-UK resident companies are taxed on capital sums from 
the sale of patent rights if the sale proceeds are received in instalments. It is based on 
section 524 of ICTA. The corresponding rule for income tax is in section 592 of ITTOIA. 

2323. Subsection (2) makes explicit what is implicit in the source legislation. 

2324. Subsection (4) states the time limit for elections under subsection (3). The reference in 
section 524(6) of ICTA to “the Board” has not been reproduced and this section does not 
specify to whom the election must be made. But the general rules about claims and elections 
in Schedule 18 to FA 1998 require elections to be made in a return or, if that is not possible, 
to “an officer of Revenue and Customs” in accordance with Schedule 1A to TMA. So 
Change 149 in ITTOIA is reproduced to bring the income and corporation tax codes back 
into line. See Change 1 in Annex 1. 

2325. The note on section 916(5) is also relevant to subsection (5) of this section. 

2326. Section 524(10) of ICTA is not rewritten. Section 524 of ICTA prescribes particular 
tax treatments with alternatives available by election. Section 524(10) of ICTA requires 
claims for relief under section 524 to be made to the Board. The claim relates to the spreading 
over six years of capital sums received from the sale of patent rights for the purposes of 
charging the sum to tax. As spreading is automatic for UK resident companies, the claim can 
be relevant only to non-UK resident companies. However, section 524(6) of ICTA, which 
deals with spreading rules for non-UK resident companies, refers to an election the rules for 
which are fully stated in that subsection and rewritten in sections 916 and 917. 
Section 524(10) of ICTA is, therefore, superfluous. 

Section 918: Winding up of a body corporate 
2327. This section deals with a body corporate which is chargeable to corporation tax under 
section 912 if it commences to be wound up. It is based on section 525 of ICTA. The 
corresponding rule for income tax is in section 594 of ITTOIA. 

Section 919: Deduction of tax from payments to non-UK resident companies 
2328. This section provides rules relating to the deduction of tax from payments to non-UK 
resident companies which are liable for tax under section 912 on profits from the sale of the 
whole or part of any patent rights. It is based on section 524 of ICTA. The corresponding 
rules for income tax are in section 595 of ITTOIA. 

Section 920: Adjustments where tax has been deducted 
2329. This section provides a rule relating to adjustments which may be necessary if tax is 
deducted from payments to a non-UK resident company under section 919. It is based on 
section 524 of ICTA. The corresponding rule for income tax is in section 596 of ITTOIA. 
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Section 925: How relief is given under section 924 
2339. This section sets out how relief is given when a claim is made under section 924 for 
patent expenses to be set against patent income. It is based on sections 526, 528 and 533 of 
ICTA. The corresponding rule for income tax is in section 601 of ITTOIA. 

2340. Subsection (2) allows relief for expenditure against patent income in the accounting 
period in which the expenditure is incurred. However, if the expenses exceed the patent 
income in the accounting period, the surplus expenses cannot be used to create a loss under 
this section. Any such surplus is dealt with in accordance with subsection (3). 

Chapter 5: Supplementary 
Section 926: Contributions to expenditure 
2341. This section restricts expenditure allowable under section 910, section 913 and 
section 924 to the extent that the expenditure is met by a public body or someone other than 
the company. It is based on section 532 of ICTA and section 532 of CAA. The corresponding 
rule for income tax is in section 603 of ITTOIA. 

2342. Subsection (3) is new and excludes the application of this section to incidental 
expenses incurred by the seller of patent rights (see section 913(2)(b)). This is because 
section 524 of ICTA only bites in the first place on the net proceeds of a sale. 

Section 927: Contributions not made by public bodies nor eligible for tax relief 
2343. This section qualifies the general rule in section 926 by providing that contributions 
not made by public bodies may still be eligible as deductible expenditure in certain 
circumstances. The section is based on section 532 of ICTA and section 536 of CAA. The 
corresponding rule for income tax is in section 604 of ITTOIA. 

Section 928: Exchanges 
2344. This section extends the definition of a sale of property to include exchanges of 
property for the purposes of this Part. It is based on section 532 of ICTA and sections 453 
and 572 of CAA. The corresponding rule for income tax is in section 605 of ITTOIA. 

Section 929: Apportionment where property sold together 
2345. This section provides for the apportionment of sale proceeds and expenditure on a just 
and reasonable basis if property within the scope of this Part is sold with other property. It is 
based on section 532 of ICTA and sections 453 and 562 of CAA. The corresponding rule for 
income tax is in section 606 of ITTOIA. 

Section 930: Questions about apportionments affecting two or more persons 
2346. This section provides for questions relating to apportionment under section 929 that 
affect two or more persons to be determined by the body prescribed by section 563 of CAA. 
It is based on section 532 of ICTA and section 563 of CAA. The corresponding rule for 
income tax is in section 607 of ITTOIA. 
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2393. Subsection (2)(b) deals with annual payments. Because of the restricted meaning 
given to annual payments, much of the wide definition in sections 701(6) and 702(d) of ICTA 
is otiose. Any liabilities which are annual payments will now have to meet only the 
requirement that they are properly payable out of residue and this is also a requirement of 
section 701(6) of ICTA. Omitting the remainder of the definition removes unnecessary 
material. As a consequence of the change, section 701(7) of ICTA, which limits the meaning 
of “charges on residue” in relation to specific dispositions, does not need to be rewritten 
either. 

2394. The section does not contain an ordering rule for allocating allowable estate 
deductions against different categories of income. It is implicit in this section that the 
taxpayer may choose whichever allocation is most advantageous. 

Section 950: Shares of residuary income of estate 
2395. This section explains the rules for determining the share of residuary income treated 
as arising from a company’s absolute interest in the whole or part of the residue of an estate. 
It is based on section 696(2) and (8) of ICTA. The corresponding rule for income tax is in 
section 667 of ITTOIA. 

Section 951: Reduction in share of residuary income of estate 
2396. This section provides that the share of the residuary income of the estate of a 
company with an absolute interest is reduced at the end of the administration period in certain 
circumstances. It is based on section 697(2) and (3) of ICTA. The corresponding rule for 
income tax is in section 668 of ITTOIA. 

2397. Until it was repealed by ITA 2007, section 4(1) of ICTA provided that sums paid 
during (or on completion of) the administration period were to be grossed up by reference to 
the basic rate for the tax year in which it was paid in the case of UK estates. Subsection (5) 
provides that, for the purposes of subsection (1)(b) the basic rate is used when grossing up 
these sums. See Change 72 in Annex 1. 

Section 952: Applicable rate for determining assumed income entitlement (UK estates) 
2398. This section sets out the calculation of the applicable rate for the purposes of 
calculating income tax to be deducted from the residuary income at step 2 of section 948(1). 
The section is based on section 701(3A) of ICTA. The corresponding rule for income tax is in 
section 670 of ITTOIA. 

