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What these notes do

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
18 November 2015.

@ These Explanatory Notes have been prepared jointly by the HM Revenue & Customs and HM
Treasury in order to assist the reader in understanding the Act. They do not form part of the

Act and have not been endorsed by Parliament.

@ These Explanatory Notes explain what each part of the Act will mean in practice; provide
background information on the development of policy; and provide additional information on

how the Act will affect existing legislation in this area.

® These Explanatory Notes might best be read alongside the Act. They are not, and are not
intended to be, a comprehensive description of the Act.
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Territorial extent and application
1 This Act applies to the whole UK.
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Commentary on provisions of Act

Part 1: Principal rates etc.

Section 1: Income tax lock

Summary
1  This section sets out that that the basic, higher and additional rates of income tax will not
increase above 20%, 40% and 45% for the duration of this Parliament.

Details of the section

2 Subsection (1) sets out that the basic, higher and additional rates of income tax will not
increase above 20%, 40% and 45% for the duration of this Parliament. This will apply to non-
savings income in England, Wales and Northern Ireland and UK-wide savings income as
expressed in Section 6(1) of the Income Tax Act 2007.

3  Subsection (2) sets out the time period for which this section applies.

Background note

4  This tax lock has been introduced to meet the commitment made by the government that it
will not increase the income tax rates for the duration of this Parliament.

5 Income tax is imposed annually by Parliament. The table below sets out the main rates and
rate limits for 2015-16.

Income tax bands of taxable income (£ per year)

Rate Tax year 2015-16 Tax year 2016-17 Tax year 2017-18
Basic rate £0-31,785 £0 - 32,000 £0 - 32,400
Higher rate £31,786 — 150,000 £32,001 — 150,000 £32,401 - 150,000
Additional rate Over £150,000 Over £150,000 Over £150,000

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
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Section 2: VAT lock

Summary

6

This section provides that the standard and reduced rates of VAT will not rise for the duration
of the VAT lock period. It also locks the relevant provisions to prevent them being used to
remove any goods/services from the zero rate of VAT and reduced rate of VAT for the
duration of the VAT lock period.

Details of the section

7

10

11

Subsection (1) provides that the standard rate of VAT currently in force under section 2 of the
Value Added Tax Act 1994 (VATA) shall not exceed 20% during the VAT lock period.

Subsection (2) provides that the reduced rate of VAT currently in force under section 29A of
VATA shall not exceed 5% during the VAT lock period.

Subsection (3) prevents goods/services specified in Schedule 7A (supplies subject to the
reduced rate) from being removed from that schedule through use of the power in section
29A(3) during the VAT lock period.

Subsection (4) prevents goods/services specified in Schedule 8 (supplies subject to the zero
rate) from being removed from that schedule through use of the power in section 30(4) during
the VAT lock period.

Subsection (5) defines the VAT lock period. The VAT lock period will begin on the day that
this Act receives Royal Assent and will end immediately before the date of the first
parliamentary general election after that day.

Background note

12

13

The section provides that the rates of VAT will not rise and that the relevant provisions will be
locked to prevent them being used to decrease the scope of the zero rate and reduced rate
during the VAT lock period. This will be good for consumers.

This section will not prevent a change to scope being made by primary legislation if that is
required, for example following a court or tribunal decision.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
18 November 2015
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Section 3: Personal Allowance and the National Minimum Wage

Summary

14

This section changes the basis of indexation for the income tax personal allowance from the
Consumer Prices Index (CPI) to linking to an annual equivalent of an individual working 30
hours per week at the national minimum wage (NMW) relevant rate when the personal
allowance reaches £12,500.

Details of the section

15

Subsection (1), (2) and (3) replaces the consumer prices index (CPI) with the national
minimum wage (NMW) in section 35(1). It applies in a tax year when the personal allowance
is more than £12,500 and sets out that the personal allowance will be linked to the annual
equivalent of the NMW at the relevant rate for an individual working 30 hours per week.
Where this applies, the increased amounts must be set in a Treasury Order before the start of

the tax year.

Background note

16

17

18

19

20

21

This change reflects the government's objective to support and rewards individuals in work.
It also provides additional certainty about the level of personal allowances.

Finance Act 2014 changed the basis of indexation for income tax allowances and limits from
the retail prices index (RPI) to the consumer prices index (CPI). Income tax personal
allowances, the basic rate limit, the starting rate limit for savings and the adjusted net income
limit are currently increased each year by the annual percentage increase in the CPI
(“indexation”).

