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Finance Act 2016

2016 CHAPTER 24

An Act to grant certain duties, to alter other duties, and to amend the law
relating to the National Debt and the Public Revenue, and to make further
provision in connection with finance. [15th September 2016]

Most Gracious Sovereign

E, Your Majesty’s most dutiful and loyal subjects, the Commons of the
W United Kingdom in Parliament assembled, towards raising the necessary
supplies to defray Your Majesty’s public expenses, and making an addition to the
public revenue, have freely and voluntarily resolved to give and to grant unto Your
Majesty the several duties hereinafter mentioned; and do therefore most humbly
beseech Your Majesty that it may be enacted, and be it enacted by the Queen’s most
Excellent Majesty, by and with the advice and consent of the Lords Spiritual and
Temporal, and Commons, in this present Parliament assembled, and by the authority
of the same, as follows: —

PART 1

INCOME TAX
Charge and principal rates etc

1 Income tax charge and rates for 2016-17
(1) Income tax is charged for the tax year 2016-17.

(2) For that tax year—
(@) the basic rate is 20%,
(b) the higher rate is 40%, and
(c) the additional rate is 45%.
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2 Basic rate limit for 2017-18
(1) In section 4(1)(b) of FA 2015 (basic rate limit for 2017-18) for “£32,400”
substitute “£33,500”.
(2) Accordingly, omit section 6(b) of F(No.2)A 2015 (basic rate limit for 2017-18).
3 Personal allowance for 2017-18
(1) In section 5(1)(b) of FA 2015 (personal allowance for 2017-18) for “£11,200”
substitute “£11,500”.
(2) Accordingly, omit section 5(b) of F(No.2)A 2015 (personal allowance for 2017-
18).
Rate structure
4 Savings allowance, and savings nil rate etc
(1) ITA 2007 is amended in accordance with subsections (2) to (12).
(2) In section 6(3)(a) (other rates: savings), after “starting rate for savings” insert
“and savings nil rate”.
(3) Insection 7 (starting rate for savings) —
(@) the existing text becomes subsection (1),
(b) after that subsection insert—
“(2) The savings nil rate is 0%.”, and
(c) in the heading, after “starting rate for savings” insert “and savings nil
rate”.
(4) In section 10(4) (provisions displacing charge at basic, higher and additional
rates), before the entry relating to section 13 insert—
“section 12A (savings income charged at the savings nil rate),”.
(5) After section 12 insert—

“12A Savings income charged at the savings nil rate

(1) This section applies in relation to an individual if —
(@) the amount of the individual’s Step 3 income is greater than £L,
where £L is the amount of the starting rate limit for savings, and
(b) when the individual’s Step 3 income is split into two parts —
(i) one (“the individual’s income up to the starting rate for
savings”) consisting of the lowest £L of the individual’s
Step 3 income, and
(ii) the other (“the individual’s income above the starting
rate limit for savings”) consisting of the rest of the
individual’s Step 3 income,
some or all of the individual’s income above the starting rate
limit for savings consists of savings income (whether or not
some or all of the individual’s income up to the starting rate
limit for savings consists of savings income).

(2) In this section—
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)

£A is the amount of the individual’s savings allowance (see
section 12B),

“the excess” is so much of the individual’s income above the
starting rate limit for savings as consists of savings income, and

£X is the amount of the excess.

If £X is less than or equal to £A, income tax is charged at the savings nil
rate (rather than the basic, higher or additional rate) on the excess.

If £X is more than £A, income tax is charged at the savings nil rate
(rather than the basic, higher or additional rate) on the lowest £A of the
excess.

Subsections (3) and (4) are subject to any provisions of the Income Tax
Acts (apart from section 10) which provide for income to be charged at
different rates of income tax in some circumstances.

Section 16 has effect for determining the extent to which the
individual’s income above the starting rate limit for savings consists of
savings income.

For the purposes of this section, an individual’s “Step 3 income” is the
individual’s net income less allowances deducted at Step 3 of the
calculation in section 23.

12B Individual’s entitlement to a savings allowance

Q)
(2)
3)

Subsections (2) to (4) determine the amount of an individual’s savings
allowance for a tax year.

If any of the individual’s income for the year is additional-rate income,
the individual’s savings allowance for the year is nil.

If—
(@) any of the individual’s income for the year is higher-rate
income, and
(b) none of the individual’s income for the year is additional-rate
income,

the individual’s savings allowance for the year is £500.

If none of the individual’s income for the year is higher-rate income, the
individual’s savings allowance for the year is £1,000.

The Treasury may by regulations substitute a different amount for the
amount for the time being specified in subsection (2), (3) or (4); and
regulations under this subsection that have effect for a tax year may be
made at any time before the end of that tax year.

If regulations under subsection (5) reduce any amount, the regulations
may not be made unless a draft of the instrument containing them
(whether alone or together with regulations under subsection (5) which
increase any amount) has been laid before, and approved by a
resolution of, the House of Commons.

Section 1014(4) (negative procedure) does not apply to regulations
under subsection (5) which increase any amount if —

(@) theinstrument containing them also contains regulations under
subsection (5) which reduce any amount, and
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(b) adraft of the instrument has been laid before, and approved by
a resolution of, the House of Commons.

(8) For the purposes of this section—
(@) each of the following is “additional-rate income” —

(i) income on which income tax is charged at the additional
rate or dividend additional rate,

(i) income on which income tax would be charged at the
additional rate but for section 12A (income charged at
savings nil rate),

(iif) income on which income tax would be charged at the
dividend additional rate but for section 13A (income
charged at dividend nil rate), and

(iv) income of an individual who is a Scottish taxpayer or
Welsh taxpayer which would, if the individual were not
a Scottish taxpayer or Welsh taxpayer (as the case may
be), be income on which income tax is charged at the
additional rate, and

(b) each of the following is “higher-rate income” —

(i) income on which income tax is charged at the higher
rate or dividend upper rate,

(ii) income on which income tax would be charged at the
higher rate but for section 12A (income charged at
savings nil rate),

(iif) income on which income tax would be charged at the
dividend upper rate but for section 13A (income
charged at dividend nil rate), and

(iv) income of an individual who is a Scottish taxpayer or
Welsh taxpayer which would, if the individual were not
a Scottish taxpayer or Welsh taxpayer (as the case may
be), be income on which income tax is charged at the
higher rate.”

In section 16(1) (purposes of rules about highest part of income), before the
“and” at the end of paragraph (a) insert—

“(aa) the extent to which a person’s income above the starting rate
limit for savings consists of savings income,”.

In section 17 (repayment where tax paid at basic rate instead of starting rate for
savings) —
(a) after subsection (1) insert—

“(1A) This section also applies if income tax at a rate greater than the
savings nil rate has been paid on income on which income tax is
chargeable at the savings nil rate.”, and

(b) in the heading—
(i) for “basic” substitute “greater”, and
(ii) after “savings” insert “or savings nil rate”.

In sections 55B(2)(b) and 55C(1)(c) (individual liable to tax only at certain
rates), after “dividend ordinary rate” insert *, the savings nil rate”.

In section 745(1) (transfer of assets abroad: same rate of tax not to be charged
twice), after “the starting rate for savings” insert “when that rate is more than
0%,”.
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(10)

(11)

(12)

(13)

(14)

(15)

(16)

(17)

(18)

(19)

In section 828B(5) (individual liable to tax only at certain rates), after “basic
rate” insert “, the savings nil rate”.

In section 989 (definitions for the purposes of the Income Tax Acts)—
(@) at the appropriate places insert —

““savings allowance” has the meaning given by section
12B,”, and

savings nil rate” means the rate of income tax specified
in section 7(2),”, and

(b) inthe entry for “starting rate of savings”, for “has the meaning given by

section 7” substitute “means the rate of income tax specified in section
7(1)”.

13313

In Schedule 4 (index of defined expressions), at the appropriate places insert —

“savings allowance section 12B”, and

“savings nil rate section 7”.

In section 669(3) of ITTOIA 2005 (preventing charge to both income and
inheritance tax: meaning of “extra liability”), for paragraphs (a) and (b)
substitute —

“(a) income charged at the additional rate or the higher rate were
charged at the basic rate, and
(b) income charged at the dividend additional rate or the dividend
upper rate were charged at the dividend ordinary rate.”

In consequence of the amendment made by subsection (13) —
(@) in Schedule 1 to ITA 2007 omit paragraph 561,
(b) in Schedule 1 to FA 2008 omit paragraph 59, and
(c) in Schedule 2 to FA 2009 omit paragraph 21.

In section 7(6) of TMA 1970 (cases where person not required to give notice of
being chargeable to income tax), after “dividend ordinary rate” insert “, the
savings nil rate”.

In section 91(3)(c) of TMA 1970 (interest adjustments where reliefs given: when
to ignore relief from higher rates on income paid subject to deduction of tax)
after “basic rate” insert *, the savings nil rate”.

Subject to subsection (18), the amendments made by this section have effect for
the tax year 2016-17 and subsequent tax years.

The amendments in section 669 of ITTOIA 2005, and the repeals made by
subsection (14), have effect where the tax year mentioned in section 669(1)(b)
of ITTOIA 2005 is the tax year 2016-17 or a later tax year.

The Treasury may, by regulations made by statutory instrument, make such
provision amending, repealing or revoking any provision made by or under
the Taxes Acts as the Treasury considers appropriate in consequence of the
amendments made by this section; and regulations under this subsection that
have effect for the tax year 2016-17 may be made at any time before the end of
that tax year.
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(20)

(21)

5

In subsection (19) “the Taxes Acts” means—
(@) the Tax Acts,
(b) TMA 1970, and
(c) TCGA 1992 and all other enactments relating to capital gains tax.

A statutory instrument containing regulations under subsection (19) is subject
to annulment in pursuance of a resolution of the House of Commons.

Rates of tax on dividend income, and abolition of dividend tax credits etc
ITA 2007 is amended in accordance with subsections (2) to (8).

In section 6(3)(b) (other rates: dividends), before “dividend ordinary rate,”
insert “dividend nil rate,”.

In section 8 (dividend ordinary, upper and additional rates) —
(@) in the heading, after “The” insert “dividend nil rate,”,
(b) before subsection (1) insert—

“(A1) The dividend nil rate is 0%.”,

(c) insubsection (1) (dividend ordinary rate), for “10%” substitute “7.5%”,
and

(d) in subsection (3) (dividend additional rate), for “37.5%” substitute
“38.1%”.

In section 9(2) (dividend trust rate), for “37.5%” substitute “38.1%”.
After section 13 insert—
“13A Income charged at the dividend nil rate

(1) Subsection (2) applies if, ignoring this section, at least some of an
individual’s income would be charged to income tax at the dividend
ordinary rate, the dividend upper rate or the dividend additional rate.

(2) Income taxis charged at the dividend nil rate (rather than the dividend
ordinary rate, dividend upper rate or dividend additional rate) on one
or more amounts of the individual’s income as follows —

Step 1

Identify the amount (“D”) of the individual’s income which would,
ignoring this section, be charged at the dividend ordinary rate.

Rule 1A: If D is more than £5,000, the first £5,000 of D is charged at the
dividend nil rate (rather than the dividend ordinary rate), and is the
only amount charged at the dividend nil rate.

Rule 1B: 1If D is equal to £5,000, D is charged at the dividend nil rate
(rather than the dividend ordinary rate), and is the only amount
charged at the dividend nil rate.

Rule 1C: If D is less than £5,000 but more than nil, D is charged at the
dividend nil rate (rather than the dividend ordinary rate).

Step 2

If D is less than £5,000, identify the amount (“U”) of the individual’s
income which would, ignoring this section, be charged at the dividend
upper rate.

Rule 2A: If the total of D and U is more than £5,000 —
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®)

(@) the first £M of U is charged at the dividend nil rate (rather than
the dividend upper rate), where £M is the difference between
£5,000 and D, and
(b) the amounts charged under this Rule and Rule 1C are the only
amounts charged at the dividend nil rate.
Rule 2B: If the total of D and U is equal to £5,000, U is charged at the
dividend nil rate (rather than the dividend upper rate), and the
amounts charged under this Rule and Rule 1C are the only amounts
charged at the dividend nil rate.
Rule 2C: If the total of D and U is less than £5,000 but more than nil, U
is charged at the dividend nil rate (rather than the dividend upper rate).
Step 3
If the total of D and U is less than £5,000, identify the amount (“A”) of
the individual’s income which would, ignoring this section, be charged
at the dividend additional rate.
Rule 3A: If the total of D, U and A is more than £5,000, the first £X of A
is charged at the dividend nil rate (rather than the dividend additional
rate), where £X is the difference between —

£5,000, and

the total of D and U,
and the amounts charged under this Rule, and Rules 1C and 2C, are the
amounts charged at the dividend nil rate.
Rule 3B: If the total of D, U and A is less than or equal to £5,000, A is
charged at the dividend nil rate (rather than the dividend additional
rate), and the amounts charged under this Rule, and Rules 1C and 2C,
are the amounts charged at the dividend nil rate.”

In section 55B(2) (transferable allowance: conditions for entitlement to tax
reduction) —

in paragraph (b) (individual liable to tax only at certain rates), after “the
basic rate,” insert “the dividend nil rate,”, and
after paragraph (b) insert—

“(ba) if for the tax year the individual is liable to tax at the
dividend nil rate, the individual would for that year
neither be liable to tax at the dividend upper rate, nor be
liable to tax at the dividend additional rate, if section
13A (dividend nil rate) were omitted,”.

In section 55C(1) (transferable allowance: conditions for entitlement to elect for
reduced personal allowance) —

in paragraph (c) (individual would be liable to tax only at certain rates),
after “the basic rate,” insert “the dividend nil rate,”, and
before the “and” at the end of paragraph (c) insert—

“(ca) where on that assumption the individual would for the
tax year be liable to tax at the dividend nil rate, the
individual on that assumption would for that year
neither be liable to tax at the dividend upper rate, nor be
liable to tax at the dividend additional rate, if section
13A (dividend nil rate) were omitted,”.

In section 989 (definitions for the purposes of the Income Tax Acts), after the
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6

entry for “dividend income” insert—

““dividend nil rate” means the rate of income tax specified in
section 8(Al),”.

(9) Insection 7 of TMA 1970 (duty to notifty HMRC of liability to tax)—
(@) in subsection (6) (exception for net payments etc) —
(i) after paragraph (a) insert “or”,
(ii) at the end of paragraph (b), for “; or” substitute a comma,
(iif) omit paragraph (c), and
(iv) in the words after paragraph (c), after “the basic rate” insert
“ the dividend nil rate”, and
(b) after subsection (6) insert—

“(6A) A source of income falls within this subsection in relation to any
person and any year of assessment if for that year —

(@) all income from the source is dividend income (see
section 19 of ITA 2007), and

(b) the person—
(i) is UK-resident,
(ii) isnot liable to tax at the dividend ordinary rate,
(iii) is not liable to tax at the dividend upper rate,
)

(iv) isnotliable to tax at the dividend additional rate,
and

(v) isnotcharged to tax under section 832 of ITTOIA
2005 (relevant foreign income charged on
remittance basis) on any dividend income.”

(10) The amendments made by the preceding provisions of this section have effect
for the tax year 2016-17 and subsequent tax years.

(11) Schedule 1 contains provision for, and connected with, the abolition of
dividend tax credits etc.

Structure of income tax rates
(1) ITA 2007 is amended in accordance with subsections (2) to (22).
(2) Before section 10 insert—
“9A Overview of sections 10 to 15

The general effect of sections 10 to 15 is outlined in the following
table—

Type of taxpayer Rates Rates Rates payable
payable | payableon on other
on most income
savings | dividend
income income

UK resident individual who | Savings | Dividend | Main rates
is neither a Scottish taxpayer | rates rates
nor a Welsh taxpayer




Finance Act 2016 (c. 24) 9
Part 1 — Income tax

Type of taxpayer Rates Rates Rates payable

payable | payable on on other

on most income

savings | dividend
income income
Scottish taxpayer Savings | Dividend | Scottish rates
rates rates

Welsh taxpayer Savings | Dividend | Main rates
rates rates while section

11B is not in
force; Welsh
rates if that
section is in
force

Non-UK resident individual | Savings | Dividend | Default rates
rates rates

Non-individual, except that | Default | Dividend | Default basic
some trustees in some | basic ordinary | rate
circumstances are subject | rate rate
instead to the trust rate or
the dividend trust rate

Note: the table does not address the effect of some exceptions referred
to in sections 10 to 15.”

Before section 7 insert—
“6C The default basic, higher and additional rates

The default basic rate, default higher rate and default additional rate for
a tax year are the rates determined as such by Parliament for the tax
year.”

After section 7 insert—
“7A The savings basic, higher and additional rates

The savings basic rate, savings higher rate and savings additional rate
for a tax year are the rates determined as such by Parliament for the tax
year.”

In section 6(3) (other rates) —
(@) before paragraph (a) insert—
“(zc) section 6C (default basic, higher and additional rates),”,
and
(b) after paragraph (a) insert—
“(aa) section 7A (savings basic, higher and additional rates),”.

In section 10(2) (income charged at basic rate) omit the words after “at the basic
rate”.

In section 10(4) (provisions displacing charge at basic, higher and additional
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rates), before the entry (inserted by this Act) relating to section 12A insert—

“section 11C (income charged at the default basic, higher and
additional rates: non-UK resident individuals),

section 11D (savings income charged at the savings basic, higher
and additional rates: individuals),

section 12 (savings income charged at the starting rate for
savings),”.

(8) Insection 11 (income charged at the basic rate: other persons) —

(@) in the heading, for “basic rate: other persons” substitute “default basic
rate: non-individuals”, and

(b) in subsection (1), before “basic” insert “default”.
(9) After section 11B insert—

“11C Income charged at the default basic, higher and additional rates: non-
UK resident individuals

(1) Income tax on a non-UK resident individual’s income up to the basic
rate limit is charged at the default basic rate.

(2) Income tax is charged at the default higher rate on a non-UK resident
individual’s income above the basic rate limit and up to the higher rate
limit.

(3) Income tax is charged at the default additional rate on a non-UK
resident individual’s income above the higher rate limit.

(4) Subsections (1) to (3) are subject to—

section 11D (savings income charged at the savings basic, higher
and additional rates),

section 12 (savings income charged at the starting rate for
savings),

section 12A (savings income charged at the savings nil rate),

section 13 (income charged at the dividend ordinary, upper and
additional rates: individuals), and

any other provisions of the Income Tax Acts (apart from section
10) which provide for income to be charged at different rates of
income tax in some circumstances.

11D Income charged at the savings basic, higher and additional rates

(1) Income tax is charged at the savings basic rate on an individual’s
income which —

(@) issaving income, and
(b) would otherwise be charged at the basic rate or the default basic
rate.

(2) Income tax is charged at the savings higher rate on an individual’s
income which —

(@) issavings income, and
(b) would otherwise be charged at the higher rate or the default
higher rate.

(3) Income tax is charged at the savings additional rate on an individual’s
income which —
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(a) issavings income, and
(b) would otherwise be charged at the additional rate or the default
additional rate.

(4) Subsections (1) to (3)—

(@) have effect after sections 12 and 12A have been applied (so that
any reference in subsections (1) to (3) to income which would
otherwise be charged at a particular rate does not include
income charged at the starting rate for savings or at the savings
nil rate), and

(b) aresubject to any other provisions of the Income Tax Acts (apart
from sections 10 and 11C) which provide for income to be
charged at different rates of income tax in some circumstances.

(5) Section 16 has effect for determining the extent to which an individual’s
savings income above the starting rate limit for savings would
otherwise be charged at the basic, higher or additional rate or the
default basic, default higher or default additional rate.

(6) Inrelation to an individual who is a Scottish taxpayer, references in this
section to income which would otherwise be charged at a particular
rate are to be read as references to income that would, if the individual
were not a Scottish taxpayer (but were UK resident), be charged at that
rate (and subsection (5) is to be read accordingly).”

(10) Insection 12(1) (income charged at the starting rate for savings) —
(@) omit “(rather than the basic rate)”, and
(b) for “as is savings income” substitute “as—
(@) issavings income, and
(b) would otherwise be charged at the basic rate or the
default basic rate”.

(11) Insection 12A (inserted by this Act)—

(@) in each of subsections (3) and (4), after “rather than the basic, higher or
additional rate” insert “or the default basic, default higher or default
additional rate”, and

(b) in subsection (5), for “section 10” substitute “sections 10 and 11C”.

(12) In section 12B (inserted by this Act), in subsection (8) (income charged at
savings nil-rate: meaning of “additional-rate income” and “higher-rate
income”) —

(@) in paragraph (a)(i), after “at the additional rate” insert “, default
additional rate”,

(b) inparagraph (a)(ii), after “additional rate” insert *, or default additional
rate,”,

(c) inparagraph (a)(iv), after “additional rate” insert “or default additional
rate”,

(d) in paragraph (b)(i), after “at the higher rate” insert *, default higher
rate”,

(e) in paragraph (b)(ii), after “higher rate” insert , or default higher rate,”,
and

(f) in paragraph (b)(iv), after “higher rate” insert “or default higher rate”.
(13) In section 16(1) (purposes of rules about highest part of income), before the
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(14)

(15)

(16)

(17)

(18)

(20)

(21)

“and” at the end of the paragraph (aa) (inserted by this Act) insert—

“(ab) the rate at which income tax would be charged on a person’s
savings income above the starting rate limit for savings apart
from sections 11D and 12A,”.

In section 17(1) (repayment where tax paid at basic rate instead of starting rate
for savings), for “at the basic rate” substitute “at a rate greater than the starting
rate for savings”.

In section 55B (entitlement to transferable tax allowances for married couples
and civil partners) —

(@) in subsection (2)(b) as amended by section 5 of this Act, after “other
than the basic rate,” insert “the default basic rate, the savings basic
rate,”, and

(b) in subsection (3), after “is the basic rate” insert “or default basic rate”.

In section 55C(1)(c) (election to reduce personal allowance conditional on not
becoming subject to higher rates) as amended by section 5 of this Act, after
“other than the basic rate,” insert “the default basic rate, the savings basic
rate,”.

In section 58(2) (“adjusted net income” includes grossed-up gift aid donations),
after “grossed up by reference to the basic rate for the tax year” insert “if for the
tax year the individual is UK resident but not a Scottish taxpayer, by reference
to the default basic rate for the tax year if for the tax year the individual is non-
UK resident”.

In section 414(2)(a) (gift aid donation treated as made after deduction of tax at
the basic rate or Scottish basic rate), before the “or” at the end of sub-paragraph
(i) insert—
“(ia) at the default basic rate if for the tax year the individual
is non-UK resident,”.

In section 415 (grossing-up rate for gift aid purposes), after “the basic rate for
the tax year in which the gift is made” insert “if the gift is made by an
individual who for that tax year is UK resident but not a Scottish taxpayer, by
reference to the default basic rate for that tax year if the gift is made by an
individual who for that tax year is non-UK resident”.

In section 828B(5) (exemption for non-domiciled UK residents conditional on
not being subject to higher rates) as amended by section 4 of this Act, after
“other than the basic rate” insert “, the savings basic rate”.

In section 989 (definitions for the purposes of the Income Tax Acts), at the
appropriate places insert —

““default additional rate” means the rate of income tax of that
name determined pursuant to section 6C,

“default basic rate” means the rate of income tax of that name
determined pursuant to section 6C,

“default higher rate” means the rate of income tax of that name
determined pursuant to section 6C,”
and —

133113

savings additional rate” means the rate of income tax of that
name determined pursuant to section 7A,”
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(22)

(23)

(24)

(25)

(29)

(30)

and —
““savings basic rate” means the rate of income tax of that name

determined pursuant to section 7A,

“savings higher rate” means the rate of income tax of that name

determined pursuant to section 7A,”.

In Schedule 4 (index of defined expressions), at the appropriate places insert —

“default additional rate section 6C (as applied by section 989)”
“default basic rate section 6C (as applied by section 989)”
“default higher rate section 6C (as applied by section 989)”
“savings additional rate section 7A (as applied by section 989)”
“savings basic rate section 7A (as applied by section 989)”
“savings higher rate section 7A (as applied by section 989)”

In sections 4(4) and (5) and 4BA(1) of TCGA 1992 (rate of capital gains tax
depends on individual’s liability to higher rates of income tax), after “at the
higher rate” insert , the default higher rate, the savings higher rate”.

Subject to any provision made by virtue of subsection (25)(b), the amendments
made by this section come into force on the day appointed by the Treasury
under section 13(14) of the Scotland Act 2016 and have effect—
(@) for the tax year appointed by the Treasury under section 13(15) of the
Scotland Act 2016, and

(b) for subsequent tax years.

The Treasury may by regulations make —
(@) such consequential provision as they consider appropriate in
connection with any preceding provision of this section;
(b) such transitional or saving provision as they consider appropriate in
connection with the coming into force of any provision of the preceding
subsections of this section.

Regulations under this section may amend, repeal or revoke an enactment,
whenever passed or made (including this Act).

Regulations under this section must be made by statutory instrument.

A statutory instrument containing regulations under this section which
includes provision amending or repealing a provision of an Act may not be
made unless a draft of the instrument has been laid before and approved by a
resolution of the House of Commons.

Any other statutory instrument containing regulations under this section, if
made without a draft having been approved by a resolution of the House of
Commons, is subject to annulment in pursuance of a resolution of the House of
Commons.

In subsection (26) “enactment” includes an enactment contained in subordinate
legislation (within the meaning of the Interpretation Act 1978).
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Employment income: taxable benefits

7 Taxable benefits: application of Chapters 5 to 7 of Part 3 of ITEPA 2003

(1) Part3 of ITEPA 2003 (employment income: earnings and benefits etc treated as
earnings) is amended as follows.

(2) In section 97 (living accommodation to which Chapter 5 applies), after
subsection (1) insert—

“(1A) Where this Chapter applies to any living accommodation—
(@) the living accommodation is a benefit for the purposes of this
Chapter (and accordingly it is immaterial whether the terms on
which it is provided to any of those persons constitute a fair
bargain), and
(b) sections 102 to 108 provide for the cash equivalent of the benefit
of the living accommodation to be treated as earnings.”

(3) In section 109 (priority of Chapter 5 over Chapter 1), after subsection (3)
insert—

“(4) In a case where the cash equivalent of the benefit of the living
accommodation is nil —
(@) subsections (2) and (3) do not apply, and
(b) the full amount mentioned in subsection (1)(b) constitutes
earnings from the employment for the year under Chapter 1.”

(4) Insection 114 (cars, vans and related benefits to which Chapter 6 applies), after
subsection (1) insert—

“(1A) Where this Chapter applies to a car or van, the car or van is a benefit for
the purposes of this Chapter (and accordingly it is immaterial whether
the terms on which it is made available to the employee or member
constitute a fair bargain).”

(5) For section 117 substitute —
“117 Meaning of car or van made available by reason of employment

(1) For the purposes of this Chapter a car or van made available by an
employer to an employee or member of an employee’s family or
household is to be regarded as made available by reason of the
employment unless subsection (2) or (3) excludes the application of this
subsection.

(2) Subsection (1) does not apply where —
(@) the employer is an individual, and

(b) thecar or van in question is made available in the normal course
of the employer’s domestic, family or personal relationships.

(3) Subsection (1) does not apply where —

(@) the employer carries on a vehicle hire business under which
cars or vans of the same kind are made available to members of
the public for hire,

(b) the car or van in question is hired to the employee or member in
the normal course of that business, and
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(c) in hiring that car or van the employee or member is acting as an
ordinary member of the public.”

(6) Insection 120 (benefit of car treated as earnings) —

(@) in subsection (2) after “case” insert “(including a case where the cash
equivalent of the benefit of the car is nil)”, and

(b) after subsection (2) insert—

“(3) Any reference in this Act to a case where the cash equivalent of
the benefit of a car is treated as the employee’s earnings for a
year by virtue of this section includes a case where the cash
equivalent is nil.”

7) Insection 154 (benefit of van treated as earnings) —
8
(@) the existing text becomes subsection (1) of that section, and
(b) after that subsection insert—

“(2) Insuchacase (including a case where the cash equivalent of the
benefit of the van is nil) the employee is referred to in this
Chapter as being chargeable to tax in respect of the van for that
year.

(3) Any reference in this Act to a case where the cash equivalent of
the benefit of a van is treated as the employee’s earnings for a
year by virtue of this section includes a case where the cash
equivalent is nil.”

(8) Insection 173 (loans to which Chapter 7 applies), after subsection (1) insert—

“(1A) Where this Chapter applies to a loan—

(@) the loan is a benefit for the purposes of this Chapter (and
accordingly it is immaterial whether the terms of the loan
constitute a fair bargain), and

(b) sections 175 to 183 provide for the cash equivalent of the benefit
of the loan (where it is a taxable cheap loan) to be treated as
earnings in certain circumstances.”

(9) The amendments made by this section have effect for the tax year 2016-17 and
subsequent tax years.

8 Cars: appropriate percentage for 2019-20 and subsequent tax years
(1) ITEPA 2003 is amended as follows.

(2) Section 139 (car with a CO, figure: the appropriate percentage) is amended as
set out in subsections (3) and (4).

(3) Insubsection (2)—
(a) inparagraph (a), for “13%” substitute “16%”,
(b) in paragraph (aa), for “16%” substitute “19%”, and
(c) in paragraph (b), for “19%” substitute “22%”.

(4) Insubsection (3), for “20%” substitute “23%”.

(5) Section 140 (car without a CO, figure: the appropriate percentage) is amended
as set out in subsections (6) and (7).

(6) In subsection (2), in the Table —
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(@) for “20%” substitute “23%”, and
(b) for “31%” substitute “34%”.

In subsection (3)(a), for “13%” (as substituted by section 9(3)) substitute “16%”.

In section 142(2) (car first registered before 1 January 1998: the appropriate
percentage), in the Table —

(@) for “20%” substitute “23%”, and
(b) for “31%” substitute “34%”.

The amendments made by this section have effect for the tax year 2019-20 and
subsequent tax years.

Cars which cannot emit CO,: appropriate percentage for 2017-18 and 2018-19

In section 140(3)(a) of ITEPA 2003 (car which cannot emit CO,: the appropriate
percentage), for “7%” substitute “9%”.

The amendment made by subsection (1) has effect for the tax year 2017-18.
In section 140(3)(a) of ITEPA 2003, for “9%” substitute “13%”.
The amendment made by subsection (3) has effect for the tax year 2018-19.

Diesel cars: appropriate percentage

In section 24 of FA 2014 (cars: the appropriate percentage), omit the following
(“the repealing provisions”) —

(@) subsection (2),
(b) subsection (6),
(c) subsection (10),

(d

(e)

Any provision of ITEPA 2003 amended or omitted by the repealing provisions

has effect for the tax year 2016-17 and subsequent tax years as if the repealing
provisions had not been enacted.

subsection (11), and
subsection (15).

Cash equivalent of benefit of a van

Section 155 of ITEPA 2003 (cash equivalent of the benefit of a van) is amended
as follows.

In subsection (1B)(a), for “2019-20” substitute “2021-22”.

In subsection (1C), for paragraphs (b) to (e) substitute —
“(b) 20% for the tax year 2016-17;

(c) 20% for the tax year 2017-18;

40% for the tax year 2018-19;

60% for the tax year 2019-20;

80% for the tax year 2020-21;

90% for the tax year 2021-22.”

_
o
— — — — ~— —

e
f

(8

The amendments made by this section have effect for the tax year 2016-17 and
subsequent tax years.

—~
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12

13

Q)
(2)

Tax treatment of payments from sporting testimonials

Schedule 2 contains provision about the tax treatment of payments from
sporting testimonials.

Exemption for trivial benefits provided by employers

ITEPA 2003 is amended as follows.

After section 323 insert—

“323A Trivial benefits provided by employers

1)

No liability to income tax arises in respect of a benefit provided by, or
on behalf of, an employer to an employee or a member of the
employee’s family or household if —

(@) conditions A to D are met, or

(b) inacase where subsection (2) applies, conditions A to E are met.

This subsection applies where —
(@) the employer is a close company, and
(b) the employee is—
(i) a person who is a director or other office-holder of the
employer, or
(i) amember of the family or household of such a person.

Condition A is that the benefit is not cash or a cash voucher within the
meaning of section 75.

Condition B is that the benefit cost of the benefit does not exceed £50.

In this section “benefit cost”, in relation to a benefit, means —
(@) the cost of providing the benefit, or
(b) if the benefit is provided to more than one person and the
nature of the benefit or the scale of its provision means it is
impracticable to calculate the cost of providing it to each person
to whom it is provided, the average cost per person of
providing the benefit.

For the purposes of subsection (5)(b), the average cost per person of
providing a benefit is found by dividing the total cost of providing the
benefit by the number of persons to whom the benefit is provided.

Condition C is that the benefit is not provided pursuant to relevant
salary sacrifice arrangements or any other contractual obligation.

“Relevant salary sacrifice arrangements”, in relation to the provision of
a benefit to an employee or to a member of an employee’s family or
household, means arrangements (wWhenever made, whether before or
after the employment began) under which the employee gives up the
right to receive an amount of general earnings or specific employment
income in return for the provision of the benefit.

Condition D is that the benefit is not provided in recognition of
particular services performed by the employee in the course of the
employment or in anticipation of such services.

Condition E is that—
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323B
1)

6)

(@) the benefit cost of the benefit provided to the employee, or

(b) in a case where the benefit is provided to a member of the
employee’s family or household who is not an employee of the
employer, the amount of the benefit cost allocated to the
employee in accordance with section 323B(4),

does not exceed the employee’s available exempt amount (see section
323B).

Section 323A: calculation of available exempt amount

The “available exempt amount”, in relation to an employee of an
employer, is the amount found by deducting from the annual exempt
amount the aggregate of —

(@) the benefit cost of eligible benefits provided earlier in the tax
year by, or on behalf of, the employer to the employee, and

(b) any amounts allocated to the employee in accordance with
subsection (4) in respect of eligible benefits provided earlier in
the tax year by, or on behalf of, the employer to a member of the
employee’s family or household who was not at that time an
employee of the employer.

The annual exempt amount is £300.

For the purposes of subsection (1) “eligible benefits” means benefits in
respect of which conditions A to D in section 323A are met.

The amount allocated to an employee of an employer in respect of a
benefit provided to a person (“P”) who—

(@) is a member of the employee’s family or household, and
(b) is not an employee of the employer,

is the benefit cost of that benefit divided by the number of persons who

meet the condition in subsection (5) and are members of P’s family or
household.

This condition is met if the person is—
(a) a director or other office-holder of the employer,

(b) an employee of the employer who is a member of the family or
household of a person within paragraph (a), or

(c) aformer employee of the employer who —

(i) was a director or other office-holder at any time when
the employer was a close company, or

(ii) is a member of the family or household of such a person.

In this section “benefit cost” has the same meaning as in section 323A.

323C Power to amend sections 323A and 323B

1)

(2)

The Treasury may by regulations amend section 323A so as to alter the
conditions which must be met for the exemption conferred by section
323A(1) to apply.

Regulations under subsection (1) may include any amendment of
section 323B that is appropriate in consequence of an amendment made
under subsection (1).
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(3) The Treasury must not make regulations under subsection (1) unless a
draft of the regulations has been laid before and approved by a
resolution of the House of Commons.”

(3) Insection 716 (alteration of amounts by Treasury order) in subsection (2), after

paragraph (f) insert—
“(fa) section 323A(4) (trivial benefits provided by employers: cost of
providing benefit),

(fb) section 323B(2) (trivial benefits provided by employers: annual
exempt amount),”.

(4) In section 717(4) (negative procedure not to apply to certain statutory
instruments) after “other care: meaning of “eligible employee”),” insert
“section 323C(1) (trivial benefits provided by employers),”.

(6) The amendments made by this section have effect for the tax year 2016-17 and
subsequent tax years.

14  Travel expenses of workers providing services through intermediaries

(1) In Chapter 2 of Part 5 of ITEPA 2003 (deductions for employee’s expenses),
after section 339 insert—

“339A Travel for necessary attendance: employment intermediaries

(1) This section applies where an individual (“the worker”)—

(@) personally provides services (which are not excluded services)
to another person (“the client”), and

(b) the services are provided not under a contract directly between
the client or a person connected with the client and the worker
but wunder arrangements involving an employment
intermediary.

This is subject to the following provisions of this section.

(2) Where this section applies, each engagement is for the purposes of
sections 338 and 339 to be regarded as a separate employment.

(3) This section does not apply if it is shown that the manner in which the
worker provides the services is not subject to (or to the right of)
supervision, direction or control by any person.

(4) Subsection (3) does not apply in relation to an engagement if —
(@) Chapter 8 of Part 2 applies in relation to the engagement,
(b) the conditions in section 51, 52 or 53 are met in relation to the
employment intermediary, and
(c) the employment intermediary is not a managed service
company.

(5) This section does not apply in relation to an engagement if —

(@) Chapter 8 of Part 2 does not apply in relation to the engagement
merely because the circumstances in section 49(1)(c) are not
met,

(b) assuming those circumstances were met, the conditions in
section 51, 52 or 53 would be met in relation to the employment
intermediary, and
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(10)

(11)

(c) the employment intermediary is not a managed service
company.

In determining for the purposes of subsection (4) or (5) whether the
conditions in section 51, 52 or 53 are or would be met in relation to the
employment intermediary —
(@) in section 51(1)—
(i) disregard “either” in the opening words, and
(ii) disregard paragraph (b) (and the preceding or), and
(b) read references to the intermediary as references to the
employment intermediary.

Subsection (8) applies if —

(@) the client or a relevant person provides the employment
intermediary (whether before or after the worker begins to
provide the services) with a fraudulent document which is
intended to constitute evidence that, by virtue of subsection (3),
this section does not or will not apply in relation to the services,

(b) that section is taken not to apply in relation to the services, and

(c) in consequence, the employment intermediary does not under
PAYE regulations deduct and account for an amount that
would have been deducted and accounted for under those
regulations if this section had been taken to apply in relation to
the services.

For the purpose of recovering the amount referred to in subsection
(7)(c) (“the unpaid tax”) —
(@) the worker is to be treated as having an employment with the
client or relevant person who provided the document, the
duties of which consist of the services, and

(b) the client or relevant person is under PAYE regulations to
account for the unpaid tax as if it arose in respect of earnings
from that employment.

In subsections (7) and (8) “relevant person” means a person, other than
the client, the worker or a person connected with the employment
intermediary, who —
(@) is resident, or has a place of business, in the United Kingdom,
and
(b) is party to a contract with the employment intermediary or a
person connected with the employment intermediary under or
in consequence of which —
(i) the services are provided, or
(ii) the employment intermediary, or a person connected
with the employment intermediary, makes payments in
respect of the services.