Section 953: Introduction 
2399. This section introduces the sections dealing with successive interests where two or 
more interests in the whole or part of the residue of an estate are held successively during the 
administration period by different persons. It is based on section 698(4) to (6) of ICTA. The 
income tax rules corresponding to subsections (2) and (3) are rewritten in section 671(7) 
and (8) of ITTOIA. 
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payment, rather than the person holding the successive interest at the time when the payment 
is made. However, section 698(1B)(b) of ICTA is made subject to section 698(1B)(c) of 
ICTA. Section 698(1B)(c)(i) of ICTA provides that, so far as a later interest is an absolute 
interest, it is to be treated as having always existed and the earlier interest or interests as 
having never existed for the purposes of the provisions dealing with absolute interests in 
section 696(3A) to (5) of ICTA. 

2414. In rare circumstances the later absolute interest may itself have ceased at the time the 
payment is made. For example, A has a limited interest which is succeeded by absolute 
interests held first by B and then by C, and a payment is received by B in respect of A’s 
earlier limited interest after B’s own interest has ceased but before the end of the 
administration period. As a result of section 698(1B)(b)(ii) of ICTA, Part 16 of ICTA applies 
to the payment as if B had the deemed single interest. So section 696(3) of ICTA deems the 
sum to be paid to B as income in the accounting period in which it is actually paid. That is an 
accounting period in which C had the absolute interest. Under section 698(1B)(c)(i) of ICTA 
for the purposes of section 696(3A) to (5) of ICTA, Part 16 of ICTA is to apply as if the later 
interest of C had always existed and the earlier interests had never existed. 
Section 698(1B)(c)(ii) and (iii) of ICTA then provides that sums paid as income in respect of 
the earlier interests are deemed to be sums paid in respect of the later interest of C. 

2415. The relationship between these particular provisions, where the later interest has itself 
ceased at the time the payment is made but the administration period continues, is difficult to 
work out. It would seem that the payment in the above example should be taxed on B because 
of section 696(3) of ICTA. The payment is then brought into account when the payments 
made in respect of C’s interest are compared to its aggregated income entitlement (in making 
the final year calculation under section 696(5) of ICTA in respect of C’s interest to determine 
whether any amount should be treated as having been paid to C immediately before the end 
of the administration period). So although section 698(1A) and (1B) of ICTA operate in a 
very convoluted way in the above circumstances, the end result appears to be that B, the 
person with the absolute interest who receives the payment, is taxed on it, but it does not 
affect B’s aggregated income entitlement. 

2416. In order to spell out how a payment made in these circumstances should be treated, 
subsections (3) and (4) of this section provide that where such a payment is made, this 
Chapter applies as if the earlier limited interest had continued to subsist while the later 
absolute interest subsisted and had been held by the holder of the later absolute interest. The 
result is that payments to that holder are treated as estate income under the provisions about 
limited interests. 

2417. Sums to which that holder is entitled that remain payable at the end of the 
administration period are treated in the same way. They will be basic amounts arising from 
the limited interest in the accounting period in which the absolute interest ceases and are dealt 
with by sections 939 and 944. The effect of this on later absolute interests is then determined 
by the successive absolute interests provisions in section 954. Under subsection (6) of this 
section, however, these sums are to be treated as paid or payable in respect of the absolute 
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interest for the purposes of the provisions about the reduction in shares of residuary income 
under section 951. 

Section 957: Holders of limited interests 
2418. This section explains the position of a limited interest holder where successive 
interests in the residue of an estate are held by different persons and the earlier, or if there are 
more than two, the earliest of the interests is a limited interest. It is based on sections 695(2) 
and (3) and 698(1A) and (1B) of ICTA. The corresponding rule for income tax is in 
section 674 of ITTOIA. 

2419. The section only applies where the later interests arise or are created on the cessation 
of the previous interest otherwise than by death. 

2420. Subsections (3) to (5) cover three sets of circumstances described as “cases” where 
the estate income in respect of successive limited interests is treated as arising. The cases are 
the equivalent for successive limited interests of the three cases for single limited interests in 
section 939. But the section recognises that there may be more than one limited interest in the 
chain of succession, so references are made to “one of the interests” and subsection (5) refers 
to “the last of the successive interests”. 

2421. There is also an additional sub-paragraph in each case providing that a limited holder 
(as defined) is entitled to receive the payment. This reflects the fact that the person who 
receives the payment in these circumstances is not always the person in respect of whose 
interest the payment is made. For example, on disclaiming a life interest, a beneficiary may 
also disclaim any entitlement to income accrued in respect of that interest but not yet paid. 

2422. The section does not make it explicit that a new chain of succession begins with the 
first limited interest (and a previous absolute interest is ignored) for the purposes of this 
provision. Nor does the section make it explicit that two limited interests which are preceded 
by a limited interest which ceased on the death of the beneficiary are covered by the section. 
These conclusions are implicit in this section. 

Section 958: Basic amount of estate income: successive limited interests 
2423. This section explains how to calculate the net amount of estate income for successive 
limited interests. It is based on sections 695(2) to (4) and 698(1A) and (1B) of ICTA. The 
corresponding rule for income tax is in section 675 of ITTOIA. 

2424. The section is the equivalent provision to section 944 for limited interests that are not 
successive. 

Section 959: Apportionments 
2425. This section applies where successive interests apply to only part of the residue. In 
other words, the residuary estate is divided up and one or more of the successive interests 
provisions apply to a part or parts of that estate. It also applies where one of the interests 
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assumption is that where the coupon is issued in respect of a security out of the United 
Kingdom it falls within Case IV (which charges income from overseas securities) and 
otherwise within Case V (which charges income from possessions outside the United 
Kingdom). 

2469. Section 18(3A) of ICTA requires “Case III” as set out in that subsection to be 
substituted for “Case IV” in section 18(3) of ICTA. The effect of this is to bring the extended 
meaning of Case IV required by section 18(3B) of ICTA into a Case III charge which 
incorporates a charge under the loan relationships provisions which, as explained above, 
already charges to tax the sale of coupons in respect of securities. 

2470. Whether or not it was intentional that a Case IV charge for corporation tax should 
remain within section 18(3B) to (3E) of ICTA to be brought within Case III by 
section 18(3A) of ICTA is unclear. Subsections (3B) to (3E) were introduced in FA 1996, the 
same Finance Act that introduced section 18(3A) of ICTA. Either way the effect of 
section 18(3B) to (3E) of ICTA is simply to bring within the loan relationships provisions the 
sale of coupons on securities even though they are already within the provisions on first 
principles. 

2471. For these reasons section 18(3B) to (3E) of ICTA has been rewritten to exclude the 
sales of coupons on foreign securities. 

Section 974: Charge to tax under this Chapter 
2472. This section applies the charge to corporation tax to income which is treated as arising 
from foreign holdings where a dividend coupon attached to the holding is (a) sold or 
otherwise realised by a bank in the United Kingdom or (b) sold to a coupon dealer in the 
United Kingdom by someone other than a bank or a coupon dealer. It is based on 
section 18(3), (3B) and (3E) of ICTA. The corresponding rule for income tax is in 
section 570 of ITTOIA. 

