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Income and Corporation Taxes Act 1988
1988 CHAPTER 1

PART V

PROVISIONS RELATING TO THE SCHEDULE E CHARGE

CHAPTER IV

OTHER EXEMPTIONS AND RELIEFS

Share option and profit sharing schemes

185 Approved share option schemes

(1) The provisions of this section shall apply where, in accordance with the provisions of
an approved share option scheme, an individual obtains a right to acquire shares in
a body corporate by reason of his office or employment as a director or employee of
that or any other body corporate and he obtains that right—

(a) in the case of a savings-related share option scheme, on or after 15th
November 1980; or

(b) in the case of any other share option scheme, on or after 6th April 1984.

(2) Subject to subsections (4) and (6) below, tax shall not be chargeable under any
provision of the Tax Acts in respect of the receipt of the right.

(3) Subject to subsections (4) and, except where paragraph 27(3) of Schedule 9 applies,
(5) below, if he exercises the right in accordance with the provisions of the scheme
at a time when it is approved—

(a) tax shall not be chargeable under any provision of the Tax Acts in respect of
the exercise nor under section 138(1)(a) in respect of an increase in the market
value of the shares;

(b) section 29A(1) of the 1979 Act (assets deemed to be acquired at market value)
shall not apply in calculating the consideration for the acquisition of the shares
by him or for any corresponding disposal of them to him.
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(4) Subsections (2) and (3) above shall not apply in respect of a right, obtained by a person
under a scheme which is a savings-related share option scheme, which is exercised
within three years of its being obtained by virtue of a provision included in a scheme
pursuant to paragraph 21 of Schedule 9.

(5) Subsection (3) above shall not apply in relation to the exercise by any person of a right
in accordance with the provisions of a scheme which is not a savings-related share
option scheme if—

(a) the period beginning with his obtaining the right and ending with his
exercising it is less than three, or greater than ten, years; or

(b) the right is exercised within three years of the date on which he last exercised
(in circumstances in which subsection (3) above applied) any right obtained
under the scheme or under any other approved share option scheme which
is not a savings-related share option scheme (any such right exercised on the
same day being disregarded).

(6) Where, in the case of a right obtained by a person under a scheme which is not a
savings-related share option scheme, the aggregate of—

(a) the amount or value of any consideration given by him for obtaining the right,
and

(b) the price at which he may acquire the shares by exercising the right,
is less than the market value, at the time he obtains the right, of the same quantity of
issued shares of the same class, he shall be chargeable to tax under Schedule E for the
year of assessment in which he obtains the right on the amount of the difference; and
the amount so chargeable shall be treated as earned income, whether or not it would
otherwise fall to be so treated.

(7) For the purposes of section 32(1)(a) of the 1979 Act (computation of chargeable gains:
allowable expenditure) the consideration given for shares acquired in the exercise of
the right shall be taken to have included that part of any amount on which income tax
is payable in accordance with subsection (6) above which is attributable to the shares
disposed of.

This subsection applies whether or not the exercise is in accordance with the provisions
of the scheme and whether or not the scheme is approved at the time of the exercise.

(8) Where a person is chargeable to tax under subsection (6) above on any amount (the
“amount of the discount”) and subsequently, in circumstances in which subsection (3)
above does not apply—

(a) he is chargeable to tax under section 135, the amount of the gain on which
he is chargeable to tax under that section shall be reduced by that part of the
amount of the discount which is attributable to the shares in question; or

(b) he is treated by virtue of section 162 as having had the benefit of a notional
interest-free loan, the amount of the notional loan initially outstanding shall
be reduced by that part of the amount of the discount which is attributable to
the shares in question.

(9) Where the provisions of a scheme which is not a savings-related share option scheme
are approved in pursuance of an application made under paragraph 1 of Schedule 10
to the Finance Act 1984 before 1st January 1985 (and the approval has not been
withdrawn), this section shall apply in relation to any right obtained before 1st July
1985 as if the scheme containing those provisions had been approved under that
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Schedule during the period beginning with the date on which that right was obtained
and ending with the date on which those provisions were actually so approved.

(10) In this section “savings-related share option scheme” has the meaning given by
Schedule 9.

186 Approved profit sharing schemes

(1) The provisions of this section apply where, after 5th April 1979, the trustees of an
approved profit sharing scheme appropriate shares—

(a) which have previously been acquired by the trustees, and
(b) as to which the conditions in Part II of Schedule 9 are fulfilled,

to an individual who participates in the scheme (“the participant”).

(2) Notwithstanding that, by virtue of such an appropriation of shares as is mentioned in
subsection (1) above, the beneficial interest in the shares passes to the participant to
whom they are appropriated—

(a) the value of the shares at the time of the appropriation shall be treated as not
being income of his chargeable to tax under Schedule E; and

(b) he shall not be chargeable to income tax under that Schedule by virtue of
section 138(1)(a) in respect of an increase in the market value of the shares or
by virtue of section 162 in any case where the shares are appropriated to him
at an under-value within the meaning of that section.

(3) Subject to the provisions of this section and paragraph 4 of Schedule 10, if, in respect
of or by reference to any of a participant’s shares, the trustees become or the participant
becomes entitled, before the release date, to receive any money or money’s worth (“a
capital receipt”), the participant shall be chargeable to income tax under Schedule E
for the year of assessment in which the entitlement arises on the appropriate percentage
(determined as at the time the trustees become or the participant becomes so entitled)
of so much of the amount or value of the receipt as exceeds the appropriate allowance
for that year, as determined under subsection (12) below.