In determining whether this section applies, no regard is to be had to
any arrangements the main purpose, or one of the main purposes, of
which is to secure that this section does not to any extent apply.

In this section—
“arrangements” includes any scheme, transaction or series of
transactions, agreement or understanding, whether or not
enforceable, and any associated operations;
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“employment intermediary” means a person, other than the
worker or the client, who carries on a business (wWhether or not
with a view to profit and whether or not in conjunction with any
other business) of supplying labour;

“engagement” means any such provision of service as is
mentioned in subsection (1)(a);

“excluded services” means services provided wholly in the client’s
home;

“managed service company” means a company which —
(@) is a managed service company within the meaning
given by section 61B, or
(b) would be such a company disregarding subsection (1)(c)
of that section.”

In section 688A of ITEPA 2003 (managed service companies: recovery from
other persons), in subsection (5), in the definition of “managed service
company”, after “section 61B” insert “but for the purposes of section 339A has
the meaning given by subsection (11) of that section”.

After section 688A of ITEPA 2003 insert—

“688B Travel expenses of workers providing services through

Q)

intermediaries: recovery of unpaid tax

PAYE regulations may make provision for, or in connection with, the
recovery from a director or officer of a company, in such circumstances
as may be specified in the regulations, of amounts within any of
subsections (2) to (5).

An amount within this subsection is an amount that the company is to
account for in accordance with PAYE regulations by virtue of section
339A(7) to (9) (persons providing fraudulent documents).

An amount within this subsection is an amount which the company is
to deduct and pay in accordance with PAYE regulations by virtue of
section 339A in circumstances where —

(@) the company is an employment intermediary,

(b) on the basis that section 339A does not apply by virtue of
subsection (3) of that section, the company has not deducted
and paid the amount, but

(c) the company has not been provided by any other person with
evidence from which it would be reasonable in all the
circumstances to conclude that subsection (3) of that section
applied (and the mere assertion by a person that the manner in
which the worker provided the services was not subject to (or to
the right of) supervision, direction or control by any person is
not such evidence).

An amount within this subsection is an amount that the company is to
deduct and pay in accordance with PAYE regulations by virtue of
section 339A in a case where subsection (4) of that section applies
(services provided under arrangements made by intermediaries).

An amount within this subsection is any interest or penalty in respect
of an amount within any of subsections (2) to (4) for which the company
is liable.
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(6) In this section—
“company” includes a limited liability partnership;
“director” has the meaning given by section 67;

“employment intermediary” has the same meaning as in section
339A;

“officer”, in relation to a company, means any manager, secretary
or other similar officer of the company, or any person acting or
purporting to act as such”

(4) InPart4 of the Income Tax (Pay As You Earn) Regulations 2003 (S.I. 2003 /2682)
(payments, returns and information), after Chapter 3A insert—

“CHAPTER 3B

CERTAIN DEBTS OF COMPANIES UNDER SECTION 339A OF ITEPA (TRAVEL
EXPENSES OF WORKERS PROVIDING SERVICES THROUGH EMPLOYMENT
INTERMEDIARIES)

97ZG Interpretation of Chapter 3B: “relevant PAYE debt” and “relevant
date”

(1) In this Chapter “relevant PAYE debt”, in relation to a company means
an amount within any of paragraphs (2) to (5).

(2) An amount within this paragraph is an amount that the company is to
account for in accordance with these Regulations by virtue of section
339A(7) to (9) of ITEPA (persons providing fraudulent documents).

(3) An amount within this paragraph is an amount which a company is to
deduct and pay in accordance with these Regulations by virtue of
section 339A of ITEPA in circumstances where —

(@) the company is an employment intermediary,

(b) on the basis that section 339A of ITEPA does not apply by virtue
of subsection (3) of that section the company has not deducted
and paid the amount, but

(c) the company has not been provided by any other person with
evidence from which it would be reasonable in all the
circumstances to conclude that subsection (3) of that section
applied (and the mere assertion by a person that the manner in
which the worker provided the services was not subject to (or to
the right of) supervision, direction or control by any person is
not such evidence).

(4) An amount within this paragraph is an amount that the company is to
deduct and pay in accordance with these Regulations by virtue of
section 339A of ITEPA in a case where subsection (4) of that section
applies (services provided under arrangements made by
intermediaries).

() An amount within this paragraph is any interest or penalty in respect
of an amount within any of paragraphs (2) to (4) for which the company
is liable.

(6) In this Chapter “the relevant date” in relation to a relevant PAYE debt
means the date on which the first payment is due on which PAYE is not
accounted for.
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97ZH Interpretation of Chapter 3B: general

In this Chapter —
“company” includes a limited liability partnership;
“director” has the meaning given by section 67 of ITEPA;
“personal liability notice” has the meaning given by regulation
9771(2);
“the specified amount” has the meaning given by regulation
97Z1(2)(a).

9771 Liability of directors for relevant PAYE debts

(1) This regulation applies in relation to an amount of relevant PAYE debt
of a company if the company does not deduct that amount by the time
by which the company is required to do so.

(2) HMRC may serve a notice (a “personal liability notice”) on any person
who was, on the relevant date, a director of the company —

(@) specifying the amount of relevant PAYE debt in relation to
which this regulation applies (“the specified amount”), and

(b) requiring the director to pay to HMRC —
(i) the specified amount, and
(ii) specified interest on that amount.

(3) The interest specified in the personal liability notice —
(@) is to be at the rate applicable under section 178 of the Finance
Act 1989 for the purposes of section 86 of TMA, and

(b) is to run from the date the notice is served.

(4) A director who is served with a personal liability notice is liable to pay
to HMRC the specified amount and the interest specified in the notice
within 30 days beginning with the day the notice is served.

(6) If HMRC serve personal liability notices on more than one director of
the company in respect of the same amount of relevant PAYE debt, the
directors are jointly and severally liable to pay to HMRC the specified
amount and the interest specified in the notices.

97Z] Appeals in relation to personal liability notices

(1) A person who is served with a personal liability notice in relation to an
amount of relevant PAYE debt of a company may appeal against the
notice.

(2) A notice of appeal must—

(@) be given to HMRC within 30 days beginning with the day the
personal liability notice is served, and

(b) specity the grounds of the appeal.

(3) The grounds of appeal are —

(@) that all or part of the specified amount does not represent an
amount of relevant PAYE debt, of the company, to which
regulation 97ZI applies, or

(b) that the person was not a director of the company on the
relevant date.
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(4) But a person may not appeal on the ground mentioned in paragraph
(3)(a) if it has already been determined, on an appeal by the company,
that—

(a) the specified amount is a relevant PAYE debt of the company,
and

(b) the company did not deduct, account for, or (as the case may be)
pay the debt by the time by which the company was required to
do so.

(5) Subject to paragraph (6), on an appeal that is notified to the tribunal, the
tribunal is to uphold or quash the personal liability notice.

(6) Inacasein which the ground of appeal mentioned in paragraph (3)(a)
is raised, the tribunal may also reduce or increase the specified amount
so that it does represent an amount of relevant PAYE debt, of the
company, to which regulation 97ZI applies.

97ZK Withdrawal of personal liability notices
(1) A personal liability notice is withdrawn if the tribunal quashes it.

(2) An officer of Revenue and Customs may withdraw a personal liability
notice if the officer considers it appropriate to do so.

(3) If a personal liability notice is withdrawn, HMRC must give notice of
that fact to the person upon whom the notice was served.

97ZL Recovery of sums due under personal liability notice: application of
Part 6 of TMA

(1) For the purposes of this Chapter, Part 6 of TMA (collection and
recovery) applies as if —
(@) the personal liability notice were an assessment, and
(b) the specified amount, and any interest on that amount under
regulation 97ZI(2)(b)(ii), were income tax charged on the
director upon whom the notice is served,
and that Part of that Act applies with the modification in paragraph (2)
and any other necessary modifications.

(2) Summary proceedings for the recovery of the specified amount, and
any interest on that amount under regulation 97ZI(2)(b)(ii), may be
brought in England and Wales or Northern Ireland at any time before
the end of the period of 12 months beginning with the day after the day
on which the personal liability notice is served.

97ZMRepayment of surplus amounts

(1) This regulation applies if —
(@) one or more personal liability notices are served in respect of an
amount of relevant PAYE debt of a company, and

(b) the amounts paid to HMRC (whether by directors upon whom
notices are served or the company) exceed the aggregate of the
specified amount and any interest on it under regulation
9771(2)(b)(ii).

(2) HMRC is to repay the difference on a just and equitable basis and
without unreasonable delay.
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(3) HMRC is to pay interest on any sum repaid.

(4) The interest—

(@) is to be at the rate applicable under section 178 of the Finance
Act 1989 for the purposes of section 824 of ICTA, and

(b) is to run from the date the amounts paid to HMRC come to
exceed the aggregate mentioned in subsection (1)(b).”

(6) The amendment made by subsection (4) is to be treated as having been made
by the Commissioners for Her Majesty’s Revenue and Customs in exercise of
the power conferred by section 688B of ITEPA 2003 (inserted by subsection (3)).

(6) The amendment made by subsection (1) has effect in relation to the tax year
2016-17 and subsequent tax years.

(7) The amendment made by subsection (4) has effect in relation to relevant PAYE
debts that are to be deducted, accounted for or paid on or after 6 April 2016.

15 Taxable benefits: PAYE

In section 684 of ITEPA 2003 (PAYE regulations), in subsection (2), in item
1ZA(a), for “Chapters 3 and 5 to 10” substitute “Chapters 3 to 10”.

Employment income: other provision

16  Employee share schemes

Schedule 3 contains miscellaneous minor amendments relating to employee
share schemes.

17  Securities options

(1) In section 418 of ITEPA 2003 (provisions related to Part 7 of ITEPA 2003), in
subsection (1), omit “(but not securities options)”.

(2) In that section, after subsection (1) insert—

“(1A) But Chapters 1 and 10 of Part 3 do not have effect in relation to—

a) the acquisition of employment-related securities options
q ploy P
within the meaning of Chapter 5 of Part 7), or
2] p

(b) chargeable events (within the meaning given by section 477)
occurring in relation to such options.”

(3) Insection 227 of that Act (scope of Part 4), in subsection (4), before paragraph
(a) insert—
“(za) section 418(1A) (acquisition of, and chargeable events occurring
in relation to, employment-related securities options);”.

(4) The amendments made by this section come into force on 6 April 2016.

18  Employment income provided through third parties

(1) Part7A of ITEPA 2003 (employment income provided through third parties) is
amended in accordance with subsections (2) and (3).

(2) Insection 55472 (value of relevant step to count as employment income) after
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subsection (1) insert—

“(1A) Where the value of a relevant step would (apart from this subsection)
count as employment income of more than one person—

(@) the value of the relevant step is to be apportioned between each
of those persons on a just and reasonable basis, and

(b) subsection (1) applies as if the reference to the value of the
relevant step in relation to A were a reference to so much of the
value of the relevant step that is apportioned to A.”

(3) In section 554Z8 (cases where consideration given for relevant step) in
subsection (5), omit “and” at the end of paragraph (b) and after paragraph (c)
insert *, and

(d) there is no connection (direct or indirect) between the payment
and a tax avoidance arrangement.”

(4) Paragraph 59 of Schedule 2 to FA 2011 (transitional provision relating to Part
7A of ITEPA 2003) is amended in accordance with subsections (5) to (7).

(6) Insub-paragraph (2) for the words from “the earnings” to the end substitute —
“(a) where sub-paragraph (2A) or (2B) applies, the earnings
mentioned in sub-paragraph (1)(f)(i) or any return on those
earnings mentioned in sub-paragraph (1)(f)(ii), and
(b) in any other case, the earnings mentioned in sub-paragraph
MEO).”
(6) After sub-paragraph (2) insert—

“(2A) This sub-paragraph applies where —

(@) the agreement mentioned in sub-paragraph (1)(d)(i) is made
before 1 April 2017, and

(b) A or B pays, or otherwise accounts for, any tax as mentioned
in sub-paragraph (1)(e) in accordance with that agreement.

(2B) This sub-paragraph applies where —
(@) the decision mentioned in sub-paragraph (1)(d)(ii) is made
before 1 April 2017, and

(b) A or B pays, or otherwise accounts for, any tax as mentioned
in sub-paragraph (1)(e) before 1 April 2017.”

(7) At the end insert—

“(5) For the purposes of sub-paragraph (1)(e), a person is not to be regarded
as having paid, or otherwise accounted for, any tax by reason only of
making —

(@) apayment on account of income tax,

(b) apayment thatis treated as a payment on account under section
223(3) of FA 2014 (accelerated payments), or

(c) a payment pending determination of an appeal made in
accordance with section 55 of TMA 1970.”

(8) InSchedule 2 to FA 2011, omit paragraph 64 (power to make provision dealing
with interactions etc.).

(9) The amendment made by subsection (3) has effect in relation to payments
made on or after 16 March 2016 by way of consideration for a relevant step (as
defined in section 554A(2) of ITEPA 2003) taken on or after that date.
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(10) The amendment made by subsection (7) has effect in relation to chargeable
steps (as defined in paragraph 59(1)(a) of Schedule 2 to FA 2011) taken on or
after 16 March 2016.

Pensions

19 Standard lifetime allowance from 2016-17

(1) Section 218 of FA 2004 (pension schemes etc: lifetime allowance) is amended in
accordance with subsections (2) to (5).

(2) For subsections (2) and (3) (standard lifetime allowance is £1,250,000 but may
be increased by Treasury order) substitute —

“(2) The standard lifetime allowance for the tax years 2016-17 and 2017-18
is £1,000,000.

(2A) The standard lifetime allowance for any later tax year (“the subsequent
tax year”) is the same as the standard lifetime allowance for the tax year
immediately preceding the subsequent tax year, unless subsection (2C)
provides for it to be higher.

(2B) Subsection (2C) applies if —
(@) the consumer prices index for the month of September in any
tax year (“the prior tax year”) is higher than it was for the
previous September, and

(b) the prior tax year is the tax year 2017-18 or a later tax year.

(2C) The standard lifetime allowance for the tax year following the prior tax
year is the standard lifetime allowance for the prior tax year—

(@) increased by the percentage increase in the index, and

(b) if the result is not a multiple of £100, rounded up to the nearest
amount which is such a multiple.

(2D) The Treasury must before the tax year 2018-19, and before each
subsequent tax year, make regulations specifying the amount given by
subsections (2A) to (2C) as the standard lifetime allowance for the tax
year concerned.”

(3) After subsection (5BB) insert—

“(6BC) Where the operation of a lifetime allowance enhancement factor is
provided for by any of sections 220, 222, 223 and 224 and the time
mentioned in the definition of SLA in the section concerned fell within
the period consisting of the tax year 2014-15 and the tax year 2015-16,
subsection (4) has effect as if the amount to be multiplied by LAEF were
£1,250,000 if that is greater than SLA.

(6BD) Where more than one lifetime allowance enhancement factor operates,
subsection (5BC) does not apply if any of subsections (5A), (5B) and
(6BA) applies.”

(4) After subsection (5D) insert—

“(BE) Where benefit crystallisation event 7 occurs on or after 6 April 2016 by
reason of the payment of a relevant lump sum death benefit in respect
of the death of the individual during the period consisting of the tax
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year 2014-15 and the tax year 2015-16, the standard lifetime allowance
at the time of the benefit crystallisation event is £1,250,000.”

(5) After subsection (5E) insert—

“(5F) Where—

(@) benefit crystallisation event 5C occurs by reason of the
designation on or after 6 April 2015 of sums or assets held for
the purposes of an arrangement relating to the individual, and

(b) the individual died before 6 April 2012,

the standard lifetime allowance at the time of the benefit crystallisation
event is £1,800,000.

(6G) Where—

(@) benefit crystallisation event 5C occurs by reason of the
designation on or after 6 April 2015 of sums or assets held for
the purposes of an arrangement relating to the individual, and

(b) theindividual died in the period consisting of the tax year 2012-
13 and the tax year 2013-14,

the standard lifetime allowance at the time of the benefit crystallisation
event is £1,500,000.

(5H) Where—

(@) benefit crystallisation event 5C occurs by reason of the
designation on or after 6 April 2016 of sums or assets held for
the purposes of an arrangement relating to the individual, and

(b) theindividual died in the period consisting of the tax year 2014-
15 and the tax year 2015-16,

the standard lifetime allowance at the time of the benefit crystallisation
event is £1,250,000.

(5I) Where—

(@) benefit crystallisation event 5D occurs by reason of a person
becoming entitled on or after 6 April 2016 to an annuity in
respect of the individual, and

(b) the individual died in the period beginning with 3 December
2014 and ending with 5 April 2016,

the standard lifetime allowance at the time of the benefit crystallisation
event is £1,250,000.”

(6) In section 280 of FA 2004 (abbreviations and general index for Part 4), in the
entry for “standard lifetime allowance” for “and (3)” substitute “to (2C)”.

(7) Insection 282 of FA 2004 (orders and regulations under Part 4), after subsection
(2) (negative procedure applies to instruments not approved in draft) insert—

“(3) Subsection (2) does not apply to an instrument containing only
regulations under section 218(2D).”

(8) The amendments made by subsections (2) to (4) have effect for the tax year
2016-17 and subsequent tax years.

(9) The amendment made by subsection (5) —
(@) so far as it consists of the insertion of new subsections (5F) and (5G) —
(i) is to be treated as having come into force on 6 April 2015, and
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(ii) has effect in relation to benefit crystallisation events occurring
on or after that date, and

(b) so far as it consists of the insertion of new subsections (5H) and (5I) —
(i) is to be treated as having come into force on 6 April 2016, and

(ii) has effect in relation to benefit crystallisation events occurring
on or after that date.

(10) Schedule 4 contains transitional and connected provision (including provision
for “fixed protection 2016” and “individual protection 2016”).

20 Pensions bridging between retirement and state pension

(1) InPart1 of Schedule 28 to FA 2004 (registered pension schemes: the pension
rules), paragraph 2 (meaning of “scheme pension”) is amended in accordance
with subsections (2) to (4).

(2) In sub-paragraph (4) (which specifies circumstances in which amount of
scheme pension may go down and gives power to specify additional
circumstances) omit paragraph (c) (reduction by reference to state retirement
pensions for persons reaching pensionable age before 6 April 2016).

(3) Omit sub-paragraphs (4B), (5) and (5A) (interpretation of sub-paragraph
(4)(©))-

(4) In sub-paragraph (8) (regulations under certain sub-paragraphs may make
back-dated provision) omit “or (5)”.

(5) In consequence of the amendments made by subsections (2) and (3) —
(@) inFA 2006, in Schedule 23 omit paragraph 20(2) and (3), and
(b) in FA 2013, omit section 51(2).

(6) Regulations under paragraph 2(4)(h) of Schedule 28 to FA 2004 (power to
prescribe permitted reductions of scheme pensions, and to do so with back-
dated effect) may provide for the coming into force of the amendments made
by subsections (2) to (5), and —

(@) those amendments have effect in accordance with regulations under
paragraph 2(4)(h) of that Schedule, and

(b) paragraph 2(8) of that Schedule (back-dating) applies for the purposes
of regulations bringing the amendments into force only so as to permit
the amendments to be given effect in relation to times not earlier than 6
April 2016.

21  Dependants’ scheme pensions

(1) Part 2 of Schedule 28 to Part 4 of FA 2004 (pension death benefit rules) is
amended as follows.

(2) In paragraph 16A (dependants’ scheme pension: when limits in paragraphs
16B and 16C apply), after sub-paragraph (1) insert—

“(1A) Sub-paragraph (1) is subject to paragraphs 16AA and 16AB.”
(3) After paragraph 16A insert—

“16AA Paragraphs 16B and 16C do not apply if —

(@) each benefit crystallisation event that has occurred in relation
to the member by reference to arrangements relating to the
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member under the scheme is benefit crystallisation event 5B
(having unused funds under a money purchase arrangement
at age 75), or

(b) paragraph 12 of Schedule 36 (enhanced protection by
reference to pre-6 April 2006 rights) applies in the case of the
member immediately before the member’s death.

16AB(1) Paragraph 16B does not apply if, at all times in the post-death year
(as defined in that paragraph), the payable annual rate is less than
the limit.

2) Paragraph 16C does not apply in relation to a period of 12 months
grap PPy P
within paragraph (a) or (b) of paragraph 16C(1) if, at all times in that
period of 12 months, the payable annual rate is less than the limit.

(3) “The payable annual rate”, at any time, is arrived at as follows —

(@) identify each dependants’ scheme pension payable in respect
of the member under the scheme to which a dependant of the
member is actually entitled at that time, and

(b) identify the annual rate at which each pension identified at
paragraph (a) is payable at that time, and

(c) if only one pension is identified at paragraph (a), the payable
annual rate is the annual rate identified at paragraph (b), and

(d) if two or more pensions are identified at paragraph (a), the
payable annual rate is the total of the annual rates identified
at paragraph (b).

(4) “The limit”, at any time, is—
(@) the general limit at that time (see paragraph 16AC), or,

(b) if higher, the personal limit at that time (see paragraph
16AD).

16AC(1) This paragraph applies for the purposes of paragraph 16AB(4).
(2) “The general limit” at a time in the tax year 2016-17 is £25,000.

(3) “The general limit” at a time in a later tax year (“year T”)—
(a) isgiven by—
G+ (GxU%)
where G is the general limit at times in the tax year (“year P”)
that precedes year T, or

(b) if the amount given by paragraph (a) is not a multiple of £100,
is that amount rounded up to the nearest amount that is such
a multiple.

(4) See paragraph 16AE for the meaning of U%.
16AD(1) This paragraph applies for the purposes of paragraph 16AB(4).

(2) “The personal limit” at a time in the tax year in which the member
dies is arrived at as follows —
(a) identify each scheme pension under the scheme to which the
member is actually or prospectively entitled immediately
before the member’s death, and

(b) asregards each pension identified at paragraph (a) —
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(i) if it is one to which the member is actually entitled
immediately before the member’s death, identify the
annual rate at which it is payable immediately before
the member’s death, or

(ii) if it is one to which the member is prospectively
entitled immediately before the member’s death,
identify the annual rate at which it would have been
payable immediately before the member’s death had
the member been actually entitled to it immediately
before the member’s death, and

(c) if only one pension is identified at paragraph (a), the personal
limit is the annual rate identified at paragraph (b), and

(d) if two or more pensions are identified at paragraph (a), the
personal limit is the total of the annual rates identified at
paragraph (b).

(3) “The personal limit” at a time in a tax year (“year S”) later than the
tax year in which the member dies—

(a) is given by —
L+ (L x U%)
where L is the personal limit at times in the tax year (“year P”)
that precedes year S, or

(b) if the amount given by paragraph (a) is not a multiple of £100,
is that amount rounded up to the nearest amount that is such
a multiple.

(4) See paragraph 16AE for the meaning of U%.

(5) If the scheme is a public service pension scheme, ignore any
abatement when identifying at sub-paragraph (2)(b) the annual rate
of any scheme pension under the scheme.

16AE(1) In paragraphs 16AC(3) and 16AD(3), U% means the highest of —
(@ 5%,
(b) CPI% (see sub-paragraph (2)), and
(c) RPI% (see sub-paragraph (3)).

(2) If the consumer prices index for September in year P is higher than
the consumer prices index for September in the tax year preceding
year P, CPI% is the percentage increase in the index (but is otherwise
0%).

(3) If the retail prices index for September in year P is higher than the
retail prices index for September in the tax year preceding year P,
RPI% is the percentage increase in the index (but is otherwise 0%).

(4) In this paragraph “year P” has the same meaning as in paragraph
16AC or (as the case may be) paragraph 16AD.”

(4) Inparagraph 16B (limit in post-death year) —
(@) in sub-paragraph (3)(c), for “amounts” substitute “uprated amounts
(see sub-paragraph (6))”, and
(b) after sub-paragraph (5) insert—

“(6) The “uprated amount” of a lump sum is the amount of the
lump sum increased by the higher of C% and R%, where —



32

Finance Act 2016 (c. 24)
Part 1 — Income tax

®)

(a) if the consumer prices index for the month in which
the member dies is higher than it was for the month in
which the member became entitled to the lump sum,
C% is the percentage increase in the index (but is
otherwise 0%), and

(b) if the retail prices index for the month in which the
member dies is higher than it was for the month in
which the member became entitled to the lump sum,
R% is the percentage increase in the index (but is
otherwise 0%).”

In paragraph 16C (limit in subsequent years)—
(@) in sub-paragraph (3)(a), omit “period of”,
(b) in sub-paragraph (3)(b), for “subsection” substitute “sub-paragraph”,
(c) for sub-paragraphs (4) and (5) substitute —

“(4) The condition is that if the annual rate of a pension payable
under the pension scheme to a dependant of the member is
increased at any time in the period of 12 months in
question —

(@) the dependant is at that time one of a group of at least
20 pensioner members of the pension scheme, and
(b) all the pensions being paid under the pension scheme
to pensioner members of that group are at that time
increased at the same rate.”,
(d) insub-paragraph (6)—
(i) for “month period” substitute “months”, and
(ii) for the words after “increased by” substitute “the permitted
margin.”,
(e) in sub-paragraph (8)(a), for “end of the post-death year” substitute
“member’s death”,
(f) in sub-paragraph (8)(b), after “first month” insert “ending after the
start”,
(g) insub-paragraph (11), for “opening month” substitute “month in which
the member died”, and
(h) omit sub-paragraphs (13) and (14).

The amendments made by this section are treated as having come into force on
6 April 2016.

The amendments made by subsections (2) to (4), so far as they relate to
paragraph 16B of Schedule 28 to FA 2004, have effect where the last day of “the
post-death year” (see sub-paragraph (1) of that paragraph) is 6 April 2016 or
any later day.

The following amendments —

(@) the amendments made by subsections (2) to (4), so far as they relate to
paragraph 16C of Schedule 28 to FA 2004, and

(b) the amendments made by subsection (5),

have effect where the last day of “the 12 months in question” (see sub-
paragraph (1) of that paragraph) is 6 April 2016 or any later day.
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22  Pension flexibility

Schedule 5 makes amendments in connection with pension flexibility.

23 Netherlands Benefit Act for Victims of Persecution 1940-1945
(1) After section 642 of ITEPA 2003 insert—
“642A Netherlands Benefit Act for Victims of Persecution 1940-1945

No liability to income tax arises on a pension, annuity, allowance or
other payment provided in accordance with the provisions of the
scheme established under the law of the Netherlands and known as
Wet uitkeringen vervolgingsslachtoffers 1940-1945.”

(2) The amendment made by this section has effect for the tax year 2016-17 and
subsequent tax years.

Trading and other income

24  Fixed-rate deductions for use of home for business purposes

(1) In Part 2 of ITTOIA 2005 (trading income), Chapter 5A (trade profits:
deductions allowable at a fixed rate) is amended as follows.

(2) Section 94H (use of home for business purposes) is amended as follows.

(3) In subsection (1), for the words from “in respect of” to the end substitute “in
respect of —
(@) the use of the person’s home for the purposes of the trade, or
(b) where the person is a firm, the use of a partner’s home for those
purposes.”

(4) In subsection (4), for the words from “work done” to the end substitute
“qualifying work”.

(5) After subsection (4) insert—

“(4A)  “Qualifying work” means —
(@) work done by the person, or any employee of the person, in the
person’s home wholly and exclusively for the purposes of the
trade, or

(b) where the person is a firm, work done by a partner, or any
employee of the firm, in the partner’s home wholly and
exclusively for those purposes.

(4B) Where more than one person does qualifying work in the same home
at the same time, any hour spent wholly and exclusively on that work
is to be taken into account only once for the purposes of subsection (4).”

(6) In subsection (5), after “person” insert “, or, where the person is a firm, a
partner of the firm,”.

(7) After subsection (5) insert—

“(BA) Where a firm makes a deduction for a period under this section in
respect of the use of a partner’s home for the purposes of a trade, the
only deduction which the firm may make for the period in respect of



34 Finance Act 2016 (c. 24)
Part 1 — Income tax

the use of any other partner’s home for those purposes is a deduction
under this section.”

(8) Section 94I (premises used both as a home and as business premises) is
amended as follows.

(9) Insubsection (1)(b), for “used by the person as a home,” substitute “used as a
home by —

(i) the person carrying on the trade, or
(i) where that person is a firm, a partner of the firm,”.

(10) After subsection (6) insert—

“(6A) Where a person makes a deduction for a period under this section in
respect of expenses incurred in relation to premises falling within
subsection (1)(b), the only deduction which the person may make for
the period in respect of expenses incurred in relation to any other
premises falling within subsection (1)(b) is a deduction under this
section.”

(11) The amendments made by this section have effect for the tax year 2016-17 and
subsequent tax years.

25  Averaging profits of farmers etc

(1) Chapter 16 of Part 2 of ITTOIA 2005 (averaging profits of farmers and creative
artists) is amended as specified in subsections (2) to (7).

(2) Insection 221 (claim for averaging of fluctuating profits) —
(@) in subsection (2), at the beginning insert “For the purposes of section
222 (two-year averaging)”;
(b) after that subsection insert—

“(2A) For the purposes of section 222A (five-year averaging), a trade,
profession or vocation is a “qualifying trade, profession or
vocation” if it falls within subsection (2)(a) or (b).”;

(c) in subsection (3), for “this purpose” substitute “the purpose of
subsection (2)”.

(3) After section 222 insert—
“222A Circumstances in which claim for five-year averaging may be made

(1) An averaging claim may be made under this section in relation to five
consecutive tax years in which a taxpayer is or has been carrying on the
qualifying trade, profession or vocation if the volatility condition in
subsection (2) is met.

(2) The volatility condition is that—
(a) one of the following is less than 75% of the other —
(i) the average of the relevant profits of the first four tax
years to which the claim relates;
(ii) the relevant profits of the last of the tax years to which
the claim relates; or
(b) the relevant profits of one or more (but not all) of the five tax
years to which the claim relates are nil.
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(3) Any of the first four tax years to which an averaging claim under this
section relates may be a tax year in relation to which an averaging claim
under this section or section 222 has already been made.

(4) An averaging claim (“the subsequent claim”) may not be made under
this section if an averaging claim in respect of the trade, profession or
vocation has already been made under this section or section 222 in
relation to a tax year which is later than the last of the tax years to which
the subsequent claim relates.

(5) An averaging claim may not be made under this section in relation to
the tax year in which the taxpayer starts, or permanently ceases, to
carry on the trade, profession or vocation.

(6) An averaging claim under this section must be made on or before the
first anniversary of the normal self-assessment filing date for the last of
the tax years to which the claim relates.

(7) But see section 225(4) (extended time limit if profits adjusted for some
other reason).”

(4) Insection 222 (circumstances in which claim may be made) —
(@) inthe heading, after “claim” insert “for two-year averaging”;
(b) in subsection (1), after “made” insert “under this section”;
(c) for subsection (2) substitute —

“(2) The earlier of the two years to which an averaging claim under
this section relates may be a tax year in relation to which an
averaging claim under this section or section 222A has already
been made.”;

(d) in subsection (3)—
(i) after “made”, in the first place, insert “under this section”;

(ii) after “made”, in the second place, insert “under this section or
section 222A”;

(e) insubsection (4), after “made” insert “under this section”;
(f) insubsection (5), after “averaging claim” insert “under this section”.

(5) Insection 223 (adjustment of profits) —

(@) insubsection (2), for “second of the two tax years” substitute “last of the
two or five tax years”;

(b) for subsection (3) substitute —

“(3) The amount of the adjusted profits of each of the tax years to
which the claim relates is the average of the relevant profits of
those tax years.”;

(c) omit subsection (4).

(6) Insection 224 (effect of adjustment) —
(@) in subsection (4), for “either” substitute “any”;

(b) insubsection (6), for “second of the two tax years” substitute “last of the
two or five tax years”.

(7) Insection 225 (effect of later adjustment of profits), in subsection (1), for “either
or both” substitute “any one or more”.

(8) In section 31C of ITTOIA 2005 (excluded provisions), in subsection (6), for
“section 221" substitute “Chapter 16”.
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(9) Insection 1025 of ITA 2007 (meaning of “modified net income”), in subsection
(2)(d), for “the earlier of the tax years” substitute “any earlier tax year”.

(10) In paragraph 3 of Schedule 1B to TMA 1970 (relief for fluctuating profits of
farmers etc) —
(@) in sub-paragraph (1), for the words from “for two” to the end
substitute —

“(a) in the case of a two-year claim, for two consecutive
years of assessment, and

(b) in the case of a five-year claim, for five consecutive
years of assessment.”;

(b) in sub-paragraph (2), for “the later year” substitute “the last of the two
or five years”;

(c) in sub-paragraph (3), for “the earlier year”, where it occurs first,
substitute “an earlier year”;

d) in sub-paragraph (5)—
paragrap
(i) for “the earlier year” substitute “an earlier year”;
(ii) for “the later year” substitute “the last of the two or five years”;
e) after sub-paragraph (6) insert—
paragrap

“(7) In this paragraph—
“two-year claim” means a claim under section 222 of
ITTOIA 2005;

“five-year claim” means a claim under section 222A of
ITTOIA 2005.”

(11) In paragraph 4 of Schedule 1B to TMA 1970 (relief claimed by virtue of section
224(4) of ITTOIA 2005) —
(@) insub-paragraph (1)—
(i) after “for two” insert “or five”;
(ii) omit “(“the earlier year” and “the later year”)”;
(iif) for “either” substitute “any”;
(b) in sub-paragraph (2), for “the later year” substitute “the last of the two
or five years”;
(c) in sub-paragraph (3), for “the earlier year”, where it occurs first,
substitute “an earlier year”;

in sub-paragra —
d) insub-paragraph (5
(i) for “the earlier year” substitute “an earlier year”;
(ii) for “the later year” substitute “the last of the two or five years”.

(12) The amendments made by this section have effect for the tax year 2016-17 and
subsequent tax years.

26  Relief for finance costs related to residential property businesses

(1) InITTOIA 2005, for sections 274A and 274B and the preceding italic heading
(tax reductions for non-deductible costs of dwelling-related loans: individuals,
and accumulated or discretionary trust income) substitute —

“Tax reductions for non-deductible costs of a dwelling-related loan
274A Reduction for individuals: entitlement

(1) If for a tax year an individual has —
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(@) arelievable amount in respect of a property business, or
(b) two or more relievable amounts each in respect of a different
property business,

the individual is entitled to relief under this section for that year in
respect of that relievable amount or (as the case may be) each of those
relievable amounts.

An individual has a relievable amount for a tax year in respect of a
property business if for that year the individual has any one or more of
the following in respect of that business —

(@) acurrent-year amount;

(b) acurrent-year estate amount;

(c) abrought-forward amount.

Anindividual’s relievable amount for a tax year in respect of a property
business is the total of —
(@) the individual’s current-year amount (if any) for that year in
respect of that business,
(b) the individual’s current-year estate amounts (if any) for that
year in respect of that business, and
(c) the individual’s brought-forward amount (if any) for that year
in respect of that business.

An individual has a current-year amount for a tax year in respect of a
property business if —

(@) an amount (“A”) would be deductible in calculating the profits
for income tax purposes of that business for that year but for
section 272A,

(b) the individual is liable for income tax on N% of those profits,
where N is a number —

(i) greater than 0, and
(ii) less than or equal to 100, and
(c) that liability is not under Chapter 6 of Part 5 (estate income),
in which event the individual’s current-year amount for that tax year in
respect of that business is equal to N% of A.

An individual has a current-year estate amount for a tax year (“the
current year”), in respect of a property business and a particular
deceased person’s estate, if —

(@) an amount (“A”) would, but for section 272A, be deductible in
calculating the profits for income tax purposes of that business
for a particular tax year (“the profits year”), whether that year is
the current year or an earlier tax year,

(b) the personal representatives of the deceased person are liable
for income tax on N% of those profits, where N is a number —

(i) greater than 0, and
(ii) less than or equal to 100,

(c) the individual is liable for income tax on estate income treated
under Chapter 6 of Part 5 as arising in the current year from an
interest in the estate, and

(d) the basic amount of that estate income consists of, or includes,
an amount representative of E% of the personal representatives’
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N% of the profits of the business for the profits year, where E is
a number —

(i) greater than 0, and
(ii) less than or equal to 100,

in which event the individual’s current-year estate amount for the
current tax year, in respect of that business and estate and the profits
year, is equal to E% of N% of A.

As to whether an individual has a brought-forward amount for a tax
year in respect of a property business, see section 274AA(4).

In this section and section 274AA —
“estate income”, and
“basic amount” in relation to any estate income,

have the same meaning as in Chapter 6 of Part 5 (see sections 649 and
656(4)).

274A A Reduction for individuals: calculation

Q)

This section applies if for a tax year an individual is entitled to relief
under section 274A in respect of a relievable amount or in respect of
each of two or more relievable amounts, and in the following
subsections of this section “relievable amount” means that relievable
amount or (as the case may be) any of those relievable amounts.

In respect of a relievable amount, the actual amount on which relief for
the year is to be given is (subject to subsection (3)) the amount (“L”) that
is the lower of —

(@) the relievable amount, and

(b) the total of —

(i) the profits for income tax purposes of the property
business concerned for the year after any deduction
under section 118 of ITA 2007 (“the adjusted profits”) or,
if less, the share (if any) of the adjusted profits on which
the individual is liable to income tax otherwise than
under Chapter 6 of Part 5, and

(ii) so much (if any) of the relievable amount as consists of
current-year estate amounts.

If S is greater than the individual’s adjusted total income for the year
(“ATT”), the actual amount on which relief for the year is to be given in
respect of a relievable amount is given by —
ATI <L
S
where —

S is the total obtained by identifying the amount that is L for each
relievable amount and then finding the total of the amounts
identified, and

L has the same meaning as in subsection (2).

Where —
(@) arelievable amount,
is greater than —
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2748
1)

(b) the actual amount on which relief for the year is to be given in
respect of the relievable amount,

the difference is the individual’s brought-forward amount for the
following tax year in respect of the property business concerned.

The amount of the relief for the year in respect of a relievable amount
is given by —
AA xBR
where —
AA is the actual amount on which relief for the year is to be given
in respect of the relievable amount, and
BR is the basic rate of income tax for the year,

For the purposes of this section, an individual’s adjusted total income
for a tax year is identified as follows —
Step 1
Identify the individual’s net income for the year (see Step 2 of the
calculation in section 23 of ITA 2007).
Step 2
Exclude from that net income —

(@) somuch of it as is within section 18(3) or (4) of ITA 2007 (income

from savings), and

(b) somuch of it as is dividend income.
Step 3
Reduce what is left after Step 2 of this calculation by the amount of any
allowances deducted for the year in the individual’s case at Step 3 of the
calculation in section 23 of ITA 2007. The result is the individual’s
adjusted total income for the year.