2473. Subsection (3) applies where the coupon is sold by the bank on behalf of another. See 
Change 75 in Annex 1. 

2474. Subsection (4) applies where a person who is neither a bank nor another coupon 
dealer sells the dividend coupons to a coupon dealer in the United Kingdom. 
Section 18(3B)(b) of ICTA refers to a dealer in coupons in the United Kingdom. See 
Change 75 in Annex 1. 

Section 975: Meaning of “foreign holdings” etc 
2475. This section gives the meaning of “foreign holdings” and “dividend coupons”. It is 
based on section 18(3B), (3C), (3D) and (3E) of ICTA. The corresponding rule for income 
tax is in section 571 of ITTOIA. 

2476. For reasons given above the extended definition of “dividends” to include interest or 
other annual payments has been omitted as part of the exclusion of coupons in respect of 
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Section 979: Charge to tax on income not otherwise charged 
2498. This section applies the charge to corporation tax on income to income not so charged 
elsewhere. It is based on sections 9(1), (2), (2B), (2C), (3) and (4) and 18(1) and (3) of ICTA. 
The corresponding rule for income tax is in section 687 of ITTOIA. 

2499. Schedule D Case V charges tax in respect of income from possessions out of the 
United Kingdom. Schedule D Case VI charges tax in respect of annual profits or gains. The 
scope of both Cases is derived from section 18(1) of ICTA, which refers to “annual profits or 
gains”. Case law does not indicate a difference, in the context of section 18 of ICTA, in the 
meaning of “annual profits or gains” and “income”. The choice of term appears to be dictated 
(although not consistently) by the degree to which a calculation of profit or loss is relevant to 
the calculation of the income charged. The section uses income rather than (annual) profits or 
gains. 

2500. Subsection (2) protects the effect of any exemption, whether provided by this Chapter 
or by Part 19 (general exemptions) of this Act or by other legislation. 

2501. That subsection disapplies the charge to “deemed income”. This term refers to 
amounts that are treated as income by a provision of the Corporation Tax Acts, so that the 
charge to corporation tax on income applies to that amount. The disapplication applies in the 
event that such deemed income would not fall within any other application of the charge to 
corporation tax on income. 

Section 980: Exemption for commercial occupation of woodlands in UK 
2502. This section exempts income arising from the occupation of commercial woodlands 
from any charge under this Chapter. It is based on paragraphs 2 and 3 of Schedule 6 to 
FA 1988. The corresponding rule for income tax is in section 768 of ITTOIA. 

2503. A consequence of this exemption is that no loss relief is available under section 396 
of ICTA (losses from miscellaneous transactions). A requirement of that section is that any 
profit on the transaction would be liable to corporation tax. 

2504. This section is complemented by sections 37 and 208 of this Act. The combined effect 
of these three sections is that income from the occupation of commercial woodlands is 
ignored for corporation tax purposes. 

2505. The interpretation of commercial occupation of woodlands in subsection (2) is 
supplemented by the definition of “woodlands” in section 1317(4) of this Act. 

Section 981: Exemption for gains on financial futures 
2506.  This section removes gains on financial futures, traded options and financial options 
from the charge to corporation tax on income under this Chapter. It is based on section 128 of 
ICTA. The corresponding rule for income tax is in section 779 of ITTOIA. 
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2553. This section contains a change to clarify and make more consistent the way in which 
withdrawn relief is treated. See Change 76 in Annex 1 and the commentary on section 986. 

Section 994: Deduction for providing free or matching shares 
2554. This section gives a deduction for providing free or matching shares. It is based on 
paragraph 2 of Schedule 4AA to ICTA. 

2555. A “free share” is defined in paragraph 2(1)(a) of Schedule 2 to ITEPA. It means a 
share appropriated to the employee without payment. 

2556. A “matching share” is defined in paragraph 3(1) of Schedule 2 to ITEPA. It means a 
share appropriated to the employee without payment in proportion to the partnership shares 
acquired by the employee. 

2557. A “group plan” is defined in paragraph 4 of Schedule 2 to ITEPA. It means a SIP 
established by a parent company in which the companies it controls are allowed to 
participate. 

Section 995: Deduction for additional expense in providing partnership shares 
2558. This section gives a deduction for any contribution the company makes towards the 
acquisition of partnership shares. It is based on paragraph 3 of Schedule 4AA to ICTA. 

2559. A “partnership share” is defined in paragraph 2(1)(a) of Schedule 2 to ITEPA. It 
means a share acquired by the trustees on behalf of an employee out of sums deducted from 
the employee’s salary. 

2560. This section is concerned with the case to which paragraph 52 of Schedule 2 to 
ITEPA applies. Partnership shares are acquired by the trustees with funds provided by the 
employee. The rules of the SIP may require the employee to make payments to the trustees 
over an accumulation period which cannot last longer than twelve months. Paragraph 52(3) of 
Schedule 2 to ITEPA provides the number of partnership shares awarded to the employee is 
calculated at the end of the accumulation period by reference to the lower of: 

€ the market value of the shares at the beginning of the period; or 

€ the market value of the shares on the date on which they are to be acquired. 

2561. If the market value of the shares at the end of the period is greater than the value at 
the beginning the company will make up the difference. This section gives the company a 
deduction for the excess. 
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2590. Any group company that owns shares in the consortium company is treated as a 
member of the consortium. But a member of a group of companies is not part of the 
consortium simply because another member of the group holds shares in the consortium 
company. 

Section 1005: Other definitions 
2591. This section gives various definitions used for the purposes of the Part. It is based on 
paragraph 30 of Schedule 23 to FA 2003. 

2592. “Convertible securities” has the same meaning as that in section 436 of ITEPA. 

2593. “Restricted shares” means shares that are restricted securities or a restricted interest in 
securities for the purposes of Chapter 2 of Part 7 of ITEPA. These terms are defined in 
section 423 of ITEPA. 

Chapter 2: Relief if shares acquired by employee or other person 
Overview 
2594. This Chapter gives relief for an acquisition of shares. It is based on Part 2 of 
Schedule 23 to FA 2003. The source legislation describes the process by which the shares are 
acquired as an award of the shares. For the purposes of Schedule 23 it means any acquisition 
of shares that does not require the exercise of a right to make the acquisition. Relief for shares 
acquired through the exercise of an option is given by Part 3 of Schedule 23 to FA 2003, 
rewritten as Chapter 3 of this Part. 

2595. This Chapter refers merely to shares being acquired by the employee or another 
person. The boundary between this Chapter and Chapter 3 is created by section 1007(1)(e). 
This prevents relief being given under both Chapters and gives priority to Chapter 3. 

2596. This Chapter applies to the acquisition of all types of shares including restricted 
shares and convertible shares. This is a different structure from that in the source legislation. 
In the source legislation the application of Part 2 of Schedule 23 is modified to deal with 
restricted shares and convertible shares. In this Chapter, and Chapter 3, the conditions to 
qualify for relief and the amount of the relief are set out in full. Chapters 4 and 5 then give 
additional relief for future events that affect restricted shares and convertible shares after they 
have been acquired. 