(4) If the trustees dispose of any of a participant’s shares at any time before the release
date or, if it is earlier, the date of the participant’s death, then, subject to subsections (6)
and (7) below, the participant shall be chargeable to income tax under Schedule E for
the year of assessment in which the disposal takes place on the appropriate percentage
of the locked-in value of the shares at the time of the disposal.

(5) Subject to paragraphs 5 and 6(6) of Schedule 10, the locked-in value of a participant’s
shares at any time is—

(a) if prior to that time he has become chargeable to income tax by virtue of
subsection (3) above on a percentage of the amount or value of any capital
receipt which is referable to those shares, the amount by which their initial
market value exceeds the amount or value of that capital receipt or, if there
has been more than one such receipt, the aggregate of them; and

(b) in any other case, their initial market value.

(6) Subject to subsection (7) below, if, on a disposal of shares falling within subsection (4)
above, the proceeds of the disposal are less than the locked-in value of the shares at the
time of the disposal, subsection (4) above shall have effect as if that locked-in value
were reduced to an amount equal to the proceeds of the disposal.
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(7) If, at any time prior to the disposal of any of a participant’s shares, a payment was
made to the trustees to enable them to exercise rights arising under a rights issue, then,
subject to subsection (8) below, subsections (4) and (6) above shall have effect as if
the proceeds of the disposal were reduced by an amount equal to that proportion of
that payment or, if there was more than one, of the aggregate of those payments which,
immediately before the disposal, the market value of the shares disposed of bore to
the market value of all the participant’s shares held by the trustees at that time.

(8) For the purposes of subsection (7) above—
(a) no account shall be taken of any payment to the trustees if or to the extent

that it consists of the proceeds of a disposal of rights arising under a rights
issue; and

(b) in relation to a particular disposal the amount of the payment or, as the case
may be, of the aggregate of the payments referred to in that subsection shall
be taken to be reduced by an amount equal to the total of the reduction (if any)
previously made under that subsection in relation to earlier disposals;

and any reference in subsection (7) or paragraph (a) above to the rights arising under a
rights issue is a reference to rights conferred in respect of a participant’s shares, being
rights to be allotted, on payment, other shares or securities or rights of any description
in the same company.

(9) If at any time the participant’s beneficial interest in any of his shares is disposed of, the
shares in question shall be treated for the purposes of the relevant provisions as having
been disposed of at that time by the trustees for (subject to subsection (10) below)
the like consideration as was obtained for the disposal of the beneficial interest; and
for the purposes of this subsection there is no disposal of the participant’s beneficial
interest if and at the time when—

(a) in England and Wales or Northern Ireland, that interest becomes vested in any
person on the insolvency of the participant or otherwise by operation of law, or

(b) in Scotland, that interest becomes vested in a judicial factor, in a trustee
on the participant’s sequestrated estate or in a trustee for the benefit of the
participant’s creditors.

(10) If—
(a) a disposal of shares falling within subsection (4) above is a transfer to which

paragraph 2(2)(c) of Schedule 9 applies, or
(b) the Board is of opinion that any other disposal falling within that sub-

paragraph is not at arm’s length and accordingly direct that this subsection
shall apply, or

(c) a disposal of shares falling within that sub-paragraph is one which is treated
as taking place by virtue of subsection (9) above and takes place within the
period of retention,

then for the purposes of the relevant provisions the proceeds of the disposal shall be
taken to be equal to the market value of the shares at the time of the disposal.

(11) Where the trustees of an approved scheme acquire any shares as to which the
requirements of Part II of Schedule 9 are fulfilled and, within the period of 18
months beginning with the date of their acquisition, those shares are appropriated
in accordance with the scheme, section 686 shall not apply to income consisting of
dividends on those shares received by the trustees; and, for the purpose of determining
whether any shares are appropriated within that period, shares which were acquired at
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an earlier time shall be taken to be appropriated before shares of the same class which
were acquired at a later time.

(12) For the purposes of subsection (3) above, “the appropriate allowance”, in relation to
any year of assessment, means a sum which, subject to a maximum of £100, is the
product of multiplying £20 by 1 plus the number of years which fall within the period
of five years immediately preceding the year in question and in which shares were
appropriated to the participant under the scheme; and if in any year (and before the
release date) the trustees become or the participant becomes entitled, in respect of or
by reference to any of his shares, to more than one capital receipt, the receipts shall
be set against the appropriate allowance for that year in the order in which they are
received.

(13) Schedule 10 shall have effect with respect to profit sharing schemes.

187 Interpretation of sections 185 and 186 and Schedules 9 and 10

(1) In sections 185 and 186, this section and Schedules 9 and 10 “the relevant provisions”
means those sections (including this section) and Schedules.

(2) For the purposes of the relevant provisions, except where the context otherwise
requires—

“appropriate percentage” shall be construed in accordance with paragraph
3 of Schedule 10;

“approved”, in relation to a scheme, means approved under Schedule 9;
“associated company” has the same meaning as in section 416, except that,

for the purposes of paragraph 23 of Schedule 9, subsection (1) of that section
shall have effect with the omission of the words “or at any time within one
year previously”;

“bonus date” has the meaning given by paragraph 17 of Schedule 9;
“capital receipt” means money or money’s worth to which the trustees of

or a participant in a profit sharing scheme become or becomes entitled as
mentioned in section 186(3), but subject to paragraph 4 of Schedule 10;

“certified contractual savings scheme” has the meaning given by
section 326;