Reduction for accumulated or discretionary trust income: entitlement

If for a tax year the trustees of a settlement have —
(a) arelievable amount in respect of a property business, or
(b) two or more relievable amounts each in respect of a different
property business,
the trustees of the settlement are entitled to relief under this section for

that year in respect of that relievable amount or (as the case may be)
each of those relievable amounts.

The trustees of a settlement have a relievable amount for a tax year in
respect of a property business if for that year the trustees of the
settlement have a current-year amount, or brought-forward amount, in
respect of that business (or have both).

In the case of trustees of a settlement, their relievable amount for a tax
year in respect of a property business is the total of —
(@) their current-year amount (if any) for that year in respect of that
business, and
(b) their brought-forward amount (if any) for that year in respect of
that business.

The trustees of a settlement have a current-year amount for a tax year
in respect of a property business if —
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(@) an amount (“A”) would be deductible in calculating the profits
for income tax purposes of that business for that year but for
section 272A,

(b) the trustees of the settlement are liable for income tax on N% of
those profits, where N is a number —

(i) greater than 0, and
(ii) less than or equal to 100, and

(c) in relation to the trustees of the settlement, that N% of those

profits is accumulated or discretionary income,
in which event the current-year amount of the trustees of the settlement
for that tax year in respect of that business is equal to N% of A.

(5) As to whether the trustees of a settlement have a brought-forward
amount for a tax year in respect of a property business, see section
274C(3).

(6) In this section and section 274C “accumulated or discretionary income”
has the meaning given by section 480 of ITA 2007.

274C Reduction for accumulated or discretionary trust income: calculation

(1) This section applies if for a tax year the trustees of a settlement are
entitled to relief under section 274B in respect of a relievable amount or
in respect of each of two or more relievable amounts, and in the
following subsections of this section “relievable amount” means that
relievable amount or (as the case may be) any of those relievable
amounts.

(2) The amount of the relief in respect of a relievable amount is given by —
L x BR
where —
BR is the basic rate of income tax for the year, and
L is the lower of —
(@) the relievable amount, and

(b) the profits for income tax purposes of the property
business concerned for the year after any deduction
under section 118 of ITA 2007 (“the adjusted profits”) or,
if less, the share of the adjusted profits —

(i) on which the trustees of the settlement are liable
for income tax, and

(i) which, in relation to the trustees of the
settlement, is accumulated or discretionary
income.

(3) Where L in the case of a relievable amount is less than the relievable
amount, the difference between them is the brought-forward amount of
the trustees of the settlement for the following tax year in respect of the
property business concerned.”

(2) In consequence of the amendment made by subsection (1), in F(No.2)A 2015
omit section 24(5).

27  Individual investment plans of deceased investors

(1) In Chapter 3 of Part 6 of ITTOIA 2005 (power to exempt income from
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individual investment plans from income tax), after section 694 insert —
“694A Deceased investors

(1) In section 694(1) “income of an individual from investments under a
plan” includes —

(@) income (of any person) from administration-period
investments under a plan, and

(b) income (of any person) from the estate of a deceased person
(“D”) where the whole or any part of the income of D’s personal
representatives is income from administration-period
investments under a plan.

(2) For the purposes of sections 694(3)(a) and (4) and 695(1) “individual”,
in relation to investments that are administration-period investments,
includes —

(@) the personal representatives of the deceased individual
concerned, and

(b) any other person on whose directions plan managers agree to
act in relation to the investments.

(3) In sections 699 and 701 “investor” includes a person entitled to an
exemption given by investment plan regulations by virtue of
subsection (1) of this section.

(4) Investments are “administration-period investments” if —
(@) anindividual dies, and
(b) immediately before the individual’s death—
(i) the investments were held under a plan,
(ii) the individual was entitled to the income from the
investments, and
(iif) as a result of investment plan regulations, the
individual’s income from investments under the plan
was exempt from income tax (either wholly or to an
extent specified in the regulations).

(5) Investments are also “administration-period investments” if (directly
or indirectly) they represent investments that are administration-
period investments as a result of subsection (4).

(6) Investment plan regulations may provide that investments are
administration-period investments as a result of subsection (4) or (5)
only at times specified in, or ascertained in accordance with, the
regulations.

(7) Provision under subsection (6) may (in particular) be framed by
reference to the completion of the administration of a deceased
individual’s estate.

(8) Inthe application of subsection (7) in relation to Scotland, the reference
to the completion of the administration is to be read in accordance with
section 653(2).”

(2) In section 151(2) of TCGA 1992 (Chapter 3 of Part 6 of ITTOIA 2005 applies
with modifications in relation to regulations giving relief from capital gains tax
in respect of investments under plans) —
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(@) in the words before paragraph (a), for “section 694(1) to (2)” substitute
“sections 694(1) to (2) and 694A(1)”, and
(b) after paragraph (a) insert—
“(aa) section 694A(2) applies also for the purposes of
subsection (1) of this section,

(ab) the reference in section 694A(3) to section 694A(1) is to
be read as a reference to paragraph (aa) of this
subsection,

(ac) the reference in section 694A(4)(b)(iii) to the
individual’s income from investments under the plan
being exempt from income tax is to be read as a
reference to the individual being entitled to relief from
capital gains tax in respect of the investments,”.

(3) In section 62 of TCGA 1992 (death: general provisions), after subsection (4)
(acquisition of asset as legatee) insert —

“(4A) The Treasury may by regulations make provision having effect in place
of subsection (4)(b) above in a case where there has been a time when
the personal representatives —

a eld the asset acquire the legatee, an
held th quired by the leg d
(b) would, if they had disposed of the asset at that time —
i way of a bargain at arm’s length, an
i) by way of a bargai length, and
(ii) otherwise than to a legatee,

have been entitled as a result of regulations under section 151
(investments under plans) to relief from capital gains tax in
respect of any chargeable gain accruing on the disposal.

(4B) Provision made by regulations under subsection (4A) above may (in
particular) treat a person who acquires an asset as legatee as doing so
at a time or for a consideration, or at a time and for a consideration,
ascertained as specified by the regulations.”

(4) In consequence of subsection (2)(a), in FA 2011 omit section 40(6)(a).
Reliefs: enterprise investment scheme, venture capital trusts etc

28  EIS, SEIS and VCTs: exclusion of energy generation

(1) Insection 192(1) of ITA 2007 (meaning of “excluded activities”: EIS and SEIS),
for paragraphs (ka) to (kc) substitute —
“(ka) generating or exporting electricity or making electricity
generating capacity available,
(kb) generating heat,
(kc) generating any form of energy not within paragraph (ka) or
(kb),
(kd) producing gas or fuel, and”.

(2) In section 303(1) of ITA 2007 (meaning of “excluded activities”: VCTs), for
paragraphs (ka) to (kc) substitute —
“(ka) generating or exporting electricity or making electricity
generating capacity available,
(kb) generating heat,
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(kc) generating any form of energy not within paragraph (ka) or
(kb),
(kd) producing gas or fuel, and”.

(3) In consequence of subsection (1), ITA 2007 is amended as follows —
(@) insection 192(2)—
(i) for paragraph (g) substitute “and
(g) section 198A (export of electricity).”;
(ii) omit paragraph (h);
(b) insection 198A —
(i) in the heading, omit “subsidised generation or”;
(ii) omit subsections (3) to (9);
(c) omit section 198B.

(4) In consequence of subsection (2), ITA 2007 is amended as follows —
(@) in section 303(2) —
(i) for paragraph (g) substitute “and
(g) section 309A (export of electricity).”;
(ii) omit paragraph (h);
(b) insection 309A —
(i) in the heading, omit “subsidised generation or”;
(ii) omit subsections (3) to (9);
(c) omit section 309B.

(6) The amendments made by subsections (1) and (3) have effect in relation to
shares issued on or after 6 April 2016.

(6) The amendments made by subsections (2) and (4) have effect in relation to
relevant holdings issued on or after 6 April 2016.

29  EIS and VCTs: definition of certain periods

(1) Insection 175A of ITA 2007 (EIS: the permitted maximum age requirement) —

(@) in subsection (7) for the words from “five” to the end substitute
“relevant five year period.”;

(b) after that subsection insert—

“(7A) Subject to subsection (7B), the relevant five year period is the
five year period which ends immediately before the beginning
of the last accounts filing period.

(7B) If the last accounts filing period ends more than 12 months
before the issue date, the relevant five year period is the five
year period which ends 12 months before the issue date.”

(2) In section 252A of ITA 2007 (EIS: meaning of “knowledge-intensive
company”’) —

(@) in subsection (4), in the definition of “the relevant three preceding
years”, for the words from “means” to the end substitute “means,
subject to subsection (4A), the three consecutive years the last of which
ends immediately before the beginning of the last accounts filing
period.”;
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(b) after that subsection insert—

“(4A) If the last accounts filing period ends more than 12 months
before the date on which the relevant shares are issued, the
relevant three preceding years are the three consecutive years
the last of which ends 12 months before the date on which the
relevant shares are issued.”

(3) Insection 280C of ITA 2007 (VCTs: the permitted maximum age condition) —

(@) in subsection (8) for the words from “five” to the end substitute
“relevant five year period.”;

(b) after that subsection insert—

“(8A) Subject to subsection (8B), the relevant five year period is the
five year period which ends immediately before the beginning
of the last accounts filing period.

(8B) If the last accounts filing period ends more than 12 months
before the investment date, the relevant five year period is the
five year period which ends 12 months before the investment
date.”

(4) Insection294A of ITA 2007 (VCTs: the permitted company age requirement) —

(@) in subsection (7) for the words from “five” to the end substitute
“relevant five year period.”;

(b) after that subsection insert—

“(7A) Subject to subsection (7B), the relevant five year period is the
five year period which ends immediately before the beginning
of the last accounts filing period.

(7B) If the last accounts filing period ends more than 12 months
before the investment date, the relevant five year period is the
five year period which ends 12 months before the investment
date.”

(5) In section 331A of ITA 2007 (VCTs: meaning of “knowledge-intensive
company”’) —

(@) in subsection (5), in the definition of “the relevant three preceding
years”, for the words from “means” to the end substitute “means,
subject to subsection (5A), the three consecutive years the last of which
ends immediately before the beginning of the last accounts filing
period.”;

(b) after that subsection insert—

“(BA) If the last accounts filing period ends more than 12 months
before the applicable time, the relevant three preceding years

are the three consecutive years the last of which ends 12 months
before the applicable time.”

(6) The amendments made by this section are to be treated as always having had
effect; but this is subject to section 30.
30  EIS and VCTs: election

(1) If a company (“the relevant company”) makes an election for this section to
apply, then—



Finance Act 2016 (c. 24) 45
Part 1 — Income tax

31
1)

(2)

(@) the amendments made by subsection (1) of section 29 do not apply in
relation to shares issued by the relevant company in the material
period,

(b) the amendments made by subsection (2) of that section do not apply for
the purposes of determining whether, at the date of issue of any shares
issued by the company in the material period, the company is a
knowledge-intensive company for the purposes of Part 5 of ITA 2007,

(c) the amendments made by subsection (3) of that section do not apply in
relation to investments made in the relevant company in the material
period,

(d) the amendments made by subsection (4) of that section do not apply for
the purposes of determining whether the requirement of section 294A
of ITA 2007 is met in relation to any holding of shares or securities
issued by the relevant company in the material period, and

(e) theamendments made by subsection (5) of that section do not apply for
the purposes of determining whether, at any time in the material period
which is the applicable time within the meaning given by section 331A
of ITA 2007, the relevant company is a knowledge-intensive company
for the purposes of Part 6 of ITA 2007.

Amendments that by reason of an election under this section do not apply in
relation to particular shares or investments or for particular purposes are also
to be treated as never having applied in relation to those shares or investments
or for those purposes.

Any election under this section must be made in writing and signed by a
director of the relevant company.

Where a company has made an election under this section—

(@) it must include a statement that the election has been made in any
compliance statement subsequently provided by it under section 204(2)
of ITA 2007 in respect of an issue of shares made by it in the material
period, and

(b) it must provide a copy of the election to each company to which it has
issued shares or securities in the material period.

An election under this section is irrevocable.

In this section “the material period” means the period beginning with 18
November 2015 (the date when F(No. 2)A 2015 was passed) and ending with 5
April 2016.

VCTs: requirements for giving approval

Section 274 of ITA 2007 (requirements for the giving of approval) is amended
as follows.

In the table in subsection (2), after the entry beginning “The 70% eligible shares
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condition” insert —

“The non-qualifying | The company has not made and
investments will not make, in the relevant
condition period, an investment which is
neither of the following —

(@) an investment that on the
date it is made is included
in the company’s
qualifying holdings;

(b) an investment falling
within subsection (3A).”

(3) In subsection (3), in each of paragraphs (f), (g) and (h), for “(3A)” substitute
“(3ZA)7"

(4) After subsection (3) insert—

“(BZA) In the second column of the table in subsection (2), in the entries for the
investment limits condition, the permitted maximum age condition
and the no business acquisition condition, any reference to an
investment made by the company in a company does not include an
investment falling within subsection (3A).”

(5) Insubsection (3A)—

(@) for the words from “In the second” to “does not include” substitute “An
investment made by a company (“the investor”) falls within this
subsection if it is”;

(b) in paragraph (c) for “the company” substitute “the investor”;
(c) after paragraph (c) insert—
“(d) money in the investor’s possession;
(e) asum owed to the investor which—

(i) under section 285(4)(b) (read with section 285(5)
and (6)) is to be regarded as an investment of the
investor, and

(ii) is such that the investor’s right mentioned in
section 285(5)(a) may be exercised on 7 days’
notice given by the investor.”

(6) After subsection (3A) insert—

“(3B) In subsection (3A), any reference to a thing which may be done on 7
days’ notice includes a case where that thing may be done—

(@) onless than 7 days’ notice, or
(b) without notice.”

(7) Insubsection (5)—
(a) after paragraph (b) insert—
“(ba) amend or repeal subsection (3B) in consequence of any

2

provision made under paragraph (b),”;

(b) in paragraph (c) for the words from “made by” to “(3A)” substitute
“falling within subsection (3A) may be held by the company”.
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(8) The amendments made by this section have effect in relation to investments
made on or after 6 April 2016.

Reliefs: peer-to-peer lending

32  Income tax relief for irrecoverable peer-to-peer loans
(1) ITA 2007 is amended as follows.
(2) After section 412 insert—

“CHAPTER 1A

IRRECOVERABLE PEER-TO-PEER LOANS

The relief
412A Relief for irrecoverable peer-to-peer loans

(1) A person (“L”) is entitled to relief under this section if —
(@) L has made a peer-to-peer loan (“the relevant loan”),
(b) the loan was made through an operator,

(c) L hasnotassigned the right to recover the principal of the loan,
and

(d) any outstanding amount of the principal of the loan has, on or
after 6 April 2015, become irrecoverable.

(2) Butif the outstanding amount became irrecoverable before 6 April 2016
L is entitled to relief under this section only on the making of a claim.

(3) The relief is given by deducting the outstanding amount in calculating
L’s net income for the tax year in which the amount became
irrecoverable (see Step 2 of the calculation in section 23).

(4) The deduction under this section is to be made only from income
arising from the payment to L of interest on—

(@) therelevant loan, and
(b) any other loan within subsection (5) or (6).

(5) A loan is within this subsection if —
(@) itis a peer-to-peer loan made by L, and

(b) it was made through the operator through whom the relevant
loan was made.

(6) A loan is within this subsection if —
(@) the loan was made by someone other than L,
(b) the right to receive interest on the loan has been assigned to L,
(c) theright was assigned through the operator through whom the
relevant loan was made, and
(d) either—
(i) L is a person within paragraph (a), (b) or (c) of section
4121(4), or
(ii) the recipient of the loan is a person within one of those
paragraphs and the loan is a personal or small loan.
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(7) The amount deducted under this section is limited in accordance with
section 25(4) and (5).

(8) In this section “irrecoverable” means irrecoverable other than by legal
proceedings or by the exercise of any right granted by way of security
for the loan.

412B Claims for additional relief: sideways relief

(1) A person (“L”) may make a claim for relief under this section if —

(@) L is entitled to relief under section 412A in respect of any
outstanding amount of the principal of a loan (“the relevant
loan”), but

(b) inthe tax year inrelation to which L is entitled to that relief (“the
relevant year”) —

(i) L has no income of the kind mentioned in section
412A(4) from which to deduct the outstanding amount,
or

(i) L has insufficient income of that kind to enable the
outstanding amount to be deducted in full under that
section.

(2) The claim is for the outstanding amount or (in a case within subsection
(1)(b)(ii)) the part of the outstanding amount not capable of being
deducted under section 412A to be deducted under this section in
calculating L’s net income for the relevant year.

(3) The deduction under this section is to be made only from income
arising from the payment to L of interest on loans within subsection (4)
or (5).
(4) A loan is within this subsection if —
(a) itis a peer-to-peer loan made by L, and

(b) it was made through an operator who is not the operator
through whom the relevant loan was made.

(5) A loan is within this subsection if —
(@) theloan was made by someone other than L,
(b) the right to receive interest on the loan has been assigned to L,

(c) that right was assigned through an operator who is not the
operator through whom the relevant loan was made, and

(d) either—
(i) L is a person within paragraph (a), (b) or (c) of section
4121(4), or
(ii) the recipient of the loan is a person within one of those
paragraphs and the loan is a personal or small loan.

(6) The amount deducted under this section is limited in accordance with
section 25(4) and (5).

412C Claims for additional relief: carry-forward relief

(1) A person (“L”) may make a claim for relief under this section if —

(@) L is entitled to relief under section 412A in respect of any
outstanding amount of the principal of a loan (“the relevant
loan”), but
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6)

(b) inthe tax year in relation to which L is entitled to that relief (“the
relevant year”) —

(i) L has no income of the kind mentioned in section
412A(4) or section 412B(3) from which to deduct the
outstanding amount, or

(ii) L has insufficient income of that kind to enable the
outstanding amount to be deducted in full under those
sections.

The claim is for the outstanding amount or (in a case within subsection
(1)(b)(ii)) the part of the outstanding amount not capable of being
deducted under sections 412A and 412B to be deducted under this
section in calculating L’s net income for the four tax years following the
relevant year.

The deduction under this section is to be made only from income
arising from the payment to L of interest on—

(@) the relevant loan, and
(b) any other loan within subsection (4) or (5).

A loan is within this subsection if —
(a) itis a peer-to-peer loan made by L, and

(b) it was made through an operator (whether or not that operator
is the operator through whom the relevant loan was made).

A loan is within this subsection if —
(@) theloan was made by someone other than L,
(b) the right to receive interest on the loan has been assigned to L,
(c) that right was assigned through an operator (whether or not
that operator is the operator through whom the relevant loan
was made), and
(d) either—
(i) L is a person within paragraph (a), (b) or (c) of section
4121(4), or
(ii) the recipient of the loan is a person within one of those
paragraphs and the loan is a personal or small loan.

This section needs to be read with section 412D (how relief works).

412D How carry-forward relief works

1)

This subsection explains how deductions are to be made under section
412C.

The amount to be deducted at any step is limited in accordance with
section 25(4) and (5).

Step 1 Deduct the outstanding amount or (in a case within section
412C(1)(b)(ii)) the part of the outstanding amount not capable of being
deducted under sections 412A and 412B from the lending income for
the first tax year following the relevant year.

Step 2 Deduct from the lending income for the second tax year
following the relevant year any part of the outstanding amount not
previously deducted.

Step 3 Apply Step 2 in relation to the lending income for the third and
fourth tax years following the relevant year, stopping if all of the
outstanding amount is deducted.
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(2) In this section—
“lending income” means income of a kind mentioned in section
412C(3);
“relevant year” has the meaning given by section 412C(1)(b).

Supplementary provisions
412E Subsequent recovery of peer-to-peer loans

(1) This section applies where —

(@) any amount of the principal of a loan has been deducted under
this Chapter in calculating a person’s net income for a tax year,
and

(b) the person subsequently recovers that amount or any part of it.

(2) The amount recovered is to be treated for the purposes of this Act as if
it were interest on the loan paid to the person at the time it was
recovered.

(3) For the purposes of this section, a person is to be treated as recovering
an amount if the person (or any other person at his or her direction)
receives any money or money’s worth —

(a) in satisfaction of the person’s right to recover that amount, or

(b) in consideration of the person’s assignment of the right to
recover it;

and where a person assigns such a right otherwise than by way of a
bargain made at arm’s length the person shall be treated as receiving
money or money’s worth equal to the market value of the right at the
time of the assignment.

412F Assigned loans treated as made by the assignee etc

(1) This section applies where —

(@) aperson (“A”) is assigned the right to recover the principal of a
loan,

(b) the right is assigned through an operator (“O”),
(c) A makes a payment in consideration of the assignment, and
(d) A does not further assign the right.

(2) The loan is to be treated for the purposes of section 412A(1) as—
(@) having been made by A, and
(b) having been made through O.

(3) The amount (if any) of the principal of the loan which is treated as
irrecoverable may not exceed the amount which is arrived at by —

(@) taking the amount of the payment mentioned in subsection
(1)(c), and

(b) deducting any amount of the principal of the loan previously
recovered by A.

412G Nominees etc

For the purposes of this Chapter —

(@) aloan or a payment made by or to a nominee or bare trustee for
a person is treated as made by or to that person, and
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(b) aright assigned by or to a nominee or bare trustee for a person
is treated as assigned by or to that person.

412H Interaction with other reliefs

Q)

(2)

Subsection (2) applies in relation to a loan if any person has obtained
income tax relief (other than under this Chapter) which is properly
attributable to the loan.

The amount (if any) of the principal of the loan which is treated as
irrecoverable may not exceed the amount which is arrived at by —

(@) taking the amount of the principal of the loan, and
(b) deducting the amount of the relief mentioned in subsection (1).

Interpretation

4121 Meaning of “loan”, “peer-to-peer loan” and related terms

1)
(2)

This section applies for the purposes of this Chapter.

“Loan” means a loan of money which—
(@) is made on genuine commercial terms, and

(b) isnot part of a scheme or arrangement the main purpose or one
of the main purposes of which is to obtain a tax advantage
(within the meaning given by section 208 of the FA 2013).

A loan is a “peer-to-peer loan” only if it meets —
(@) Condition A or B, and
(b) Condition C.

Condition A is that the person who made the loan is —
(@) anindividual,
(b) a partnership which consists of —
(i) two or three persons, and
(ii) at least one person who is not a body corporate, or
(c) an unincorporated body of persons which —
(i) isnota partnership, and

(ii) consists of at least one person who is not a body
corporate.

Condition B is that—

(@) the recipient of the loan is a person within paragraph (a), (b) or
(c) of subsection (4), and

(b) theloan is a personal or small loan.

Condition C is that, assuming interest were paid on the loan, the person
who made the loan would (except for this Chapter) be liable for income
tax charged on the interest.

“Personal loan” means a loan which is not used wholly or
predominantly for the purposes of a business carried on, or intended to
be carried on, by the recipient of the loan.

“Small loan” means a loan of £25,000 or less.
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412] Meaning of “operator” and related terms
(1) This section applies for the purposes of this Chapter.

(2) “Operator” means a person who —

(@) has permission under Part 4A of FISMA 2000 to carry on a
regulated activity specified in Article 36H of the Financial
Services and Markets Act 2000 (Regulated Activities) Order
2001 (S.I. 2001/544) (operating an electronic system in relation
to lending), or

(b) has been granted equivalent permission under the law of a
territory outside the United Kingdom that is within the
European Economic Area.

(3) Aloanis “made through” an operator if the person who makes the loan
and the recipient of the loan enter the agreement under which the loan
is made at the invitation of the operator.

(4) Arightis “assigned through” an operator if the person who assigns the
right and the person to whom the right is assigned enter the agreement
under which the assignment takes effect at the invitation of the
operator.

(6) A person is not to be treated as having entered an agreement at the
invitation of an operator if the operator made the invitation otherwise
than in the course of carrying on the activity to which the permission
mentioned in subsection (2)(a) or (b) relates.”

(3) Insection 24(1) (list of reliefs deductible at Step 2 of the calculation of income
tax liability), in paragraph (b), at the appropriate place insert—
“Chapter 1A of Part 8 (irrecoverable peer-to-peer loans),”.

(4) In section 25(3) (list of provisions requiring reliefs to be deducted from
particular components of income etc) at the appropriate place insert—

“sections 412A(4), 412B(3) and 412C(3) (relief for irrecoverable
peer-to-peer loans only against interest on certain loans),”.

Transactions in securities

33  Transactions in securities: company distributions

(1) Chapter 1 of Part 13 of ITA 2007 (transactions in securities) is amended as
follows.

(2) Insection 684 (person liable to counteraction), in subsection (1) —
(@) in the opening words, after “a person” insert “(“the party”)”;
(b) in paragraph (c), omit “the person in being a party to”;
(c) in paragraph (d), for “the person” substitute “the party or any other
person”.

(3) In that section, in subsection (2) —
(@) in paragraph (c), omit the final “and”;
(b) after paragraph (d) insert—
“(e) arepayment of share capital or share premium, and
(f) adistribution in respect of securities in a winding up.”
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(4) In section 685 (receipt of consideration in connection with distribution by or
assets of close company) —
(@) insubsection (2)—
(i) in the opening words, for “the person” substitute “a relevant
person”;
(ii) inthe words after paragraph (c), after “and” insert “the relevant
person”;
(b) in subsection (3) —
(i) inparagraph (a), for “the person” substitute “a relevant person”;
(ii) in paragraph (c), for “the person” substitute “the relevant
person”;
(c) after subsection (3) insert—

“(3A) In subsections (2) and (3) “relevant person” means —
(@) the party, or
(b) any person other than the party in relation to whom the
condition in section 684(1)(d) is met.”
(d) omit subsection (6);
(e) after subsection (7) insert—

“(7A) The references in subsection (4)(a)(i) and (ii) to assets do not
include assets shown to represent return of sums paid by
subscribers on the issue of securities merely because the law of
the country in which the company is incorporated allows assets
of that description to be available for distribution by way of
dividend.

(7B)  The references in subsections (4)(a)(i) and (5)(a) to assets which
are available for distribution by way of dividend by the
company include assets which are available for distribution to
the company by way of dividend by any other company it
controls.”

(5) Insection 686 (excluded circumstances: fundamental change of ownership) —

(@) in subsection (1)(a), for the words from “the person” to “party”)”
substitute “the party”;

(b) for subsections (2) to (5) substitute —

“(2) There is a fundamental change of ownership of the close
company if, as a result of the transaction or transactions in
securities, the condition in subsection (3) is met.

(3) The condition in this subsection is that the original shareholder
or original shareholders taken together with any associate or
associates —

(@) do not directly or indirectly hold more than 25% of the
ordinary share capital of the close company,

(b) do not directly or indirectly hold shares in the close
company carrying an entitlement to more than 25% of
the distributions which may be made by the close
company, and

(c) do not directly or indirectly hold shares in the close
company carrying more than 25% of the total voting
rights in the close company.
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(10)

(4) In this section “original shareholder” means a person who,
immediately before the transaction in securities (or the first of
the transactions in securities), held any ordinary share capital of
the close company.

(5) For the purposes of this section, shares of or share capital in the
close company which are held by a person controlled by an
original shareholder, or by two or more original shareholders
taken together, count as shares or share capital held by that
original shareholder or those original shareholders.”

In section 687 (income tax advantage) —
(a) in subsection (1), in the opening words, for “the person” substitute “a
person”;
(b) in subsection (2)—
(i) after “to the person” insert “or an associate of the person”;

(ii) for “the relevant consideration is received” substitute
“Condition A or B in section 685 is met”.

In section 713 (interpretation), at the appropriate place insert—

““associate” is to be construed in accordance with section 681DL,
but as if subsection (4) of that section also included, as persons
associated with each other, a person as trustee of a settlement
and an individual, where one or more beneficiaries of the
settlement are connected or associated with the individual;”.

The amendments made by this section have effect in relation to—
(@) atransaction occurring on or after 6 April 2016, or

(b) aseries of transactions any one or more of which occurs on or after that
date.

Accordingly, Chapter 1 of Part 13 of ITA 2007 has effect without the
amendments made by this section in relation to a tax advantage obtained on or
after 6 April 2016 in consequence of —

(@) atransaction occurring before that date, or

(b) a series of transactions all of which occur before that date.

Where —

(@) before 6 April 2016 a person provides particulars to the Commissioners
for Her Majesty’s Revenue and Customs under section 701 of ITA 2007
in respect of a transaction or transactions,

(b) onthe basis of Chapter 1 of Part 13 of ITA 2007 as it has effect apart from
this section, notification is given under section 701 of that Act that no
counteraction notice ought to be served about the transaction or
transactions,

(c) the transaction, or any one or more of the transactions, occurs on or
after 6 April 2016, and

(d) the person would, but for the notification, be liable for counteraction of
an income tax advantage from the transaction or transactions under
Chapter 1 of Part 13 of ITA 2007 as amended by this section,

the notification is void and section 702(2) of ITA 2007 does not apply in relation
to the transaction or transactions.
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34  Transactions in securities: procedure for counteraction of advantage

(1) Chapter 1 of Part 13 of ITA 2007 (transactions in securities) is amended as
follows.

(2) For section 695 (preliminary notification) substitute —
“695 Notice of enquiry

(1) An officer of Revenue and Customs may enquire into a transaction or
transactions if —

(@) the officer has reason to believe that section 684 (person liable to
counteraction of income tax advantage) may apply to a person
(“the taxpayer”) in respect of the transaction or transactions,
and

(b) the officer notifies the taxpayer of his intention to do so.

(2) The notification may be given at any time not more than 6 years after
the end of the tax year to which the income tax advantage in question
relates.”

(3) Omit sections 696 and 697 (opposed notifications).
(4) Insection 698 (counteraction notices), for subsection (1) substitute —

“(1) If on an enquiry under section 695 an officer of Revenue and Customs
determines that section 684 applies to the taxpayer, the income tax
advantage in question is to be counteracted by adjustments, unless the
officer is of the opinion that no counteraction is required.”

(5) In that section, for subsection (5) substitute —

“(®) Anassessment may be made in accordance with a counteraction notice
at any time (without regard to any time limit on making the assessment
that would otherwise apply).”

(6) After that section insert—
“698A No-counteraction notices

(1) If on an enquiry under section 695 an officer of Revenue and Customs
is of the opinion that no counteraction is required, the officer must
serve notice on the person (a “no-counteraction notice”) stating that no
counteraction is required and why.

(2) The taxpayer may apply to the tribunal for a direction requiring an
officer of Revenue and Customs to issue one of the following within a
specified period —

(@) a counteraction notice;
(b) ano-counteraction notice.

(3) Any such application is to be subject to the relevant provisions of Part
5 of TMA 1970 (see, in particular, section 48(2)(b) of that Act).

(4) The tribunal must give the direction applied for unless satisfied that
there are reasonable grounds for not serving either a counteraction
notice or a no-counteraction notice within a specified period.”
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(7) Insection 684 (person liable to counteraction), for subsection (4) substitute —

“(4) This section is subject to no-counteraction notices issued under section
698A.”

(8) The amendments made by this section have effect in relation to—
(a) a transaction occurring on or after 6 April 2016, or

(b) aseries of transactions any one or more of which occurs on or after that
date.

(9) Accordingly, Chapter 1 of Part 13 of ITA 2007 has effect without the
amendments made by this section in relation to a tax advantage obtained on or
after 6 April 2016 in consequence of —

(@) atransaction occurring before that date, or
(b) a series of transactions all of which occur before that date.

35 Distributions in a winding up

(1) In Chapter 3 of Part 4 of ITTOIA 2005 (dividends and other distributions from
UK resident companies), after section 396A insert—

“396B Distributions in a winding up

(1) For the purposes of this Chapter, a distribution made to an individual
in respect of share capital in the winding up of a UK resident company
is a distribution of the company if —

(@) Conditions A to D are met, and
(b) the distribution is not excluded (see subsection (7)).

(2) Condition A is that, immediately before the winding up, the individual
has at least a 5% interest in the company.

(3) Condition B is that the company —
(@) is aclose company when it is wound up, or

(b) was a close company at any time in the period of two years
ending with the start of the winding up.

(4) Condition C is that, at any time within the period of two years
beginning with the date on which the distribution is made —

(@) theindividual carries on a trade or activity which is the same as,
or similar to, that carried on by the company or an effective 51%
subsidiary of the company,

(b) the individual is a partner in a partnership which carries on
such a trade or activity,

(c) the individual, or a person connected with him or her, is a
participator in a company in which he or she has at least a 5%
interest and which at that time—

(i) carries on such a trade or activity, or
(ii) is connected with a company which carries on such a
trade or activity, or

(d) the individual is involved with the carrying on of such a trade
or activity by a person connected with the individual.

(6) Condition D is that it is reasonable to assume, having regard to all the
circumstances, that—
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(@) the main purpose or one of the main purposes of the winding
up is the avoidance or reduction of a charge to income tax, or

(b) thewinding up forms part of arrangements the main purpose or
one of the main purposes of which is the avoidance or reduction
of a charge to income tax.

The circumstances referred to in subsection (5) include in particular the
fact that Condition C is met.

A distribution to an individual is excluded if or to the extent that —

(@) the amount of the distribution does not exceed the amount that
would result in no gain accruing for the purposes of capital
gains tax, or

(b) the distribution is a distribution of irredeemable shares.

In this section—

“arrangements” includes any agreement, understanding, scheme,
transaction or series of transactions, whether or not legally
enforceable;

“effective 51% subsidiary” has the meaning given by section 170(7)
of TCGA 1992;

“participator” has the meaning given by section 454 of CTA 2010.

For the purposes of this section, an individual has at least a 5% interest
in a company if —
(a) atleast 5% of the ordinary share capital of the company is held
by the individual, and

(b) atleast 5% of the voting rights in the company are exercisable
by the individual by virtue of that holding.

For the purposes of subsection (9) if an individual holds any shares in
a company jointly or in common with one or more other persons, he or
she is to be treated as sole holder of so many of them as is proportionate
to the value of his or her share (and as able to exercise voting rights by
virtue of that holding).”

(2) In Chapter 4 of Part 4 of ITTOIA 2005 (dividends from non-UK resident
companies), after section 404 insert—

“404A Distributions in a winding up

Q)

For the purposes of this Chapter, a distribution made to an individual
in respect of share capital in a winding up of a non-UK resident
company is a dividend of the company if —

(@) Conditions A to D are met, and
(b) the distribution is not excluded (see subsection (7)).

Condition A is that, immediately before the winding up, the individual
has at least a 5% interest in the company.

Condition B is that the company —
(a) is aclose company when it is wound up, or

(b) was a close company at any time in the period of two years
ending with the start of the winding up.

Condition C is that, at any time within the period of two years
beginning with the date on which the distribution is made —
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(@) theindividual carries on a trade or activity which is the same as,
or similar to, that carried on by the company or an effective 51%
subsidiary of the company,

(b) the individual is a partner in a partnership which carries on
such a trade or activity,

(c) the individual, or a person connected with him or her, is a
participator in a company in which he or she has at least a 5%
interest and which at that time—

(i) carries on such a trade or activity, or
(ii) is connected with a company which carries on such a
trade or activity, or

(d) the individual is involved with the carrying on of such a trade
or activity by a person connected with the individual.

Condition D is that it is reasonable to assume, having regard to all the
circumstances, that—

(@) the main purpose or one of the main purposes of the winding
up is the avoidance or reduction of a charge to income tax, or

(b) the winding up forms part of arrangements the main purpose or
one of the main purposes of which is the avoidance or reduction
of a charge to income tax.

The circumstances referred to in subsection (5) include in particular the
fact that Condition C is met.

A distribution to an individual is excluded if or to the extent that —

(@) the amount of the distribution does not exceed the amount that
would result in no gain accruing for the purposes of capital
gains tax, or

(b) the distribution is a distribution of irredeemable shares.

In this section—
“arrangements” includes any agreement, understanding, scheme,
transaction or series of transactions, whether or not legally
enforceable;

“close company” includes a company which would be a close
company if it were a UK resident company;

“effective 51% subsidiary” has the meaning given by section 170(7)
of TCGA 1992;

“participator” has the meaning given by section 454 of CTA 2010.

For the purposes of this section, a person has at least a 5% interest in a
company if —
(@) atleast 5% of the ordinary share capital of the company is held
by the individual, and
(b) atleast 5% of the voting rights in the company are exercisable
by the individual by virtue of that holding.

For the purposes of subsection (9) if an individual holds any shares in
a company jointly or in common with one or more other persons, he or
she is to be treated as sole holder of so many of them as is proportionate
to the value of his or her share (and as able to exercise voting rights by
virtue of that holding).”
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(3) The amendments made by this section have effect in relation to distributions
made on or after 6 April 2016.

Disguised fees and carried interest

36  Disguised investment management fees

(1) Section 809EZA of ITA 2007 (disguised investment management fees: charge
to income tax) is amended as specified in subsections (2) and (3).

(2) Insubsection (3)—
(@) in paragraph (a), for “performs” substitute “at any time performs or is
to perform”;
(b) omit paragraph (b);
(c) in paragraph (c), for “the scheme” substitute “an investment scheme”.

(3) After subsection (6) insert—

“(7) The reference in subsection (6)(a) to a collective investment scheme
includes —
(@) arrangements which permit an external investor to participate
in investments acquired by the collective investment scheme
without participating in the scheme itself, and

(b) arrangements under which sums arise to an individual
performing investment management services in respect of the
collective investment scheme without those sums arising from
the scheme itself.”

(4) In section 809EZE of that Act (interpretation), in subsection (1), in paragraph
(a) of the definition of “external investor”, for “performs” substitute “at any
time performs or is to perform”.

(6) The amendments made by this section have effect in relation to sums arising
on or after 6 April 2016 (whenever the arrangements under which the sums
arise were made).

37 Income-based carried interest

(1) In Chapter 5E of Part 13 of ITA 2007 (tax avoidance: disguised investment
management fees), in section 809EZB(1) (meaning of “management fee”), for
paragraph (c) substitute —

“(c) carried interest which is not income-based carried interest (see
sections 809EZC and 809EZD for carried interest, and Chapter
5F for income-based carried interest).”
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(2) After Chapter 5E of Part 13 of ITA 2007 insert —

“CHAPTER 5F

INCOME-BASED CARRIED INTEREST

Income-based carried interest

809FZA Overview

Q)

This Chapter determines when carried interest arising to an individual
from an investment scheme is “income-based carried interest” for the
purposes of Chapter 5E (and, in particular, section 809EZB(1)(c)).