Section 1006: Overview of Chapter 
2597. This section gives an overview of the Chapter. It is new. 

Section 1007: Basic requirements for relief under Chapter 2 
2598. This section sets out the basic requirements for relief under this Chapter. It is based on 
paragraphs 1 and 3 of Schedule 23 to FA 2003. 
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2652. Paragraph 23(1)(a) of Schedule 23 to FA 2003 applies the rule rewritten in this 
section to an award of shares. The rule for relief given by Chapter 2 of this Part is not 
rewritten here as that Chapter gives no scope for a transfer of the business before the shares 
are acquired. 

Chapter 4: Additional relief in cases involving restricted shares 
Overview 
2653. This Chapter applies if the shares acquired, either directly or pursuant to an option, 
are restricted shares. It gives the company further relief if an employment income charge 
arises after the shares have been acquired or if the employee dies. It is based on Part 4 of 
Schedule 23 to FA 2003. 

2654. Schedule 2 (transitionals and savings) provides that the special rules for restricted 
shares in this Part do not apply to shares acquired before 16 April 2003. If shares acquired 
before that date are forfeitable shares as defined in paragraph 19 of Schedule 23 to FA 2003 
(as originally enacted) that Schedule continues to apply. 

Section 1025: Additional relief available if shares acquired are restricted shares 
2655. This section sets out the basic conditions for the relief to apply and identifies the 
company to which the relief is given. It is based on paragraph 21 of Schedule 23 to FA 2003. 

2656. Subsection (1) gives the two basic conditions for the relief to apply. 

2657. First, subsection (1)(a), the company must have been entitled to relief under either 
Chapter 2 or Chapter 3 in relation to restricted shares which have been acquired either 
directly or through an option. This condition will still be met if the amount of the relief is nil 
possibly because section 425(1) of ITEPA has applied to an acquisition of forfeitable shares. 
See the commentary on section 1009(2). 

2658. For a number of years after this Act takes effect initial relief on the acquisition of the 
shares will have been given not under Chapters 2 and 3 of this Part but under Schedule 23 to 
FA 2003. In that case the continuity of law provisions in Schedule 2 (transitionals and 
savings), apply to treat references to Chapters 2 and 3 as if they were references to the 
equivalent provisions in the source legislation. Schedule 2 gives a signpost to those 
provisions and states their effect. 

2659. Second, subsection (1)(b), after the shares have been acquired either section 426 of 
ITEPA applies (so giving the employee an amount of employment income) or the employee 
dies. 

2660. The chargeable events that can give rise to a post-acquisition employment income 
charge under section 426 of ITEPA are listed in section 427(3) of ITEPA. 
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Chapter 6 Relationship between relief under this Part and other reliefs 
Section 1037: Priority of Chapter 1 of Part 11 
2690. This section gives priority to any deduction available under Chapter 1 of Part 11 of 
this Act. It is based on paragraph 24 to Schedule 23 to FA 2003. 

2691. Chapter 1 of Part 11 of this Act gives relief for SIP schemes. 

Section 1038: Exclusion of other deductions 
2692. This section provides that no other deduction is available for the provision of shares if 
relief is, or could be, given under this Part. It is based on paragraph 25 of Schedule 23 to 
FA 2003. 

Part 13: Additional relief for expenditure on research and development 
Overview 
2693. This Part gives additional relief for expenditure by a company on research and 
development including research and development into certain vaccines. It is based on 
Schedule 20 to FA 2000 and Schedules 12 and 13 to FA 2002. 

2694. The relief is given in addition to any deduction allowed in calculating the company’s 
trade profits. For example, section 87 in Part 3 (trading income) provides a deduction for 
expenditure on research and development. 

2695. References to research and development are abbreviated to R&D when used in a 
longer phrase or a long section title. See, for example, “R&D threshold” in section 1050. 

2696. In this Part, the rates at which the various reliefs are stated to be available apply only 
if the expenditure was incurred on or after 1 August 2008. Schedule 2 (transitionals and 
savings) preserves this commencement rule by providing that, in relation to expenditure 
incurred before that date, the reliefs are available at the rates previously applicable. 

Chapter 1: Introduction 
Section 1039: Overview of Part 
2697. This section gives an overview of the Part. It is new. 

2698. The source legislation refers to “tax relief” given to companies in calculating their 
trade profits. Subsection (1) makes clear that the relief is given only to companies liable to 
corporation tax. See Change 77 in Annex 1. This change affects the following sections in this 
Part: sections 1044, 1045, 1063, 1068, 1074, 1087 and 1092. 

2699. The reference to Part 9A of Schedule 18 to FA 1998 in subsection (10) is to that Part 
as amended by this Act (see Schedule 1). As this Act brings all the additional reliefs for 
research and development together, it repeals Parts 9BA and 9C of Schedule 18 to FA 1998. 
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Section 1053: Qualifying expenditure on contracted out R&D 
2745. This section defines what is meant by “qualifying expenditure on contracted out 
research and development”. It is based on paragraph 3 of Schedule 20 to FA 2000. 

2746. The section does not reproduce the condition in paragraph 3(2) of Schedule 20 to 
FA 2000 that the expenditure is not of a capital nature. This condition is unnecessary because 
section 53 in Part 3 (trading income) already prohibits a deduction for capital expenditure. 

Section 1054: Entitlement to and payment of tax credit 
2747. This section allows a small or medium-sized enterprise to claim an R&D tax credit. It 
is based on paragraphs 15 and 18 of Schedule 20 to FA 2000. 

2748. Sections 1054 to 1062 rewrite the paragraphs of Schedule 20 to FA 2000 that allow a 
small or medium-sized enterprise to surrender a loss, created as a result of the relief, in return 
for a cash payment described as an “R&D tax credit”. 

2749. The section clarifies that a company may make part claims (subsection (2)). 

2750. This Act does not rewrite paragraph 24 of Schedule 20 to FA 2000. This provision is 
no longer required, since the rule allowing the Commissioners for HMRC to deduct money 
for tax credits before paying their receipts into the Consolidated Fund is set out in sufficiently 
general terms in section 44 of CRCA (see subsections (1) and (3)(d) of that section). It is 
worth noting that paragraph 25 of Schedule 13 to FA 2002, which made similar provision to 
that made by paragraph 24 of Schedule 20 to FA 2000, was repealed by paragraph 96 of 
Schedule 4 to CRCA. 

Section 1055: Meaning of “Chapter 2 surrenderable loss” 
2751. This section defines “Chapter 2 surrenderable loss”. It is based on paragraph 15 of 
Schedule 20 to FA 2000. 

Section 1056: Amount of trading loss which is “unrelieved” 
2752. This section identifies the amount of a trading loss that is “unrelieved” It is based on 
paragraph 15 of Schedule 20 to FA 2000. 