“control” has the same meaning as in section 840;
“grantor”, in relation to any scheme, means the company which has

established the scheme;
“group scheme” and, in relation to such a scheme, “participating company”

have the meanings given by paragraph 1(3) and (4) of Schedule 9;
“initial market value”, in relation to shares in a profit sharing scheme, has

the meaning given by paragraph 30(4) of Schedule 9;
“locked-in value”, in relation to any shares, shall be construed in

accordance with section 186(5);
“market value” has the same meaning as in Part VIII of the 1979 Act;
“new holding” has the meaning given by section 77(1)(b) of the 1979 Act;
“participant”, in relation to a profit sharing scheme, means an individual to

whom the trustees of the scheme have appropriated shares;
“participant’s shares”, in relation to a participant in a profit sharing scheme,

means, subject to paragraph 5(4) of Schedule 10, shares which have been
appropriated to the participant by the trustees;
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“pensionable age” has the meaning given by Schedule 20 to the Social
Security Act 1975;

“period of retention” has the meaning given by paragraph 2 of Schedule 10;
“release date”, in relation to any of the shares of a participant in a profit

sharing scheme, means the fifth anniversary of the date on which they were
appropriated to him;

“relevant amount”, in relation to a participant in a profit sharing scheme,
means an amount which is not less than £1,250 and not more than £5,000
but which, subject to that, is 10 per cent. of his salary (determined under
subsection (5) below) for the year of assessment in question or the preceding
year of assessment, whichever is the greater;

“relevant requirements” has the meaning given by paragraph 1 of Schedule
9;

“savings-related share option scheme” has the meaning given by paragraph
1 of Schedule 9;

“scheme” means a savings-related share option scheme, a share option
scheme which is not a savings-related share option scheme or a profit sharing
scheme, as the context may require;

“shares” includes stock;
“the trustees”, in relation to an approved profit sharing scheme or the

shares of a participant in such a scheme, means the body of persons for the
establishment of which the scheme must provide as mentioned in paragraph
30 of Schedule 9; and

“the trust instrument”, in relation to an approved profit sharing scheme,
means the instrument referred to in paragraph 30(1)(c) of Schedule 9.

(3) For the purposes of the application of the relevant provisions in relation to any
share option scheme or profit sharing scheme, a person has a material interest in a
company—

(a) if he, either on his own or with any one or more of his associates, or if any
associate of his with or without any such other associates, is the beneficial
owner of, or able, directly or through the medium of other companies or by
any other indirect means, to control, more than 25 per cent., or in the case of a
share option scheme which is not a savings-related share option scheme more
than 10 per cent., of the ordinary share capital of the company; or

(b) if, on an amount equal to the whole distributable income of the company
falling under Part XI to be apportioned for the purpose of computing total
income, more than 25 per cent., or in the case of a share option scheme which
is not a savings-related share option scheme more than 10 per cent., of that
amount could be apportioned to him together with his associates (if any), or
to any associate of his, or to any such associates taken together.

In this subsection “associate” has the meaning given by section 417(3) and (4).

(4) Subsection (3) above shall have effect subject to the provisions of Part VI of Schedule
9.

(5) For the purposes of subsection (2) above, a participant’s salary for a year of assessment
means such of the emoluments of the office or employment by virtue of which he is
entitled to participate in a profit sharing scheme as are liable to be paid in that year
under deduction of tax pursuant to section 203 after deducting therefrom amounts
included by virtue of Chapter II of this Part.
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(6) Section 839 shall apply for the purposes of the relevant provisions.

(7) For the purposes of the relevant provisions a company is a member of a consortium
owning another company if it is one of a number of companies which between them
beneficially own not less than three-quarters of the other company’s ordinary share
capital and each of which beneficially owns not less than one-twentieth of that capital.

(8) Where the disposal referred to in section 186(4) is made from a holding of shares
which were appropriated to the participant at different times, then, in determining for
the purposes of the relevant provisions—

(a) the initial market value and the locked-in value of each of those shares, and
(b) the percentage which is the appropriate percentage in relation to each of those

shares,
the disposal shall be treated as being of shares which were appropriated earlier before
those which were appropriated later.

(9) Any of the relevant provisions with respect to—
(a) the order in which any of a participant’s shares are to be treated as disposed

of for the purposes of those provisions, or
(b) the shares in relation to which an event is to be treated as occurring for any

such purpose,
shall have effect in relation to a profit sharing scheme notwithstanding any direction
given to the trustees with respect to shares of a particular description or to shares
appropriated to the participant at a particular time.

(10) In the relevant provisions “workers' cooperative” means a registered industrial and
provident society, within the meaning of section 486, which is a cooperative society
and the rules of which include provisions which secure—

(a) that the only persons who may be members of it are those who are employed
by, or by a subsidiary of, the society and those who are the trustees of its profit
sharing scheme; and

(b) that, subject to any provision about qualifications for membership which is
from time to time made by the members of the society by reference to age,
length of service or other factors of any description, all such persons may be
members of the society;

and in this subsection “cooperative society” has the same meaning as in section 1 of
the Industrial and Provident Societies Act 1965 or, as the case may be, the Industrial
and Provident Societies Act (Northern Ireland) 1969.

Retirement benefits etc.