Section 809FZB contains the general rule, under which the extent to
which carried interest is income-based carried interest depends on the
average holding period of the investment scheme.

Sections 809FZC to 809FZP contain further provision relating to
average holding periods.

Sections 809FZQ and 809FZR contain a particular rule for direct
lending funds.

Sections 809FZS and 809FZT contain an exception to the general rule
for carried interest which is conditionally exempt from income tax.

Sections 809FZU to 809FZZ contain supplementary and interpretative
provision.

Nothing in this Chapter affects the liability to any tax of —
(@) the investment scheme, or
(b) external investors in the investment scheme.

809FZB Income-based carried interest: general rule

1)
(2)

“Income-based carried interest” is the relevant proportion of a sum of
carried interest arising to an individual from an investment scheme.

The relevant proportion is determined by reference to the investment
scheme’s average holding period as follows.

Average holding period Relevant proportion
Less than 36 months 100%

At least 36 months but less than 37 months 80%

At least 37 months but less than 38 months 60%

At least 38 months but less than 39 months 40%

At least 39 months but less than 40 months 20%

40 months or more 0%

3)

This section is subject to the following provisions of this Chapter.
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Average holding period

809FZC Average holding period

Q)

(2)

The average holding period of an investment scheme, in relation to a
sum of carried interest, is the average length of time for which relevant
investments have been held for the purposes of the scheme.

In this section, “relevant investments” means investments —
(@) which are made for the purposes of the scheme, and
(b) by reference to which the carried interest is calculated.

The average holding period is calculated by reference to the time the
carried interest arises.

It is calculated as follows.
Step 1
For each relevant investment, multiply the value invested at the time

the investment was made by the length of time for which the
investment has been held.

Step 2
Add together the amounts produced under step 1 in respect of all
relevant investments.

Step 3
Divide the amount produced under step 2 by the total value invested in
all relevant investments.

Disregard intermediate holdings or intermediate holding structures
(including intermediate investment schemes) by or through which
investments are made or held —

(@) when identifying, for the purpose of determining the average
holding period of an investment scheme, what relevant
investments are held for the purposes of an investment scheme,
and

(b) for any other purpose relating to the determination of the
average holding period.

This is subject to the following provisions of this Chapter.

In this section, references to the length of time for which a relevant
investment has been held are —

(@) in the case of an investment which has been disposed of before
the carried interest arises, references to the time for which it was
held before being disposed of, and

(b) in any other case, references to the time for which it has been
held up to the time the carried interest arises.

For the purposes of this Chapter, carried interest which is deferred
carried interest in relation to a person within the meaning of section
103KG of TCGA 1992 is to be treated as arising to that person at the time
it would have arisen had it not been deferred as specified in section
103KG(3)(a) or (b) of that Act.

Sections 809FZD to 809FZP apply for the purposes of determining the
average holding period of an investment scheme.
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Average holding period: disposals
809FZD Disposals

(1) Aninvestment or part of an investment is disposed of where —

(@) there is a disposal of the investment or the part of the
investment for the purposes of the investment scheme,

(b) there is a disposal for the purposes of the investment scheme of
an intermediate holding or intermediate holding structure
(including an intermediate investment scheme) by or through
which the investment is held, or

(c) in any other case, there is a deemed disposal under subsection
(2)-

(2) There is a deemed disposal of an investment or part of an investment
under this subsection where —

(@) under any arrangements—

(i) the scheme in substance closes its position on the
investment or the part of the investment, or

(ii) the scheme ceases to be exposed to risks and rewards in
the respect of the investment or the part of the
investment, and

(b) itisreasonable to suppose that the arrangements were designed
to secure that result.

(3) In the case of a disposal of part of a holding of securities in a company
which are of the same class, suppose for the purposes of determining
which investments have been disposed of that the disposal affects the
securities in the order in which they were acquired (that is, on a first in
first out basis).

(4) The references in subsection (1)(a) and (b) to a disposal are to
something which is a disposal for the purposes of TCGA 1992; but for
the purposes of subsection (1)(a) disregard section 116 of TCGA 1992
(which disapplies sections 127 to 130 of that Act in relation to qualifying
corporate bonds).

809FZE Part disposals

(1) Where there is a disposal of part of an investment, the part disposed of
and the part not disposed of are to be treated as two separate
investments which were made at the same time.

2) The value of each of those two separate investments is the appropriate
1% pprop
proportion of the value first invested in the whole investment.

3) The appropriate proportion is the proportion of the value of the part in
pprop prop prop p
question to the value of the whole investment at the time of the
disposal.

(4) The disposal of part of an asset includes the disposal of an interest in or
right over the asset (and “part disposed of” is to be construed
accordingly).

809FZF Unwanted short-term investments

(1) The making and disposal of an investment for the purposes of an
investment scheme are to be disregarded if —
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(@) the investment is an unwanted short-term investment, and
(b) the unwanted short-term investment is excludable.

(2) Aninvestment is an unwanted short-term investment where —

(@) theinvestment is made as part of a transaction under which one
or more other investments are made for the purposes of the
scheme,

(b) the value of the investment does not exceed that of the other
investments taken together,

(c) itis reasonable to suppose that the investment had to be made
in order for the other investments to be made,

(d) at the time the investment is made, managers of the scheme
have a firm, settled and evidenced intention to dispose of the
investment for the purposes of the scheme within the relevant
period,

(e) the investment is disposed of for the purposes of the scheme
within the relevant period, and

(f) any profit resulting from the disposal has no bearing on
whether a sum of carried interest arises or on the amount of any
sum of carried interest which does arise.

(3) An unwanted short-term investment is excludable if it constitutes —
(@) aninvestment in land,
(b) aninvestment in securities in an unlisted company,

(c) the making of a direct loan where the other investments
specified in subsection (2)(b) are shares or other securities in an
unlisted company, or

(d) themaking of a direct loan which is a qualifying loan within the
meaning given by section 809FZR(2).

(4) Insubsection (2)(e) “relevant period” means—
(@) for an investment within subsection (3)(a), 12 months;
(b) for an investment within subsection (3)(b) or (c), 6 months;
(c) for an investment within subsection (3)(d), 120 days.

(5) But if at any time it becomes reasonable to suppose that, when the
scheme ceases to invest, 25% or more of the capital of the investment
scheme will have been invested in unwanted short-term investments
which are excludable, subsection (1) does not apply to any investment
made subsequently for the purposes of the scheme.

Average holding period: derivatives and hedging
809FZG Derivatives

(1) A derivative contract entered into for the purposes of an investment
scheme is an investment, subject to the following provisions of this
section.

(2) The value invested in the derivative contract is—
(@) where the contract is an option, the cost of acquiring the option
(whether from the grantor or another person),
(b) where the contract is a future, the price specified in the contract
for the underlying subject matter, or
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(c) where the contract is a contract for differences, the notional
principal of the contract.

(3) But where entering into a derivative contract constitutes a deemed
disposal of an investment or part of an investment by virtue of section
809FZD(2)(a)(ii) —

(@) the derivative contract is not an investment, and

(b) the subsequent disposal of the derivative contract without a
corresponding disposal of the investment or part investment is
to be regarded as the making of a new investment to the extent
that the scheme becomes materially exposed to risks and
rewards in respect of the investment or part investment.

(4) For the purposes of this Chapter, references to disposal, in the case of a
derivative contract, include any of the following events (to the extent
that the event is not otherwise a disposal under section 809FZD(1) or
(2) -

(@) the expiry of the contract,
(b) the termination of the contract (whether or not in accordance
with its terms),
(c) the disposal, substantial variation, loss or cancellation of the
investment scheme’s rights under the contract, and
(d) in the case of a derivative contract which is an option, the
exercise of the option,
but do not include the renewal of the contract with the same
counterparty on substantially the same terms.

(6) The substantial variation of an investment scheme’s rights under a
derivative contract constitutes (in addition to the disposal of the
contract as originally entered into (see subsection (4)(c)) a new
investment consisting of the contract as varied.

809FZH Hedging: exchange gains and losses

(1) This section applies where —

(@) an investment scheme has a hedging relationship between a
relevant instrument and a relevant investment, and

(b) the hedging relationship relates to exchange gains or losses.

(2) In this section—
“relevant instrument” means a derivative contract or a liability
representing a loan relationship, and
“relevant investment” means —
(@) where the relevant instrument is a derivative contract,
an investment made for the purposes of the scheme or a
liability representing a loan relationship;
(b) where the relevant instrument is a liability representing
a loan relationship, an investment made for the
purposes of the scheme.

(3) An investment scheme has a hedging relationship between a relevant
instrument and a relevant investment if or to the extent that—
(@) the instrument and the investment are designated by the
scheme as a hedge, or
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(b) inany other case, the instrument is intended to act as a hedge of
exposure to—

(i) changes in fair value of the investment or an identified
portion of the investment, or

(ii) variability in cash flows,
where the exposure is attributable to exchange gains or losses
and could affect profit or loss of the investment scheme.

(4) Entering into the hedging relationship is not a deemed disposal of the
relevant investment under section 809FZD(2).

(5) The relevant instrument is not an investment for the purposes of the
investment scheme to the extent that the conditions in subsection (3)(a)
and (b) are met.

(6) But the termination of the hedging relationship is the making of an
investment constituting the relevant instrument if or to the extent that
that instrument continues to subsist.

809FZI Hedging: interest rates

(1) This section applies where an investment scheme has a hedging
relationship between —

(@) aninterest rate contract, and
(b) aqualifying investment held for the purposes of the fund.

(2) An investment scheme has a hedging relationship between an interest
rate contract and a qualifying investment if or to the extent that—

(a) the interest rate contract and the investment are designated by
the scheme as a hedge, or

(b) in any other case, the interest rate contract is intended to act as
a hedge of exposure to—

(i) changes in fair value of the investment or an identified
portion of the investment, or

(ii) variability in cash flows,
where the exposure is attributable to interest rates and could
affect profit or loss of the investment scheme.

(3) Entering into the hedging relationship is not a deemed disposal of the
relevant investment under section 809FZD(2).

(4) The interest rate contract is not an investment for the purposes of the
investment scheme to the extent that the conditions in subsection (2)(a)
and (b) are met.

(5) But the termination of the hedging relationship is the making of an
investment constituting the interest rate contract if or to the extent that
the interest rate contract continues to subsist.

(6) In this section “qualifying investment” means —
(@) money placed at interest,
(b) securities (excluding shares issued by companies),
(c) alternative finance arrangements, and
(d) aliability representing a loan relationship.
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Average holding period: aggregation of acquisitions and disposals

809FZ] Significant interests

Q)

Where an investment scheme has a controlling interest in a trading
company or the holding company of a trading group —
(@) any investment made for the purposes of the scheme in that
company after the time when the controlling interest was
acquired is to be regarded as having been made at that time, and

(b) any disposal for the purposes of the scheme of an investment in
the company after the time the controlling interest was acquired
is to be regarded as not being made until a relevant disposal is
made.

In subsection (1)(b) “relevant disposal”, in relation to a company,
means a disposal which (apart from subsection (1)) has the effect that
the investment scheme ceases to have a 40% interest in the company.

For the purposes of this section, in determining whether an investment
scheme has a controlling interest or a 40% interest in a company, any
share capital of the company which is held for the purposes of an
associated investment scheme is to be regarded as held for the purposes
of the investment scheme.

809FZK Venture capital funds

1)

Where a venture capital fund has a relevant interest in a trading
company or the holding company of a trading group —

(@) any venture capital investment made for the purposes of the
scheme in the company after the time the relevant interest was
acquired (and before a relevant disposal) is to be regarded as
having been made at the time the relevant interest was
acquired, and

(b) any disposal for the purposes of the scheme of a venture capital
investment in the company after that time is to be regarded as
not being made until —

(i) arelevant disposal is made, or
(ii) the scheme director condition ceases to be met.

For the purposes of subsection (1) a venture capital fund has a relevant
interest in a company if —
(@) by virtue of its venture capital investments the fund has at least
a 5% interest in the company, or
(b) venture capital investments held for the purposes of the scheme
in the company have a value of more than £1 million.

For the purposes of subsection (1) “relevant disposal” means a disposal
which (apart from subsection (1)) has the effect that the venture capital
fund has disposed of more than 80% of the greatest amount invested at
any one time in the company for the purposes of the fund.

In this Chapter, “venture capital fund” means an investment scheme in
relation to which the condition in subsection (5) is met.

The condition is that when the scheme starts to invest it is reasonable to
suppose that over the investing life of the scheme —
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(@) atleast two-thirds of the total value invested for the purposes of
the scheme will be invested in venture capital investments, and

(b) atleast two-thirds of the total value invested for the purposes of
the scheme will be invested in investments which are held for
40 months or more.

(6) In determining whether subsection (5)(b) is met in relation to an
investment scheme, apply the rule in subsection (1) to the scheme.

(7) In this section, “venture capital investment”, in relation to an
investment scheme, means an investment in a trading company or the
holding company of a trading group where —

(@) at the time the investment is made the company is unlisted and
is likely to remain so,

(b) atleast 75%of the total value of the investment is invested in—
(i) newly issued shares or
(i) newly issued securities convertible into shares,

(c) the investment is used in a trade carried on by the trading
company or the trading group —

(i) tosupport its growth, or
(ii) for the development of new products or services,

and is not used directly or indirectly to acquire shares in the
company which are not newly issued,

(d) if the investment is the first investment made in the company
for the purposes of the scheme, the trading company or group
has not carried on that trade for more than 7 years, and

(e) the scheme director condition is met.

(8) In this Chapter, the scheme director condition, in relation to an
investment scheme and a company, is that—

(@) thescheme (or the scheme and one or more investment schemes
acting together) are entitled to appoint a director (“the scheme
director”) of —

(i) the company, or
(i) acompany which controls the company, and

(b) the scheme director is entitled to exercise rights within

subsection (9).

(9) Those rights are rights which—
(@) arerights conferred under contractual arrangements —

(i) towhich some or all of the investors in the company are
parties, and

(i) which it would be reasonable to suppose would not
otherwise be capable of being exercised by the scheme
director,

(b) relate to the conduct of the business and affairs of the company,
and

(c) are at least equivalent to the rights which it is reasonable to
suppose a prudent investor would have obtained on making an
investment in the company at arm’s length of the same size and
nature as that held in the company for the purposes of the
investment scheme.
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(10)

In determining whether the condition in subsection (2)(a) or (b) is met
in relation to a venture capital fund, any share capital of a company
which is held for the purposes of an associated investment scheme is to
be regarded as held for the purposes of the venture capital fund.

809FZL Significant equity stake funds

1)

Where a significant equity stake fund has a significant equity stake
investment in a trading company or the holding company of a trading
group —

(@) any investment made for the purposes of the fund in that
company made after the time the significant equity stake
investment was acquired is to be regarded as having been made
at that time, and

(b) any disposal for the purposes of the fund of an investment in
the company after that time is to be regarded as not being made
until —

(i) arelevant disposal is made, or
(ii) the scheme director condition ceases to be met.

In subsection (1)(b) “relevant disposal” means a disposal which (apart
from subsection (1)) has the effect that the significant equity stake fund
ceases to have a 15% interest in the company.

In this Chapter, “significant equity stake fund” means an investment
scheme —

(@) which is not a venture capital fund, and
(b) in relation to which the condition in subsection (4) is met.

The condition is that when the scheme starts to invest it is reasonable to
suppose that over the investing life of the scheme —

(@) morethan50% of the total value invested for the purposes of the
scheme will be invested in investments which are significant
equity stake investments, and

(b) more than 50% of that value will be invested in investments
which are held for 40 months or more.

In determining whether subsection (4)(b) is met in relation to an
investment scheme, apply the rule in subsection (1) to the scheme.

In this section, “significant equity stake investment”, in relation to an
investment scheme, means an investment in a trading company or the
holding company of a trading group where —
(@) atthe time the investment is made, the company is unlisted and
likely to remain so,
(b) by virtue of the investment (on its own or with other
investments) the scheme has a 20% interest in the company, and

() the scheme director condition is met.

For the purposes of this section, in determining whether a significant
equity stake fund has an interest of a particular percentage in a
company, any share capital of the company which is held for the
purposes of an associated investment scheme is to be regarded as held
for the purposes of the significant equity stake fund.
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809FZM Controlling equity stake funds

1)

Where a controlling equity stake fund has a 25% interest in a trading
company or the holding company of a trading group —
(@) any investment made for the purposes of the controlling equity
stake fund in the company after the time the 25% interest was
acquired is to be regarded as having been made at that time, and

(b) any disposal for the purposes of the controlling equity stake
fund of an investment in the company after that time is to be
regarded as not being made until a relevant disposal is made.

In subsection (1)(b), “relevant disposal”, in relation to a company,
means a disposal which (apart from subsection (1)) has the effect that
the controlling equity stake fund ceases to have a 25% interest in the
company.

In this Chapter, “controlling equity stake fund” means an investment
scheme —

(@) which is not a venture capital fund or significant equity stake
fund, and

(b) in relation to which the condition in subsection (4) is met.

The condition is that when the scheme starts to invest it is reasonable to
suppose that, over the investing life of the scheme —

(@) morethan50% of the total value invested for the purposes of the
scheme will be invested in investments which are controlling
interests in trading companies or holding companies of trading
groups, and

(b) more than 50% of the total value invested for the purposes of the
scheme will be invested in investments which are held for 40
months or more.

In determining whether subsection (4)(b) is met in relation to an
investment scheme, apply the rule in subsection (1) to the scheme.

For the purposes of this section, in determining whether a controlling
equity stake fund has a controlling interest or an interest of a particular
percentage in a company, any share capital of the company which is
held for the purposes of an associated investment scheme is to be
regarded as held for the purposes of the controlling equity stake fund.

809FZN Real estate funds

1)

(2)

Where a real estate fund has a major interest in any land —

(@) any investment made for the purposes of the fund in that land
after the time the major interest was acquired is to be regarded
as having been made at that time, and

(b) any disposal for the purposes of the fund of an investment in
the land after that time is to be regarded as not being made until
a relevant disposal is made.

In subsection (1)(b) “relevant disposal” means a disposal which (apart
from subsection (1)) has the effect that the real estate fund has disposed
of more than 50% of the greatest amount invested at any one time in the
land for the purposes of the real estate fund.
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6)

Where a real estate fund has a major interest in any land (“the original
land”) and subsequently acquires a major interest in any adjacent
land —
(a) the acquisition is an investment in the original land for the
purposes of subsection (1)(a), and
(b) after the acquisition, the adjacent land is to be regarded as part
of the original land for the purposes of subsections (1) and (2).

In this Chapter, “real estate fund” means an investment scheme —

(@) which is not a venture capital fund, significant equity stake
fund or controlling equity stake fund, and

(b) in relation to which the condition in subsection (5) is met.

The condition is that when the scheme starts to invest it is reasonable to
suppose that over the investing life of the scheme —
(@) more than50% of the total value invested for the purposes of the
scheme will be invested in land, and
(b) more than 50% of the total value invested for the purposes of the
scheme will be invested in investments which are held for 40
months or more.

In determining whether subsection (5)(b) is met in relation to an
investment scheme, apply the rule in subsection (1) to the scheme.

809FZO Funds of funds

1)

Section 809FZC(5) (disregard of intermediate holdings and holding
structures) does not apply to an investment made for the purposes of a
fund of funds in a collective investment scheme (and, accordingly, such
an investment is regarded as an investment in the collective investment
scheme itself).

Subsection (1) does not apply in relation to a fund of funds in relation
to a collective investment scheme if it is reasonable to suppose that the
main purpose or one of the main purposes of the making of any
investment in any collective investment scheme for the purposes of the
fund of funds is to reduce the proportion of carried interest arising to
any person which is income-based carried interest.

Where by virtue of subsection (1) a fund of funds has a significant
investment in a collective investment scheme (“the underlying
scheme”) —

(@) any qualifying investment made for the purposes of the fund in
the underlying scheme after the time the significant investment
was acquired is to be regarded as having been made at that
time, and

(b) any disposal for the purposes of the fund of a qualifying
investment in the underlying scheme after that time is to be
regarded as not being made until a relevant disposal is made.

In subsection (3)(b) “relevant disposal”, in relation to an underlying
scheme, means a disposal which (apart from subsection (3)) has the
effect that—
(@) the fund of funds has (by virtue of disposals of its interest in the
underlying scheme) disposed of at least 50% of the greatest
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amount invested for its purposes at any one time in the
underlying scheme, or

(b) the fund of fund’s investment in the underlying scheme is
worth less than whichever is the greater of —

(i) £1 million, or
(ii) 5% of the total value of the investments made before the

disposal for the purposes of the fund of funds in the
underlying scheme.

(®) In this Chapter, “fund of funds” means an investment scheme in
relation to which the condition in subsection (6) is met.

(6) The condition is that when the scheme starts to invest it is reasonable to
suppose that over the investing life of the scheme —

(@) substantially all of the total value invested for the purposes of
the scheme will be invested in collective investment schemes of
which the scheme holds less than 50% by value,

(b) more than 50% of the total value invested for the purposes of the
scheme will be invested in investments which are held for 40
months or more, and

(c) more than 75% of the total value invested in the scheme will be
invested by external investors.

(7) In determining whether subsection (6)(b) is met in relation to an
investment scheme, apply the rule in subsection (3) to the scheme.

(8) In this section, “significant investment”, in relation to a collective
investment scheme, means —

(@) aninvestment of a least £1 million in the scheme, or

(b) aninvestment of at least 5% of the total amounts raised or to be
raised from external investors in the scheme.

(9) In this section, “qualifying investment” means an investment made for
the purposes of an investment scheme in a collective investment
scheme (“the underlying scheme”) where —

(@) the investment is held on the same terms as other investments
made by external investors in the underlying scheme,

(b) the fund of funds, together with any connected funds, does not
hold more than 30% by value of the underlying scheme,

(c) the underlying scheme has not made an investment in the fund
of funds,

(d) no person providing investment management services to the
underlying scheme provides investment management services
to the fund of funds, and

(e) itisreasonable to suppose that the investment in the underlying
scheme is not part of arrangements the main purpose or one of
the main purposes of which is to reward any person involved in
providing investment management services to the underlying
scheme or a scheme connected with that underlying scheme.

809FZP Secondary funds

(1) Section 809FZC(5) (disregard of intermediate holdings and holding
structures) does not apply to investments acquired for the purposes of
a secondary fund in a collective investment scheme (and, accordingly,
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such an investment is regarded as an investment in the collective
investment scheme itself).

Subsection (1) does not apply in relation to a secondary fund in relation
to a collective investment scheme if it is reasonable to suppose that the
main purpose or one of the main purposes of the making of any
investment in any collective investment scheme for the purposes of the
secondary fund is to reduce the proportion of carried interest arising to
any person which is income-based carried interest.

Where by virtue of subsection (1) a secondary fund has a significant
investment in a collective investment scheme (“the underlying
scheme”) —

(@) any qualifying investment acquired for the purposes of the fund
in the underlying scheme after the time when the significant
investment is acquired is to be regarded as having been made at
that time, and

(b) any disposal for the purposes of the fund of a qualifying
investment in the underlying scheme after that time is to be
regarded as not being made until a relevant disposal is made.

In subsection (3)(b) “relevant disposal” means a disposal which (apart
from subsection (3)) has the effect that—

(@) the secondary fund has (by virtue of disposals of its interest in
the underlying scheme) disposed of at least 50% of the greatest
amount invested for its purposes at any one time in the
underlying scheme, or

(b) the secondary fund’s investment in the underlying scheme is
worth less than whichever is the greater of —

(i) £1 million, or

(i) 5% of the total value of the investments held
immediately before the disposal for the purposes of the
secondary fund in the underlying scheme.

In this Chapter, “secondary fund” means an investment scheme in
relation to which the condition in subsection (6) is met.

The condition is that when the scheme starts to invest it is reasonable to
suppose that over the investing life of the scheme —

(@) substantially all of the total value invested for the purposes of
the scheme will be in the acquisition of investments in, or the
acquisition of portfolios of investments from, unconnected
collective investment schemes,

(b) more than 50% of the total value invested for the purposes of the
scheme will be invested in investments which are held for 40
months or more, and

(c) more than 75% of the total amount invested in the scheme will
be invested by external investors.

In determining whether subsection (6)(b) is met in relation to an
investment scheme, apply the rule in subsection (3) to the scheme.

In this section, “significant interest”, in relation to a collective
investment scheme, means —
(@) aninvestment of at least £1 million in the scheme, or
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(b) aninvestment of at least 5% of the total amounts raised or to be
raised from external investors in the scheme.

(9) In this section, “qualifying investment” means an investment in a
collective investment scheme (“the underlying scheme”) acquired for
the purposes of a secondary fund where —

(@) theinvestment acquired was originally made on the same terms
as investments in the underlying scheme made by external
investors,

(b) the terms on which the investment was acquired or investments
made in the underlying scheme were made by external
investors have not significantly changed since the investment
was acquired,

(c) the secondary fund, together with any connected funds, does
not hold more than 30% by value of the underlying scheme,

(d) no person providing investment management services to the
underlying scheme provides investment management services
to the secondary fund, and

(e) itisreasonable to suppose that the investment in the underlying
scheme is not part of arrangements the main purpose or one of
the main purposes of which is to reward any person involved in
providing investment management services to the underlying
scheme or a scheme connected with that underlying scheme.

Direct lending funds
809FZQ Direct lending funds

(1) Carried interest arising from an investment scheme which is a direct
lending fund is income-based carried interest in its entirety.

Subsections (2) to (4) apply for the purposes of this Chapter.

(2) A direct lending fund is an investment scheme —

(@) which is not a venture capital fund, significant equity stake
fund, controlling equity stake fund or real estate fund, and

(b) in relation to which it is reasonable to suppose that, when the
scheme ceases to invest, a majority of the investments made for
the purposes of the scheme (calculated by reference to value
invested) will have been direct loans made by the scheme.

(3) An investment scheme makes a direct loan if for the purposes of the
scheme money is advanced at interest or for any other return
determined by reference to the time value of money.

(4) The acquisition of a direct loan is to be regarded as the making of a
direct loan if the loan is acquired within the period of 120 days
beginning with the day on which the money is first advanced.

809FZR Direct lending funds: exception

(1) Section 809FZQ does not apply to carried interest arising from a direct
lending fund if —

(@) the fund is a limited partnership,

(b) the carried interest is a sum falling within section 809EZD(2) or
(3), and
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(2)

(c) it is reasonable to suppose that, when investments cease to be
made for the purposes of the fund, at least 75% of the direct
loans made by the fund (calculated by reference to value
advanced) will have been qualifying loans.

In this section “qualifying loan” means a direct loan made by an
investment scheme where —

(@) the borrower is not connected with the investment scheme,

(b) the money is advanced under a genuine commercial loan
agreement negotiated at arm’s length,

(c) repayments are fixed and determinable,

d) maturity is fixed,

e) the scheme has the positive intention and ability to hold the
loan to maturity, and

(f) the relevant term of the loan is at least four years.

_

In this section “relevant term”, in relation to a loan, means the period
which —
(@) begins with the time when the money is advanced, and
(b) ends with the time by which, under the terms of the loan, at
least 75% of the principal due under the loan must be repaid.

For the purposes of determining the average holding period of a
scheme, where —

(@) a qualifying loan made by an investment scheme is repaid by
the borrower to any extent before the end of 40 months from the
time the loan is made, and

(b) itisreasonable to suppose that the borrower’s decision to repay
was not affected by considerations relating to the application of
this Chapter,

the loan is, to the extent it is repaid by the borrower before the end of
40 months from the time it is made, to be treated as held for 40 months.

In determining for the purposes of subsection (1)(b) whether a sum falls
within section 809EZD(2) or (3), read section 809EZD(4)(b) as if the
reference to 6% were to 4%.

Section 809FZB applies to carried interest to which, by virtue of
subsection (1), section 809FZQ does not apply.

Conditionally exempt carried interest

809FZS Conditionally exempt carried interest

Q)

Carried interest which —
(@) arises to an individual from an investment scheme, and
(b) is conditionally exempt from income tax,

is to be treated as if it were not income-based carried interest to any
extent.

Carried interest is conditionally exempt from income tax if Conditions
A to D are met.

Condition A is that the carried interest arises to the individual in the
period of —
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(a) four years beginning with the day on which the scheme starts to
invest, or

(b) ten years beginning with that day if the carried interest is
calculated on the realisation model.

(4) Condition B is that the carried interest would, apart from this section,
be income-based carried interest to any extent.

(6) Condition C is that it is reasonable to suppose that, were the carried
interest to arise to the individual at the relevant time (but by reference
to the same relevant investments), it would not be income-based
carried interest to any extent.

(6) The “relevant time” is whichever is the earliest of —

(@) the time when it is reasonable to suppose that the investment
scheme will be wound up;

(b) the end of the period of four years beginning with the time
when it is reasonable to suppose that the scheme will cease to
invest;

(c) the end of the period of —

(i) four years beginning with the day on which the sum of
carried interest arises to the individual, or

(ii) ten years beginning with that day if the carried interest
was calculated on the realisation model;

(d) theend of the period of four years beginning with the end of the
period by reference to which the amount of the carried interest
was determined.

(7) Subsection (5) does not affect what would otherwise be the time at
which an investment is disposed of for the purposes of this Chapter.

(8) Condition D is that the individual makes a claim under this section for
the carried interest to be conditionally exempt from income tax.

809FZT Carried interest which ceases to be conditionally exempt

(1) Carried interest which is conditionally exempt from income tax ceases
to be conditionally exempt from income tax at whichever is the earliest
of —

(@) the time when the investment scheme is wound up;

(b) the end of the period of four years beginning with the time the
scheme ceases to invest;

(c) the end of the period of —

(i) four years beginning with the day on which the sum of
carried interest arises to the individual, or

(ii) ten years beginning with that day if the carried interest
was calculated on the realisation model;

(d) theend of the period of four years beginning with the end of the
period by reference to which the amount of the carried interest
is determined;

(e) the time at which Condition C in section 809FZS(5) ceases to be
met.

(2) Carried interest which ceases to be conditionally exempt from income
tax is to be treated as having been income-based carried interest at the
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time it arose to the individual if or to the extent that, had it arisen to the
individual at the time it ceased to be conditionally exempt (but in
relation to the same relevant investments) it would have been income-
based carried interest.

(3) All such assessments and adjustments of assessments are to be made as
are necessary to give effect to subsection (2).

(4) Any amount paid by way of capital gains tax in respect of carried
interest which is conditionally exempt from income tax is to be treated
as if it had been paid in respect of any income tax liability arising under
subsection (2).

Supplementary
809FZU Employment-related securities

This Chapter does not apply in relation to carried interest arising to an
individual in respect of employment-related securities as defined by
section 421B(8) of ITEPA 2003.

809FZV “Loan to own” investments

(1) This section applies where —
(@) aninvestment scheme acquires a debt,
(b) the debt is to any extent uncollectable or otherwise impaired,

(c) the debtis acquired at a discount with a view to securing direct
or indirect ownership of any assets which are —

(i) owned by a company which is the debtor in respect of
the debt, or

(ii) subject to a security interest in respect of the debt, and

(d) the fund acquires ownership of the assets within three months
of the acquisition of the debt.

(2) For the purposes of this Chapter —
(@) the debt and the assets are to be treated as a single investment,
and

(b) the value invested in that single investment is the amount paid
for the debt.

(3) In this section “security interest” means an interest or right (other than
arentcharge) held for the purpose of securing the payment of money or
the performance of any obligation.

809FZW Anti-avoidance

(1) For the purposes mentioned in subsection (2), no regard is to be had to
any arrangements the main purpose of which, or one of the main
purposes of which, is to reduce the proportion of carried interest which
is income-based carried interest.

(2) The purposes referred to in subsection (1) are —
(a) determining the average holding period, or

(b) determining whether an investment scheme is a venture capital
fund, significant equity stake fund, controlling equity stake
fund, real estate fund, fund of funds or secondary fund.
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(3) In determining to what extent carried interest is income-based carried
interest, no regard is to be had to any arrangements the main purpose,
or one of the main purposes, of which is to secure that section
809EZA(1) (charge to income tax) does not apply in relation to some or
all of the carried interest.

809FZX Treasury regulations

(1) The Treasury may by regulations make —

(a) provision relating to the calculation of the average holding
period in some or all cases;

(b) provision repealing, or restricting the application of, section
809FZU (employment-related securities).

(2) The provision referred to in subsection (1)(a) includes in particular —

(@) provision for a method of calculating that period which is
different from that in section 809FZC;

(b) provision as to what is and is not to be regarded as an
investment;

(c) provision as to when an investment is to be regarded as made
or disposed of;

(d) anti-avoidance provision.

(3) Regulations under this section may —
(@) amend this Chapter;
(b) make different provision for different purposes;

(c) contain incidental, supplemental, consequential and
transitional provision and savings.

809FZY “Reasonable to suppose”

(1) For the purposes of this Chapter, in determining what it is reasonable
to suppose in relation to an investment scheme, regard is to be had to
all the circumstances.

(2) Those circumstances include in particular any prospectus or other
document which —

(@) is made available to external investors in the investment
scheme, and

(b) on which external investors may reasonably be supposed to
have relied or been able to rely.

Interpretation
809FZZ Interpretation of Chapter 5F

(1) Inthis Chapter—
“5% interest”, “15% interest”, “20% interest”, “25% interest” and
“40% interest” are to be construed in accordance with
subsection (4);

“act together”: two or more investment schemes act together in

relation to a company if —
(@) they enter into contractual arrangements (with or
without other persons) in relation to the conduct of the

company’s affairs,
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(b) the arrangements are negotiated on arm’s length terms,
and
(c) the investment schemes act together to secure greater
control or influence over the company’s affairs than
they would be able to secure individually;
“alternative finance arrangements” has the same meaning as in
Part 6 of CTA 2009 (see section 501(2) of that Act);

“arrangements” has the same meaning as in Chapter 5E (see

section 809EZE);
“associated”: two (or more) investment schemes are “associated
if—

(@) the same or substantially the same individuals provide
investment management services to both schemes;

(b) the investment schemes have the same or substantially
the same investments, and

(c) the schemes act together in relation to all or
substantially all of the investments they acquire;

“carried interest” has the same meaning as in section 809EZB (see
sections 809EZC and 809EZD);

“collective investment scheme” has the same meaning as in
Chapter 5E (see section 809EZE);

“connected” and “unconnected” are to be construed in accordance
with subsections (6) and (7);

“contract for differences” has the same meaning as in Part 7 of
CTA 2009 (see section 582 of that Act);

“controlling equity stake fund” has the meaning given in section
809FZM;

“controlling interest” has the meaning given in subsection (3);

“derivative contract” has the same meaning as in Part 7 of CTA
2009 (but see below);

“designated” has the same meaning as for accounting purposes;

“direct lending fund” and “direct loan” have the meanings given
in section 809FZQ;

“exchange gain or loss” is to be construed in accordance with
section 475 of CTA 2009;

“external investor” has the same meaning as in Chapter 5E (see
section 809EZE);

“fund of funds” has the meaning given in section 809FZO;

“future” has the same meaning as in Part 7 of CTA 2009 (see
section 581 of that Act);

“interest rate contract” means —

(@) a derivative contract whose underlying subject-matter
is, or includes, interest rates, or

(b) a swap contract in which payments fall to be made by
reference to a rate of interest;

“investing life” is to be construed in accordance with subsection
(2);
“investment” does not include —
(@) cash awaiting investment, or
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(b) cash representing the proceeds of the disposal of an
investment, where the cash is to be distributed as soon
as reasonably practicable to investors in the scheme;

“investment scheme” has the same meaning as in Chapter 5E (see
section 809EZA(6));
“limited partnership” means —

(@) a limited partnership registered under the Limited
Partnerships Act 1907,

(b) alimited liability partnership formed under the Limited
Liability Partnerships Act 2000 or the Limited Liability
Partnerships Act (Northern Ireland) 2002 (c.12 (N.I.)), or

(c) a firm or entity of a similar character to any of those
mentioned in paragraph (a) or (b) formed under the law
of a country or territory outside the United Kingdom;

“loan relationship” has the meaning given by section 302 of CTA
2009 (but see below);

“major interest”, in relation to land, has the meaning given by
section 96 of the Value Added Tax Act 1994;

“option” has the same meaning as in Part 7 of CTA 2009,
disregarding section 580(2) of that Act;

“real estate fund” has the meaning given by section 809FZN;

“realisation model”: a sum of carried interest is calculated on the
“realisation model” if it falls within section 809EZD(2) or (3)
(disregarding section 809EZD(2)(b) and (3)(b));

“scheme director condition” has the meaning given by section
809FZK(8) and (9);

“secondary fund” has the meaning given by section 809FZP;

“significant equity stake fund” has the meaning given by section
809FZL;

“sum” has the same meaning as in Chapter 5E (see section
809EZB(3));

“trading company” and “trading group” have the meanings given
by paragraphs 20 and 21 of Schedule 7AC to TCGA 1992;

“underlying subject matter” has the same meaning as in Part 7 of
CTA 2009;

“unlisted”: a company is unlisted if —
(@) no shares of any class issued by the company are listed
on any stock exchange, and
(b) there are no other trading arrangements in place in
respect of shares of any class issued by the company;
“venture capital fund” has the meaning given by section 809FZK.

(2) In this Chapter—

(@) references to when a scheme starts or ceases to invest are to the
time when investments start or cease to be made for the
purposes of the scheme, and

(b) references to the investing life of the scheme are to the time
between when a scheme starts and ceases to invest.

(3) For the purposes of this Chapter, an investment scheme has a
controlling interest in a company if share capital of the company is held
for the purposes of the scheme which —
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(@) amounts to more than 50% of the ordinary share capital of the
company, and

(b) carries an entitlement to more than 50% of —
(i) voting rights in the company,
(ii) profits available for distribution to shareholders, and

(iii) assets of the company available for distribution to
shareholders in a winding-up.

(4) For the purposes of this Chapter, an investment scheme has an interest
of a particular percentage in a company (for example, a 40% interest) if
share capital of the company is held for the purposes of the scheme
which—

(@) amounts to at least that percentage of the ordinary share capital
of the company, and

b) carries an entitlement to at least that percentage of —
P &
(i) voting rights in the company,
(ii) profits available for distribution to shareholders, and

(iif) assets of the company available for distribution to
shareholders in a winding-up.

(5) For the purposes of subsections (3) and (4) any share capital held by a
company controlled by an investment scheme is to be regarded as held
for the purposes of the investment scheme.