Section 1057: Tax credit only available where company is going concern 
2753. This section sets out a precondition for relief under section 1054. It is based on 
paragraph 18A of Schedule 20 to FA 2000. 

Section 1058: Amount of tax credit 
2754. This section gives the amount of the R&D tax credit. It is based on paragraph 16 of 
Schedule 20 to FA 2000. 
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Section 1290: Employee benefit contributions 
3309. This section sets out the conditions under which a deduction may be allowed. It is 
based on paragraphs 1 and 8 of Schedule 24 to FA 2003. The corresponding rules for income 
tax are in section 38 of ITTOIA. 

3310. The legislation rewritten in this section does not apply to deductions that would 
otherwise be allowed for periods ending before 27 November 2002, or in respect of employee 
benefit contributions made before that date. This limitation is preserved in Schedule 2 
(transitionals and savings). 

Section 1291: Making of “employee benefit contributions” 
3311. This section defines the transactional characteristics which must be present if a 
payment is to qualify for relief as an “employee benefit contribution”. It is based on 
paragraphs 1 and 9 of Schedule 24 to FA 2003. The corresponding rule for income tax is in 
section 39 of ITTOIA. 

Section 1292: Provision of qualifying benefits 
3312. This section sets out what is meant by the provision of qualifying benefits. It is based 
on paragraph 2 of Schedule 24 to FA 2003. The corresponding rules for income tax are in 
section 40 of ITTOIA. 

Section 1293: Timing and amount of certain qualifying benefits 
3313. This section sets out: 

€ when benefits in the form of money are treated as provided; and 

€ how to calculate the value of benefits provided by the transfer of an asset. 

3314. It is based on paragraphs 2 and 5 of Schedule 24 to FA 2003. The corresponding rules 
for income tax are in section 41 of ITTOIA. 

Section 1294: Provision or payment out of employee benefit contributions 
3315. This section sets out the rules for allocating the provision of qualifying benefits, or 
payment of qualifying expenses, by the third party against the employee benefit contributions 
received. It is based on paragraph 4 of Schedule 24 to FA 2003. The corresponding rules for 
income tax are in section 42 of ITTOIA. 

Section 1295: Profits calculated before end of 9 month period 
3316. This section applies if the company makes its corporation tax return before the end of 
the nine month period. It is based on paragraph 6 of Schedule 24 to FA 2003. The 
corresponding rule for income tax is in section 43 of ITTOIA. 
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3343. Subsection (2) ensures that this rule does not overturn any rules about the calculation 
of losses. For example, see section 398 of ICTA (which deals with the calculation of losses 
for the purposes of a claim under section 396 of ICTA). 

3344. See the related commentary on section 47 of this Act. 

Section 1307: Apportionment etc of miscellaneous profits and losses to accounting 
period 
3345. This section provides for apportionment of profits and losses when a company’s 
period of account does not coincide with an accounting period. It is based on section 72 of 
ICTA. The corresponding rule for income tax is in sections 203 and 871 of ITTOIA. 

3346. Section 72 of ICTA applies “in the case of any profits or gains chargeable… under 
Case I, II or VI of Schedule D”. Apportionment is therefore not limited to the case of profits 
or losses of a trade. See the related commentary for section 52. 

3347. The section applies where income is chargeable under a provision to which 
section 834A of ICTA applies. That section is inserted by Schedule 1 to this Act. 
Section 834A of ICTA does not apply to income to which Chapter 8 of Part 10 (income not 
otherwise charged) applies which arises from a source outside the United Kingdom (see 
subsection (3) of that section). Subsection (2) of this section qualifies the reference to that 
section so that the benefit of the apportionment rules extends to such income (that is, to 
income charged in the source legislation under Schedule D Case V). See Change 95 in 
Annex 1. 

3348. The only circumstance in which aggregation within subsection (3)(b) will occur is 
when a company is in liquidation and has fixed accounting periods of 12 months in 
accordance with section 12 of this Act. 

3349. This section does not carry over the rewrite change in section 871(5) of ITTOIA 
whereby apportionment is permitted by a measure of time other than the number of days in 
the respective periods, as required by section 72(2) of ICTA. HMRC consider that a day 
cannot fall into more than one accounting period. 

3350. See also the paragraph headed “miscellaneous profits and losses: apportionment to 
accounting periods ending before 1 April 2009” in Part 21 of Schedule 2 to this Act which 
provides for a period of account that straddles the end of the financial year 2008 and the 
beginning of the financial year 2009. 

Section 1308: Expenditure brought into account in determining value of intangible asset 
3351. This section provides that expenditure on research and development, if not of a capital 
nature, may be taken into account for the purposes of Part 13, even though for accounting 
purposes it has been brought into account in determining the value of an intangible asset. It is 
based on section 53 of FA 2004. 
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3379. Subsection (5) defines “market gardening”. It makes it clear that the produce sold 
must have been grown on the relevant land rather than being bought in for resale. 

Section 1318: Meaning of grossing up 
3380. This section explains what is meant by “grossing up” for the purposes of this Act and 
provides a formula for calculating the gross amount to be taxed. It is new. The corresponding 
rule for income tax is in section 998 of ITA. 

Section 1319: Other definitions 
3381. This section defines various terms. 

Section 1320: Interpretation: Scotland 
3382. This section deals with the application to Scotland of certain terms used in the Act. It 
is based on section 24 of ICTA. The corresponding rule for income tax is in section 879 of 
ITTOIA. 

3383. Subsection (2) is based on Change 15 in Annex 1 and gives certainty to the meaning 
of “enactment”. 

Section 1321: Interpretation: Northern Ireland 
3384. This section deals with the application to Northern Ireland of certain terms used in the 
Act. It is new. The corresponding rule for income tax is in section 880 of ITTOIA. 

3385. It clarifies the meaning of “enactment”. See Change 15 in Annex 1. 

Section 1322: Minor and consequential amendments 
3386. This section introduces Schedule 1. It is new. 

Section 1323: Power to make consequential provision 
3387. This section provides a power for the Treasury to make by order consequential 
amendments additional to those contained in Schedule 1. It is new. 

3388. The power is in substance the same as that in section 1028 of ITA. As with that 
power, it will not be exercised without the agreement of the Tax Law Rewrite Project’s 
Consultative and Steering Committees to the proposed modifications. 

3389. Subsection (2) provides that the power may not be used after 31 March 2012. It is 
sensible to enable additional consequential amendments to be made in this way only over a 
limited period, and it would in any case become progressively more difficult to do so 
accurately as subsequent Finance Bills are enacted. The date of 31 March 2012 takes account 
of this while giving a reasonable amount of time for missed consequential amendments to 
come to light. 
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Section 1328: Extent 
3400. This section provides for the Act to form part of the law of each part of the United 
Kingdom. 

Section 1329: Commencement 
3401. This section provides for the commencement of the Act. 

3402.  This Act deals for the most part only with corporation tax. However, it does amend 
legislation relating to income tax and capital gains tax, mostly consequentially. Separate 
provision is made about commencement in relation to those amendments. 