188 Exemptions from section 148

(1) Tax shall not be charged by virtue of section 148 in respect of the following payments,
that is to say—

(a) any payment made in connection with the termination of the holding of an
office or employment by the death of the holder, or made on account of injury
to or disability of the holder of an office or employment;

(b) any sum chargeable to tax under section 313;
(c) a benefit provided in pursuance of a retirement benefits scheme within the

meaning of Chapter II of Part IX of the 1970 Act or Chapter I of Part XIV of
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this Act or of an agreement as described in section 220(2) of the 1970 Act,
where under section 220 of that Act or section 595 of this Act the holder of
the office or employment was chargeable to tax in respect of sums paid, or
treated as paid, with a view to the provision of the benefit;

(d) a benefit paid in pursuance of any such scheme or fund as was described in
section 221(1) and (2) of the 1970 Act or as is described in section 596(1);

(e) any terminal grant, gratuity or other lump sum paid under any Royal Warrant,
Queen’s Order, or Order in Council relating to members of Her Majesty’s
forces, and any payment made in commutation of annual or other periodical
payments authorised by any such Warrant or Order;

(f) a payment of benefit under any superannuation scheme administered by
the government of an overseas territory within the Commonwealth, or of
compensation for loss of career, interruption of service or disturbance made in
connection with any change in the constitution of any such overseas territory
to persons who, before the change, were employed in the public services of
that territory;

and references in paragraph (f) above to an overseas territory, to the government of
such a territory, and to employment in the public service of such a territory shall be
construed as if they occurred in the Overseas Development and Cooperation Act 1980,
and sections 10(2) and 13(1) and (2) of that Act (which relate to the construction of
such references) shall apply accordingly.

(2) Subsection (1)(d) above shall not apply to any compensation paid for loss of office
or employment or for loss or diminution of emoluments unless the loss or diminution
is due to ill-health; but this subsection shall not be taken to apply to any payment
properly regarded as a benefit earned by past service.

(3) Tax shall not be charged by virtue of section 148 in respect of any payment in the case
of which the following conditions are satisfied—

(a) that the payment is in respect of an office or employment in which the holder’s
service included foreign service; and

(b) that the foreign service comprised either—
(i) in any case, three-quarters of the whole period of service down to the

relevant date, or
(ii) where the period of service down to the relevant date exceeded ten

years, the whole of the last ten years, or
(iii) where the period of service down to the relevant date exceeded 20

years, one-half of that period, including any ten of the last 20 years.

(4) Tax shall not be charged by virtue of section 148 in respect of a payment of an amount
not exceeding £25,000 (“the exempt sum”) and, subject to subsection (5) below, in
the case of a payment which exceeds that amount shall be charged only in respect of
the excess.

(5) Where two or more payments in respect of which tax is chargeable by virtue of
section 148, or would be so chargeable apart from subsection (4) above, are made to
or in respect of the same person in respect of the same office or employment, or in
respect of different offices or employments held under the same employer or under
associated employers, subsection (4) above shall apply as if those payments were a
single payment of an amount equal to that aggregate amount; and the amount of any
one payment chargeable to tax shall be ascertained as follows, that is to say—
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(a) where the payments are treated as income of different chargeable periods, the
exempt sum shall be deducted from a payment treated as income of an earlier
period before any payment treated as income of a later period; and

(b) subject to that, the exempt sum shall be deducted rateably from the payments
according to their respective amounts.

(6) The person chargeable to tax by virtue of section 148 in respect of any payment may
make a claim for such relief in respect of the payment as is applicable thereto under
Schedule 11.

(7) For the purposes of this section and Schedule 11 offices or employments in respect of
which payments to which section 148 applies are made shall be treated as held under
associated employers if, on the date which is the relevant date in relation to any of
those payments, one of those employers is under the control of the other or of a third
person who controls or is under the control of the other on that or any other such date.

In this subsection “control” has the meaning given by section 840.

(8) In this section—
(a) “the relevant date” and “foreign service” have the same meaning as in

Schedule 11; and
(b) references to an employer or to a person controlling or controlled by an

employer include references to his successors.

189 Lump sum benefits on retirement

A lump sum paid to a person on his retirement from an office or employment shall not
be chargeable to income tax under Schedule E if—

(a) it is paid in pursuance of any such scheme or fund as was described in
section 221(1) and (2) of the 1970 Act or as is described in section 596(1) and
is neither a payment of compensation to which section 188(2) applies nor a
payment chargeable to tax under section 600; or

(b) it is a benefit paid in pursuance of any such scheme or arrangement as was
referred to in section 220 of the 1970 Act or a retirement benefits scheme
within the meaning of section 611 of this Act and the person to whom it is paid
was chargeable to tax under section 220 of the 1970 Act or section 595 of this
Act in respect of sums paid, or treated as paid, with a view to the provision
of the benefit; or

(c) it is paid under approved personal pension arrangements (within the meaning
of Chapter IV of Part XIV).

190 Payments to Members of Parliament, Representatives to the European
Parliament and others

Grants and other payments made—
(a) in pursuance of a resolution of the House of Commons to a person ceasing to

be a Member of that House on a dissolution of Parliament, or
(b) under section 13 of the Parliamentary Pensions etc. Act 1984 (grants to

persons ceasing to hold certain Ministerial and other offices), or
(c) under section 3 of the European Parliament (Pay and Pensions) Act 1979

(resettlement grants to persons ceasing to be Representatives),
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shall be exempt from income tax under Schedule E as emoluments, but without
prejudice to their being taken into account, to the extent permitted by section 188(4),
under section 148.

191 Job release scheme allowances not to be treated as income

(1) A payment on account of an allowance to which this section applies shall not be treated
as income for any purposes of the Income Tax Acts.

(2) This section applies to any allowance paid since the beginning of 1977 by the Secretary
of State or the Department of Economic Development under any scheme of the kind
described in the Job Release Act 1977, being a scheme which provides for the payment
of allowances for periods beginning not earlier than one year before the date on which
the recipient attains pensionable age as defined in that Act.

Foreign emoluments and earnings, pensions and certain travel facilities

192 Relief from tax for foreign emoluments

(1) In this Part “foreign emoluments” means the emoluments of a person not domiciled
in the United Kingdom from an office or employment under or with any person, body
of persons or partnership resident outside, and not resident in, the United Kingdom,
but shall be taken not to include the emoluments of a person resident in the United
Kingdom from an office or employment under or with a person, body of persons or
partnership resident in the Republic of Ireland.