(6) For the purposes of this Chapter, an investment scheme (A) is
connected with another investment scheme or person (B) if —

(@) A directly or indirectly has control of B, or
(b) the same person, directly or indirectly, has control of A and B.

(7) For the purposes of subsection (6) “control” —

(@) in the case of control of a company, is to be read in accordance
with sections 450 and 451 of CTA 2010;

(b) in the case of control of a partnership, has the meaning given in
section 995(3);

(c) in the case of control of an investment scheme which is not a
company or partnership, or of any other person which is not a
company or partnership, means the ability to secure that the
affairs of that scheme or other person are conducted in
accordance with one’s wishes.

(8) For the purposes of the definition of “derivative contract”, read Part 7
of CTA 2009 as if —

(@) references to a company were references to an investment
scheme, and

(b) references to a contract of a company were references to a
contract for the purposes of an investment scheme.

(9) For the purposes of the definition of “loan relationship”, read Part 5 of
CTA 2009 as if —
(@) references to a company were references to an investment
scheme, and
(b) references to a loan relationship of a company were references

to a loan relationship for the purposes of an investment
scheme.”
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(3) In section 2 of ITA 2007 (overview), in subsection (13), after paragraph (hb)
insert—

“(hc) income-based carried interest (Chapter 5F),”.

(4) The amendments made by this section have effect in relation to sums of carried
interest arising on or after 6 April 2016 (whenever the arrangements under
which the sums arise were made).

38  Income-based carried interest: persons coming to the UK

(1) Insection 809EZA of ITA 2007 (disguised investment management fees: charge
to income tax), after subsection (2) insert—

“(2A) Subsection (2B) applies instead of subsections (1) and (2) where —
(@) one or more disguised fees arise to an individual in a tax year
(“the relevant tax year”) from one or more investment schemes
(whether or not by virtue of the same arrangements),

(b) the disguised fees consist of carried interest which is income-
based carried interest,

(c) theindividual is UK resident in the relevant tax year,

(d) Dbefore the relevant tax year, the individual was not UK resident
for a period of at least five consecutive tax years (“the period of
non-residence”), and

(e) either—

(i) the relevant tax year is the first tax year immediately
after the end of the period of non-residence, or

(ii) the relevant tax year is the second, third, or fourth tax
year after the end of that period and the individual has
been UK resident in all the intervening tax years.

(2B) To the extent that the income-based carried interest arises by virtue of
pre-arrival services, the individual is liable for income tax for the
relevant tax year in respect of it as if —

(@) in relation to pre-arrival services performed in the United
Kingdom —
(i) the individual were carrying on a trade for the relevant
year consisting of the performance of those services,
(ii) the income-based carried interest, so far as arising by
virtue of those services, were profits of that trade, and
(iif) the individual were the person receiving or entitled to
those profits, and
(b) inrelation to pre-arrival services performed outside the United
Kingdom —
(i) the individual were carrying on a trade for the relevant
tax year consisting of the performance of those services,
(ii) the income-based carried interest, so far as arising by
virtue of those services, were profits of that trade, and
(iif) the individual were the person receiving or entitled to
those profits.

(2C) In subsection (2B) “pre-arrival services” means investment
management services performed before the end of the period of non-
residence.”
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(2) The amendment made by this section has effect in relation to sums of carried
interest arising on or after 6 April 2016 (whenever the arrangements under
which the sums arise were made).

Deduction at source

39 Deduction of income tax at source

Schedule 6 contains provisions about deduction of income tax at source.

40  Deduction of income tax at source: intellectual property

(1) Part 15 of ITA 2007 (deduction from other payments connected with
intellectual property) is amended as specified in subsections (2) and (3).

(2) In section 906 (certain royalties etc where usual place of abode of owner is
abroad), for subsections (1) to (3) substitute —

“(1) This section applies to any payment made in a tax year where condition
A or condition B is met.

(2) Condition A is that—

(@) the payment is aroyalty, or a payment of any other kind, for the
use of, or the right to use, intellectual property (see section 907),

(b) the usual place of abode of the owner of the intellectual
property is outside the United Kingdom, and

(c) the payment is charged to income tax or corporation tax.

(3) Condition B is that—
(@) the payment is a payment of sums payable periodically in
respect of intellectual property,

(b) the person entitled to those sums (“the assignor”) assigned the
intellectual property to another person,

(c) the usual place of abode of the assignor is outside the United
Kingdom, and

(d) the payment is charged to income tax or corporation tax.”

(3) For section 907 substitute —
“907 Meaning of “intellectual property”

(1) Insection 906 “intellectual property” means—
(@) copyright of literary, artistic or scientific work,

(b) any patent, trade mark, design, model, plan, or secret formula
or process,

(c) any information concerning industrial, commercial or scientific
experience, or

(d) public lending right in respect of a book.

(2) Inthis section “copyright of literary, artistic or scientific work” does not
include copyright in—

(@) acinematographic film or video recording, or

(b) the sound-track of a cinematographic film or video recording,
except so far as it is separately exploited.”
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(4) The amendments made by subsections (2) and (3) have effect in respect of
payments made on or after 28 June 2016.

(6) In determining whether section 906 of ITA 2007 applies to a payment, no
regard is to be had to any arrangements the main purpose of which, or one of
the main purposes of which, is to avoid the effect of the amendments made by
this section.

(6) Where arrangements are disregarded under subsection (5) in relation to a
payment which —

(@) is made before 28 June 2016, and
(b) is due on or after that day,

the payment is to be regarded for the purposes of section 906 of ITA 2007 as
made on the date on which it is due.

(7) In determining the date on which a payment is due for the purposes of
subsection (6), disregard the arrangements referred to in that subsection.

(8) In this section “arrangements” includes any agreement, understanding,
scheme, transaction or series of transactions (whether or not legally
enforceable and whether entered into before, or on or after, 28 June 2016).

41  Deduction of income tax at source: intellectual property - tax avoidance

(1) In Part 15 of ITA 2007 (deduction of income tax at source), after section 917
insert—

“Tax avoidance
917A Tax avoidance arrangements

(1) This section applies if and to the extent that—
(@) a person (“the payer”) makes an intellectual property royalty
payment,
(b) the payment is received by a person (“the payee”) who is
connected with the payer, and
(c) the payment is made under DTA tax avoidance arrangements.

(2) Any duty under Chapter 6 or 7 to deduct a sum representing income
tax at any rate applies without regard to any double taxation
arrangements.

(3) Any income tax deducted by virtue of subsection (2) may not be set off
under section 967 or 968 of CTA 2010.

(4) In this section—

“arrangements” (except in the phrase “double taxation
arrangements”) includes any agreement, understanding,
scheme, transaction or series of transactions, whether or not
legally enforceable;

“DTA tax avoidance arrangements” means arrangements where,
having regard to all the circumstances, it is reasonable to
conclude that—

(@) the main purpose, or one of the main purposes, of the
arrangements was to obtain a tax advantage by virtue of
any provisions of a double taxation arrangement, and
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(b) obtaining that tax advantage is contrary to the object
and purpose of those provisions;

“intellectual property royalty payment” means a payment
referred to in section 906(2)(a) or (3)(a);

“receive” means receive —
(@) directly or indirectly;
(b) by one payment or by a series of payments;

“tax advantage” is to be construed in accordance with section 208
of FA 2013.

(5) For the purposes of this section the payer is connected with the payee
if the participation condition is met as between them.

(6) Section 148 of TIOPA 2010 (when the participation condition is met)
applies for the purposes of subsection (5) as for the purposes of section
147(1)(b) of that Act, but as if references to the actual provision were to
the provision made or imposed between the payer and the payee in
respect of the arrangements under which the payment is made.”

(2) The amendment made by this section has effect in respect of a payment made
on or after 17 March 2016 under arrangements entered into at any time
(including arrangements entered into before that date).

(3) In relation to payments made (under any such arrangements) on or after 17
March 2016 and on or before the day on which this Act is passed, section 917A
of ITA 2007 as inserted by subsection (1) has effect as if the definition of
“intellectual property royalty payment” in that section were as follows —

(33334

intellectual property royalty payment” means —

(@) apayment of a royalty or other sum in respect of the use
of a patent,

(b) a payment specified in section 906(1)(a) (as originally
enacted), or

(c) a payment which is a “qualifying annual payment” for
the purposes of Chapter 6 by virtue of section
899(3)(a)(ii) (royalties etc from intellectual property);”.

(4) In relation to payments made (under any such arrangements) on or after 28
June 2016 and on or before the day on which this Act is passed, section 917A of
ITA 2007 as inserted by subsection (1) has effect as if “intellectual property
royalty payment” also included (so far as it would not otherwise do so) any
payments referred to in section 906(2)(a) or (3)(a) of ITA 2007 as substituted by
section 40.

Receipts from intellectual property

42  Receipts from intellectual property: territorial scope

(1) In section 577 of ITTOIA 2005 (territorial scope of Part 5 charges), at the end
insert—

“(5) See also section 577A (territorial scope of Part 5 charges: receipts from
intellectual property).”
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(2)

3)

After that section insert—
“577A Territorial scope of Part 5 charges: receipts from intellectual property

(1) References in section 577 to income which is from a source in the United
Kingdom include income arising where —
(@) aroyalty or other sum is paid in respect of intellectual property
by a person who is non-UK resident, and

(b) the payment is made in connection with a trade carried on by
that person through a permanent establishment in the United
Kingdom.

(2) Subsection (3) applies where a royalty or other sum is paid in respect of
intellectual property by a person who is non-UK resident in connection
with a trade carried on by that person only in part through a permanent
establishment in the United Kingdom.

(3) The payment referred to in subsection (2) is to be regarded for the
purposes of subsection (1)(b) as made in connection with a trade carried
on through a permanent establishment in the United Kingdom to such
extent as is just and reasonable, having regard to all the circumstances.

(4) In determining for the purposes of section 577 whether income arising
is from a source in the United Kingdom, no regard is to be had to
arrangements the main purpose of which, or one of the main purposes
of which, is to avoid the effect of the rule in subsection (1).

(5) In this section—

“arrangements” includes any agreement, understanding, scheme,
transaction or series of transactions (whether or not legally
enforceable);

“intellectual property” has the same meaning as in section 579;
“permanent establishment” —
(@) in relation to a company, is to be read (by virtue of

section 1007A of ITA 2007) in accordance with Chapter
2 of Part 24 of CTA 2010, and

(b) in relation to any other person, is to be read in
accordance with that Chapter but as if references in that
Chapter to a company were references to that person.”

The amendments made by subsections (1) and (2) have effect in relation to
royalties or other sums paid in respect of intellectual property on or after 28
June 2016.

It does not matter for the purposes of subsection (4) of section 577A of ITTOIA
2005 (as inserted by this section) whether the arrangements referred to in that
subsection are entered into before, or on or after, 28 June 2016.

Where arrangements are disregarded under subsection (4) of section 577A of
ITTOIA 2005 (as inserted by this section) in relation to a payment of a royalty
or other sum which —

(@) is made before 28 June 2016, but

(b) is due on or after that day,

the payment is to be regarded for the purposes of subsection (1) of that section
as made on the date on which it is due.
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(6) In determining the date on which a payment is due for the purposes of
subsection (5), disregard the arrangements referred to in that subsection.

(7) Where—

(@) anintellectual property royalty payment within the meaning of section
917 A of ITA 2007 is made on or after 28 June 2016,

(b) the payment is made under arrangements (within the meaning of that
section) entered into before that day,

(c) the arrangements are not DTA tax avoidance arrangements for the
purposes of that section,

(d) it is reasonable to conclude that the main purpose, or one of the main
purposes, of the arrangements was to obtain a tax advantage by virtue
of any provisions of a foreign double taxation arrangement, and

(e) obtaining that tax advantage is contrary to the object and purpose of
those provisions,

the arrangements are to be regarded as DTA tax avoidance arrangements for
the purposes of section 917A of ITA 2007 in relation to the payment.

(8) Insubsection (7)—

“foreign double taxation arrangement” means an arrangement made by
two or more territories outside the United Kingdom with a view to
affording relief from double taxation in relation to tax chargeable on
income (with or without other tax relief);

“tax advantage” is to be construed in accordance with section 208 of FA
2013 but as if references in that section to “tax” were references to tax
chargeable on income under the law of a territory outside the United
Kingdom.

(9) Where—

(@) aroyalty is paid on or after 28 June 2016,

(b) theright in respect of which the royalty is paid was created or assigned
before that day,

(c) section 765(2) of ITTOIA 2005 does not apply in relation to the
payment, and

(d) itis reasonable to conclude that the main purpose, or one of the main
purposes, of any person connected with the creation or assignment of
the right was to take advantage, by means of that creation or
assignment, of the law of any territory giving effect to Council Directive
2003/49/EC of 3rd June 2003 on a common system of taxation
applicable to interest and royalty payments made between associated
companies of different member States,

section 758 of ITTOIA 2005 does not apply in relation to the payment.

43  Receipts from intellectual property: diverted profits tax
(1) Part 3 of FA 2015 (diverted profits tax) is amended as follows.
(2) Insection 79 (charge to tax), at the end insert—

“(6) But banking surcharge profits and notional banking surcharge profits,
to the extent that they are determined by reference to notional PE
profits (or what would have been notional PE profits) for an accounting
period, do not include any amount which is (or would have been)



Finance Act 2016 (c. 24) 87
Part 1 — Income tax

3)

included in notional PE profits for that period by virtue of section
88(5)(b).”

In section 88 (which relates to the calculation of taxable diverted profits), for
subsection (5) substitute —

“®)

(5A)

“Notional PE profits”, in relation to an accounting period, means an
amount equal to the sum of —

(@) the amount of profits (if any) which would have been the
chargeable profits of the foreign company for that period,
attributable (in accordance with sections 20 to 32 of CTA 2009)
to the avoided PE, had the avoided PE been a permanent
establishment in the United Kingdom through which the
foreign company carried on the trade mentioned in section
86(1)(b), and

(b) anamountequal to the total of royalties or other sums which are
paid by the foreign company during that period in connection
with that trade in circumstances where the payment avoids the
application of section 906 of ITA 2007 (duty to deduct tax).

For the purposes of subsection (5)(b) a payment of a royalty or other
sum avoids the application of section 906 of ITA 2007 if —
(@) that section does not apply in relation to the payment, but
(b) that section would have applied in relation to the payment had
the avoided PE been a permanent establishment in the United
Kingdom through which the foreign company carried on the
trade mentioned in section 86(1)(b).”

In section 100 (credit for UK or foreign tax on same profits), for the heading
substitute “Credits for tax on the same profits”.

In section 100, after subsection (2) insert—

“(2A)

Subsection (2)(b) does not allow a credit against a liability to diverted
profits tax if or to the extent that the liability arises by virtue of section
88(5)(b) (payments of royalties etc).”

In section 100, after subsection (4) insert —

“(4A)

(4B)

Subsection (4B) applies where —

(@) a company’s notional PE profits for an accounting period
include an amount under section 88(5)(b) determined by
reference to a royalty or other sum,

(b) the company’s liability to diverted profits tax for the accounting
period is determined by reference to taxable diverted profits
calculated under section 91(4) or (5), and

(c) those taxable diverted profits include an amount of relevant
taxable income referred to in section 91(4)(b) or (5)(b)
determined by reference to the same royalty or other sum.

A credit equal to the company’s liability to diverted profits tax for that
accounting period which arises by virtue of section 88(5)(b) in respect
of the royalty or other sum, to the extent that it is included in relevant
taxable income for the purposes of section 91(4)(b) or (5)(b), is allowed
against the company’s total liability to diverted profits tax for that
period.
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(4C) Subsection (4D) applies where —

(@) by reason of the payment of a royalty or other sum a company’s
liability to diverted profits tax for an accounting period includes
liability arising by virtue of section 88(5)(b),

(b) theroyalty or other sum is paid to a person who is resident in a
country or territory outside the United Kingdom, and

(c) under any relevant provision relief would have been due to that
person had the avoided PE been a permanent establishment in
the United Kingdom through which the company carried on the
trade mentioned in section 86(1)(b).

(4D) Such credit as is just and reasonable having regard to the amount of the
relief referred to in subsection (4C)(c) is allowed against the company’s
liability to diverted profits tax.

(4E) Insubsection (4C)(c) “relevant provision” means —
(a) the provision of a double taxation arrangement (as defined by
section 2(4) of TIOPA 2010), or
(b) section 758 of ITTOIA 2005 (exemption for certain interest and
royalty payments).”

(7) The amendments made by this section have effect in relation to accounting
periods ending on or after 28 June 2016.

(8) For the purposes of section 88(5)(b) of FA 2015 as substituted by this section, a
royalty or other sum which would not otherwise be regarded as paid during
an accounting period ending on or after 28 June 2016 is to be regarded as so
paid if —

(@) for the purposes of section 906 of ITA 2007 it is regarded as paid on a
date during that period by virtue of section 40(6), or

(b) for the purposes of section 577A(1) of ITTOIA 2005 it is regarded as
paid on a date during that period by virtue of section 42(5).

Supplementary welfare payments: Northern Ireland

44  Tax treatment of supplementary welfare payments: Northern Ireland

(1) In this section “supplementary welfare payment” means a payment made
under regulations under —
(@) Article 135(1)(a) of the Welfare Reform (Northern Ireland) Order 2015
(S.1. 2015/2006 (N.L 1)) (“the Order”) (discretionary support),

(b) Article 137 of the Order (payments to persons suffering financial
disadvantage), or

(c) any provision (including future provision) of the Order which enables
provision to be made for payments to persons who suffer financial
disadvantage as a result of relevant housing benefit changes.

(2) Insubsection (1)(c) “relevant housing benefit changes” means changes to social
security benefits consisting of or including changes contained in the Housing
Benefit (Amendment) Regulations (Northern Ireland) 2016 (S.R. (N.1.) 2016 No.
258).

(3) The Treasury may by regulations amend any provision of Chapters 1 to 5 of
Part 10 of ITEPA 2003 so as to—
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(@) provide that no liability to income tax arises on supplementary welfare
payments of a specified description;

(b) impose a charge to income tax under Part 10 of ITEPA 2003 on
payments of a specified description made under regulations under
Article 137 of the Order (payments to persons suffering financial
disadvantage).

(4) The regulations may make —
(a) different provision for different cases;
(b) incidental or supplementary provision;

(c) consequential provision (which may include provision amending any
provision made by or under the Income Tax Acts).

(5) Regulations made before 6 April 2017 may, so far as relating to the tax year
2016-17, have effect in relation to times before they are made.

(6) Regulations under this section are to be made by statutory instrument.

(7) A statutory instrument containing regulations under this section is subject to
annulment in pursuance of a resolution of the House of Commons.

(8) In section 655(2) of ITEPA 2003 (other provisions about the taxation of social
security payments) after the entry relating to section 782 of ITTOIA 2005 insert

section 44 of FA 2016 (tax treatment of supplementary welfare payments:
Northern Ireland).”

PART 2

CORPORATION TAX
Charge and rates

45  Charge for financial year 2017

Corporation tax is charged for the financial year 2017.

46  Rate of corporation tax for financial year 2020
In section 7(2) of F(No.2)A 2015 (main rate of corporation tax for the financial
year 2020) for “18%” substitute “17%”.

Research and development

47  Abolition of vaccine research relief
(1) CTA 2009 is amended in accordance with subsections (2) to (9).
(2) Omit Chapter 7 of Part 13 (vaccine research relief).

(3) Insection 1039 (overview of Part 13) omit—
(@) subsection (6), and
(b) in subsection (8) “or 7”.
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(12)
(13)

(14)

(15)
48

1)
(2)

3)

In section 1042 (meaning of “relevant research and development”) omit
subsection (3).

In section 1113 (cap on aid under Chapters 2 and 7) —
(@) in the heading omit “or 7”, and
(b) in subsection (4) omit—
(i) the “or” at the end of paragraph (a), and
(ii) paragraph (b).
In section 1118(2) (meaning of “qualifying expenditure”) omit—
(@) the “or” at the end of paragraph (a), and
(b) paragraph (b).

In section 1133(3) (sub-contractor payments) omit “and section 1102(2).”

In section 1137(1)(b) (accounting periods) omit “or qualifying Chapter 7
expenditure”.

In Schedule 4 (index of defined expressions) omit the entries for—
(@) qualifying Chapter 7 expenditure (in Part 13), and
(b) qualifying R&D activity (in Chapter 7 of Part 13).

CTA 2010 is amended in accordance with subsections (11) to (13).

In section 357P (research and development expenditure: introduction and
interpretation) —

(@) insubsection (1) omit—
(i) the “and” at the end of paragraph (b), and
(ii) paragraph (c), and

(b) omit subsection (2)(d) and (e).

Omit section 357PF (additional deduction under section 1087 CTA 2009).

In Schedule 4 (index of defined expressions) omit the entries for —

(@) Northern Ireland qualifying Chapter 7 expenditure (in Chapter 9 of
Part 8B), and

(b) qualifying Chapter 7 expenditure (in Chapter 9 of Part 8B).

In consequence of the amendments made by subsections (1) to (13)—

(@) in Schedule 3 to FA 2012 omit paragraphs 7, 12 to 14, 16(2), 17, 20 to 30,
and 31(2), and

(b) in FA 2015 omit section 28(4)(o) and (p).

The amendments made by this section have effect in relation to expenditure
incurred on or after 1 April 2017.

Cap on R&D aid
CTA 2009 is amended as follows.

In section 1114 (calculation of total R&D aid)—
(@) in the formula for “(N x CT)” substitute “N”, and
(b) inthe definition of “N” for “relief” substitute “R&D expenditure credit”.

In section 1118(1) (meaning of “notional relief”) —
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(@) for “relief” in the first two places it occurs substitute “R&D expenditure
credit”,

(b) for “Chapter 5 (relief for large companies)” substitute “Chapter 6A of
Part 3 (trade profits: R&D expenditure credits)”, and

(c) inthe heading for “relief” substitute “R&D expenditure credit”.

(4) The amendments made by this section have effect in relation to expenditure
incurred on or after 1 April 2016.

Loan relationships

49 Loan relationships and derivative contracts

Schedule 7 contains amendments relating to loan relationships and derivative
contracts.

50 Loans to participators etc: rate of tax

(1) In section 455 of CTA 2010 (charge to tax in case of loan to participator), in
subsection (2), for “25% of the amount of the loan or advance” substitute “such
percentage of the amount of the loan or advance as corresponds to the
dividend upper rate specified in section 8(2) of ITA 2007 for the tax year in
which the loan or advance is made”.

(2) The amendment made by subsection (1) has effect in relation to a loan or
advance made on or after 6 April 2016.

(3) Insection464A of CTA 2010 (charge to tax: arrangements conferring benefit on
participator), in subsection (3), for “25% of the value of the benefit conferred”
substitute “such percentage of the value of the benefit conferred as corresponds
to the dividend upper rate specified in section 8(2) of ITA 2007 for the tax year
in which the benefit is conferred”.

(4) The amendment made by subsection (3) has effect in relation to a benefit
conferred on or after 6 April 2016.

51 Loans to participators etc: trustees of charitable trusts

(1) In section 456 of CTA 2010 (exceptions to the charge to tax in case of loan to
participator), after subsection (2) insert—

“(2A) Section 455 does not apply to a loan or advance made to a trustee of a
charitable trust if the loan or advance is applied to the purposes of the
charitable trust only.”

(2) The amendment made by subsection (1) has effect in relation to a loan or
advance made on or after 25 November 2015.

Intangible fixed assets

52  Intangible fixed assets: pre-FA 2002 assets
(1) Chapter 16 of Part 8 of CTA 2009 (pre-FA 2002 assets) is amended as follows.

(2) Insection 882 (application of Part 8 to assets created or acquired on or after 1
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April 2002), after subsection (5) insert —

“(5A) References in this section to one person being (or not being) a related
party in relation to another person are to be read as including
references to the participation condition being met (or, as the case may
be, not met) as between those persons.

(6B) References in subsection (5A) to a person include a firm in a case where,
for section 1259 purposes, references in this section to a company are
read as references to the firm.

(5C) In subsection (5B) “section 1259 purposes” means the purposes of
determining under section 1259 the amount of profits or losses to be
allocated to a partner in a firm.

(D) Section 148 of TIOPA 2010 (when the participation condition is met)
applies for the purposes of subsection (5A) as it applies for the purposes
of section 147(1)(b) of TIOPA 2010.”

(3) Insection 894 (preserved status condition etc), after subsection (6) insert —
“(6A) Section 882(5A) to (5D) applies for the purposes of section 893 and this

section.”

(4) In section 895 (assets acquired in connection with disposals of pre-FA 2002
assets), at the end insert—

“(5) Section 882(5A) to (5D) applies for the purposes of this section.”

(5) The amendments made by this section have effect in relation to accounting
periods beginning on or after 25 November 2015.

(6) For the purposes of subsection (5), an accounting period beginning before and
ending on or after 25 November 2015 is to be treated as if so much of the
accounting period as falls before that date, and so much of the accounting
period as falls on or after that date, were separate accounting periods.

(7) An apportionment for the purposes of subsection (6) must be made —

(@) in accordance with section 1172 of CTA 2010 (time basis), or
(b) if that method produces a result that is unjust or unreasonable, on a just
and reasonable basis.
53  Intangible fixed assets: transfers treated as at market value

M)

In section 845 of CTA 2009 (transfer between company and related party
treated as at market value), after subsection (4) insert—

“(4A) References in subsection (1) to a related party in relation to a company
are to be read as including references to a person in circumstances
where the participation condition is met as between that person and the
company.

(4B) References in subsection (4A) to a company include a firm in a case
where, for section 1259 purposes, references in subsection (1) to a
company are read as references to the firm.

(4C) Section 148 of TIOPA 2010 (when the participation condition is met)
applies for the purposes of subsection (4A) as it applies for the purposes
of section 147(1)(b) of TIOPA 2010.
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(4D) Subsection (4E) applies where —

(a) a gain on the disposal of an intangible asset by a firm is a gain
to be taken into account for section 1259 purposes, and

(b) for those purposes, references in subsection (1) to a company
are read as references to the firm.

(4E) Where this subsection applies, the gain referred to in subsection (4D)(a)
is to be treated for the purposes of this section as if it were a chargeable
realisation gain for the purposes of section 741(1) (meaning of
“chargeable intangible asset”).

(4F) In this section, “section 1259 purposes” means the purposes of
determining under section 1259 the amount of profits or losses to be
allocated to a partner in a firm.”

(2) The amendment made by this section applies in relation to a transfer which
takes place on or after 25 November 2015, unless it takes place pursuant to an
obligation, under a contract, that was unconditional before that date.

(3) For the purposes of subsection (2), an obligation is “unconditional” if it may not
be varied or extinguished by the exercise of a right (whether under the contract
or otherwise).

Creative industry reliefs

54  Taxrelief for production of orchestral concerts

Schedule 8 contains provision about relief in respect of the production of
orchestral concerts.

55  Television and video games tax relief: consequential amendments

In the following provisions, for “section 1218” substitute “section 1218B” —
(@) paragraph 8(2)(c) of Schedule 7A to TCGA 1992,
(b) section 63(1) of CTA 2010, and
(c) section 729 of CTA 2010.

Banking companies

56  Banking companies: excluded entities

(1) Section 133F of CTA 2009 (“excluded company”) has effect, and is to be deemed
always to have had effect, with the amendments set out in subsections (2) to (4).

(2) After subsection (2) insert—

“(2A) A company is also an “excluded company” at any time (in an
accounting period) if —
(@) the company would fall within a relevant relieving provision
but for one (and only one) line of business which it carries on,
(b) that line of business does not involve the relevant regulated
activity described in the provision mentioned in section

133G(1)(a), and
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(c) the company’s activities in that line of business would not, on
their own, result in it being both a 730k firm and a full scope
investment firm.

(2B) For the purposes of subsection (2A) the “relevant relieving provisions”
are paragraphs (b), (c), (e), (g) and (h) of subsection (2).”

(3) In subsection (7), before the definition of “authorised corporate director”

insert—
““730k firm” —
(@) inrelation to any time on or after 1 January 2014, means
an IFPRU 730k firm,
(b) inrelation to any time before that date, means a BIPRU
730k firm;”.

(4) Insubsection (7), at the appropriate places insert—

““BIPRU 730k firm” and “full scope BIPRU investment firm” have
the same meaning as in subsections (2) to (4) of section 133H,”

““IFPRU 730k firm” and full scope IFPRU investment firm” have
the meaning given by the FCA Handbook at the time in
question;”

““full scope investment firm” —

(@) inrelation to any time on or after 1 January 2014, means
a full scope IFPRU investment firm,

(b) in relation to any time before that date, means a full
scope BIPRU investment firm;”.

(5) Section 133M of CTA 2009 has effect, and is to be deemed always to have had
effect, with the amendment set out in subsection (6).

(6) For subsection (5)(b)(ii) substitute —

“(ii) the firm would not (if references in section 133F(2) and
(3) to companies included firms) be an excluded
company for the purposes of section 133E.”

(7) Part7A of CTA 2010 has effect, and is to be deemed always to have had effect,
with the amendments set out in subsections (8) and (9).

(8) Insection 269BA (excluded entities), after subsection (1) insert—

“(1A) For the purposes of section 269B an entity is also an “excluded entity”
if —

(@) the entity would fall within a relevant relieving provision but
for one (and only one) line of business which it carries on,

(b) that line of business does not involve the relevant regulated
activity described in the provision mentioned in section
269BB(a), and

(c) theentity’s activities in that line of business would not, on their
own, result in it being both an IFPRU 730k firm and a full scope
IFPRU investment firm.

(1B) For the purposes of subsection (1A) the “relevant relieving provisions”
are paragraphs (b), (c), (e), (g) and (h) of subsection (1).”

(9) Insection 269DO (interpretation)—
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(10)

(11)

(12)

(13)

(14)

(15)

57
1)

(2)

(a) after subsection (5) insert—

“(5A) For the purposes of section 269BA(1A) (extension of certain
exclusions under subsection (1) of that section) a line of business
carried on by a company is not regarded as involving the
relevant regulated activity described in the provision
mentioned in section 269BB(a) if —

(@) the carrying on of that activity is ancillary to asset
management activities the company carries on, and

(b) the company would not carry that activity on but for the
fact that it carries on asset management activities.”;

(b) in subsection (6) for “subsection (5)” substitute “subsections (5) and
(5A)”.

In Schedule 19 to FA 2011 (the bank levy), paragraph 73 is amended in
accordance with subsections (11) and (12).

In sub-paragraph (1), omit “or” at the end of paragraph (j) and after paragraph
(k) insert , or
(I) an entity falling within sub-paragraph (1A).”

After sub-paragraph (1) insert—

“(1A) An entity falls within this sub-paragraph if —

(@) it would fall within a relevant relieving provision but for one
(and only one) line of business which it carries on,

(b) that line of business does not involve the relevant regulated
activity described in the provision mentioned in paragraph
79(a), and

(c) the entity’s activities in that line of business would not, on
their own, result in it being both an IFPRU 730k firm and a
full scope IFPRU investment firm.

(1B) For the purposes of sub-paragraph (1A) the “relevant relieving
provisions” are paragraphs (b), (c), (e), (g) and (h) of sub-paragraph
(1)‘”

Subsections (10) to (12) have effect in relation to chargeable periods beginning
on or after the day on which this Act is passed.

But for the purposes of determining what groups and entities must be listed
under subsection (4) of section 285 of FA 2014 (Code of Practice on Taxation for
Banks: HMRC reports) in any relevant report under that section—

(@) subsection (13) is to be disregarded, and

(b) Schedule 19 to FA 2011 is to be deemed to have effect, and always to
have had effect, with the amendments set out in subsections (10) to (12).

In subsection (14) “relevant report” means a report for the reporting period
beginning with 1 April 2015 or any subsequent reporting period.

Banking companies: restrictions on loss relief etc

Chapter 3 of Part 7A of CTA 2010 (restrictions on banking companies obtaining
certain deductions) is amended as follows.

In section 269CA (restriction on deductions for trading losses), in subsection
(2), for “50%” substitute “25%”.
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58

In section 269CB (restriction on deductions for non-trading deficits from loan
relationships), in subsection (2), for “50%” substitute “25%.

In section 269CC (restriction on deductions for management expenses etc), in
step 1 in subsection (7), for “50%” substitute “25%”.

The amendments made by this section have effect for the purposes of
determining the taxable total profits of companies for accounting periods
beginning on or after 1 April 2016.

For the purposes of subsection (5), where a company has an accounting period
beginning before 1 April 2016 and ending on or after that date (“the straddling
period”) —

(@) so much of the straddling period as falls before 1 April 2016, and so
much of that period as falls on or after that date, are treated as separate
accounting periods, and

(b) profits or losses of the company for the straddling period are
apportioned to the two separate accounting periods —

(i) in accordance with section 1172 of CTA 2010 (time basis), or

(ii) if that method would produce a result that is unjust or
unreasonable, on a just and reasonable basis.

Oil and gas

Reduction in rate of supplementary charge

In section 330 of CTA 2010 (supplementary charge in respect of ring fence
trades), in subsection (1), for “20%” substitute “10%”.

The amendment made by subsection (1) has effect in relation to accounting
periods beginning on or after 1 January 2016 (but see also subsection (3)).

Subsections (4) and (5) apply where a company has an accounting period
beginning before 1 January 2016 and ending on or after that date (“the
straddling period”).

For the purpose of calculating the amount of the supplementary charge on the
company for the straddling period —

(@) so much of that period as falls before 1 January 2016, and so much of
that period as falls on or after that date, are treated as separate
accounting periods, and

(b) the company’s adjusted ring fence profits for the straddling period are
apportioned to the two separate accounting periods in proportion to
the number of days in those periods.

The amount of the supplementary charge on the company for the straddling
period is the sum of the amounts of supplementary charge that would, in
accordance with subsection (4), be chargeable on the company for those
separate accounting periods.

In this section—
“adjusted ring fence profits” has the same meaning as in section 330 of
CTA 2010;
“supplementary charge” means any sum chargeable under section 330(1)
of CTA 2010 as if it were an amount of corporation tax.
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59  Investment allowance: disqualifying conditions

(1) Section 332D of CTA 2010 (expenditure on acquisition of asset: disqualifying
conditions) is amended as follows.

(2) Insubsection (1) after “an asset” insert “(“the acquisition concerned”)”.

(3) Insubsection (2)—
(@) for “acquisition,” substitute “acquisition concerned,” and
(b) after “acquiring,” insert “leasing,”.

(4) Insubsection (3)(b)—
(@) for “acquisition,” substitute “acquisition concerned,”, and
(b) after “acquiring,” insert “leasing,”.

(5) After subsection (4) insert—

“(5) Insubsection (3)(c) “this Chapter” means the provisions of this Chapter,
and of any regulations made under this Chapter, as those provisions
have effect at the time when the investment expenditure mentioned in
subsection (1) is incurred.

(6) Subsections (7) and (8) apply where investment expenditure mentioned
in subsection (1) would, in the absence of this section, be relievable
under section 332C by reason of section 332CA (treatment of
expenditure incurred before field is determined).

(7)  Where this subsection applies —

(@) subsection (2) is to be read as if after “was” there were inserted
“, or has become,”, and

(b) in determining for the purposes of subsection (2) or (3)(b)
whether particular expenditure was incurred “before” the
acquisition concerned —

(i) paragraph (b) of section 332CA(3) is to be ignored, and

(ii) accordingly, that expenditure is to be taken (for the
purposes of determining whether it was incurred before
the acquisition concerned) to have been incurred when
it was actually incurred.

(8) Where this subsection applies, in determining whether the second
disqualifying condition applies to the asset—

(a) the reference in subsection (3)(a)(i) to a qualifying oil field is to
be read as including an area which, at the time of the acquisition
concerned, had not been determined to be an oil field but which
has subsequently become a qualifying oil field,

(b) the reference in subsection (3)(a)(ii) to a qualifying oil field is to
be read as including an area which, at the time of the transfer,
had not been determined to be an oil field but which has
subsequently become a qualifying oil field,

(c) thereference in subsection (3)(c)(i) to “the qualifying oil field” is
to be read accordingly, and

(d) the following sub-paragraph is to be treated as substituted for
subsection (3)(c)(ii) —

“(ii) would have been relievable under section 332C
if this Chapter had been fully in force and had
applied to expenditure incurred at the time
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when that expenditure was actually incurred
and the area in question had been a qualifying
oil field at that time.”

(9) In subsection (8)(a) and (b) “determined” means determined under
Schedule 1 to OTA 1975.

(10) In this section any reference to expenditure which was incurred by a
company in “leasing” an asset is to expenditure incurred by the
company under an agreement under which the asset was leased to the
company.”

(6) The amendments made by this section have effect for the purposes of
determining whether any expenditure —
(@) incurred by a company on or after 16 March 2016 on the acquisition of
an asset, or

(b) treated under section 332CA of CTA 2010 as so incurred,
is relievable expenditure for the purposes of section 332C of CTA 2010.

60 Investment allowance: power to expand meaning of “relevant income”

(1) Section 332F of CTA 2010 (activation of investment allowance) is amended as
follows.

(2) In subsection (2)(b) before “the company’s relevant income” insert “the total
amount of”.

(3) For subsection (3) substitute —

“(3) For the purposes of this Chapter, income is relevant income of a
company from a qualifying oil field for an accounting period if it is—
(@) production income of the company from any oil extraction
activities carried on in that oil field that is taken into account in
calculating the company’s adjusted ring fence profits for the
accounting period, or
(b) income that—

(i) 1isincome of such description (whether or not relating to
the oil field) as may be prescribed by the Treasury by
regulations, and

(ii) is taken into account as mentioned in paragraph (a).

(4) The Treasury may by regulations make such amendments of this
Chapter as the Treasury consider appropriate in consequence of, or in
connection with, any provision contained in regulations under
subsection (3)(b).

(6) Regulations under subsection (3)(b) or (4) may provide for any of the
provisions of the regulations to have effect in relation to accounting
periods ending before (or current when) the regulations are made.

(6) But subsection (5) does not apply to—

(@) any provision of amending or revoking regulations under
subsection (3)(b) which has the effect that income of any
description is to cease to be treated as relevant income of a
company from a qualifying oil field for an accounting period, or
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(b) provision made under subsection (4) in consequence of or in
connection with provision within paragraph (a).

(7) Regulations under this section may make transitional provision or
savings.

(8) Regulations under this section may not be made unless a draft of the
instrument containing them has been laid before, and approved by a
resolution of, the House of Commons.”