Section 1330: Short title 
3403. This section specifies the short title for the Act. 

Schedule 1: Minor and consequential amendments 
Part 1: Income and Corporation Taxes Act 1988 
The charge to corporation tax 
3404. See the commentary on Chapter 1 of Part 2 for an explanation of the charges to 
corporation tax in this Act. That Chapter deals with the charge to corporation tax on profits. 

3405. The charge under section 2 is on amounts of income and on chargeable gains that 
together form the “profits pot”. The label “the charge to corporation tax on income” is 
explained in section 2(2). There are examples of consequential amendments expressed in 
these terms in the amendments to section 761(1) and section 776(3A) of ICTA. 

3406. There are also consequential amendments to charges to an amount of corporation tax. 
These charges do not fall within the “profits pot” and are provisions of an administrative 
nature mainly recovering excessive relief. Two examples are the amendment to 
section 399(3) of ICTA and the amendment to paragraph 27(4) of Schedule 16 to FA 2002. 

3407. References to Schedule D Case VI are removed in these consequential amendments: 
see the commentary on the amendment inserting section 834A of ICTA. 

Section 15 of ICTA 
3408. Section 15(1A) of ICTA is not rewritten because it is no longer necessary. It is part of 
a framework in which income tax and corporation tax are, broadly, governed by the same 
provisions. In that context its purpose is to keep the property income of a non-UK resident 
company chargeable to income tax separate from that company’s property income chargeable 
to corporation tax. But the provisions governing income tax have been separated from those 
governing corporation tax in the rewrite. Specifically, Part 3 of ITTOIA deals with property 
income charged to income tax and Part 4 of this Act deals with property income charged to 
corporation tax. Section 3(1)(b) prevents the provisions in ITTOIA from applying to income 
of a non-resident within the charge to corporation tax. Together, this is all that is required to 
achieve the result of dividing a non-UK resident company’s property income between 
separate income tax and corporation tax property businesses. 
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Section 396 of ICTA 
3436. These amendments make the adaptations necessary to this section and its heading as a 
result of the abolition of Schedule D and its Cases by this Act. 

3437. The main reference in section 396(1) of ICTA to tax charged under Schedule D Case 
VI has been replaced by a reference to tax charged under or by virtue of “a relevant 
provision”. This ties in with the substituted subsection (2) which, in common with the 
approach taken generally to replacing references to Schedule D Case VI, refers to the table of 
provisions in section 834A of ICTA for this purpose but with the exclusion of one provision 
in that table. The reference to section 761(1)(b)(ii) of ICTA derives from the replaced 
section 396(2) of ICTA. 

3438. Section 834A of ICTA is inserted by this Schedule. It is the equivalent for corporation 
tax of the income tax provision in section 1016 of ITA. For further information, see the 
commentary in these notes on section 834A of ICTA. 

3439. See also section 436A of ICTA which excludes a loss under that section from relief 
under section 396 of ICTA and prevents any relief under the latter section being set against 
profits under section 436A. 

3440. The inserted section 396(2A) and (2B) of ICTA preserves relief for losses arising in 
an accounting period ending on or before 31 March 2009 against any income arising from a 
relevant provision in later accounting periods. Subsection (2B) reflects the commencement 
date for the insertion of a reference to Chapter 5 of Part 17 of ICTA in the superseded 
subsection (2). 

Section 399 of ICTA 
3441. Section 399(1B) of ICTA is not rewritten for corporation tax purposes. The loss relief 
provisions it restricts, in particular section 396 of ICTA (losses from miscellaneous 
transactions), cannot apply. The gains that match the losses in question are not chargeable to 
tax and so losses are not eligible for relief. This provision is the equivalent for corporation tax 
purposes of section 399(1) of ICTA. That provision was not rewritten but repealed by 
ITTOIA for the same reasons. 

Section 431 of ICTA 
3442. A new label “life assurance trade profits provisions” is inserted into section 431(2) of 
ICTA. It is used in various consequential amendments to the life assurance provisions of the 
Corporation Tax Acts. They include the use of the label, instead of “provisions applicable to 
Case I of Schedule D” (or some variant), in places such as section 434(1) of ICTA, 
section 83YC(10) of FA 1989 and section 210A(10A) of TCGA. 

Sections 586 and 587 of ICTA 
3443. These amendments repeal sections 586 and 587 of ICTA. See Change 99 in Annex 1. 
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sensitive areas. The “Board” here is stated to mean the Commissioners for Inland Revenue 
reflecting directly the defined usage of terms in section 1(1) of TMA. 

3491. Paragraph 141 of Schedule 29 to FA 2002 provides a way for Schedule 29 to make 
the necessary references to Revenue officers while preserving the distinction between 
functions that could be performed at an “ordinary” level in the department and those that 
could not. The terminology has however been overtaken by the creation of HMRC and the 
provisions of CRCA. If paragraph 141 were rewritten, it would be necessary to translate there 
the references to “Board”, “Inland Revenue” and “Commissioners for Inland Revenue” into 
the post-CRCA equivalents while preserving the “special treatment” in respect of the 
provisions referred to in paragraph 141(1). 

3492. However this is not necessary. A general interpretative provision is appropriate when 
the intangible fixed assets rules are set out in a separate Finance Act Schedule. But in this 
Act, these rules are part of the main body of the corporation tax rules. So the appropriate 
post-CRCA term is simply inserted into each provision. 

3493. For intended references to “any officer of the Board” under the general rule in 
paragraph 141(2) of Schedule 29 to FA 2002, the post-CRCA term is “any officer of Revenue 
and Customs” (section 50(1) of CRCA). 

3494. For intended references to the “Commissioners for Inland Revenue” under the 
specific rule in paragraph 141(1) and (3) of Schedule 29 to FA 2002, the post CRCA term is 
the “Commissioners for Her Majesty’s Revenue and Customs” (sections 1(1) and 50(1) of 
CRCA). However, as explained in the notes relating to the sections involved, changes are 
proposed in respect of paragraph 35(2) of Schedule 29 to FA 2002 (rewritten as 
section 753(2)) and paragraph 39(1)(a) of Schedule 29 to FA 2002 (rewritten as 
section 756(1)) to reflect the fact that the power attributed there to the Commissioners for 
HMRC is, in practice, exercised by an officer of HMRC (see also Change 1 in Annex 1). 

3495. It is not necessary to rewrite the final sentence in paragraph 141(1) of Schedule 29 to 
FA 2002 which refers to the authority to delegate Board’s functions. Under section 13 of 
CRCA practically all functions of the Commissioners are stated to be delegable to an officer 
of the Department. The established rewrite approach to denoting a function as proper to the 
Commissioners for HMRC is to leave section 13 of CRCA to spell out that it need not be 
carried out by the Commissioners personally. 

Energy Act 2004 
Sections 28 and 44 of the Energy Act 2004 
3496. The reference to section 834A of ICTA is to the provision inserted by this Schedule. 