(2) Where the duties of an office or employment are performed wholly outside the United
Kingdom and the emoluments from the office or employment are foreign emoluments,
the emoluments shall be excepted from Case I of Schedule E.

(3) If it appears to the Board on a claim made by the holder of an office or employment that
out of any foreign emoluments from the office or employment he has made payments
in circumstances corresponding to those in which the payments would have reduced
his liability to income tax, the Board may allow those payments as a deduction in
computing the amount of the emoluments.

(4) Subject to subsection (2) above, there shall be allowed in charging tax on foreign
emoluments from an office or employment under Case I or II of Schedule E for the
year of assessment 1988-89 a deduction equal to one-quarter of the emoluments in
any case where—

(a) the holder of the office or employment was in that year of assessment not
resident in the United Kingdom or was not resident in the United Kingdom
for at least two of the preceding ten years of assessment; and

(b) he—
(i) held an office or employment the emoluments of which were foreign

emoluments chargeable under Case I or II of Schedule E at any time
in the period beginning with 6th April 1983 and ending with 13th
March 1984, or

(ii) in fulfilment of an obligation incurred before 14th March 1984,
performed duties of such an office or employment in the United
Kingdom before 1st August 1984,
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and he held such an office or employment in the year 1984-85 and in each
subsequent year of assessment.

(5) Paragraph 2(2) and (3) of Schedule 12 shall have effect with the necessary
modifications in relation to the amount of emoluments to be excepted under
subsection (2) above as they have effect in relation to the amount of emoluments in
respect of which a deduction is allowed under section 193(1), and, subject to that, for
the purposes of subsections (2) and (4) above the amount of any emoluments shall be
taken to be the amount remaining after any capital allowance and after any deductions
under subsection (3) above or section 193(4), 194(1), 195(7), 198, 199, 201, 332, 592
or 594.

193 Foreign earnings and travel expenses

(1) Where in any year of assessment—
(a) the duties of an office or employment are performed wholly or partly outside

the United Kingdom; and
(b) any of those duties are performed in the course of a qualifying period (within

the meaning of Schedule 12) which falls wholly or partly in that year and
consists of at least 365 days;

then, in charging tax under Case I of Schedule E on the amount of the emoluments
from that employment attributable to that period, or to so much of it as falls in that year
of assessment, there shall be allowed a deduction equal to the whole of that amount.

Schedule 12 shall have effect for the purpose of supplementing this subsection.

(2) Subsections (3) and (4) below apply where a person (“the employee”) who is resident
and ordinarily resident in the United Kingdom holds an office or employment (“the
overseas employment”) the duties of which are performed wholly outside the United
Kingdom and the emoluments from which are not foreign emoluments.

(3) For the purposes of section 198(1) there shall be treated as having been necessarily
incurred in the performance of the duties of the overseas employment expenses of
the employee in travelling from any place in the United Kingdom to take up the
overseas employment and in travelling to any place in the United Kingdom on its
termination; and if travel is partly for a purpose mentioned in this subsection and partly
for another purpose this subsection applies only to such part of the expenses as is
properly attributable to the former purpose.

(4) Where, for the purpose of enabling the employee to perform the duties of the overseas
employment—

(a) board and lodging outside the United Kingdom is provided for him and the
cost of it is borne by or on behalf of his employer; or

(b) he incurs expenses out of the emoluments of the employment on such board
and lodging for himself and those expenses are reimbursed by or on behalf
of his employer,

there shall be allowed, in charging tax under Case I of Schedule E on the emoluments
from that employment, a deduction of an amount equal to so much of that cost, or, as
the case may be, those expenses as falls to be included in those emoluments.

Where board and lodging is partly for the purpose mentioned in this subsection and
partly for another purpose, this subsection applies only to such part of the cost or
expenses as is properly attributable to the former purpose.
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(5) Subsection (6) below applies where a person resident and ordinarily resident in the
United Kingdom—

(a) holds two or more offices or employments the duties of one or more of which
are performed wholly or partly outside the United Kingdom; and

(b) travels from one place having performed there duties of one office or
employment to another place for the purpose of performing duties of
another office or employment (the emoluments from which are not foreign
emoluments);

and either or both of those places is outside the United Kingdom.

(6) For the purposes of section 198(1) expenses incurred by such a person on such travel
shall be treated as having been necessarily incurred in the performance of the duties
which he is to perform at his destination; and if travel is partly for the purpose of
performing those duties and partly for another purpose this subsection applies only to
such part of the expenses as is properly attributable to the former purpose.

(7) References in the Income Tax Acts (including any provision of this Act, but without
prejudice to any express reference to subsection (3) above) to section 198 and to
deductions allowable under sections 198, 199, 201 or 332 shall be construed as
including a reference to subsection (3) above and to deductions allowable under that
subsection.

194 Other foreign travel expenses

(1) Where—
(a) travel facilities are provided for any journey to which this subsection applies

and the cost of them is borne by or on behalf of the employer; or
(b) expenses are incurred out of the emoluments of any office or employment

mentioned in subsection (2), (3) or (5) below on any such journey and those
expenses are reimbursed by or on behalf of the employer,

there shall be allowed, in charging tax under Case I of Schedule E on the emoluments
from that office or employment, a deduction of an amount equal to so much of that
cost or, as the case may be, those expenses as falls to be included in those emoluments.