This section changes the indexation of the personal allowance to increase in line with the
annual equivalent of 30 hours a week at the national minimum wage relevant rate. This will
take place once the personal allowance has reached £12,500.

The relevant national minimum wage is the hourly rate as prescribed under section 3(2)(b) of
the National Minimum Wage Act 1998 in relation to an individual aged 21, or the single
hourly rate prescribed under section 1(3) of that Act for an individual aged 21.

Where this applies, the increased amounts must be set in a Treasury Order before the start of
the tax year.

The Summer Budget announced that the amount of the personal allowance will be set at
£11,000 for the 2016/17 tax year and £11,200 for 2017/18.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
18 November 2015
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Section 4: Personal Allowance and the National Minimum Wage

Summary

22

This section sets out that until the personal allowance reaches £12,500, before the Chancellor
announces any proposal to increase the personal allowance he must consider the financial
effect of the increase on an individual working 30 hours per week on the relevant rate of
NMW and make a statement.

Details of the section

23
24

25

Subsection (1) applies where the personal allowance is less than £12,500.

Subsection (2), (3) and (4) sets out that before the Chancellor announces any proposal to
increase the personal allowance he must consider the financial effect of the increase in the

personal allowance on an individual working 30 hours per week on the relevant rate of NMW
and make a statement.

Subsection (5) sets out that this section ceases to have effect when the personal allowance is
£12,500 or more.

Background note

26

27

28

29

30

This change reflects the government's objective to support and rewards individuals in work.
It also provides additional certainty about the level of personal allowances.

Finance Act 2014 changed the basis of indexation for income tax allowances and limits from
the retail prices index (RPI) to the consumer prices index (CPI). Income tax personal
allowances, the basic rate limit, the starting rate limit for savings and the adjusted net income
limit are currently increased each year by the annual percentage increase in the CPI
(“indexation”).

This section sets out that before the start of each tax year where the personal allowance is less
than £12,500, before the Chancellor announces any proposal to increase the personal
allowance he must consider the impact of the level of personal allowance on an individual
working 30 hours per week on the national minimum wage at the relevant rate, and make a
statement.

The relevant national minimum wage is the hourly rate as prescribed under section 3(2)(b) of
the National Minimum Wage Act 1998 in relation to an individual aged 21, or the single
hourly rate prescribed under section 1(3) of that Act for an individual aged 21.

The Summer Budget announced that the amount of the personal allowance will be set at
£11,000 for the 2016-17 tax year and £11,200 for 2017-18.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
18 November 2015
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Section 5: Personal allowance from 2016

Summary

31 This section sets the income tax personal allowance for the 2016-17 and 2017-18 tax years.

Details of the section

32 Subsection (a) and (b) sets the amount of the personal allowance for 2016-17 at £11,000 and
2017-18 at £11,200.

Background note

33 The government has an objective to raise the personal allowance to £12,500 by the end of this
Parliament.

34 Finance Act 2014 provides that from 2015-16 there are two personal allowances available by
reference to an individual’s date of birth: one for those born after 5 April 1938 and one for
those born before 6 April 1938.

35 The amount of the personal allowance for those born before 6 April 1938 is fixed at £10,660.
Finance Act 2015 increased the personal allowance to £10,800 for 2016-17, so it removed the
personal allowance for those born before 6 April 1938. The effect is that from 2016-17
everyone, regardless of their date of birth, is entitled to the same personal allowance.

36 Section 3 changes the indexation of the personal allowance from CPI to increase in line with
the annual equivalent of 30 hours a week at the national minimum wage at the relevant rate.
This change will take place once the personal allowance has reached £12,500.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
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Section 6: Basic rate limit from 2016

Summary
37 This section sets the income tax basic rate limit for the 2016-17 and 2017-18 tax years.

Details of the section

38 Subsections (a) and (b) sets the amount of the basic rate limit for 2016-17 at £32,000 and 2017-
18 at £32,400.

Background note

39 Income tax is an annual tax. It is for Parliament to impose income tax for a year.

40 An individual’s taxable income is charged to tax at the basic rate of tax up to the basic rate
limit.

41 Finance Act 2015 sets the basic rate limit at £31,900 for 2016-17 and £32,300 for 2017-18.

42 Section 1 sets out that that the basic, higher and additional rates of income tax will not
increase above 20%, 40% and 45% for the duration of this Parliament.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
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Section 7: Rate of corporation tax for financial years 2017-2020

Summary
43 This section sets the main rate of corporation tax (CT) at 19% for the financial years beginning
1 April 2017, 1 April 2018 and 1 April 2019 and at 18% for the financial year beginning 1 April
2020.