61  Onshore allowance: disqualifying conditions
(1) CTA 2010 is amended as follows.
(2) Insection 356C after subsection (4) insert—

“(4A) Subsections (1) to (4) are subject to section 356CAA (which prevents
expenditure on the acquisition of an asset from being relievable in
certain circumstances).”

(3) After section 356CA insert—

“356CAA Expenditure on acquisition of asset: further disqualifying
conditions

(1) Capital expenditure incurred by a company (“the acquiring company*)
on the acquisition of an asset (“the acquisition concerned”) is not
relievable capital expenditure for the purposes of section 356C if
subsection (2), (3) or (8) applies to the asset.

(2) This subsection applies to the asset if capital expenditure incurred
before the acquisition concerned, by the acquiring company or another
company, in acquiring, bringing into existence or enhancing the value
of the asset was relievable under section 356C.

(3) This subsection applies to the asset if —

(@) the asset—

(i) is the whole or part of the equity in a qualifying site, or

(ii) isacquired in connection with a transfer to the acquiring
company of the whole or part of the equity in a
qualifying site,

(b) capital expenditure was incurred before the acquisition
concerned, by the acquiring company or another company, in
acquiring, bringing into existence or enhancing the value of the
asset, and

(c) any of that expenditure —

(i) related to the qualifying site, and

(i) would have been relievable under section 356C if this
Chapter had been fully in force and had applied to
expenditure incurred at that time.

(4) For the purposes of subsection (3)(a)(ii) it does not matter whether the
asset is acquired at the time of the transfer.

(5) Insubsection (3)(c) “this Chapter” means the provisions of this Chapter
as those provisions have effect at the time when the capital expenditure
mentioned in subsection (1) is incurred.
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(6) The reference in subsection (3)(c)(i) to the qualifying site includes an
area that, although not a qualifying site when the expenditure
mentioned in subsection (3)(b) was incurred, subsequently became the
qualifying site.

(7) Where expenditure mentioned in subsection (3)(b) related to an area
which subsequently became the qualifying site, the following sub-
paragraph is to be treated as substituted for subsection (3)(c)(ii) —

“(ii) would have been relievable under section 356C if the
area in question had been a qualifying site when the
expenditure was incurred, or if the area in question had
been such a site at that time and this Chapter had been
fully in force and had applied to expenditure incurred at
that time.”

(8) This subsection applies to the asset if —

(@) capital expenditure mentioned in subsection (1) would, in the
absence of this section, be relievable under section 356C by
reason of an election under section 356CB (treatment of
expenditure not related to an established site), and

(b) capital expenditure which was incurred before the acquisition
concerned, by the acquiring company or another company, in
acquiring, bringing into existence or enhancing the value of the
asset, either —

(i) has become relievable under section 356C by reason of
an election under section 356CB, or

(ii) would be so relievable if such an election were made in
respect of that expenditure.

(9) In determining for the purposes of subsection (8)(b) whether particular
expenditure was incurred “before” the acquisition concerned —

(a) paragraph (b) of section 356CB(6) is to be ignored, and

(b) accordingly, that expenditure is to be taken (for the purposes of
determining whether it was incurred before the acquistion
concerned) to have been incurred when it was actually
incurred.

(10) For the purposes of subsection (8)(b)(ii) it does not matter if an election
is not in fact capable of being made.”

(4) The amendments made by this section have effect for the purposes of
determining whether any expenditure —

(@) incurred by a company on or after 16 March 2016 on the acquisition of
an asset, or

(b) treated by reason of an election under section 356CB as so incurred,
is relievable expenditure for the purposes of section 356C of CTA 2010.

62  Cluster area allowance: disqualifying conditions

(1) Section 356]JFA of CTA 2010 (expenditure on acquisition of asset: disqualifying
conditions) is amended as follows.

(2) Insubsection (2) after “acquiring,” insert “leasing,”.

(3) Insubsection (3)(b) after “acquiring,” insert “leasing,”.
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(4)

®)

63

After subsection (4) insert—

“®)

In this section any reference to expenditure which was incurred by a
company in “leasing” an asset is to expenditure incurred by the
company under an agreement under which the asset was leased to the
company.”

The amendments made by this section have effect for the purposes of
determining whether any expenditure incurred by a company on or after 16
March 2016 on the acquisition of an asset is relievable expenditure for the
purposes of section 356JF of CTA 2010.

Cluster area allowance: power to expand meaning of “relevant income”

Section 356JH of CTA 2010 (activation of cluster area allowance) is amended as
follows.

In subsection (2)(b) before “the company’s relevant income” insert “the total
amount of”.

For subsection (3) substitute —

“©)

For the purposes of this Chapter, income is relevant income of a
company from a cluster area for an accounting period if it is—

(@) production income of the company from any oil extraction
activities carried on in that area that is taken into account in
calculating the company’s adjusted ring fence profits for the
accounting period, or

(b) income that—

(i) isincome of such description (whether or not relating to
the cluster area) as may be prescribed by the Treasury by
regulations, and

(ii) is taken into account as mentioned in paragraph (a).

The Treasury may by regulations make such amendments of this
Chapter as the Treasury consider appropriate in consequence of, or in
connection with, any provision contained in regulations under
subsection (3)(b).

Regulations under subsection (3)(b) or (4) may provide for any of the
provisions of the regulations to have effect in relation to accounting
periods ending before (or current when) the regulations are made.

But subsection (5) does not apply to—

(@) any provision of amending or revoking regulations under
subsection (3)(b) which has the effect that income of any
description is to cease to be treated as relevant income of a
company from a cluster area for an accounting period, or

(b) provision made under subsection (4) in consequence of or in
connection with provision within paragraph (a).

Regulations under this section may make transitional provision or

savings.

Regulations under this section may not be made unless a draft of the
instrument containing them has been laid before, and approved by a
resolution of, the House of Commons.”
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Exploitation of patents etc

64 Profits from the exploitation of patents etc

(1) Part 8A of CTA 2010 (profits arising from the exploitation of patents etc) is
amended as follows.

(2) Insection 357A (election for special treatment of profits from patents etc) —
(@) for subsections (6) and (7) substitute —

“(6) Chapter 2A makes provision for determining the relevant IP
profits or relevant IP losses of a trade of a company for an
accounting period in a case where —

(@) the accounting period begins on or after 1 July 2021, or
(b) the company is a new entrant (see subsection (11)).

(7) Chapters 2B, 3 and 4 make provision for determining the
relevant IP profits or relevant IP losses of a trade of a company
for an accounting period in various cases where —

(@) the accounting period begins before 1 July 2021, and
(b) the company is not a new entrant.”, and
(b) after subsection (10) insert—

“(11) A company is a “new entrant” for the purposes of this Part if —

(@) the first accounting period for which the company’s
election (or most recent election) under subsection (1)
has effect begins on or after 1 July 2016, or

(b) the company elects to be treated as a new entrant for the
purposes of this Part.”

(3) After section 357BE insert—
“CHAPTER 2A

RELEVANT IP PROFITS: CASES MENTIONED IN SECTION 357A(6)

Steps for calculating relevant IP profits of a trade
357BF Relevant IP profits

(1) This section applies for the purposes of determining the relevant IP
profits of a trade of a company for an accounting period in a case
where —

(@) the accounting period begins on or after 1 July 2021, or
(b) the company is a new entrant (see section 357A(11)).

(2) To determine the relevant IP profits —
Step 1
Take any amounts which are brought into account as credits in
calculating the profits of the trade for the accounting period, other than
any amounts of finance income (see section 357BG), and divide them
into two “streams”, amounts of relevant IP income (see sections 357BH
to 357BHC) and amounts that are not amounts of relevant IP income.

The stream consisting of relevant IP income is “the relevant IP income
stream”; the other stream is the “standard income stream”.
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Step 2
Divide the relevant IP income stream into “relevant IP income sub-
streams” so that each sub-stream is—

(@) a sub-stream consisting of income properly attributable to a
particular qualifying IP right (an “individual IP right sub-
stream”),

(b) a sub-stream consisting of income properly attributable to a
particular kind of IP item (a “product sub-stream”), or

(c) a sub-stream consisting of income properly attributable to a
particular kind of IP process (a “process sub-stream”).

See subsection (5) for the meaning of “IP item” and “IP process” and see
subsections (6) and (7) for further provision in connection with product
sub-streams and process sub-streams.

Step 3

Take any amounts which are brought into account as debits in
calculating the profits of the trade for the accounting period, other than
any excluded debits (see section 357BI), and allocate them on a just and
reasonable basis between the standard income stream and each of the
relevant IP income sub-streams.

Step 4
Deduct from each relevant IP income sub-stream —

(@) the amounts allocated to the sub-stream at Step 3, and

(b) the routine return figure for the sub-stream (see section 357B]).
But see section 357BIA (which provides that certain amounts allocated

to a relevant IP income sub-stream at Step 3 are not to be deducted from
the sub-stream at this Step).

Step 5

Deduct from each relevant IP income sub-stream which is greater than
nil following Step 4 the marketing assets return figure for the sub-
stream (see section 357BK).

Step 6

Multiply the amount of each relevant IP income sub-stream (following
the deductions required at Steps 4 and 5) by the R&D fraction for the
sub-stream (see section 357BL).

Step 7

Add together the amounts of the relevant IP income sub-streams
(following Step 6).

Step 8

If the company has made an election under section 357BM (which
provides in certain circumstances for profits arising before the grant of
a right to be treated as relevant IP profits), add to the amount given by
Step 7 any amount determined in accordance with subsection (3) of that
section.

If the amount given by subsection (2) is greater than nil, that amount is
the relevant IP profits of the trade for the accounting period.

If the amount given by subsection (2) is less than nil, that amount is the
relevant IP losses of the trade for the accounting period (see Chapter 5).

In this section —
“IP item” means —
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(@) anitem in respect of which a qualifying IP right held by
the company has been granted, or

(b) an item which incorporates one or more items within
paragraph (a);

“IP process” means —

(@) a process in respect of which a qualifying IP right held
by the company has been granted, or

(b) a process which incorporates one or more processes
within paragraph (a).

(6) For the purposes of this section two or more IP items, or two or more IP
processes, may be treated as being of a particular kind if they are
intended to be, or are capable of being, used for the same or
substantially the same purposes.

(7) Income may be allocated at Step 2 of subsection (2) to a product sub-
stream or process sub-stream only if —

(@) it would not be reasonably practicable to apportion the income
between individual IP right sub-streams, or

(b) it would be reasonably practicable to do that but doing so
would result in it not being reasonably practicable to apply any
of the remaining steps in subsection (2).

(8) Any reference in this section to a qualifying IP right held by the
company includes a reference to a qualifying IP right in respect of
which the company holds an exclusive licence.

Finance income
357BG Finance income

(1) For the purposes of this Part “finance income”, in relation to a trade of
a company, means —
(@) any credits which are treated as receipts of the trade by virtue
of —
(i) section 297 of CTA 2009 (credits in respect of loan
relationships), or

(ii) section 573 of CTA 2009 (credits in respect of derivative
contracts),

(b) any amount which in accordance with generally accepted
accounting practice falls to be recognised as arising from a
financial asset, and

(c) any return, in relation to an amount, which—

(i) 1is produced for the company by an arrangement to
which it is a party, and
(ii) is economically equivalent to interest.

(2) Insubsection (1)—
“economically equivalent to interest” is to be construed in
accordance with section 486B(2) and (3) of CTA 2009, and
“financial asset” means a financial asset as defined for the
purposes of generally accepted accounting practice.
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3)

For the purposes of subsection (1)(c), the amount of a return is the
amount which by virtue of the return would, in calculating the
company’s chargeable profits, be treated under section 486B of CTA
2009 (disguised interest to be regarded as profit from loan relationship)
as profit arising to the company from a loan relationship.

But, in calculating that profit for the purposes of this subsection,
sections 486B(7) and 486C to 486E of that Act are to be ignored.

Relevant IP income

357BH Relevant IP income

1)

For the purposes of this Part “relevant IP income” means income falling
within any of the Heads set out in—

(@) subsection (2) (sales income),

(b) subsection (6) (licence fees),

(c) subsection (7) (proceeds of sale etc),
(d) subsection (8) (damages for infringement), and
(e) subsection (9) (other compensation).

This is subject to section 357BHB (excluded income).

Head 1 is income arising from the sale by the company of any of the
following items —
(a) items in respect of which a qualifying IP right held by the
company has been granted (“qualifying items”);
(b) items incorporating one or more qualifying items;
(c) items that are wholly or mainly designed to be incorporated
into items within paragraph (a) or (b).

For the purposes of this Part an item and its packaging are not to be
treated as a single item, unless the packaging performs a function that
is essential for the use of the item for the purposes for which it is
intended to be used.

In subsection (3) “packaging”, in relation to an item, means any form of
container or other packaging used for the containment, protection,
handling, delivery or presentation of the item, including by way of
attaching the item to, or winding the item round, some other article.

In a case where a qualifying item and an item that is designed to
incorporate that item (“the parent item”) are sold together as, or as part
of, a single unit for a single price, the reference in subsection (2)(b) to an
item incorporating a qualifying item includes a reference to the parent
item.

Head 2 is income consisting of any licence fee or royalty which the
company receives under an agreement granting another person any of
the following rights only —
(@) a right in respect of any qualifying IP right held by the
company,
(b) any other right in respect of a qualifying item or process, and

(c) inthe case of an agreement granting any right within paragraph
(a) or (b), a right granted for the same purposes as those for
which that right was granted.
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In this subsection “qualifying process” means a process in respect of
which a qualifying IP right held by the company has been granted.

Head 3 is any income arising from the sale or other disposal of a
qualifying IP right or an exclusive licence in respect of such a right.

Head 4 is any amount received by the company in respect of an
infringement, or alleged infringement, of a qualifying IP right held by
the company at the time of the infringement or alleged infringement.

Head 5 is any amount of damages, proceeds of insurance or other
compensation, other than an amount in respect of an infringement or
alleged infringement of a qualifying IP right, which is received by the
company in respect of an event and —
(@) is paid in respect of any items that fell within subsection (2) at
the time of that event, or
(b) represents a loss of income which would, if received by the
company at the time of that event, have been relevant IP

income.

(10) But income is not relevant IP income by virtue of subsection (8) or (9)
unless the event in respect of which the income is received, or any part
of that event, occurred at a time when —

(@) the company was a qualifying company, and
(b) an election under section 357A(1) had effect in relation to it.

(11) In a case where the whole of that event does not occur at such a time,
subsection (8) or (9) (as the case may be) applies only to so much of the
amount received by the company in respect of the event as on a just and
reasonable apportionment is properly attributable to such a time.

(12) Any reference in this section to a qualifying IP right held by the
company includes a reference to a qualifying IP right in respect of
which the company holds an exclusive licence.

357BHA Notional royalty

1)

(2)

This section applies where —
(@) acompany holds a qualifying IP right or an exclusive licence in
respect of a qualifying IP right,
(b) the qualifying IP right falls within paragraph (a), (b) or (c) of
section 357BB(1), and
(c) the income of a trade of the company for an accounting period
includes income (“IP-derived income”) which —

(i) arises from things done by the company that involve the
exploitation by the company of the qualifying IP right,
and

(ii) is not relevant IP income, finance income or excluded
income.

The company may elect that the appropriate percentage of the IP-
derived income is to be treated for the purposes of this Part as if it were
relevant IP income.

The “appropriate percentage” is the proportion of the IP-derived
income which the company would pay another person (“P”) for the
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right to exploit the qualifying IP right in the accounting period
concerned if the company were not otherwise able to exploit it.

(4) For the purposes of determining the appropriate percentage under this
section, assume that —

(a) the company and P are dealing at arm’s length,

(b) the company, or the company and persons authorised by it, will
have the right to exploit the qualifying IP right to the exclusion
of any other person (including P),

(c) the company will have the same rights in relation to the
qualifying IP right as it actually has,

(d) the right to exploit the qualifying IP right is conferred on the
relevant day,

(e) the appropriate percentage is determined at the beginning of
the accounting period concerned,

(f) the appropriate percentage will apply for each succeeding
accounting period for which the company will have the right to
exploit the qualifying IP right, and

(g) no income other than IP-derived income will arise from
anything done by the company that involves the exploitation by
the company of the qualifying IP right.

(5) Insubsection (4)(d) “the relevant day” means—
(@) the first day of the accounting period concerned, or

(b) if later, the day on which the company first began to hold the
qualifying IP right or licence.

(6) In determining the appropriate percentage, the company must act in
accordance with—

(@) Article 9 of the OECD Model Tax Convention, and
(b) the OECD transfer pricing guidelines.

(7) In this section “excluded income” means any income falling within
either of the Heads in section 357BHB.

357BHB Excluded income

(1) For the purposes of this Part income falling within either of the Heads
set out in the following subsections is not relevant IP income —

(a) subsection (2) (ring fence income),
(b) subsection (3) (income attributable to non-exclusive licences).

(2) Head 1 is income arising from oil extraction activities or oil rights.

In this subsection “oil extraction activities” and “oil rights” have the
same meaning as in Part 8 (see sections 272 and 273).

(3) Head 2 is income which on a just and reasonable apportionment is
properly attributable to a licence (a “non-exclusive licence”) held by the
company which —

(@) is alicence in respect of an item or process, but
(b) is not an exclusive licence in respect of a qualifying IP right.

(4) Inacase where—

(@) acompany holds an exclusive licence in respect of a qualifying
IP right, and
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(b) the licence also confers on the company (or on the company and
persons authorised by it) any right in respect of the invention
otherwise than to the exclusion of all other persons,

the licence is to be treated for the purposes of this Part as if it were two
separate licences, one an exclusive licence that does not confer any such
rights, and the other a non-exclusive licence conferring those rights.

357BHC Mixed sources of income

(1) This section applies to any income that—
(@) is mixed income, or
(b) is paid under a mixed agreement.

(2) “Mixed income” means the proceeds of sale where an item falling
within subsection (2) of section 357BH and an item not falling within
that subsection are sold together as, or as part of, a single unit for a
single price.

(3) A “mixed agreement” is an agreement providing for —
(@) one or more of the matters in paragraphs (a) to (c) of subsection
(4), and
(b) one or more of the matters in paragraphs (d) to (g) of that
subsection.

(4) The matters are—
(@) the sale of an item falling within section 357BH(2),
(b) the grant of any right falling within paragraph (a), (b) or (c) of
section 357BH(6),

(c) asale or disposal falling within section 357BH(7),
(d) the sale of any other item,

(e) the grant of any other right,

(f) any other sale or disposal,

(g) the provision of any services.

() So much of the income as on a just and reasonable apportionment is
properly attributable to—

(@) the sale of an item falling within section 357BH(2),
(b) the grant of any right falling within paragraph (a), (b) or (c) of
section 357BH(6), or
(c) asale or disposal falling within section 357BH(7),
is to be regarded for the purposes of this Part as relevant IP income.

(6) But where the amount of income that on such an apportionment is
properly attributable to any of the matters in paragraphs (d) to (g) of
subsection (4) is a trivial proportion of the income to which this section
applies, all of that income is to be regarded for the purposes of this Part
as relevant IP income.

Excluded debits etc
357BI Excluded debits

For the purposes of this Part “excluded debits” means —

(@) the amount of any debits which are treated as expenses of a
trade by virtue of —
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(i) section 297 of CTA 2009 (debits in respect of loan
relationships), or

(ii) section 573 of CTA 2009 (debits in respect of derivative
contracts),

(b) the amount of any additional deduction for an accounting
period obtained by a company under Part 13 of CTA 2009 for
expenditure on research and development in relation to a trade,

(c) the amount of any additional deduction for an accounting
period obtained by a company under Part 15A of CTA 2009 in
respect of qualifying expenditure on a television programme,

(d) the amount of any additional deduction for an accounting
period obtained by a company under Part 15B of CTA 2009 in
respect of qualifying expenditure on a video game, and

(e) the amount of any additional deduction for an accounting
period obtained by a company under Part 15C of CTA 2009 in
respect of qualifying expenditure on a theatrical production.

357BIA Certain amounts not to be deducted from sub-streams at Step 4 of
section 357BF

(1) This section applies where a company enters into an arrangement with
a person under which —

(a) the person assigns to the company a qualifying IP right or
grants or transfers to the company an exclusive licence in
respect of a qualifying IP right, and

(b) the company makes to the person an income-related payment.

(2) A payment is an “income-related payment” for the purposes of
subsection (1) if —

(@) the obligation to make the payment arises under the
arrangement by reason of the amount of income the company
has accrued which is properly attributable to the right or
licence, or

(b) the amount of the payment is determined under the
arrangement by reference to the amount of income the company
has accrued which is so attributable.

(3) If the amount of the income-related payment is allocated to a relevant
IP income sub-stream at Step 3 of section 357BF(2), the amount is not to
be deducted from the sub-stream at Step 4 of section 357BF(2) unless
the payment will not affect the R&D fraction for the sub-stream.”

Routine return figure
357B] Routine return figure

(1) This section applies for the purpose of calculating the routine return
figure for a relevant IP income sub-stream established at Step 2 in
section 357BF(2) in determining the relevant IP profits of a trade of a
company for an accounting period.

(2) The routine return figure for the sub-stream is 10% of the aggregate of
any routine deductions which —
(@) have been made by the company in calculating the profits of the
trade for the accounting period, and
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(b) have been allocated to the sub-stream at Step 3 in section
357BF(2).
For the meaning of “routine deductions”, see sections 357BJA and
357BJB.

(3) Inacase where—
(@) the company (“C”) is a member of a group,

(b) another member of the group has incurred expenses on behalf
of C,

(c) had they been incurred by C, C would have made a deduction
in respect of the expenses in calculating the profits of the trade
for the accounting period,

(d) the deduction would have been a routine deduction, and

(e) the deduction would have been allocated to the sub-stream at
Step 3 in section 357BF(2),

Cis to be treated for the purposes of subsection (2) as having made such
a routine deduction and as having allocated the deduction to the sub-
stream.

(4) Where expenses have been incurred by any member of the group on
behalf of C and any other member of the group, subsection (3) applies
in relation to so much of the amount of the expenses as on a just and
reasonable apportionment may properly be regarded as incurred on
behalf of C.

357BJ A Routine deductions

(1) For the purposes of this Part, “routine deductions” means deductions
falling within any of the Heads set out in—

(@) subsection (2) (capital allowances),

(b) subsection (3) (costs of premises),

(c) subsection (4) (personnel costs),

(d) subsection (5) (plant and machinery costs),
(e) subsection (6) (professional services), and
(f) subsection (7) (miscellaneous services).

This is subject to section 357BJB (deductions that are not routine
deductions).

(2) Head 1 is any allowances under CAA 2001.

(3) Head 2 is any deductions made by the company in respect of any
premises occupied by the company.

(4) Head 3 is any deductions made by the company in respect of —
(@) any director or employee of the company, or
(b) any externally provided workers.

() Head 4 is any deductions made by the company in respect of any plant
or machinery used by the company.

(6) Head 5is any deductions made by the company in respect of any of the
following services —

(@) legal services, other than IP-related services;
(b) financial services, including —
(i) insurance services, and
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(©)
(d)

(ii) valuation or actuarial services;

services provided in connection with the administration or
management of the company’s directors and employees;

any other consultancy services.

(7) Head 6 is any deductions made by the company in respect of any of the
following services —

(b)

(f)

the supply of water, fuel or power;
telecommunications services;

computing services, including computer software;
postal services;

the transportation of any items;

the collection, removal and disposal of refuse.

(8) In this section—

“externally provided worker” has the same meaning as in Part 13

of CTA 2009 (see section 1128 of that Act),

“IP-related services” means services provided in connection

with—
(@) any application for a right to which this Part applies, or

(b) any proceedings relating to the enforcement of any such
right,

“premises” includes any land,
“telecommunications service” means any service that consists in

the provision of access to, and of facilities for making use of, any
telecommunication system (whether or not one provided by the
person providing the service), and

“telecommunication system” means any system (including the

apparatus comprised in it) which exists for the purpose of
facilitating the transmission of communications by any means
involving the use of electrical or electromagnetic energy.

(9) The Treasury may by regulations amend this section.

357BJB Deductions that are not routine deductions

(1) For the purposes of this Part a deduction is not a “routine deduction” if
it falls within any of the Heads set out in—

subsection (2) (loan relationships and derivative contracts),
subsection (3) (R&D expenses),

subsection (4) (capital allowances for R&D or patents),
subsection (5) (R&D-related employee share acquisitions),
subsection (8) (television production expenditure),
subsection (9) (video games development expenditure).

(2) Head 1is any debits which are treated as expenses of the trade by virtue

of —

(@)
(b)

section 297 of CTA 2009 (debits in respect of loan relationships),
or

section 573 of CTA 2009 (debits in respect of derivative
contracts).

(3) Head2is—
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(10)

(@) the amount of any expenditure on research and development in
relation to the trade —

(i) for which an additional deduction for the accounting
period is obtained by the company under Part 13 of CTA
2009, or

(ii) in respect of which the company is entitled to an R&D
expenditure credit for the accounting period under
Chapter 6A of Part 3 of CTA 2009, and

(b) where the company obtains an additional deduction as
mentioned in paragraph (a)(i), the amount of that additional
deduction.

Head 3 is any allowances under —
(@) Part6 of CAA 2001 (research and development allowances), or
(b) Part 8 of CAA 2001 (patent allowances).

Head 4 is the appropriate proportion of any deductions allowed under
Part 12 of CTA 2009 (relief for employee share acquisitions) in a case
where —
(@) shares are acquired by an employee or another person because
of the employee’s employment by the company, and

(b) the employee is wholly or partly engaged directly and actively
in relevant research and development (within the meaning of
section 1042 of CTA 2009).

In subsection (5) “the appropriate proportion”, in relation to a
deduction allowed in respect of an employee, is the proportion of the
staffing costs in respect of the employee which are attributable to
relevant research and development for the purposes of Part 13 of CTA
2009 (see section 1124 of that Act).

“Staffing costs” has the same meaning as in that Part (see section 1123
of that Act).

Subsections (5) and (6) of section 1124 of CTA 2009 apply for the
purposes of subsection (5)(b) as they apply for the purposes of that
section.

Head 5 is—
(@) the amount of any qualifying expenditure on a television
programme for which an additional deduction for the
accounting period is obtained by the company under Part 15A

of CTA 2009, and
(b) the amount of that additional deduction.
Head 6 is—

(@) the amount of any qualifying expenditure on a video game for
which an additional deduction for the accounting period is
obtained by the company under Part 15B of CTA 2009, and

(b) the amount of that additional deduction.

The Treasury may by regulations amend this section.
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Marketing assets return figure
357BK Marketing assets return figure

(1) The marketing assets return figure for a relevant IP income sub-stream
is—
NMR - AMR
where —

NMR is the notional marketing royalty in respect of the sub-
stream (see section 357BKA), and

AMR is the actual marketing royalty in respect of the sub-
stream (see section 357BKB).

(2) Where—
(@) AMRis greater than NMR, or

(b) the difference between NMR and AMR is less than 10% of the
amount of the relevant IP income sub-stream following the
deductions required by Step 4 in section 357BF(2),

the marketing assets return figure for the sub-stream is nil.
357BKA Notional marketing royalty

(1) The notional marketing royalty in respect of a relevant IP income sub-
stream is the appropriate percentage of the income allocated to that
sub-stream at Step 2 in section 357BF(2).

(2) The “appropriate percentage” is the proportion of that income which
the company would pay another person (“P”) for the right to exploit the
relevant marketing assets in the accounting period concerned if the
company were not otherwise able to exploit them.

(3) For the purposes of this section a marketing asset is a “relevant
marketing asset” in relation to a relevant IP income sub-stream if the
sub-stream includes any income arising from things done by the
company that involve the exploitation by the company of that
marketing asset.

(4) For the purpose of determining the appropriate percentage under this
section, assume that —

(@) the company and P are dealing at arm’s length,

(b) the company, or the company and persons authorised by it, will
have the right to exploit the relevant marketing assets to the
exclusion of any other person (including P),

(c) thecompany will have the same rights in relation to the relevant
marketing assets as it actually has,

(d) theright to exploit the relevant marketing assets is conferred on
the relevant day,

(e) the appropriate percentage is determined at the beginning of
the accounting period concerned,

(f) the appropriate percentage will apply for each succeeding
accounting period for which the company will have the right to
exploit the relevant marketing assets, and

(g) noincome other than income within the relevant IP income sub-
stream will arise from anything done by the company that
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involves the exploitation by the company of the relevant
marketing assets.

(6) In subsection (4)(d) “the relevant day”, in relation to a relevant
marketing asset, means —

(@) the first day of the accounting period concerned, or

(b) if later, the day on which the company first acquired the
relevant marketing asset or the right to exploit the asset.

(6) In determining the appropriate percentage, the company must act in
accordance with—

(@) Article 9 of the OECD Model Tax Convention, and
(b) the OECD transfer pricing guidelines.

(7) In this section “marketing asset” means any of the following (whether
or not capable of being transferred or assigned) —

(@) anything in respect of which proceedings for passing off could
be brought, including a registered trade mark (within the
meaning of the Trade Marks Act 1994),

(b) anything that corresponds to a marketing asset within
paragraph (a) and is recognised under the law of a country or
territory outside the United Kingdom,

(c) any signs or indications (so far as not falling within paragraph
(@) or (b)) which may serve, in trade, to designate the
geographical origin of goods or services, and

(d) any information which relates to customers or potential
customers of the company, or any other member of a group of
which the company is a member, and is intended to be used for
marketing purposes.

357BKB Actual marketing royalty

(1) The actual marketing royalty for a relevant IP income sub-stream is the
aggregate of any sums which—

(@) were paid by the company for the purposes of acquiring any

relevant marketing assets or the right to exploit any such assets,

and
(b) have been allocated to the sub-stream at Step 3 in section
357BF(2).
(2) In this section “relevant marketing asset” has the same meaning as in
section 357BKA.
R&D fraction
357BL Introduction

(1) Sections 357BLA to 357BLH apply for the purpose of determining the
R&D fraction for a relevant IP income sub-stream established at Step 2
in section 357BF(2) in determining the relevant IP profits of a trade of a
company for an accounting period.

(2) In sections 357BLA to 357BLH, references to “the sub-stream”, “the
trade”, “the company” and “the accounting period” are to the relevant
IP income sub-stream, the trade, the company and the accounting
period referred to in subsection (1).
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357BLA The R&D fraction

(1) The R&D fraction for the sub-stream is the lesser of 1 and —
(D+SI)x1.3
D+SI1+S2+A

where —
D is the company’s qualifying expenditure on relevant R&D
undertaken in-house (see section 357BLB),
S1 is the company’s qualifying expenditure on relevant R&D
sub-contracted to unconnected persons (see section 357BLC),
S2 is the company’s qualifying expenditure on relevant R&D
sub-contracted to connected persons (see section 357BLD), and
A is the company’s qualifying expenditure on the acquisition of
relevant qualifying IP rights (see section 357BLE).

(2) This section is subject to section 357BLH (R&D fraction: increase for
exceptional circumstances).

357BLB Qualifying expenditure on relevant R&D undertaken in-house

(1) Insection 357BLA, the company’s “qualifying expenditure on relevant
R&D undertaken in-house” means the expenditure incurred by the
company during the relevant period which meets conditions A and B.

(2) Condition A is that the expenditure is —
(@) incurred on staffing costs,
(b) incurred on software or consumable items,
(c) qualifying expenditure on externally provided workers, or
(d) incurred on relevant payments to the subjects of clinical trials.

(3) Condition B is that the expenditure is attributable to relevant research
and development undertaken by the company itself.

(4) If an election made by the company under section 18A of CTA 2009
(election for exemption for profits or losses of company’s foreign
permanent establishments) applies to the relevant period, expenditure
incurred by the company during the period which meets conditions A
and B—

(@) isnot “qualifying expenditure on relevant R&D undertaken in-
house”, but
(b) is “qualifying expenditure on relevant R&D sub-contracted to
connected persons”,
so far as it is expenditure brought into account in calculating a relevant
profits amount, or a relevant losses amount, aggregated at section
18A(4)(a) or (b) of CTA 2009 in calculating the company’s foreign
permanent establishments amount for the period.

(5) Inthissection and sections 357BLC and 357BLD, “relevant research and
development” means research and development (within the meaning
of section 1138) which—

(@) in a case where the sub-stream is an individual IP right sub-
stream, relates to the qualifying IP right to which the income in
the sub-stream is attributable,

(b) in a case where the sub-stream is a product sub-stream, relates
to a qualifying IP right granted in respect of any item —
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(i) to which income in the sub-stream is attributable, or

(i) which is incorporated in an item to which income in the
sub-stream is attributable, or

(c) in a case where the sub-stream is a process sub-stream, relates
to a qualifying IP right granted in respect of any process —

(i) to which income in the sub-stream is attributable, or

(i) which is incorporated in a process to which income in
the sub-stream is attributable.

(6) Research and development “relates” to a qualifying IP right for the
purposes of subsection (5) if —

(a) it creates, or contributes to the creation of, the invention,

(b) itis undertaken for the purpose of developing the invention,

(c) it is undertaken for the purpose of developing ways in which
the invention may be used or applied, or

(d) it is undertaken for the purpose of developing any item or
process incorporating the invention.

(7) The following provisions of CTA 2009 apply for the purposes of this
section —

(@) section 1123 (meaning of “staffing costs”),

(b) section 1124 (when staffing costs are attributable to relevant
research and development),

(c) section 1125 (meaning of “software or consumable items”),

(d) sections 1126 to 1126B (when software or consumable items are
attributable to relevant research and development),

(e) sections 1127 to 1131 (meaning of “qualifying expenditure on
externally provided workers”),

(f) section 1132 (when qualifying expenditure on externally
provided workers is attributable to relevant research and
development), and

(g) section 1140 (meaning of “relevant payments to the subjects of
clinical trials™),

and in the application of those provisions for the purposes of this
section any reference to “relevant research and development” is to be
read as a reference to relevant research and development within the
meaning given by subsection (5).

357BLC Qualifying expenditure on relevant R&D sub-contracted to
unconnected persons

(1) Insection 357BLA, the company’s “qualifying expenditure on relevant
R&D sub-contracted to unconnected persons” means the expenditure
incurred by the company during the relevant period in making
payments within subsection (2).

(2) A payment is within this subsection if —
(@) it is made to a person in respect of relevant research and
development contracted out by the company to the person, and
(b) the company and the person are not connected (within the
meaning given by section 1122).

(3) If an election made by the company under section 18A of CTA 2009
(election for exemption for profits or losses of company’s foreign



Finance Act 2016 (c. 24) 117
Part 2 — Corporation tax

permanent establishments) applies to the relevant period, expenditure
incurred by the company during the period in making payments within
subsection (2) —

(a) is not “qualifying expenditure on relevant R&D sub-contracted
to unconnected persons”, but

(b) is “qualifying expenditure on relevant R&D sub-contracted to
connected persons”,

so far as it is expenditure brought into account in calculating a relevant
profits amount, or a relevant losses amount, aggregated at section
18A(4)(a) or (b) of CTA 2009 in calculating the company’s foreign
permanent establishments amount for the period.

Where a payment is made to a person in respect of relevant research
and development contracted out to the person and in respect of other
matters, so much of the payment as is properly attributable to other
matters is to be disregarded for the purposes of this section.

357BLD Qualifying expenditure on relevant R&D sub-contracted to

1)

connected persons

13

In section 357BLA, the company’s “qualifying expenditure on relevant
R&D sub-contracted to connected persons” means the total of —

(@) any expenditure which is “qualifying expenditure on relevant
R&D sub-contracted to connected persons” as a result of section
357BLB(4) or 357BLC(3) (certain expenditure attributed to
company’s foreign permanent establishments), and

(b) the expenditure incurred by the company during the relevant
period in making payments within subsection (2).

A payment is within this subsection if —
(@) it is made to a person in respect of relevant research and
development contracted out by the company to the person, and
(b) the company and the person are connected (within the meaning
given by section 1122).

Where a payment is made to a person in respect of relevant research
and development contracted out to the person and in respect of other
matters, so much of the payment as is properly attributable to other
matters is to be disregarded for the purposes of this section.

357BLE Qualifying expenditure on acquisition of relevant qualifying IP

Q)

(2)

3)

(4)

rights

In section 357BLA, the company’s “qualifying expenditure on the
acquisition of relevant qualifying IP rights” means the expenditure
incurred by the company in making during the relevant period
payments within any of subsections (2), (3) and (4).

A payment is within this subsection if it is made to a person in respect
of the assignment by that person to the company of a relevant
qualifying IP right.

A payment is within this subsection if it is made to a person in respect
of the grant or transfer by that person to the company of an exclusive
licence in respect of a relevant qualifying IP right.

A payment is within this subsection if —
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(a) itis made to a person in respect of the disclosure by that person
to the company of any item or process, and

(b) the company applies for and is granted a relevant qualifying IP
right in respect of that item or process (or any item or process
derived from it).

Where the company has incurred expenditure in making a series of
payments to a person in respect of a single assignment, grant, transfer
or disclosure, each of the payments in the series is to be treated for the
purposes of this section as having been made on the date on which the
first payment in the series was made.

“Relevant qualifying IP right” means —

(@) in a case where the sub-stream is an individual IP right sub-
stream, the qualifying IP right to which the income in the sub-
stream is attributable,

(b) in a case where the sub-stream is a product sub-stream, a
qualifying IP right granted in respect of an item —

(i) to which income in the sub-stream is attributable, or

(i) which is incorporated in an item to which income in the
sub-stream is attributable, or

c) in a case where the sub-stream is a process sub-stream, a
p
qualifying IP right granted in respect of a process —

(i) to which income in the sub-stream is attributable, or

(i) which is incorporated in a process to which income in
the sub-stream is attributable.

357BLF Meaning of the “relevant period” etc

Q)
(2)

Subsections (2) to (6) define “the relevant period” for the purposes of
sections 357BLB to 357BLE.

The “relevant period” is the period which —
(@) ends with the last day of the accounting period, and

(b) begins on the relevant day or such earlier day as the company
may elect.

This is subject to subsection (6).

The “relevant day” is 1 July 2013 in a case where —
(a) the accounting period begins before 1 July 2021, and
(b) the company is a new entrant (see section 357A(11)).

The “relevant day” is 1 July 2016 in any other case.

A day elected under subsection (2)(b) must not be more than 20 years
before the last day of the accounting period.

If the last day of the accounting period is, or is after, 1 July 2036 the
“relevant period” is the period of 20 years ending with that day.