(2) Subsection (1) above applies where a person is absent from the United Kingdom for
a continuous period of 60 days or more for the purpose of performing the duties of
one or more offices or employments and applies to travel of the following descriptions
between any place in the United Kingdom and the place of performance of any of
those duties outside the United Kingdom, that is to say—

(a) any journey by his spouse or any child of his—
(i) accompanying him at the beginning of the period of absence; or

(ii) to visit him during that period;
(b) any return journey following a journey of a kind described in paragraph (a)

above;
but that subsection does not extend to more than two outward and two return journeys
by the same person in any year of assessment.

For the purposes of this subsection “child” includes a stepchild and an illegitimate
child but does not include a person who is aged 18 or over at the beginning of the
outward journey.
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(3) Where a person holds an office or employment the duties of which are performed
partly outside the United Kingdom, subsection (1) above applies, subject to
subsection (4) below, to any journey by him—

(a) from any place in the United Kingdom to the place of performance of any of
those duties outside the United Kingdom;

(b) from the place of performance of any of those duties outside the United
Kingdom to any place in the United Kingdom.

(4) Subsection (1) does not apply by virtue of subsection (3) unless the duties concerned
can only be performed outside the United Kingdom and the journey is made wholly
and exclusively for the purpose—

(a) where the journey falls within subsection (3)(a), of performing the duties
concerned; or

(b) where the journey falls within subsection (3)(b), of returning after performing
the duties concerned.

(5) Where a person is absent from the United Kingdom for the purposes of performing the
duties of one or more offices or employments, subsection (1) above applies, subject
to subsection (6) below, to—

(a) any journey by him from the place of performance of any of those duties
outside the United Kingdom to any place in the United Kingdom;

(b) any return journey following a journey of a kind described in paragraph (a)
above.

(6) Subsection (1) does not apply by virtue of subsection (5) unless the duties concerned
can only be performed outside the United Kingdom and the absence mentioned in
subsection (5) was occasioned wholly and exclusively for the purpose of performing
the duties concerned.

(7) For the purpose of applying this section in a case where the duties of the office or
employment or (as the case may be) any of the offices or employments are performed
on a vessel, in section 132(4)(b) the words from “or which” to the end shall be ignored.

(8) In such a case as is mentioned in subsection (7) above, subsection (4) above shall have
effect as if “the duties concerned” in paragraphs (a) and (b) read “the duties concerned,
or those duties and other duties of the office or employment”.

(9) Where apart from this subsection a deduction in respect of any cost or expenses is
allowable under a provision of this section or section 193 and a deduction in respect of
the same cost or expenses is also allowable under another provision of this section or
section 193 or of any other enactment, a deduction in respect of the cost or expenses
may be made under either, but not both, of those provisions.

(10) References in the Income Tax Acts (including any provision of this Act, but without
prejudice to any express reference to subsection (1) above) to section 198 and to
deductions allowable under sections 198, 199, 201 or 332 shall be construed as
including a reference to subsection (1) above and to deductions allowable under that
subsection.

195 Travel expenses of employees not domiciled in the United Kingdom

(1) Subject to subsection (2) below, this section applies in the case of an office or
employment in respect of which a person (“the employee”) who is not domiciled in
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the United Kingdom is in receipt of emoluments for duties performed in the United
Kingdom.

(2) This section does not apply unless subsection (3) below is satisfied in respect of a date
on which the employee arrives in the United Kingdom to perform duties of the office
or employment; and where subsection (3) is so satisfied, this section applies only for
a period of five years beginning with that date.

(3) This subsection is satisfied in respect of a date if the employee—
(a) was not resident in the United Kingdom in either of the two years of

assessment immediately preceding the year of assessment in which the date
falls; or

(b) was not in the United Kingdom for any purpose at any time during the period
of two years ending with the day immediately preceding the date.

(4) Where subsection (3) above is satisfied (by virtue of paragraph (a) of that subsection)
in respect of more than one date in any year of assessment, only the first of those dates
is relevant for the purposes of this section.

(5) Subsection (7) below applies to any journey by the employee—
(a) from his usual place of abode to any place in the United Kingdom in order to

perform any duties of the office or employment there; or
(b) to his usual place of abode from any place in the United Kingdom after

performing such duties there.

(6) Where the employee is in the United Kingdom for a continuous period of 60 days or
more for the purpose of performing the duties of one or more offices or employments
in the case of which this section applies, subsection (7) below applies to any journey
by his spouse, or any child of his, between his usual place of abode and the place of
performance of any of those duties in the United Kingdom, if the journey—

(a) is made to accompany him at the beginning of that period or to visit him during
it; or

(b) is a return journey following a journey falling within paragraph (a) above;
but subsection (7) as it applies by virtue of this subsection does not extend to more
than two journeys to the United Kingdom and two return journeys by the same person
in any year of assessment.

(7) Subject to subsection (8) below, where—
(a) travel facilities are provided for any journey to which this subsection applies

and the cost of them is borne by or on behalf of a person who is an employer in
respect of any office or employment in the case of which this section applies;
or

(b) expenses are incurred out of the emoluments of any office or employment in
the case of which this section applies on such a journey and those expenses
are reimbursed by or on behalf of the employer;

there shall be allowed, in charging tax under Case I or II of Schedule E on the
emoluments from the office or employment concerned, a deduction of an amount equal
to so much of that cost or, as the case may be, those expenses as falls to be included
in those emoluments.

(8) If a journey is partly for a purpose mentioned in subsection (5) or (6) above and
partly for another purpose, only so much of the cost or expenses referred to in
subsection (7) as is properly attributable to the former purpose shall be taken into
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account in calculating any deduction made under subsection (7) as it applies by virtue
of subsection (5) or, as the case may be, (6).