ITTOIA 
Section 48 of ITTOIA 
3497. Section 48 of ITTOIA restricts the amount which can be deducted in calculating the 
profits of a trade for income tax purposes in respect of the cost of the hire of a car or motor 
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calculating the profits or losses of the business. So paragraph (b) is not reproduced in the 
amendment. 

ITA 
Section 835A of ITA 
3517. The residence rules in section 66 of FA 1988 and section 249 of FA 1994 apply for 
the purposes of the Taxes Acts as defined in section 118 of TMA. This Act rewrites those 
rules for the purposes of the Corporation Tax Acts (Chapter 3 of Part 2). Because the 
Corporation Tax Acts are defined more narrowly (Schedule 1 to the Interpretation Act 1978) 
than the Taxes Acts, this new section is introduced into ITA to apply the rules given in 
Chapter 3 of Part 2 for the purposes of income tax. 

Schedule 2: Transitionals and savings 
Part 1: General provisions 
3518. These paragraphs ensure continuity of the law, despite the fact that this Act repeals 
and rewrites provisions. 

3519. Paragraph 2 makes clear that the proposition about the continuity of the law in 
paragraph 1 does not apply to changes in the law made by this Act. 

3520. The paragraphs in this Part stand instead of section 17(2) of the Interpretation 
Act 1978 and provide a comprehensive set of transitional arrangements. 

Part 2: Changes in the law 
3521. This paragraph allows anyone affected by a minor change in the law made by this Act 
to elect that the change does not apply to events occurring before 1 April 2009 in an 
accounting period that straddles that date. This allows the Act to be applied as soon as 
possible without imposing charges retrospectively. 

Part 3: Charge to corporation tax on income 
Effect of repeal of section 9(1) of ICTA on relevance of case law 
3522. The case law to which the saving is relevant is the case law relating to the 
construction of source legislation rewritten in the Act whose application for corporation tax 
purposes depended on section 9(1) of ICTA (which applies income tax principles for 
corporation tax purposes). 

Part 5: Company residence: exceptions to section 14 
3523. These paragraphs apply where a company incorporated in the United Kingdom 
carried on business before 15 March 1988, the commencement date for section 66 of 
FA 1988 (rewritten in Chapter 3 of Part 2). These paragraphs rewrite parts of paragraphs 1, 2 
and 5 of Schedule 7 to FA 1988. Paragraphs 4 and 5 of that Schedule are spent. 

3524. United Kingdom incorporated companies which received Treasury consent to migrate 
from the United Kingdom before the commencement date (paragraph 1) and those with an 
application in the pipeline before the commencement date (paragraph 2) retain their foreign 
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residence (despite section 14) until they cease to carry on business or become resident in the 
United Kingdom under other rules. The provision for the Treasury to consent to company 
migrations (most recently section 765 of ICTA) was repealed with effect from the 
commencement date for section 66 of FA 1988. 

Part 6: Trading income 
Reserves of marketing authorities etc 
3525. This paragraph makes clear that the status of schemes or arrangements approved by or 
made with the National Assembly for Wales before 26 May 2007 is preserved. See 
Change 15 in Annex 1. 

Part 7: Property income 
Lease premiums: time limits for claims for repayment of tax 
3526. This paragraph provides that the time limit for claims for repayment of tax under 
section 238 or 239 is six years after the events described in those sections. This preserves the 
period of six years mentioned in section 36(2)(b) of ICTA (charge on sale of land with right 
to reconveyance) until the Treasury make an order under this paragraph. 

Part 8: Loan relationships 
Exemption for interest on tax overpaid for accounting periods ending before 1 July 1999 

3527. Section 34 of FA 1998 removed the exemption from corporation tax for interest under 
section 826(1) of ICTA (interest on tax overpaid) for payments made in accounting periods 
ending on or after 1 July 1999. Section 826(5A) of ICTA, which provides that the exemption 
does not apply for corporation tax purposes, is not rewritten in this Act as the interest 
naturally falls to be charged as income by Part 5 of this Act. 

5½% Treasury Stock 2008-2012 not redeemed before 6 April 2009 
3528. Because this Treasury Stock may be redeemed within a maximum of three years the 
exemption from charge under Part 5 for amounts other than interest (section 96(2) of 
FA 1996) is rewritten in this Schedule. See the commentary in the overview of Chapter 12 of 
Part 5. 

Part 10: Derivative contracts 
Extended meaning of reference in section 591(6)(b) 
3529. This paragraph extends the list of provisions relevant to condition E in section 591 
(conditions A to E mentioned in section 589(5)). It is based on paragraph 4(2D) of 
Schedule 26 to FA 2002. 

Disapplication of section 645 
3530. This paragraph disapplies section 645 (creditor relationships: embedded derivatives 
which are options) to a derivative contract if paragraph 9(2) of Schedule 10 to FA 2004 has 
effect in relation to the asset representing the creditor relationship which hosts the derivative 
contract. It is based on paragraphs 12(11C) and 45D(2) and (4) of Schedule 26 to FA 2002. 
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consideration treated as given for such a derivative contract so that the provisions setting out 
the credits and debits to be brought into account under Part 7 may be applied. 

Avoidance relying on continuity of treatment provisions: transactions before 16 May 2008 
3569. This paragraph preserves the commencement rules applying on the introduction of the 
source legislation for section 629. It is based on paragraph 5(3) of Schedule 22 to FA 2008. 

Disposals for consideration not fully recognised by accounting practice: disposals 
before 16 May 2008 
3570. This paragraph preserves the commencement rules applying on the introduction of the 
source legislation for section 698. It is based on paragraph 4(3) of Schedule 22 to FA 2008. 

References to Companies Act 2006 
3571. This paragraph provides for the interpretation of references to section 286 of the 
Companies Act 2006 until such time as that section is brought into force. It is based on 
regulation 6 of The Corporation Tax (Implementation of the Mergers Directive) 
Regulations 2008 (SI 2008/1579). 

3572. The paragraph applies the equivalent provision in the predecessor Companies Act 
until an order brings section 658 of the Companies Act 2006 into force. 

Repeal of provisions concerning exchange gains and losses from derivative contracts 
3573. This paragraph preserves the prospective repeal by F(No 2)A 2005 of some provisions 
dealing with exchange gains and losses. It is based on paragraph 9(1) of Schedule 6 to 
F(No 2)A 2005. 

Part 14: Other relief for employee share acquisitions 
Accounting periods beginning before 1 January 2003 
3574. This paragraph preserves the transitional provision in paragraph 33 of Schedule 23 to 
FA 2003. This transitional might be required to prevent a double deduction in the case of an 
option granted before 1 January 2003 but exercised after 30 March 2009. 

Part 17: Film production 
Application of Part 15 etc to films that commenced principal photography before 1 
January 2007 but were not completed before that date 
3575. Section 52 of FA 2006 contains powers to make transitional provisions relating to 
films that started principal photography before 1 January 2007 but which were not completed 
before that date. The Corporation Tax (Taxation of Films) (Transitional Provisions) 
Regulations 2007 (SI 2007/1050) have been made under section 52 of FA 2006. 