Expenditure incurred by the company is to be treated for the purposes
of sections 357BLB to 357BLD as incurred during the relevant period if
(and only if) the expenditure is allowable as a deduction in calculating
for corporation tax purposes the profits of the trade for an accounting
period which falls, in whole or in part, within the relevant period.
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357BLG Cases where the company is a new entrant with insufficient
information about pre-enactment expenditure

(1) This section applies if —

(@) the accounting period begins before 1 July 2021 and the
company is a new entrant (so that subsection (3) of section
357BLF applies), and

(b) the company has insufficient information about its expenditure
in the period which begins with 1 July 2013 and ends with 30
June 2016 to be able to calculate the R&D fraction for the sub-
stream.

(2) If the accounting period begins on or after 1 July 2019, the company
may elect that, for the purposes of enabling it to determine the R&D
fraction for the sub-stream, section 357BLF is to have effect as if in
subsection (3) for “1 July 2013” there were substituted “1 July 2016”.

(3) If the accounting period begins before 1 July 2019 the company may
elect that, for the purposes of enabling it to determine the R&D fraction
for the sub-stream, sections 357BL to 357BLE are to have effect as if —

(@) any reference in those sections to the relevant period were to the
period of three years ending with the last day of the accounting
period,

(b) in section 357BLB, for subsections (5) and (6) there were
substituted —

“(d) In this section and sections 357BLC and 357BLD,
“relevant research and development” means research
and development (within the meaning of section 1138)
which relates to the trade.”, and

(c) insection 357BLE —

(i) ineach of subsections (2), (3) and (4) the word “relevant”
were omitted, and

(ii) subsection (6) were omitted.
357BLH R&D fraction: increase for exceptional circumstances

(1) The company may elect to increase the R&D fraction for the sub-stream
by the amount mentioned in subsection (2) if (but for the increase) —

(@) it would not be less than 0.325, and

(b) it would, because of exceptional circumstances, be less than the
value fraction for the sub-stream (see subsection (3)).

(2) The amount of the increase referred to in subsection (1) is the amount
which is equal to the difference between the R&D fraction (before the
increase) and the value fraction.

(3) The “value fraction” for the sub-stream is the fraction which, on a just
and reasonable assessment, represents the proportion of the value of
the relevant qualifying IP rights which is properly attributable to
research and development undertaken at any time —

(@) by the company itself, or
(b) on behalf of the company by persons not connected with it.

(4) An election under subsection (1) is made by the company giving notice
to an officer of Revenue and Custom:s.
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The notice must be given on or before the last day on which an
amendment of the company’s tax return for the accounting period
could be made under paragraph 15 of Schedule 18 to FA 1998.

In this section —

“relevant qualifying IP rights” has the same meaning as in section
357BLE, and

“research and development” has the meaning given by section
1138.

Section 1122 (meaning of “connected” persons”) applies for the
purposes of this section.

Profits arising before grant of right

357BM Profits arising before grant of right

1)

This section applies where a company —

(@) holds a right mentioned in paragraph (a), (b) or (c) of section
357BB(1) (rights to which this Part applies) or an exclusive
licence in respect of such a right, or

(b) would hold such a right or licence but for the fact that the
company disposed of any rights in the invention or (as the case
may be) the licence before the right was granted.

The company may elect that, for the purposes of determining the
relevant IP profits of a trade of the company for the accounting period
in which the right is granted, there is to be added the amount
determined in accordance with subsection (3) (the “additional
amount”).

The additional amount is the difference between —

(@) the aggregate of the relevant IP profits of the trade for each
relevant accounting period, and

(b) the aggregate of what the relevant IP profits of the trade for each
relevant accounting period would have been if the right had
been granted on the relevant day.

For the purposes of determining the additional amount, the amount of
any relevant IP profits to which section 357A does not apply by virtue
of Chapter 5 (relevant IP losses) is to be disregarded.

In this section “relevant accounting period” means —

(a) the accounting period of the company in which the right is
granted, and

(b) any earlier accounting period of the company which meets the
conditions in subsection (6).

The conditions mentioned in subsection (5)(b) are —

(@) thatitis anaccounting period for which an election made by the
company under section 357A(1) has effect,

(b) that it is an accounting period for which the company is a
qualifying company, and

(c) thatitends on or after the relevant day.

In this section “the relevant day” is the later of —
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(a) the first day of the period of 6 years ending with the day on
which the right is granted, and

(b) the day on which—
(i) the application for the grant of the right was filed, or

(ii) in the case of a company that holds an exclusive licence
in respect of the right, the licence was granted.

(8) Where the company would be a qualifying company for an accounting
period but for the fact that the right had not been granted at any time
during that accounting period, the company is to be treated for the
purposes of this section as if it were a qualifying company for that
accounting period.

(9) Where the company would be a qualifying company for the accounting
period in which the right was granted but for the fact that the company
disposed of the rights or licence mentioned in subsection (1)(b) before
the right was granted, the company is to be treated for the purposes of
section 357A as if it were a qualifying company for that accounting
period.

Small claims treatment
357BN Small claims treatment

(1) This section applies where —
(@) a company carries on only one trade during an accounting
period,
(b) section 357BF applies for the purposes of determining the
relevant IP profits of the trade for the accounting period, and

(c) the qualifying residual profit of the trade for the accounting
period does not exceed whichever is the greater of —

(i) £1,000,000, and
(ii) the relevant maximum for the accounting period.

(2) The company may make any of the following elections for the
accounting period —

(@) anotional royalty election (see section 357BNA),
(b) asmall claims figure election (see section 357BNB), and
(c) a global streaming election (see section 357BNC).

This is subject to subsections (3) and (4).

(3) The company may not make a notional royalty election, a small claims
figure election or a global streaming election for the accounting period
if —

(@) the qualifying residual profit of the trade for the accounting
period exceeds £1,000,000,

(b) section 357BF applied for the purposes of determining the
relevant IP profits of the trade for any previous accounting
period beginning within the relevant 4-year period, and

(c) the company did not make a notional royalty election, a small
claims figure election or (as the case may be) a global streaming
election for that previous accounting period.

(4) The company may not make a small claims figure election for the
accounting period if —
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(a) the qualifying residual profit of the trade for the accounting
period exceeds £1,000,000,

(b) section 357C or 357DA applied for the purposes of determining
the relevant IP profits of the trade for any previous accounting
period beginning within the relevant 4-year period, and

(c) the company did not make an election under section 357CL for
small claims treatment for that previous accounting period.

(5) Insubsections (3) and (4) “the relevant 4-year period” means the period
of 4 years ending with the beginning of the accounting period
mentioned in subsection (1)(a).

(6) For the purposes of this section, the “qualifying residual profit” of a
trade of a company for an accounting period is the amount which
(assuming the company did not make an election under this section)
would be equal to the aggregate of the relevant IP income sub-streams
established at Step 2 in section 357BF(2) in determining the relevant IP
profits of the trade for the accounting period, following the deductions
from those sub-streams required by Step 4 in section 357BF(2) (ignoring
the amount of any sub-stream which is not greater than nil following
those deductions).

(7) For the purposes of this section, the “relevant maximum” for an
accounting period of a company is —

(a) ina case where no company is a related 51% group company of
the company in the accounting period, £3,000,000;

(b) in a case where one or more companies are related 51% group
companies of the company in the accounting period, the
amount given by the formula—

£3,000,000
1+N
where N is the number of those related 51% group companies
in relation to which an election under section 357A(1) has effect
for the accounting period.

(8) For anaccounting period of less than 12 months, the relevant maximum
is proportionally reduced.

357BNA Notional royalty election

(1) Subsection (2) applies where a company has made a notional royalty
election for an accounting period under section 357BN(2)(a).

(2) Initsapplication for the purposes of determining the relevant IP profits
of the trade of the company for the accounting period, section 357BHA
(notional royalty) has effect as if —

(@) in subsection (2) for “the appropriate percentage” there were
substituted “75%”, and

(b) subsections (3) to (6) were omitted.
357BNB Small claims figure election

(1) Subsection (2) applies where a company has made a small claims figure
election for an accounting period under section 357BN(2)(b).
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(2)

®)
©)

In its application for the purposes of determining the relevant IP profits
of the trade of the company for the accounting period, section 357BF(2)
(steps for calculating relevant IP profits) has effect as if in Step 5—

(@) for “marketing assets return figure” there was substituted
“small claims figure”, and

(b) for “(see section 357BK)” there was substituted “(see section
357BNB(3))”.

Subsections (4) to (9) apply for the purpose of calculating the small
claims figure for a relevant IP income sub-stream established at Step 2
in section 357BF(2) in determining the relevant IP profits of a trade of a
company for an accounting period.

If 75% of the qualifying residual profit of the trade for the accounting
period is lower than the small claims threshold, the small claims figure
for the sub-stream is 25% of the amount of the sub-stream following
Step 4 in section 357BF(2).

If 75% of the qualifying residual profit of the trade for the accounting
period is higher than the small claims threshold, the small claims figure
for the sub-stream is the amount given by —

A—(Q‘gp y SCT)

where —
A is the amount of the sub-stream following the deductions
required by Step 4 in section 357BF(2),
QRP is the qualifying residual profit of the trade of the company
for the accounting period, and
SCT is the small claims threshold.

If no company is a related 51% group company of the company in the
accounting period, the small claims threshold is £1,000,000.

If one or more companies are related 51% group companies of the
company in the accounting period, the small claims threshold is —
£1,000,000
1+N

where N is the number of those related 51% group companies in
relation to which an election under section 357A(1) has effect for the
accounting period.

For an accounting period of less than 12 months, the small claims
threshold is proportionately reduced.

Subsection (6) of section 357BN (meaning of “qualifying residual
profit”) applies for the purposes of subsection (4) and (5) of this section.

357BNC Global streaming election

1)
(2)

Subsection (2) applies where a company has made a global streaming
election for an accounting period under section 357BN(2)(c).

In its application for the purpose of determining the relevant IP profits
of the trade of the company for the accounting period, this Chapter has
effect with the following modifications.
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3)

(10)

In subsection (2) of section 357BF (relevant IP profits) —
(@) omit Step 2,
(b) in Step 3 for “each of the relevant IP income sub-streams”
substitute “the relevant IP income stream”,
(c) inStep4—
(i) in the words before paragraph (a), for “each” substitute
“the”,

(ii) for “sub-stream”, in each place it occurs, substitute
“stream”,
(d) inStep5—
(i) atthe beginning insert “If the relevant IP income stream
is greater than nil following Step 4,”,

(ii) for the words from “each” to “Step 4” substitute “the
stream”,

(iif) for “sub-stream”, in the second place it occurs, substitute
“stream”,

(e) inStep 6—
(i) for “eachrelevant IP income sub-stream” substitute “the
relevant IP income stream”,

(ii) for “sub-stream”, in the second place it occurs, substitute
“stream”,

(f) omitStep 7, and
(g) in Step 8 for “given by Step 7” substitute “of the relevant IP
income stream following Step 6”.

In subsection (3) of that section for “given by” substitute “of the
relevant IP income stream following the Steps in”.

In subsection (4) of that section for “given by” substitute “of the
relevant IP income stream following the Steps in”.

Omit subsections (5) to (7) of that section.

In section 357BIA(3) (certain amounts not to be deducted from sub-
streams at Step 4 of section 357BF) —

(@) for “arelevant IP income sub-stream” substitute “the relevant IP
income stream’;

(b) for “sub-stream”, in the second and third places it occurs,
substitute “stream”.

In section 357BJ (routine return figure) —

(@) for “sub-stream”, in each place it occurs, substitute “stream”,
and

(b) in subsection (1) for “Step 2” substitute “Step 1”.

In section 357BK (marketing asset return figure) for “sub-stream”, in
each place it occurs, substitute “stream”.

In section 357BKA (notional marketing royalty) —

(@) for “sub-stream”, in each place it occurs, substitute “stream”,
and

(b) in subsection (1) for “Step 2” substitute “Step 1”.
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(11)

(12)

(13)

(14)

(15)

In section 357BKB (actual marketing royalty) for “sub-stream”, in each
place it occurs, substitute “stream”.

In section 357BL (R&D fraction: introduction) —

(@) for “sub-stream” (in each place it occurs) substitute “stream”,
and

(b) in subsection (1) for “Step 2” substitute “Step 1”.

In section 357BLA(1) (R&D fraction) for “sub-stream” substitute
“stream”.

In section 357BLB(5) (qualifying expenditure on relevant R&D
undertaken in-house) for the words after “1138)” substitute “which
relates to a qualifying IP right to which income in the stream is
attributable”.

In section 357BLE(6) (qualifying expenditure on acquisition of relevant
qualifying IP rights) for the words from “means” to the end substitute
“means a qualifying IP right to which income in the stream is
attributable”.

In section 357BLG (cases where the company is a new entrant with
insufficient information about pre-enactment expenditure) for “sub-
stream”, in each place it occurs, substitute “stream”.

In section 357BLH (R&D fraction: increase for exceptional
circumstances) for “sub-stream”, in each place it occurs, substitute
“stream”.

In section 357BNB (small claims figure election) —

(@) for “sub-stream”, in each place it occurs, substitute “stream”,
and

(b) in subsection (3) for “Step 2” substitute “Step 1”.

CHAPTER 2B

RELEVANT IP PROFITS: CASES MENTIONED IN SECTION 357 A (7): INCOME FROM NEW

IP

357BO Relevant IP profits

M)

Section 357BF applies, with the modifications set out in section 357BQ,
for the purposes of determining the relevant IP profits of a trade of a
company for an accounting period in a case where —

(@) the accounting period begins before 1 July 2021,
(b) the company is not a new entrant (see section 357A(11)), and

(c) any amount of relevant IP income brought into account as a
credit in calculating the profits of the trade for the accounting
period is properly attributable to a new qualifying IP right (see
section 357BP).

Where it is necessary for the purposes of section 357BF, as applied by
this section, to determine the R&D fraction for a relevant I income sub-
stream, the company concerned is to be treated for the purposes of
sections 357BLF and 357BLG as if it were a new entrant.
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Where section 357BF applies by reason of this section for the purposes
of determining the relevant IP profits of a trade of a company for an
accounting period, the company may not make a global streaming
election for the accounting period under section 357BN(2)(c).

357BP Meaning of “new qualifying IP right” and “old qualifying IP right”

Q)
(2)

(10)
(11)

(12)

This section applies for the purposes of this Part.

“New qualifying IP right”, in relation to a company, means a qualifying
IP right which meets condition A, B or C.

“Old qualifying IP right”, in relation to a company, means a qualifying
IP right which does not meet any of those conditions.

Condition A is that the right was granted or issued to the company in
response to an application filed on or after the relevant date.

Condition B is that the right was assigned to the company on or after
the relevant date.

Condition C is that an exclusive licence in respect of the right was
granted to the company on or after the relevant date.

The “relevant date” for the purposes of subsections (4), (5) and (6) is 1
July 2016; but this is subject to subsection (8).

The “relevant date” for the purposes of subsections (5) and (6) is 2
January 2016 if —

(@) the company and the person who assigned the right or granted
the licence were connected at the time of the assignment or
grant,

(b) the main purpose, or one of the main purposes, of the
assignment of the right or the grant of the licence was the
avoidance of a foreign tax,

(c) the person who assigned the right or granted the licence was not
within the charge to corporation tax at the time of the
assignment or grant, and

(d) theperson who assigned the right or granted the licence was not
liable at the time of the assignment or grant to a foreign tax
which is designated for the purposes of this section by
regulations made by the Treasury.

Regulations may be made under subsection (8)(d) which designate a
foreign tax only if it appears to the Treasury that the tax may be charged
at a reduced rate under provisions of the law of the country or territory
concerned which correspond to the provisions of this Part.

Regulations may not be made under subsection (8)(d) after 31
December 2016.

In this section “foreign tax” means a tax under the law of a country or
territory outside the United Kingdom.

Section 1122 (meaning of “connected” persons) applies for the purposes
of this section.
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357BQ The modifications

(1) The modifications of section 357BF referred to in section 357BO(1) are
as follows.

(2) Omit subsection (1).

(3) Insubsection (2)—
(@) inStep2—
(i) before paragraph (a) insert—
“(aa) a sub-stream consisting of income properly

attributable to old qualifying IP rights (“an old IP
rights sub-stream”),”,
(ii) in paragraph (a) before “qualifying IP right” insert
“new”,
(iif) in the words after paragraph (c) for “and (7)” substitute
“to (VE)”,

(b) in Step 6, for “relevant IP income sub-stream” substitute
“individual IP right sub-stream, each product sub-stream and
each process sub-stream”, and

(c) for Step 7 substitute —

“Step 7
Add together —
(@) the amount of any old IP rights sub-stream
(following Steps 4 and 5), and
(b) the amount of each of the individual IP right
sub-streams, each of the product sub-streams
and each of the process sub-streams (following
Step 6).”

(4) Insubsection (7) for paragraph (a) substitute —

“(a) it would not be reasonably practicable to apportion the income
between —

(i) individual IP rights sub-streams, or

(ii) individual IP rights sub-streams and an old IP rights
sub-stream, or”.

(5) After subsection (7) insert—

“(7A) Subsections (7B) to (7E) apply where —

(@) income which is properly attributable to an IP item or IP
process may in accordance with subsection (7) be
allocated at Step 2 of subsection (2) to a product sub-
stream or process sub-stream, and

(b) the IP item or IP process incorporates —

(i) atleastoneitem or process in respect of which an
old qualifying IP right held by the company has
been granted, and

(ii) at least one item or process in respect of which a
new qualifying IP right held by the company has
been granted.

(7B) If—



128

Finance Act 2016 (c. 24)
Part 2 — Corporation tax

(4)

(7C)

(VD)

(7E)

(i)
(i)

(@) the value of the IP item or IP process is wholly or mainly
attributable to the incorporation in it of the items or
processes referred to in subsection (7A)(b)(i), or

(b) the old IP percentage for the IP item or IP process is 80%
or more,

the income properly attributable to the IP item or IP process
may be treated as if it were properly attributable to old
qualifying IP rights only; and, accordingly, the income may be
allocated at Step 2 of subsection (2) to an old qualifying IP rights
sub-stream (rather than to a product sub-stream or process sub-
stream).

If the old IP percentage for the IP item or IP process is less than
80% but not less than 20%, that percentage of the income which
is properly attributable to the IP item or IP process may be
treated as if it were properly attributable to old qualifying IP
rights only; and, accordingly, that percentage of the income
may be allocated at Step 2 of subsection (2) to an old IP rights
sub-stream (and the remainder is to be allocated to a product
sub-stream or process sub-stream).

Where by reason of subsection (7C) only part of the income
properly attributable to the IP item or IP process is allocated to
a product sub-stream or process sub-stream, the IP item or IP
process is to be treated, in determining the R&D fraction for the
sub-stream, as if it did not incorporate the items or processes
referred to in subsection (7A)(b)(i).

For the purposes of subsection (7B) and (7C), the “old IP
percentage” for an IP item or IP process is the percentage found
by the following calculation —

%xmo

Where —

O is the number of items or processes incorporated in the IP
item or IP process in respect of which an old qualifying IP right
held by the company has been granted, and

T is the number of items or processes incorporated in the IP item
or IP process in respect of which an old or a new qualifying IP
right held by the company has been granted.””

In section 357FB (tax advantage schemes) —
in subsection (2)(b) (list of ways by which deductions can be inflated) —

omit “or” at the end of sub-paragraph (ii), and
after sub-paragraph (iii) insert “, or
(iv) an R&D fraction (see subsection (4A))

being greater than it would be but for the
scheme.”, and

after subsection (4) insert—

“(4A)

The reference in subsection (2)(b)(iv) to an R&D fraction is a
reference to such a fraction as is mentioned at Step 6 of section
357BF(2).”
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®)

After section 357GC insert —

“Transferred trades

357GCA Application of this Part in relation to transferred trades

Q)

Where —

(@) a company (“the transferor”) ceases to carry on a trade which
involves the exploitation of a qualifying IP right (“the relevant
qualifying IP right”),

(b) the transferor assigns the relevant qualifying IP right, or grants
or transfers an exclusive licence in respect of it, to another
company (“the transferee”), and

(c) the transferee begins to carry on the trade,

the following provisions apply in determining under this Part the
relevant IP profits of the trade carried on by the transferee.

The transferee is to be treated as not being a new entrant if —

(@) an election under section 357A(1) has effect in relation to the
transferor on the date of the assignment, grant or transfer
mentioned in subsection (1)(b) (“the transfer date”), and

(b) the first accounting period of the transferor for which that
election had effect began before 1 July 2016.

The relevant qualifying IP right is to be treated as being an old
qualifying IP right in relation to the transferee if by reason of section
357BP it is an old qualifying IP right in relation to the transferor.

Expenditure incurred prior to the transfer date by the transferor which
is attributable to relevant research and development undertaken by the
transferor is to be treated for the purposes of section 357BLB as if it is
expenditure incurred by the transferee which is attributable to relevant
research and development undertaken by the transferee.

Expenditure incurred prior to the transfer date by the transferor in
making a payment to a person in respect of relevant research and
development contracted out by the transferor to that person is to be
treated for the purposes of sections 357BLC and 357BLD as if it is
expenditure incurred by the transferee in making a payment to that
person in respect of relevant research and development contracted out
by the transferee to that person.

Expenditure incurred prior to the transfer date by the transferor in
making a payment in connection with the relevant qualifying IP right
which is within subsection (2), (3) or (4) of section 357BLE is to be
treated for the purposes of that section as if it is expenditure incurred
by the transferee in making a payment in connection with that right
which is within one of those subsections.

Expenditure incurred by the transferee in making a payment to the
transferor in respect of the assignment, grant or transfer mentioned in
subsection (1)(b) is to be ignored for the purposes of section 357BLE.

In this section—
“trade” includes part of a trade, and
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“relevant research and development” means research and

development which relates to the relevant qualifying IP right.

(9) For the purposes of this section research and development “relates” to
the relevant qualifying IP right if —

(@) it creates, or contributes to the creation of the invention,
(b) it is undertaken for the purpose of developing the invention,
(c) it is undertaken for the purpose of developing ways in which
the invention may be used or applied, or
(d) it is undertaken for the purpose of developing any item or
process incorporating the invention.”
(6) Schedule 9 contains amendments consequential on this section.
(7) The amendments made by this section have effect in relation to accounting
periods beginning on or after 1 July 2016.
(8) Subsection (9) applies where a company has an accounting period (“the
straddling period”) which begins before, and ends on or after, 1 July 2016 or 1
July 2021 (“the relevant date”).
(9) For the purposes of this section and Part 8A of CTA 2010—

(@) so much of the straddling period as falls before the relevant date, and
so much of that period as falls on or after that date, are treated as
separate accounting periods, and

(b) any amounts brought into account for the purposes of calculating for
corporation tax purposes the profits of any trade of the company for the
straddling period are apportioned to the two separate accounting
periods on such basis as is just and reasonable.

(10) Subsection (11) applies if —

(@) an election is made by a company under section 357A(1) of CTA 2010,
and

(b) the notice under section 357G of that Act specifies the accounting
period of the company which ends on 30 June 2016, or any earlier
accounting period, as being the first accounting period for which the
election is to have effect.

(11) Nothing in section 357GA(5) prevents the election having effect in relation to
the accounting period of the company which ends on 30 June 2016 or any
subsequent accounting period.

(12) Subsection (13) applies to an amount of relevant IP income of a company if —

(@) the company is not a new entrant,

(b) the income is properly attributable to a new qualifying IP right which
was assigned to the company, or in respect of which an exclusive
licence was granted to the company, during the period beginning on 2
January 2016 and ending on 1 July 2016, and

(c) the income accrued to the company during the period beginning on 1
July 2016 and ending on 1 January 2017.

(13) The income is to be treated for the purposes of Part 8A of CTA 2010 as being
properly attributable to an old qualifying IP right.

(14) Expressions used in subsections (12) and (13) and in Part 8A of CTA 2010 have

the meaning they have in that Part.
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65

66

67

1)

W N
~ ~—

Q)
(2)

Miscellaneous

Power to make regulations about the taxation of securitisation companies

Section 624 of CTA 2010 (power to make regulations about the application of
the Corporation Tax Acts in relation to securitisation companies) is amended
in accordance with subsections (2) to (4).

In subsection (1), for “Corporation Tax Acts” substitute “Taxes Acts”.
In subsection (2), for “Corporation Tax Acts” substitute “Taxes Acts”.

In subsection (9), after “section” insert “—

“the Taxes Acts” has the meaning given by section 118(1) of TMA
1970, and”.

In section 625 of CTA 2010 (regulations: supplementary provision) in
subsection (3) (power to include retrospective provision) after “may” insert *,
insofar as they concern the application of the Corporation Tax Acts in relation
to a securitisation company,”.

Hybrid and other mismatches

Schedule 10 contains provision that counteracts, for corporation tax purposes,
hybrid and other mismatches that would otherwise arise.

Insurance companies carrying on long-term business

Part 2 of FA 2012 (insurance companies carrying on long-term business) is
amended as follows.

In section 73 (the I-E basis), in step 4 —
(@) for “(but not below nil) by the” substitute “by the relievable”, and
(b) at the end of the step insert—

“In this step, “the relievable amount” of a non-trading deficit means so
much of the deficit as does not exceed the total of —

(@) the amount given by the calculation required by step 1,
(b) the amount given by the calculation required by step 2, and

(c) any amount of an I-E receipt under section 92 brought into
account under step 3.”

In section 88 (loan relationships, derivative contracts and intangible fixed
assets), in subsection (6), for “excess—" and paragraphs (a) and (b), substitute
“excess is treated for the purposes of section 76 as a deemed BLAGAB
management expense for that period.”

In section 126 (restrictions in respect of non-trading deficit), in subsection (2),
for “would have under section 388” to the end substitute “has, calculated by
reference only to credits and debits —

(a) arising in respect of such of the company’s loan relationships as are
debtor relationships (see section 302(6) of CTA 2009), and

(b) referable, in accordance with Chapter 4, to the company’s basic life
assurance and general annuity business.”

The amendments made by this section have effect in relation to accounting
periods beginning on or after the day on which this Act is passed.
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68  Taking over payment obligations as lessee of plant or machinery

(1) InPart 20 of CTA 2010 (tax avoidance involving leasing plant or machinery),
after section 894 insert—

“CHAPTER 3

CONSIDERATION FOR TAKING OVER PAYMENT OBLIGATIONS AS LESSEE TREATED AS
INCOME

“894A Consideration for taking over payment obligations as lessee treated as
income

(1) This section applies where under any arrangements —

(@) acompany chargeable to corporation tax (C) agrees to take over
obligations of another person (D) as lessee under a lease of plant
or machinery,

(b) as a result of that agreement C, or a person connected with C,
becomes entitled to income deductions (whether deductions in
calculating income or from total profits), and

(c) apaymentis payable to C, or a person connected with C, by way
of consideration for that agreement.

(2) The payment is treated for the purposes of corporation tax as income
received by C in the period of account in which C takes over the
obligations mentioned in subsection (1)(a).

(3) Subsection (2) does not apply if and to the extent that the payment is
(apart from this section) —
(@) charged to tax on C, or a person connected with C, as an amount
of income,
(b) brought into account in calculating for tax purposes any income
of C or a person connected with C, or

(c) brought into account for the purposes of any provision of CAA
2001 as a disposal receipt, or proceeds from a balancing event or
disposal event, of C or a person connected with C.

(4) It does not matter how C takes over the obligations of D (whether by
assignment, novation, variation or replacement of the contract, by
operation of law or otherwise).

(5) In this section—

“arrangements”  include  any  scheme,  arrangement,
understanding, transaction or series of transactions (whether or
not legally enforceable);

“lease of plant or machinery” means any kind of agreement or
arrangement under which sums are paid for the use of, or
otherwise in respect of, plant or machinery;

“payment” includes the provision of any benefit, the assumption
of any liability or the transfer of money or money’s worth (and
“payable” is to be construed accordingly);

“payment by way of consideration” means any payment made,
directly or indirectly, in consequence of or otherwise in
connection with, the agreement mentioned in subsection (1)(a),
where it is reasonable to assume the agreement would not have
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been made unless the arrangements included provision for the
payment.

(6) Any priority rule (other than section 212(1) of FA 2013 (general anti-
abuse rule to have priority over other rules)) has effect subject to this
section, despite the terms of the priority rule.

(7) For that purpose “priority rule” is a rule (however expressed) to the
effect that particular provisions have effect to the exclusion of, or
otherwise in priority to, anything else.

(8) Examples of priority rules are section 464 of CTA 2009 (priority of loan
relationships rules) and section 6(1) of TIOPA 2010 (effect to be given to
double taxation arrangements despite anything in any enactment).”

(2) In Chapter 6 of Part 13 of ITA 2007 (avoidance involving leases of plant or
machinery), after section 809ZF insert—

“809ZFA Consideration for taking over payment obligations as lessee
treated as income

(1) This section applies where under any arrangements —

(@) aperson within the charge to income tax (P) agrees to take over
obligations of another person (Q) as lessee under a lease of plant
or machinery,

(b) as a result of that agreement P, or a person connected with P,
becomes entitled to income deductions (whether deductions in
calculating income or from total profits), and

(c) apaymentis payable to P, or a person connected with P, by way
of consideration for that agreement.

(2) The payment is treated for the purposes of income tax as income
received by P in the tax year in which P takes over the obligations
mentioned in subsection (1)(a).

(3) Subsection (2) does not apply if and to the extent that the consideration
is (apart from this section) —

(a) charged to tax on P, or a person connected with P, as an amount
of income,

(b) brought into account in calculating for tax purposes any income
of P or a person connected with P, or

(c) brought into account for the purposes of any provision of CAA
2001 as a disposal receipt, or proceeds from a balancing event or
disposal event, of P or a person connected with P.

(4) It does not matter how P takes over the obligations of Q (whether by
assignment, novation, variation or replacement of the contract, by
operation of law or otherwise).

(®) In this section—

“arrangements”  include  any  scheme,  arrangement,
understanding, transaction or series of transactions (whether or
not legally enforceable);

“lease of plant or machinery” means any kind of agreement or
arrangement under which sums are paid for the use of, or
otherwise in respect of, plant or machinery;
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“payment” includes the provision of any benefit, the assumption
of any liability or the transfer of money or money’s worth (and
“payable” is to be construed accordingly),;

“payment by way of consideration” includes a payment made,
directly or indirectly, in consequence of or otherwise in
connection with, the agreement mentioned in subsection (1)(a),
where it is reasonable to assume the agreement would not have
been made unless the arrangements included provision for the
payment.

(6) Any priority rule (other than section 212(1) of FA 2013 (general anti-
abuse rule to have priority over other rules)) has effect subject to this
section, despite the terms of the priority rule.

(7) For that purpose “priority rule” is a rule (however expressed) to the
effect that particular provisions have effect to the exclusion of, or
otherwise in priority to, anything else.

(8) Anexample of a priority rule is section 6(1) of TIOPA 2010 (effect to be
given to double taxation arrangements despite anything in any
enactment).”

(3) This section applies to agreements of the kind mentioned in section 894A(1)(a)
of CTA 2010 or section 809ZFA of ITA 2007 that are made on or after 25
November 2015.

PART 3

INCOME TAX AND CORPORATION TAX
Capital allowances

69  Capital allowances: designated assisted areas

In section 45K of CAA 2001 (expenditure on plant and machinery for use in
designated assisted area), in subsection (1)(b) (condition that expenditure is
incurred in the period of 8 years beginning with 1 April 2012), for “1 April
2012” substitute “the date on which the area is (or is treated as) designated
under subsection (2)(a)”.

70  Capital allowances: anti-avoidance relating to disposals
(1) Part2of CAA 2001 (plant and machinery allowances) is amended as follows.

(2) Section 213 (relevant transactions: sale, hire purchase etc. and assignment) is
amended in accordance with subsections (3) and (4).

(3) Insubsection (1) for the words from “enters” to “(“S”)” substitute “and another
person (“S”) enter into a relevant transaction”.

(4) After subsection (3) insert—

“(4) For the purposes of this Chapter, references to the disposal value of the
plant or machinery under a relevant transaction are references to the
disposal value that is to be brought into account by S as a result of the
sale, contract or assignment in question.”
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®)
6)

(10)

Section 215 (transactions to obtain tax advantages) is amended in accordance
with subsections (6) to (8).

In subsection (1) —

(a) after “restricted” insert “, and balancing charges are imposed or
increased,”, and

(b) for the words from “B” to “S” substitute “B and S enter into a relevant
transaction”.

In subsection (4) —
(@) after “includes” insert “—
(@ ”, and
(b) atend insert “, and

(b) avoiding liability for the whole or part of a balancing
charge to which a person would otherwise be liable.”

After subsection (4) insert—

“(4A) If the tax advantage relates to the disposal value of the plant or
machinery under the relevant transaction (whether by obtaining a
more favourable allowance or by avoiding the whole or part of a
balancing charge) then —
(@) the applicable section is section 218ZB, and

(b) the tax advantage is to be disregarded for the purposes of
subsection (6) and (8)(b).”

After section 218ZA (restrictions on writing down allowances: section 215)
insert—

“218ZB Disposal values: section 215

1) If—

(@) this section applies as a result of section 215,

(b) a payment is payable to any person under the transaction,
scheme or arrangement mentioned in that section,

(c) some or all of the payment would not (apart from this section)
be taken into account in determining the disposal value of the
plant or machinery under the relevant transaction, and

(d) asaresult of the matters mentioned in paragraphs (b) and (c) S
would otherwise obtain a tax advantage as mentioned in
section 215(3) and (4),

the disposal value of the plant or machinery under the relevant
transaction is to be adjusted in a just and reasonable manner so as to
include an amount representing so much of the payment as would or
would in effect cancel out the tax advantage.

(2) In subsection (1) “payment” includes the provision of any benefit, the
assumption of any liability and any other transfer of money or money’s
worth, and “payable” is to be construed accordingly.”

In section 66 (list of provisions outside Chapter 5 about disposal values) insert
at the appropriate place —

“section 218ZB  disposal of plant or machinery in avoidance cases”.



136 Finance Act 2016 (c. 24)
Part 3 — Income tax and corporation tax

(11) The amendments made by this section have effect in relation to transactions
mentioned in section 213(1)(a), (b) or (c) of CAA 2001 that take place on or after
25 November 2015.

Trade and property business profits

71  Trade and property business profits: money’s worth
(1) ITTOIA 2005 is amended in accordance with subsections (2) and (3).
(2) In Chapter 3 of Part 2 (trade profits: basic rules), after section 28 insert —
“28A Money’s worth

(1) Subsection (2) applies—

(@) for the purpose of bringing into account an amount arising in
respect of a transaction involving money’s worth entered into
in the course of a trade, and

(b) if an amount at least equal to the amount that would be brought
into account under that subsection is not otherwise brought into
account as a receipt in calculating the profits of a trade under a
provision of this Part other than a provision mentioned in
subsection (3).

(2) For the purpose of calculating the profits of the trade, an amount equal
to the value of the money’s worth is brought into account as a receipt
if, had the transaction involved money, an amount would have been
brought into account as a receipt in respect of it.

(3) But where another provision of this Part makes express provision for
the bringing into account of an amount in respect of money’s worth as
a receipt in calculating the profits of a trade (however expressed), that
other provision applies instead of subsection (2).”

(3) In Chapter 3 of Part 3 (profits of property businesses), in section 272
(application of trading income rules), in the Table in subsection (2), at the
appropriate place insert—

“section 28A money’s worth”.

(4) CTA 2009 is amended in accordance with subsections (5) and (6).
(5) In Chapter 3 of Part 3 (trade profits: basic rules), after section 49 insert—
“49A Money’s worth

(1) Subsection (2) applies—

(a) for the purpose of bringing into account an amount arising in
respect of a transaction involving money’s worth entered into
in the course of a trade, and

(b) if an amount at least equal to the amount that would be brought
into account under that subsection is not otherwise brought into
account as a receipt in calculating the profits of a trade under a
provision of this Part other than a provision mentioned in
subsection (3).
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(2) For the purpose of calculating the profits of the trade, an amount equal
to the value of the money’s worth is brought into account as a receipt
if, had the transaction involved money, an amount would have been
brought into account as a receipt in respect of it.

(3) But where another provision of this Part makes express provision for
the bringing into account of an amount in respect of money’s worth as
a receipt in calculating the profits of a trade (however expressed), that
other provision applies instead of subsection (2).”

6) In Chapter 3 of Part 4 (profits of property businesses), in section 210
p p property
(application of trading income rules), in the Table in subsection (2), at the
appropriate place insert—

“section 49A money’s worth”.

(7) The amendments made by this section have effect in relation to transactions
entered into on or after 16 March 2016.

72  Replacement and alteration of tools

1) Omit the following provisions (replacement and alteration of trade tools) —
&p p
(@) section 68 of ITTOIA 2005 and the italic heading before that section, and
(b) section 68 of CTA 2009 and the italic heading before that section.

(2) In consequence of subsection (1)(a), in ITTOIA 2005 —

(@) in subsection (1) of section 56A (cash basis accounting), omit the entry
relating to section 68, and

(b) in section 272 (profits of a property business: application of trading
income rules), in subsection (2), omit the entry in the table relating to
section 68.

(3) In consequence of subsection (1)(b), in section 210 of CTA 2009 (profits of a
property business: application of trading income rules), in subsection (2), omit
the entry in the table relating to section 68.

(4) The amendments made by this section have effect in relation to expenditure
incurred on or after the date in subsection (5).

(6) The dateis—
(@) for corporation tax purposes, 1 April 2016, and
(b) for income tax purposes, 6 April 2016.

Property business deductions

73  Property business deductions: replacement of domestic items

(1) In Chapter 5 of Part 3 of ITTOIA 2005 (property income), after section 311
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insert —

“Deduction for replacement of domestic items

311A Replacement domestic items relief

Q)
(2)

3)

This section applies if conditions A to D are met.

Condition A is that a person (“P”) carries on a property business in
relation to land which consists of or includes a dwelling-house.

Condition B is that—

(@) a domestic item has been provided for use in the dwelling-
house (“the old item”),

(b) Pincurs expenditure on a domestic item for use in the dwelling-
house (“the new item”),

(c) the new item is provided solely for the use of the lessee,

(d) the new item replaces the old item, and

(e) following that replacement, the old item is no longer available
for use in the dwelling-house.

Condition C is that a deduction for the expenditure is not prohibited by
the wholly and exclusively rule but would otherwise be prohibited by
the capital expenditure rule (see subsection (15)).

Condition D is that no allowance under CAA 2001 may be claimed in
respect of the expenditure.

In calculating the profits of the business, a deduction for the
expenditure is allowed.

But this is subject to subsections (7) and (8).