(9) For the purposes of this section a person’s usual place of abode is the country (outside
the United Kingdom) in which he normally lives.

(10) In subsection (6) above “child” includes a step-child and an illegitimate child but does
not include a person who is aged 18 or over at the beginning of the journey to the
United Kingdom.

(11) References in the Income Tax Acts (including any provision of this Act, but without
prejudice to any express reference to subsection (7) above) to section 198 and to
deductions allowable under section 198, 199, 201 or 332 shall be construed as
including a reference to subsection (7) above and to deductions allowable under it.

(12) Where apart from this subsection a deduction in respect of any cost or expenses is
allowable under a provision of this section and a deduction in respect of the same cost
or expenses is also allowable under another provision of this section or of any other
enactment, a deduction in respect of the cost or expenses may be made under either,
but not both, of those provisions.

(13) Where by virtue of subsection (3) of section 38 of the Finance Act 1986 any provision
of section 37 of that Act applied in the case of any employee at any time during the
year 1984-85 or 1985-86 (and that section applied to him immediately before 6th April
1988), this section shall apply in his case for the years 1988-89 to 1990-91 as if the
following were substituted for subsections (2) to (4)—

“(2) This section does not apply after 5th April 1991.”.

196 Foreign pensions

A deduction of one-tenth of its amount shall be allowed in charging any pension or
annuity to tax under paragraph 4 of Schedule E.

197 Leave travel facilities for the armed forces

(1) No charge to tax under Schedule E shall arise in respect of travel facilities provided
for members of the naval, military or air forces of the Crown going on, or returning
from, leave.

(2) Subsection (1) above applies whether the charge would otherwise have arisen under
section 131, 141 or 154 and applies not only to travel vouchers and warrants for
particular journeys but also to allowances and other payments for and in respect of
leave travel, whether or not a warrant was available.

Other expenses, subscriptions etc.

198 Relief for necessary expenses

(1) If the holder of an office or employment is necessarily obliged to incur and defray
out of the emoluments of that office or employment the expenses of travelling in the
performance of the duties of the office or employment, or of keeping and maintaining
a horse to enable him to perform those duties, or otherwise to expend money wholly,
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exclusively and necessarily in the performance of those duties, there may be deducted
from the emoluments to be assessed the expenses so necessarily incurred and defrayed.

(2) Subject to subsection (3) below, where the emoluments for any duties do not fall within
Case I or II of Schedule E, then in relation to those or any other emoluments of the
office or employment, subsection (1) above and Chapter II of Part I of the 1968 Act
and Chapter I of Part III of the Finance Act 1971 (capital allowances in respect of
machinery and plant) shall apply as if the performance of those duties did not belong
to that office or employment.

(3) There may be deducted from any emoluments chargeable under Case III of Schedule
E the amount of—

(a) any expenses defrayed out of those emoluments, and
(b) any other expenses defrayed in the United Kingdom in the chargeable period

or in an earlier chargeable period in which the holder of the office or
employment has been resident in the United Kingdom,

being in either case expenses for which a deduction might have been made under
subsection (1) above from emoluments of the office or employment if they had been
chargeable under Case I of Schedule E for the chargeable period in which the expenses
were incurred; but a deduction shall not be made twice, whether under this subsection
or otherwise, in respect of the same expenses from emoluments of the office or
employment.

(4) No deduction shall be made under this section in respect of expenditure incurred by a
Member of the House of Commons in, or in connection with, the provision or use of
residential or overnight accommodation to enable him to perform his duties as such a
Member in or about the Palace of Westminster or his constituency.

199 Expenses necessarily incurred and defrayed from official emoluments

(1) Subject to the provisions of subsection (2) below, where the Treasury are satisfied with
respect to any class of persons in receipt of any salary, fees or emoluments payable
out of the public revenue that such persons are obliged to lay out and expend money
wholly, exclusively and necessarily in the performance of the duties in respect of which
such salary, fees or emoluments are payable, the Treasury may fix such sum as in the
opinion of the Treasury represents a fair equivalent of the average annual amount laid
out and so expended by persons of that class, and in charging income tax on that salary
or those fees or emoluments there shall be deducted from the amount thereof the sums
so fixed by the Treasury.

(2) If any such person would, but for the provisions of subsection (1) above, be entitled
to deduct a larger amount than the sum so fixed, that amount may be deducted instead
of the sum so fixed.

200 Expenses of Members of Parliament

An allowance—
(a) which is paid to a Member of the House of Commons; and
(b) for which provision is made by resolution of that House, and
(c) which is expressed to be in respect of additional expenses necessarily incurred

by the Member in staying overnight away from his only or main residence for
the purpose of performing his parliamentary duties, either in the London area,
as defined in such a resolution, or in his constituency,



Income and Corporation Taxes Act 1988 (c. 1)
PART V – PROVISIONS RELATING TO THE SCHEDULE E CHARGE
CHAPTER IV – OTHER EXEMPTIONS AND RELIEFS
Document Generated: 2024-04-19

17

Status:  This is the original version (as it was originally enacted).

shall not be regarded as income for any purpose of the Income Tax Acts.

201 Fees and subscriptions to professional bodies, learned societies etc

(1) Subject to the provisions of this section, the following may be deducted from the
emoluments of any office or employment to be assessed to tax, if defrayed out of those
emoluments, that is to say—

(a) any fee or contribution mentioned in subsection (2) below, and
(b) any annual subscription paid to a body of persons approved for the purposes

of this section by the Board.