3576. Some of the tax provisions which are modified, for transitional purposes, by 
SI 2007/1050 are rewritten in Part 15 but others (such as the withdrawal of existing film 
reliefs for both income tax and corporation tax purposes) are not rewritten or are, effectively, 
rewritten elsewhere (in the Part dealing with intangible fixed assets). 
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Stage Date Hansard or other 
Parliamentary reference 

Second and third readings 25 March 2009 Vol 709 Cols 721 to 729 
 
Royal Assent – 26 March 2009 House of Lords Hansard Vol 709 Col 755 

House of Commons Hansard Vol 490 
Col 484 
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source legislation applied to both income tax and corporation tax and concerned professions 
the reference to profession was maintained in the corporation tax only rule. This was done on 
the basis that if companies cannot carry on professions the references do no harm, and 
because the issue was seen as one to address in the context of the rewrite of corporation tax. 

A slightly smaller number appear in provisions that apply to both income tax and corporation 
tax. They are clearly needed until these provisions are split into income tax and corporation 
tax rules. 

A dozen or so are concerned with partnerships that might be made up of both income and 
corporation taxpayers. If a partnership consists of an individual and a corporate body and 
exists to exploit the professional services of the individual it may well be correct to regard the 
individual as carrying on the profession but the company as carrying on a trade. 

A small number cannot be explained in any of the above ways. 

Corporate bodies and professions - conclusions 
There are three conclusions: 

€ the nature of a profession and some comments in the case law suggest that corporate 
bodies cannot carry on a profession for corporation tax purposes – when they provide 
professional services they are trading; 

€ consistent with that, the 1965 corporation tax code made no explicit provision for 
professions; and 

€ references in the current legislation arise for a mixture of reasons, are inconsistent and 
therefore shed no great light on the issue. 

So there are strong grounds for concluding that for the purposes of the charge to corporation 
tax under Schedule D Case II there are no activities that should be taken to constitute the 
carrying on of a profession by a corporate body. 

Corporate bodies and vocations 
The nature of a vocation 
“Vocation” is not defined for tax purposes. 

According to the Oxford English Dictionary a vocation is: 

€ the fact or feeling of being called to undertake some specific career, function or 
occupation; 

€ a strong feeling of fitness or suitability for a particular career; 
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Change 7: Trading and property income: relationship between rules prohibiting 
deductions and rules allowing deductions: sections 51 and 214 
This change resolves any conflict between the rules prohibiting a deduction in calculating 
trade profits and the rules allowing a deduction in calculating trade profits in favour of the 
rule allowing the deduction. But any conflict is unlikely. 

The change brings the income tax and corporation tax codes back into line. 

Parts 3 and 20 of this Act set out a number of rules that restrict the deductions allowed in the 
calculation of trade profits. Each of these is a “prohibitive rule”. 

Part 3 of this Act also sets out a number of rules that allow deductions in the calculation of 
trade profits. Most of these rules are in Chapter 5 of Part 3 of this Act. Each of these is a 
“permissive rule”. 

In some cases the source legislation for a permissive rule overrides a specific prohibitive rule. 
In other cases the source legislation provides that a deduction is allowed “notwithstanding 
anything in section 74 [of ICTA]”. Such a form of words overrides all the restrictive rules in 
section 74 of ICTA. See, for example, section 82A of ICTA rewritten as section 87. In other 
cases the source legislation says merely that a deduction is allowed. 

Section 51 makes clear that the permissive rule has priority over any prohibitive rule with the 
four exceptions set out in subsection (1)(b) of the section. 

In the case of car and motor cycle hire section 578A of ICTA makes clear that the provision 
restricts the amount of any deduction. 

In the cases of unpaid remuneration and employee benefit contributions section 43 of 
FA 1989 and paragraph 1 of Schedule 24 to FA 2003 impose a timing rule that naturally 
overrides any permissive rule. And, in an instance where a conflict may arise, section 86 of 
ICTA (seconded employees) allows the deduction only “to the like extent” as if the employee 
had not been seconded. 

In the case of crime-related expenditure the order of priority reflects the view that in enacting 
section 577A of ICTA Parliament intended that there should be no circumstances in which 
anyone should obtain a tax deduction by making a crime- related payment. 

The order of priority given by section 51 is relevant only if the expenditure is capable of 
falling within both a permissive rule and a prohibitive rule. This is most likely to happen in 
the case of the general restriction in section 54. In these cases the source legislation leaves no 
uncertainty about the extent to which the prohibitive rule is overridden. The only area of 
uncertainty is where the restriction is imposed by a provision other than section 74 of ICTA. 
For example, the restriction that section 577 of ICTA imposes on business expenditure. 
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There is rarely scope for overlap between a specific permissive rule and a specific prohibitive 
rule. This is because the terms for either rule to apply are so closely defined. As a question of 
fact the expenditure will fall into one category or the other. But in the event of any overlap 
section 51 changes the law by giving priority to the permissive rule. 

For example, it is unlikely that expenditure that meets the conditions for section 83 of ICTA 
(patent fees etc) to apply would also be business expenditure disallowed by section 577 of 
ICTA. If it does the source legislation is silent on which rule takes priority. Section 51 gives 
priority to the permissive rule. 

Section 214 applies the same order of priority to the profits of a property business. 

If there is any doubt in the source legislation about which rule takes priority this change 
resolves the doubt in favour of the rule that allows the deduction. 

This change is in taxpayers’ favour in principle and may benefit some in practice. But the 
numbers affected and the amounts involved are likely to be small. 

Change 8: Trading income: align rules for debts proving irrecoverable after trade 
deemed to have ceased with general rules for bad debts: section 55 and Schedule 1 
This change aligns the relief given for bad debts by section 89 of ICTA with the relief given 
by section 88D of ICTA. 

Section 337(1) of ICTA sets out what happens if a company begins or ceases to carry on a 
trade or begins or ceases to be within the charge to corporation tax. Its trade profits are 
calculated as if the trade begins or ceases to be carried on. 

Section 89 of ICTA provides relief for bad debts if there is an “event” within section 337(1) 
of ICTA or if there is a change in the persons carrying on the trade. It gives relief for bad 
debts which meet certain conditions. Since the trade carried on before the event or change is 
deemed to be different from the trade carried on after the event or change section 74(1)(e) of 
ICTA would otherwise prohibit a deduction for bad debts. The desired effect is to treat the 
trade as continuing as far as bad debts are concerned. 

Although the aim of section 89 of ICTA is the same as that of section 88D of ICTA (that is, 
to give relief for bad trade debts), there are significant differences between the two sections 
and the nature of the relief given. Specifically: 

€ section 89 gives relief for debts which are irrecoverable, whereas section 88D gives 
relief for an impairment loss; 

€ section 89 requires proof that a debt is irrecoverable, whereas section 88D has no 
corresponding requirement; and 