No deduction is allowed for expenditure in a tax year if —

(@) the business consists of or includes the commercial letting of
furnished holiday accommodation (see Chapter 6), and

(b) the dwelling-house constitutes some or all of that
accommodation for the tax year.

No deduction is allowed for expenditure in a tax year if —
(@) the person has rent-a-room receipts in respect of the dwelling-
house for the tax year, and
(b) section 793 or 797 (rent-a-room relief) applies in relation to
those receipts.

The basic amount of the deduction is as follows —

(@) where the new item is the same or substantially the same as the
old item, the deduction is equal to the expenditure incurred by
P on the new item;

(b) where the new item is not the same or substantially the same as
the old item, the deduction is equal to so much of the
expenditure incurred by P on the new item as does not exceed
the expenditure which P would have incurred on an item which
is the same or substantially the same as the old item.

Subsections (10) to (13) make further provision about the calculation of
the deduction in certain cases.
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(10) If P incurs incidental expenditure of a capital nature in connection with
the disposal of the old item or the purchase of the new item, the
deduction is increased by the amount of the incidental expenditure.

(11) If the old item is disposed of in part-exchange for the new item —

(@) the expenditure incurred by P on the new item is treated as
including an amount equal to the value of the old item, and

(b) the deduction is reduced by that amount.

(12) If the old item is disposed of other than in part-exchange for the new
item, the deduction is reduced by the amount or value of any
consideration in money or money’s worth which P or a person
connected with P receives, or is entitled to receive, in respect of the
disposal.

(13) For the purposes of subsection (12), where the old item is disposed of
together with other consideration, the consideration in respect of the
disposal mentioned in that subsection is taken not to include the
amount of, or an amount equal to the value of, that other consideration.

(14) In this section, “domestic item” means an item for domestic use (such
as furniture, furnishings, household appliances and kitchenware), and
does not include anything that is a fixture.

“Fixture” —

(@) means any plant or machinery that is so installed or otherwise
fixed in or to a dwelling-house as to become, in law, part of that
dwelling-house, and

(b) includes any boiler or water-filled radiator installed in a
dwelling-house as part of a space or water heating system.

“Plant or machinery” here has the same meaning as in Part 2 of CAA
2001.

(15) In this section—

“the capital expenditure rule” means the rule in section 33 (capital
expenditure), as applied by section 272;

“lessee” means the person who is entitled to the use of the
dwelling-house under a lease or other arrangement under
which a sum is payable in respect of the use of the dwelling-
house;

“the wholly and exclusively rule” means the rule in section 34
(expenses not wholly and exclusively for trade and
unconnected losses), as applied by section 272.”

(2) InChapter 5 of Part 4 of CTA 2009 (property income), after section 250 insert—

“Deduction for replacement of domestic items
250A Replacement domestic items relief
(1) This section applies if conditions A to D are met.

(2) Condition A is that a company (“C”) carries on a property business in
relation to land which consists of or includes a dwelling-house.

(3) Condition B is that—
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(10)

(11)

(12)

(@) a domestic item has been provided for use in the dwelling-
house (“the old item™),

(b) Cincurs expenditure on a domestic item for use in the dwelling-
house (“the new item”),

) the new item is provided solely for the use of the lessee,
(d) the new item replaces the old item, and
)

following that replacement, the old item is no longer available
for use in the dwelling-house.

Condition C is that a deduction for the expenditure is not prohibited by
the wholly and exclusively rule but would otherwise be prohibited by
the capital expenditure rule (see subsection (14)).

Condition D is that no allowance under CAA 2001 may be claimed in
respect of the expenditure.

In calculating the profits of the business, a deduction for the
expenditure is allowed.

But no deduction is allowed for expenditure in an accounting period
if—
(@) the business consists of or includes the commercial letting of
furnished holiday accommodation (see Chapter 6), and

(b) the dwelling-house constitutes some or all of that
accommodation for the accounting period.

The basic amount of the deduction is as follows —

(@) where the new item is the same or substantially the same as the
old item, the deduction is equal to the expenditure incurred by
C on the new item;

(b) where the new item is not the same or substantially the same as
the old item, the deduction is equal to so much of the
expenditure incurred by C on the new item as does not exceed
the expenditure which C would have incurred on an item which
is the same or substantially the same as the old item.

Subsections (9) to (12) make further provision about the calculation of
the deduction in certain cases.

If C incurs incidental expenditure of a capital nature in connection with
the disposal of the old item or the purchase of the new item, the
deduction is increased by the amount of the incidental expenditure.

If the old item is disposed of in part-exchange for the new item —

(@) the expenditure incurred by C on the new item is treated as
including an amount equal to the value of the old item, and

(b) the deduction is reduced by that amount.

If the old item is disposed of other than in part-exchange for the new
item, the deduction is reduced by the amount or value of any
consideration in money or money’s worth which C or a person
connected with C receives, or is entitled to receive, in respect of the
disposal.

For the purposes of subsection (11), where the old item is disposed of
together with other consideration, the consideration in respect of the
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disposal mentioned in that subsection is taken not to include the
amount of, or an amount equal to the value of, that other consideration.

(13) In this section, “domestic item” means an item for domestic use (such
as furniture, furnishings, household appliances and kitchenware), and
does not include anything that is a fixture.

“Fixture” —

(@) means any plant or machinery that is so installed or otherwise
fixed in or to a dwelling-house as to become, in law, part of that
dwelling-house, and

(b) includes any boiler or water-filled radiator installed in a
dwelling-house as part of a space or water heating system.

“Plant or machinery” here has the same meaning as in Part 2 of CAA
2001.

(14) In this section—

“the capital expenditure rule” means the rule in section 53 (capital
expenditure), as applied by section 210;

“lessee” means the person who is entitled to the use of the
dwelling-house under a lease or other arrangement under
which a sum is payable in respect of the use of the dwelling-
house;

“the wholly and exclusively rule” means the rule in section 54
(expenses not wholly and exclusively for trade and
unconnected losses), as applied by section 210.”

(3) In section 41 of TCGA 1992 (restriction of losses by reference to capital
allowances and renewals allowances), in subsection (4), after paragraph (a)
insert—

“(aa) any deduction under section 311A of ITTOIA 2005 or section
250A of CTA 2009 (replacement domestic items relief),”.

(4) In section 308 of ITTOIA 2005 (furnished lettings), in subsection (1)(b), after
“expenses” insert “of a revenue nature”.

(6) In section 322 of ITTOIA 2005 (commercial letting of furnished holiday
accommodation), after paragraph (za) in subsections (2) and (2A) insert—

“(zb) section 311A (replacement domestic items relief: see subsection
7)),

(6) In section 248 of CTA 2009 (furnished lettings), in subsection (1)(b), after
“expenses” insert “of a revenue nature”.

(7) In section 264 of CTA 2009 (commercial letting of furnished holiday
accommodation), before paragraph (a) in subsections (2) and (2A) insert—

“(za) section 250A (replacement domestic items relief: see subsection

7)),
(8) The amendments made by this section have effect in relation to expenditure
incurred on or after the date in subsection (9).
(9) The dateis—
(@) for corporation tax purposes, 1 April 2016, and
(b) for income tax purposes, 6 April 2016.
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74  Property business deductions: wear and tear allowance

(1) InPart3 of ITTOIA 2005 (property income) —
(@) omit sections 308A to 308C and the italic heading before section 308A
(wear and tear allowance), and
(b) in section 327 (capital allowances and loss relief: UK property
business), in subsection (2), omit paragraph (c) and the “or” before that
paragraph.

(2) The amendments made by subsection (1) have effect for the tax year 2016-17
and subsequent tax years.

(3) InPart4 of CTA 2009 (property income) —
(@) omit sections 248A to 248C of CTA 2009 and the italic heading before
section 248A (wear and tear allowance), and
(b) in section 269 (capital allowances and loss relief: UK property
business), in subsection (2), omit paragraph (c) and the “or” before that
paragraph.

(4) The amendments made by subsection (3) have effect in relation to accounting
periods beginning on or after 1 April 2016.

(5) For the purposes of subsection (3), where a company has an accounting period
beginning before 1 April 2016 and ending on or after that date (“the straddling
period”) —

(@) so much of the straddling period as falls before 1 April 2016, and so
much of that period as falls on or after that date, are treated as separate
accounting periods, and

(b) any amounts brought into account for the purposes of calculating for
corporation tax purposes the profits of a property business for the
straddling period are apportioned to the two separate accounting
periods in accordance with section 1172 of CTA 2010 (time basis) or, if
that method produces a result that is unjust or unreasonable, on a just
and reasonable basis.

Transfer pricing

75  Transfer pricing: application of OECD principles

(1) In section 164(4) of TIOPA 2010 (Part to be interpreted in accordance with
OECD principles) —
(@) in paragraph (a) after “2010” insert “as revised by the report, Aligning
Transfer Pricing Outcomes with Value Creation, Actions 8-10 - 2015
Final Reports, published by the OECD on 5 October 2015”, and
(b) in the words after paragraph (b)—
(i) for “such material” substitute “material which is”, and
(ii) for “as may be so designated” substitute “and which is
designated for the time being by order made by the Treasury”.

(2) Insection 357GE(1) of CTA 2010 (other interpretation), in the definition of “the
OECD transfer pricing guidelines”, for the words from “means” to the end
substitute “has the same meaning as “the transfer pricing guidelines” in section
164 of TIOPA 2010”.
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3)

76
1)

(2)

The amendments made by subsection (1) have effect (in relation to provision
made or imposed at any time) —

(@) for corporation tax purposes, in relation to accounting periods
beginning on or after 1 April 2016, and

(b) for income tax purposes, in relation to the tax year 2016-17 and
subsequent tax years.

The amendment made by subsection (2) has effect in relation to accounting
periods beginning on or after 1 April 2016.

Transactions in UK land

Corporation tax: territorial scope etc

Section 5 of CTA 2009 (territorial scope of charge) is amended in accordance
with subsections (2) to (4).

For subsection (2) substitute —

“(2) A non-UK resident company is within the charge to corporation tax
only if —
(a) it carries on a trade of dealing in or developing UK land (see
section 5B), or
(b) it carries on a trade in the United Kingdom (other than a trade
of dealing in or developing UK land) through a permanent
establishment in the United Kingdom.”

After subsection (2) insert—

“(2A) A non-UK resident company which carries on a trade of dealing in or
developing UK land is chargeable to corporation tax on all its profits
wherever arising that are profits of that trade.”

In subsection (4), after “(1)” insert , (2A)”.
After section 5 of CTA 2009 insert—
“5A Arrangements for avoiding tax

(1) Subsection (3) applies if a company has entered into an arrangement
the main purpose or one of the main purposes of which is to obtain a
relevant tax advantage for the company.

(2) In subsection (1) the reference to obtaining a relevant tax advantage
includes obtaining a relevant tax advantage by virtue of any provisions
of double taxation arrangements, but only in a case where the relevant
tax advantage is contrary to the object and purpose of the provisions of
the double taxation arrangements (and subsection (3) has effect
accordingly, regardless of section 6(1) of TIOPA 2010).

(3) The relevant tax advantage is to be counteracted by means of
adjustments.

(4) For this purpose adjustments may be made (whether by an officer of
Revenue and Customs or by the company) by way of an assessment,
the modification of an assessment, amendment or disallowance of a
claim, or otherwise.
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(5) In this section “relevant tax advantage” means a tax advantage in
relation to corporation tax to which the company is chargeable (or
would without the tax advantage be chargeable) by virtue of section
5(2A).

(6) In this section—

“arrangement” (except in the phrase “double taxation
arrangements”) includes any agreement, understanding,
scheme, transaction or series of transactions, whether or not
legally enforceable;

“double taxation arrangements” means arrangements which have
effect under section 2(1) of TIOPA 2010 (double taxation relief
by agreement with territories outside the United Kingdom);

“tax advantage” has the meaning given by section 1139 of CTA
2010.

5B Trade of dealing in or developing UK land

(1) A non-UK resident company’s “trade of dealing in or developing UK
land” consists of —

(@) any activities falling within subsection (2) which it carries on,
and

(b) any activities from which profits, gains or losses arise which are
treated under Part 8ZB of CTA 2010 as profits or losses of the
company’s trade of dealing in or developing UK land.

(2) The activities within this subsection are —
(@) dealing in UK land;
(b) developing UK land for the purpose of disposing of it.

(3) In this section “land” includes —
(@) buildings and structures,
(b) any estate, interest or right in or over land, and
(c) land under the sea or otherwise covered by water.

(4) In this section—

“disposal” is to be interpreted in accordance with section 3560Q
of CTA 2010;

“UK land” means land in the United Kingdom.”

(6) Insection 3 of CTA 2009 (exclusion of charge to income tax), in subsection (1),
for paragraph (b) substitute —
“(b) the company is not UK resident and —
(i) the income is profits of a trade of dealing in or
developing UK land, or
(ii) the income is within its chargeable profits as defined by
section 19.”

(7) In section 18A of CTA 2009 (exemption for profits or losses of foreign
permanent establishments), after subsection (2) insert—

“(2A) But profits and losses are not to be left out of account as mentioned in
subsection (2) so far as they are, or would if the company were non-UK
resident be, profits of the company’s trade of dealing in or developing
UK land (as defined in section 5B).”
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(8) Insection 19 of CTA 2009 (chargeable profits) —
(@) in subsection (2) for “company’s chargeable profits” substitute

9 ¢ 9999,

“company’s “chargeable profits™”;
(b) after subsection (2) insert—

“(2A) But the company’s “chargeable profits” do not include profits of
a trade of dealing in or developing UK land (and accordingly
such profits are not attributable to any permanent
establishment of the company).”

(9) Insection 189 of CTA 2009 (post-cessation receipts: extent of charge to tax), in
subsection (4), at the end insert “other than a company’s trade of dealing in or
developing UK land”.

(10) Insection 107 of CTA 2010 (restrictions on losses etc surrenderable by non-UK
resident), in subsection (1), for the words from “non-UK resident” to the end
substitute “non-UK resident company —

(a) carrying on a trade of dealing in or developing UK land, or

(b) carrying on a trade in the United Kingdom through a
permanent establishment.”

(11) Insection 1119 of CTA 2010 (definitions for purposes of Corporation Tax Acts),
at the appropriate place insert—

““trade of dealing in or developing UK land”, in relation to a non-
UK resident company, has the meaning given by section 5B of
CTA 2009,”.

77  Corporation tax: transactions in UK land

(1) InCTA 2010, after Part 8ZA insert—
“PART 8ZB

TRANSACTIONS IN UK LAND

Introduction
3560A Overview of Part

This Part contains provision about the corporation tax treatment of
certain profits and gains realised from disposals concerned with land in
the United Kingdom.

Amounts treated as profits of a trade
3560B Disposals of land in the United Kingdom

(1) Section 3560C(1) applies (subject to subsection (3) of that section) if —

(@) a person within subsection (2)(a), (b) or (c) realises a profit or
gain from a disposal of any land in the United Kingdom, and

(b) any of conditions A to D is met in relation to the land.

(2) The persons referred to in subsection (1) are —
(@) the person acquiring, holding or developing the land,
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(10)

(b) aperson who is associated with the person in paragraph (a) ata
relevant time, and

(c) a person who is a party to, or concerned in, an arrangement
within subsection (3).

An arrangement is within this subsection if —
(a) itis effected with respect to all or part of the land, and
(b) it enables a profit or gain to be realised —
(i) by any indirect method, or
(ii) by any series of transactions.

Condition A is that the main purpose, or one of the main purposes, of
acquiring the land was to realise a profit or gain from disposing of the
land.

Condition B is that the main purpose, or one of the main purposes, of
acquiring any property deriving its value from the land was to realise
a profit or gain from disposing of the land.

Condition C is that the land is held as trading stock.

Condition D is that (in a case where the land has been developed) the
main purpose, or one of the main purposes, of developing the land was
to realise a profit or gain from disposing of the land when developed.

In this section “relevant time” means any time in the period beginning
when the activities of the project begin and ending 6 months after the
disposal mentioned in subsection (1).

In this section “the project” means all activities carried out for any of the
following purposes —

(@) the purposes of dealing in or developing the land, and
(b) any other purposes mentioned in Conditions A to D.

For the purposes of this section a person (“A”) is associated with
another person (“B”) if —
(@) A is connected with B by virtue of any of subsections (5) to (7)
of section 1122 (read in accordance with section 1123), or
(b) Aisrelated to B (see section 3560T).

3560C Disposals of land: profits treated as trading profits

Q)
(2)

The profit or gain is to be treated for corporation tax purposes as profits
of a trade carried on by the chargeable company (see section 3560G).

If the chargeable company is non-UK resident, that trade is the
company’s trade of dealing in or developing UK land (as defined in
section 5B of CTA 2009).

But subsection (1) does not apply to a profit or gain so far as it would
(apart from this section) be brought into account as income in
calculating profits (of any person)—

(@) for corporation tax purposes, or
(b) for income tax purposes.

The profits are treated as arising in the accounting period of the
chargeable company in which the profit or gain is realised.



Finance Act 2016 (c. 24) 147
Part 3 — Income tax and corporation tax

(5) This section applies in relation to gains which are capital in nature as it
applies in relation to other gains.

3560D Disposals of property deriving its value from land in the United
Kingdom

(1) Section 3560E applies (subject to subsection (3) of that section) if —

(@) apersonrealises a profit or gain from a disposal of any property
which (at the time of the disposal) derives at least 50% of its
value from land in the United Kingdom,

(b) the person is a party to, or concerned in, an arrangement
concerning some or all of the land mentioned in paragraph (a)
(“the project land”), and

(c) the arrangement meets the condition in subsection (2).

(2) The condition is that the main purpose, or one of the main purposes, of
the arrangement is to—

(@) dealin or develop the project land, and

(b) realise a profit or gain from a disposal of property deriving the
whole or part of its value from that land.

3560E Disposals within section 3560D: profits treated as trading profits

(1) The relevant amount is to be treated for corporation tax purposes as
profits of a trade carried on by the chargeable company.

(2) If the chargeable company is non-UK resident, that trade is the
company’s trade of dealing in or developing UK land.

(3) Butsubsection (1) does not apply to an amount so far as it would (apart
from this section) be brought into account as income in calculating
profits (of any person)—

(@) for corporation tax purposes, or
(b) for income tax purposes.

(4) The profits are treated as arising in the accounting period of the
chargeable company in which the profit or gain is realised.

(6) In this section the “relevant amount” means so much (if any) of the
profit or gain mentioned in section 3560D(1) as is attributable, on a just
and reasonable apportionment, to the relevant UK assets.

(6) In this section “the relevant UK assets” means any land in the United
Kingdom from which the property mentioned in section 3560D(1)
derives any of its value (at the time of the disposal mentioned in that
subsection).

(7) This section applies in relation to gains which are capital in nature as it
applies in relation to other gains.

3560F Profits and losses

(1) Sections 3560B to 3560E have effect as if they included provision about
losses corresponding to the provision they make about profits and
gains.

(2) Accordingly, in the following sections of this Part references to a “profit
or gain” include a loss.
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Person to whom profits attributed

3560G The chargeable company

Q)

)

For the purposes of sections 3560C and 3560E the general rule is that
the “chargeable company” is the company (“C”) that realises the profit
or gain (as mentioned in section 3560B(1) or 3560D(1)).

The general rule in subsection (1) is subject to the special rules in
subsections (4) to (6).

But those special rules do not apply in relation to a profit or gain to
which section 3560H(3) (fragmented activities) applies.

If all or any part of the profit or gain accruing to C is derived from value
provided directly or indirectly by another person (“B”) which is a
company, B is the “chargeable company”.

Subsection (4) applies whether or not the value is put at the disposal of

If all or any part of the profit or gain accruing to C is derived from an
opportunity of realising a profit or gain provided directly or indirectly
by another person (“D”) which is a company, D is “the chargeable
company” (unless the case falls within subsection (4)).

For the meaning of “another person” see section 35600.

Anti-fragmentation

3560H Fragmented activities

Q)

Subsection (3) applies if —
(@) acompany (“C”) disposes of any land in the United Kingdom,
(b) any of conditions A to D in section 3560B is met in relation to
the land, and
(c) a person (“R”) who is associated with C at a relevant time has
made a relevant contribution to activities falling within
subsection (2).

The following activities fall within this subsection —
(@) the development of the land,

(b) any other activities directed towards realising a profit or gain
from the disposal of the land.

For the purposes of this Part, the profit or gain (if any) realised by C
from the disposal is to be taken to be what that profit or gain would be
if R were not a distinct person from C (and, accordingly, as if
everything done by or in relation to R had been done by or in relation
to C).

Subsection (5) applies to any amount which is paid (directly or
indirectly) by R to C for the purposes of meeting or reimbursing the cost
of corporation tax which C is liable to pay as a result of the application
of subsection (3) in relation to R and C.

The amount —
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(a) isnot to be taken into account in calculating profits or losses of
either R or C for the purposes of income tax or corporation tax,
and

(b) is not for any purpose of the Corporation Tax Acts to be
regarded as a distribution.

(6) In subsection (1) “relevant time” means any time in the period
beginning when the activities of the project begin and ending 6 months
after the disposal.

(7)  For the purposes of this section any contribution made by R to activities
falling within subsection (2) is a “relevant contribution” unless the
profit made or to be made by R in respect of the contribution is
insignificant having regard to the size of the project.

(8) In this section “contribution” means any kind of contribution,
including, for example —

(@) the provision of professional or other services, or
(b) afinancial contribution (including the assumption of a risk).

(9) For the purposes of this section R is “associated” with C if —

(@) Ris connected with C by virtue of any of subsections (5) to (7)
of section 1122 (read in accordance with section 1123), or

(b) Ris related to C (see section 3560T).

(10) Inthis section “the project” means all activities carried out for any of the
following purposes —
(@) the purposes of dealing in or developing the land, and

(b) any other purposes mentioned in Conditions A to D in section
3560B.

Calculation of profit or gain on disposal
35601 Calculation of profit or gain on disposal

For the purposes of this Part, the profit or gain (if any) from a disposal
of any property is to be calculated according to the principles
applicable for calculating the profits of a trade under Part 3 of CTA
2009, subject to any modifications that may be appropriate (and for this
purpose the same rules are to apply in calculating losses from a
disposal as apply in calculating profits).

3560] Apportionments

Any apportionment (whether of expenditure, consideration or any
other amount) that is required to be made for the purposes of this Part
is to be made on a just and reasonable basis.

Arrangements for avoiding tax
3560K Arrangements for avoiding tax

(1) Subsection (3) applies if an arrangement has been entered into the main
purpose or one of the main purposes of which is to enable a company
to obtain a relevant tax advantage.
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In subsection (1) the reference to obtaining a relevant tax advantage
includes obtaining a relevant tax advantage by virtue of any provisions
of double taxation arrangements, but only in a case where the relevant
tax advantage is contrary to the object and purpose of the provisions of
the double taxation arrangements (and subsection (3) has effect
accordingly, regardless of anything in section 6(1) of TIOPA 2010).

The tax advantage is to be counteracted by means of adjustments.

For this purpose adjustments may be made (whether by an officer of
Revenue and Customs or by the company) by way of an assessment,
the modification of an assessment, amendment or disallowance of a
claim, or otherwise.

In this section “relevant tax advantage” means a tax advantage in
relation to corporation tax charged (or which would, if the tax
advantage were not obtained, be charged) in respect of amounts treated
as profits of a trade by virtue of this Part.

In this section —

“double taxation arrangements” means arrangements which have
effect under section 2(1) of TIOPA 2010 (double taxation relief
by agreement with territories outside the United Kingdom);

“tax advantage” has the meaning given by section 1139.

Exemption

3560L Profits attributable to period before relevant activities etc began

Q)

Subsection (2) applies if —
(@) subsection (1) of section 3560C applies because Condition D in
section 3560B is met (land developed with purpose of realising
a gain from its disposal when developed), and
(b) part of the profit or gain mentioned in that subsection is fairly
attributable to a period before the intention to develop was
formed.

Section 3560C(1) has effect as if the person mentioned in section
3560B(1) had not realised that part of the profit or gain.

Subsection (4) applies if —
(@) section 3560E(1) applies, and
(b) part of the profit or gain mentioned in section 3560E(5) is fairly
attributable to a period before the person mentioned in section
3560D(1) was a party to, or concerned in, the arrangement in
question.

Section 3560E has effect as if the person had not realised that part of the
profit or gain.

In applying this section account must be taken of the treatment under
Part 3 of CTA 2009 (trading income) of a company which appropriates
land as trading stock.
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Other supplementary provisions
3560M Tracing value

(1) This section applies if it is necessary to determine the extent to which
the value of any property or right is derived from any other property or
right for the purposes of this Part.

(2) Value may be traced through any number of companies, partnerships,
trusts and other entities or arrangements.

(3) The property held by a company, partnership or trust must be
attributed to the shareholders, partners, beneficiaries or other
participants at each stage in whatever way is appropriate in the
circumstances.

(4) In this section—

“partnership” includes an entity established under the law of a
country or territory outside the United Kingdom of a similar
nature to a partnership; and “partners”, in relation to such
arrangements, is to be construed accordingly;

“trust” includes arrangements —

(@) which have effect under the law of a country or territory
outside the United Kingdom; and

(b) under which persons acting in a fiduciary capacity hold
and administer property on behalf of other persons,

and “beneficiaries”, in relation to such arrangements, is to be
construed accordingly.

3560N Relevance of transactions, arrangements, etc

(1) In determining whether section 3560C(1) or 3560E(1) applies, account
is to be taken of any method, however indirect, by which —

(@) any property or right is transferred or transmitted, or
(b) the value of any property or right is enhanced or diminished.

(2) Accordingly —
(a) the occasion of the transfer or transmission of any property or
right, however indirect, and

(b) the occasion when the value of any property or right is
enhanced,

may be an occasion on which section 3560C(1) or 3560E(1) applies.

(3) Subsections (1) and (2) apply in particular—

(@) to sales, contracts and other transactions made otherwise than
for full consideration or for more than full consideration,

(b) toany method by which any property or right, or the control of
any property or right, is transferred or transmitted by
assigning —

(i) share capital or other rights in a company,
(ii) rights in a partnership, or
(iif) an interest in settled property,

(c) to the creation of an option affecting the disposition of any
property or right and the giving of consideration for granting it,
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(d) to the creation of a requirement for consent affecting such a
disposition and the giving of consideration for granting it,

(e) to the creation of an embargo affecting such a disposition and
the giving of consideration for releasing it, and

(f) to the disposal of any property or right on the winding up,
dissolution or termination of a company, partnership or trust.

Interpretation
35600 “Another person”

(1) In this Part references to “other” persons are to be interpreted in
accordance with subsections (2) to (4).

(2) A partnership or partners in a partnership may be regarded as a person
or persons distinct from the individuals or other persons who are for
the time being partners.

(3) The trustees of settled property may be regarded as persons distinct
from the individuals or other persons who are for the time being the
trustees.

(4) Personal representatives may be regarded as persons distinct from the
individuals or other persons who are for the time being personal
representatives.

3560P “Arrangement”

(1) In this Part “arrangement” (except in the phrase “double taxation
arrangements”) includes any agreement, understanding, scheme,
transaction or series of transactions, whether or not legally
enforceable).

(2) For the purposes of this Part any number of transactions may be
regarded as constituting a single arrangement if —

(@) acommon purpose can be discerned in them, or
(b) there is other sufficient evidence of a common purpose.

3560Q “Disposal”

(1) In this Part references to a “disposal” of any property include any case
in which the property is effectively disposed of (whether wholly or in
part, as mentioned in subsection (2)) —

(@) by one or more transactions, or
(b) by any arrangement.

(2) For the purposes of this Part—

(@) references to a disposal of land or any other property include a
part disposal of the property, and

(b) there is a part disposal of property (“the asset”) where on a
person making a disposal, any form of property derived from
the asset remains undisposed of (including in cases where an
interest or right in or over the asset is created by the disposal, as
well as where it subsists before the disposal).

3560R “Land” and related expressions

(1) In this Part “land” includes —
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(@) buildings and structures,
(b) any estate, interest or right in or over land, and
(c) land under the sea or otherwise covered by water.

(2) In this Part references to property deriving its value from land
include —

(@) any shareholding in a company deriving its value directly or
indirectly from land,

(b) any partnership interest deriving its value directly or indirectly
from land,

(c) any interest in settled property deriving its value directly or
indirectly from land, and

(d) any option, consent or embargo affecting the disposition of
land.

35608 References to realising a gain

(1) For the purposes of sections 3560B(1) and 3560D(1) it does not matter
whether the person (“P”) realising the profit or gain in question realises
it for P or another person.

(2) For the purposes of subsection (1), if, for example by a premature sale,
a person (“A”) directly or indirectly transmits the opportunity of
realising a profit or gain to another person (“B”), A realises B’s profit or
gain for B.

3560T Related parties

(1) For the purposes of this Part a person (“A”) is related to another person
(GGB’,) —_

(@) throughout any period for which A and B are consolidated for
accounting purposes,

(b) on any day on which the participation condition is met in
relation to them, or

(c) on any day on which the 25% investment condition is met in
relation to them.

(2) A and B are consolidated for accounting purposes for a period if —

(@) their financial results for a period are required to be comprised
in group accounts,

(b) their financial results for the period would be required to be
comprised in group accounts but for the application of an
exemption, or

(c) their financial results for a period are in fact comprised in group
accounts.

n subsection roup accounts” means accounts prepared under —
3) Insubsection (2) “group 7 prepared und
(@) section 399 of the Companies Act 2006, or

(b) any corresponding provision of the law of a territory outside the
United Kingdom.

(4) The participation condition is met in relation to A and B (“the relevant
parties”) on a day if, within the period of 6 months beginning with that
day —

(@) one of the relevant parties directly or indirectly participates in
the management, control or capital of the other, or
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(b) the same person or persons directly or indirectly participate in
the management, control or capital of each of the relevant
parties.

(6) The 25% investment condition is met in relation to A and B if —
(@) one of them has a 25% investment in the other, or
(b) a third person has a 25% investment in each of them.

(6) Section 259NC of TIOPA 2010 applies for the purposes of determining
whether a person has a “25% investment” in another person for the

purposes of this section as it applies for the purposes of section
259NB(2) of that Act.

(7) In Chapter 2 of Part 4 of TIOPA 2010, sections 157(2), 158(4), 159(2) and
160(2) (which are about the interpretation of references to direct and
indirect participation) apply in relation to subsection (4) as they apply
in relation to subsection (4) of section 259NA of that Act.”

In section 1 of CTA 2010 (overview), in subsection (4), omit paragraph (e).

In section 481 of CTA 2010 (exemption from charges under provisions to which
section 1173 applies), in subsection (2) omit paragraph (a).

In CTA 2010 omit Part 18 (transactions in land).

In section 1173 of CTA 2010 (miscellaneous charges), in Part 2 of the table in
subsection (2), omit the entry relating to section 818(1) of CTA 2010.

In section 14B of TCGA 1992 (meaning of “non-resident CGT disposal”) —
(@) in subsection (1) for “subsection (5)” substitute “subsections (5) and

6)”

(b) after subsection (5) insert—

“(6) A disposal of a UK residential property interest is not a non-
resident CGT disposal if section 3560C(1) of CTA 2010 (gains
etc on certain disposals treated as trading profits for
corporation tax purposes) or section 517C of ITA 2007 (gains etc
on certain disposals treated as trading profits for income tax
purposes) applies in relation to it.”

In section 37 of TCGA 1992 (consideration chargeable to tax on income), in
subsection (5A)(a), for the words from “821(3)” to “not” substitute “3560G(4)
or (6) of CTA 2010 (transactions in land: the chargeable company) applies, an
amount is charged to corporation tax as profits of a person other than”.

In section 39 of TCGA 1992 (exclusion of expenditure by reference to tax on
income), in subsection (5)(a), for the words from “821(3)” to “not” substitute
“3560G(4) or (6) of CTA 2010 (transactions in land: the chargeable company)
applies, an amount is charged to corporation tax as profits of a person other
than”.

In section 161 of TCGA 1992 (appropriations to and from stock), in subsection
(6), for paragraph (a) substitute —
“(a) any person is charged to corporation tax by virtue of sections
3560B and 3560C of CTA 2010 (certain profits or gains on a
disposal of land treated as trading profits) on the realisation of
a profit or gain because the condition in section 3560B(7) of that
Act is met, and”.
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(10) In section 188A of TCGA 1992 (election for pooling), in subsection (4), at the
end insert “or section 14B(6) (gains on certain disposals treated as trading
profits)”.

78  Income tax: territorial scope etc

(1) Insection 6 of ITTOIA 2005 (territorial scope of charge to tax)—
(@) after subsection (1) insert—

“(1A) Profits of a trade of dealing in or developing UK land arising to
a non-UK resident are chargeable to tax under this Chapter
wherever the trade is carried on.”;

(b) in subsection (2), after “Profits of a trade” insert “other than a trade of
dealing in or developing UK land”.

(2) After section 6 of ITTOIA 2005 insert —
“6A Arrangements for avoiding tax

(1) Subsection (3) applies if a person has entered into an arrangement the
main purpose or one of the main purposes of which is to obtain a
relevant tax advantage for the person.

(2) In subsection (1) the reference to obtaining a relevant tax advantage
includes obtaining a relevant tax advantage by virtue of any provisions
of double taxation arrangements, but only in a case where the relevant
tax advantage is contrary to the object and purpose of the provisions of
the double taxation arrangements (and subsection (3) has effect
accordingly, regardless of anything in section 6(1) of TIOPA 2010).

(3) The relevant tax advantage is to be counteracted by means of
adjustments.

(4) For this purpose adjustments may be made (whether by an officer of
Revenue and Customs or by the person) by way of an assessment, the
modification of an assessment, amendment or disallowance of a claim,
or otherwise.

(6) In this section “relevant tax advantage” means a tax advantage in
relation to income tax to which the person is chargeable (or would
without the tax advantage be chargeable) by virtue of section 6(1A).

(6) In this section “tax advantage” includes —
(@) arelief or increased relief from tax,
(b) repayment or increased repayment of tax,

(c) avoidance or reduction of a charge to tax or an assessment to
tax,

(d) avoidance of a possible assessment to tax,

(e) deferral of a payment of tax or advancement of a repayment of
tax, and

(f) avoidance of an obligation to deduct or account for tax.

(7) In this section—

“arrangement” (except in the phrase “double taxation
arrangements”) includes any agreement, understanding,
scheme, transaction or series of transactions, whether or not
legally enforceable;



156 Finance Act 2016 (c. 24)
Part 3 — Income tax and corporation tax

“double taxation arrangements” means arrangements which have
effect under section 2(1) of TIOPA 2010 (double taxation relief
by agreement with territories outside the United Kingdom).

6B  Trade of dealing in or developing UK land

(1) A non-UK resident person’s “trade of dealing in or developing UK
land” consists of —

(@) any activities falling within subsection (2) which the person
carries on, and

(b) any activities from which profits arise which are treated under
Part 9A of ITA 2007 as profits of the person’s trade of dealing in
or developing UK land.

(2) The activities within this subsection are —
(@) dealing in UK land;
(b) developing UK land for the purpose of disposing of it.

(3) In this section “land” includes —
(@) buildings and structures,
(b) any estate, interest or right in or over land, and
(c) land under the sea or otherwise covered by water.

(4) In this section—

“disposal” is to be interpreted in accordance with section 517R of
ITA 2007;

“UK land” means land in the United Kingdom.”

(3) In section 3 of ITTOIA 2005 (overview of Part 2), in subsection (4) for “6(2)”
substitute “6(1A), (2)”.

(4) Insection 243 of ITTOIA 2005 (post-cessation receipts: extent of charge to tax),
in subsection (4), at the end insert *, other than a person’s trade of dealing in or
developing UK land”.

(6) Insection 989 of ITA 2007 (definitions for purposes of Income Tax Acts), at the
appropriate place insert—

““trade of dealing in or developing UK land”, in relation to a non-
UK resident person, has the meaning given by section 6B of
ITTOIA 2005,”.

79 Income tax: transactions in UK land

(1) InITA 2007, after Part 9 insert—
“PART 9A

TRANSACTIONS IN UK LAND

Introduction
517A Overview of Part

This Part contains provision about the income tax treatment of certain
profits and gains realised from disposals concerned with land in the
United Kingdom.
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517B
Q)

(10)

517C
1)

Amounts treated as profits of a trade
Disposals of land in the United Kingdom

Section 517C(1) applies (subject to subsection (3) of that section) if —

a) a person within subsection a), or (c) realises a profit or
P h b 2 b 1 prof
gain from a disposal of any land in the United Kingdom, and

(b) any of conditions A to D is met in relation to the land.

The persons referred to in subsection (1) are —
(@) the person acquiring, holding or developing the land,

(b) aperson who is associated with the person in paragraph (a) at a
relevant time, and

(c) a person who is a party to, or concerned in, an arrangement
within subsection (3).

An arrangement is within this subsection if —
(@) itis effected with respect to all or part of the land, and
(b) it enables a profit or gain to be realised —
(i) by any indirect method, or
(ii) by any series of transactions.

Condition A is that the main purpose, or one of the main purposes, of
acquiring the land was to realise a profit or gain from disposing of the
land.

Condition B is that the main purpose, or one of the main purposes, of
acquiring any property deriving its value from the land was to realise
a profit or gain from disposing of the land.

Condition C is that the land is held as trading stock.

Condition D is that (in a case where the land has been developed) the
main purpose, or one of the main purposes, of developing the land was
to realise a profit or gain from disposing of the land when developed.

In this section “relevant time” means any time in the period beginning
when the activities of the project begin and ending 6 months after the
disposal mentioned in subsection (1).

In this section “the project” means all activities carried out for any of the
following purposes —

(@) the purposes of dealing in or developing the land, and
(b) any other purposes mentioned in Conditions A to D.

For the purposes of this section a person (“A”) is associated with
another person (“B”) if —

(@) A is connected with B by virtue of any of subsections (2) to (4)
of section 993 (read in accordance with section 994), or

(b) A isrelated to B (see section 517U).
Disposals of land: profits treated as trading profits

The profit or gain is to be treated for income tax purposes as profits of
a trade carried on by the chargeable person.
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(2) If the chargeable person is non-UK resident, that trade is the person’s
trade of dealing in or developing UK land (as defined in section 6B of
ITTOIA 2005).

(3) But subsection (1) does not apply to a profit or gain so far as it would
(apart from this section) be brought into account as income in
calculating profits (of any person)—

(@) for income tax purposes, or
(b) for corporation tax purposes.

(4) The profits are treated as arising in the tax year in which the profit or
gain is realised.

(5) This section applies in relation to gains which are capital in nature as it
applies in relation to other gains.

517D D