(2) The fees and contributions referred to in subsection (1)(a) above are—
(a) the fee payable in respect of the retention of a name in the Register of

Architects;
(b) the fee payable in respect of the retention of a name in the dentists register or

in a roll or record kept for a class of ancillary dental workers;
(c) the fee payable in respect of the retention of a name in either of the registers

of ophthalmic opticians or in the register of dispensing opticians;
(d) the annual fee payable by a registered patent agent;
(e) the fee payable in respect of the retention of a name in the register of

pharmaceutical chemists;
(f) the fee and contribution to the Compensation Fund or Guarantee Fund payable

on the issue of a solicitor’s practising certificate; and
(g) the annual fee payable by a registered veterinary surgeon or by a person

registered in the Supplementary Veterinary Register.

(3) The Board may, on the application of the body, approve for the purposes of this section
any body of persons not of a mainly local character whose activities are carried on
otherwise than for profit and are solely or mainly directed to all or any of the following
objects—

(a) the advancement or spreading of knowledge (whether generally or among
persons belonging to the same or similar professions or occupying the same
or similar positions);

(b) the maintenance or improvement of standards of conduct and competence
among the members of any profession;

(c) the indemnification or protection of members of any profession against claims
in respect of liabilities incurred by them in the exercise of their profession.

(4) If the activities of a body approved for the purposes of this section are to a significant
extent directed to objects other than those mentioned in subsection (3) above, the
Board may determine that such specified part only of any annual subscription paid to
the body may be deducted under this section as corresponds to the extent to which
its activities are directed to objects mentioned in that subsection; and in doing so
the Board shall have regard to all relevant circumstances and, in particular, to the
proportions of the body’s expenditure attributable to the furtherance of objects so
mentioned and other objects respectively.

(5) A fee, contribution or subscription shall not be deducted under this section from the
emoluments of any office or employment unless—

(a) the fee is payable in respect of a registration (or retention of a name in a roll
or record) or certificate which is a condition, or one of alternative conditions,
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of the performance of the duties of the office or employment or, as the case
may be, the contribution is payable on the issue of such a certificate; or

(b) the subscription is paid to a body the activities of which, so far as they are
directed to the objects mentioned in subsection (3) above, are relevant to the
office or employment, that is to say, the performance of the duties of the office
or employment is directly affected by the knowledge concerned or involves
the exercise of the profession concerned.

(6) Any approval given and any determination made under this section may be withdrawn,
and any such determination varied, so as to take account of any change of
circumstances; and where a body is approved for the purposes of this section in
pursuance of an application made before the end of any year of assessment, a deduction
may be made under this section in respect of a subscription paid to the body in that
year, whether the approval is given before or after the end of the year.

(7) Any body aggrieved by the failure of the Board to approve the body for the purposes
of this section, or by their withdrawal of the approval, or by any determination made
by them under this section or the variation of or refusal to withdraw or vary such
a determination may, by notice given to the Board within 30 days from the date on
which the body is notified of their decision, require the matter to be determined by
the Special Commissioners, and the Special Commissioners shall thereupon hear and
determine the matter in like manner as an appeal.

202 Donations to charity: payroll deduction scheme

(1) This section applies where an individual (“the employee”) is entitled to receive
payments from which income tax falls to be deducted by virtue of section 203 and
regulations under that section, and the person liable to make the payments (“the
employer”) withholds sums from them.

(2) If the conditions mentioned in subsections (3) to (7) below are fulfilled the sums shall,
in assessing tax under Schedule E, be allowed to be deducted as expenses incurred in
the year of assessment in which they are withheld.

(3) The sums must be withheld in accordance with a scheme which is (or is of a kind)
approved by the Board at the time they are withheld and which either contains
provisions falling within subsection (4)(a) below, or contains provisions falling within
subsection (4)(a) below and provisions falling within subsection (4)(b) below.

(4) The provisions are that—
(a) the employer is to pay sums withheld to a person (“the agent”) who is

approved by the Board at the time they are withheld, and the agent is to pay
them to a charity or charities;

(b) the employer is to pay sums withheld directly to a charity which (or charities
each of which) is at the time the sums are withheld approved by the Board as
an agent for the purpose of paying sums to other charities.

(5) The sums must be withheld in accordance with a request by the employee that they
be paid to a charity or charities in accordance with a scheme approved (or of a kind
approved) by the Board.

(6) The sums must constitute gifts by the employee to the charity or charities concerned,
must not be paid by the employee under a covenant, and must fulfil any conditions set
out in the terms of the scheme concerned.
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(7) The sums must not in any year of assessment exceed £120 in the case of any employee
(however many offices or employments he holds or has held).

(8) The circumstances in which the Board may grant or withdraw approval of schemes
(or kinds of schemes) or of agents shall be such as are prescribed by the Treasury
by regulations; and the circumstances so prescribed (whether relating to the terms of
schemes or the qualifications of agents or otherwise) shall be such as the Treasury
think fit.

(9) The Treasury may by regulations make provision—
(a) that a participating employer or agent shall comply with any notice which is

served on him by the Board and which requires him within a prescribed period
to make available for the Board’s inspection documents of a prescribed kind
or records of a prescribed kind;

(b) that a participating employer or agent shall in prescribed circumstances
furnish to the Board information of a prescribed kind;

(c) for, and with respect to, appeals to the Special Commissioners against the
Board’s refusal to grant, or their withdrawal of, approval of any scheme (or
any kind of scheme) or agent;

(d) generally for giving effect to subsections (1) to (7) above.

In this subsection “prescribed” means prescribed by the regulations.

(10) For the purposes of subsection (9) above a person is a participating employer or agent
if he is an employer or agent who participates, or has at any time participated, in a
scheme under this section.

(11) In this section “charity” has the same meaning as in section 506.