Details of the section

44 Subsection (1) sets the main rate of CT at 19% for the financial years beginning 1 April 2017,
1 April 2018 and 1 April 2019.

45 Subsection (2) sets the main rate of CT at 18% for the financial year beginning 1 April 2020.

Background note

46 Parliament charges the main rate of CT for each financial year. These sections set the main rate
for the financial years beginning 1 April 2017, 1 April 2018, 1 April 2019, and 1 April 2020.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
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Section 8: Annual investment allowance

Summary

47

This section increases the maximum amount of the Annual Investment Allowance (AIA) from
£25,000 to £200,000 with effect for expenditure incurred on or after 1 January 2016.

Details of the section

48

49

50

51

52

53

54

55

Subsection (1) amends section 51A(5) of the Capital Allowances Act (CAA) 2001 so that the
maximum AIA that can be claimed for a 12 month chargeable period is increased from £25,000
to £200,000.

Subsection (2) provides that subsection (1) has effect for expenditure incurred on or after 1
January 2016.

Subsection (3) provides that for chargeable periods which straddle 1 January 2016, the
transitional provisions of paragraphs 4 and 5 of Schedule 2 to Finance Act 2014 apply.

Paragraph 4 of Schedule 2 to Finance Act 2014 provides the transitional rules for chargeable
periods that straddle 1 January 2016. It treats the actual chargeable period as two separate
chargeable periods; one ending on 31 December 2015 and one commencing on 1 January 2016.
The maximum allowance for the whole of the actual chargeable period is the sum of the
maximum amounts calculated for each of these two separate periods. It provides a further
restriction for the second period commencing on 1 January 2016 such that for expenditure
from that date no claim can be made for more than the maximum for that second period.

So, for example, a company with a chargeable period, from 1 April 2015 to 31 March 2016,
would calculate its maximum AIA entitlement for the whole period based on:

@ the proportion of the period from 1 April 2015 to 31 December 2015, that is, 9/12 x
£500,000 = £375,000, and,

e the proportion of the period from 1 January 2016 to 31 March 2016, that is, 3/12 x
£200,000 =£50,000.

The company’s maximum AIA for the whole period would, therefore, be the sum of
(a) + (b) = £425,000.

If the company incurred no qualifying expenditure in the period 1 April 2015 to 31 December
2015 and then spent, say, £60,000 in the period 1 January 2016 to 31 March 2016, the maximum
AIA available to that company for expenditure in that particular part period would be limited
to £50,000. Writing-down allowances would then be available for the remaining unrelieved
£10,000.

Paragraph 5 of Schedule 2 to Finance Act 2014 applies where a single AIA has to be shared
between two or more persons. For details, reference should be made to the Explanatory Notes
to section 10 Finance Act 2014.

Background note

56

57

Since April 2008 most businesses, regardless of size, have been able to claim the AIA on their
expenditure on plant or machinery, except cars, up to a specified annual amount each year.

Section 10 and Schedule 2 to the Finance Act 2014 extended the period of the temporary
increase to 31 December 2015 and further increased the maximum amount of the AIA to
£500,000 from April 2014.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
18 November 2015
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58 This temporary increase was designed to stimulate growth in the economy by providing an
additional, time-limited incentive for businesses (particularly small and medium-sized
businesses) to increase, or bring forward, their capital expenditure on plant or machinery.

59 Following this temporary increase, the limit was set to fall back to £25,000 from 1 January
2016. However, at March Budget 2015, the government announced its commitment to set the
limit at a much more generous rate.

60 Companies, individuals and partnerships consisting only of individuals are able to claim the
AIA in respect of their qualifying expenditure on both main and special rate plant and
machinery. The AIA is effectively a 100% upfront allowance that applies to most qualifying
expenditure up to an annual limit or cap (with expenditure on cars being the most notable
exception). Where businesses spend more than the annual limit, any additional qualifying
expenditure is dealt with in the normal capital allowances regime; entering either the main
rate or the special rate pool, where it will attract writing-down allowances (WDAs) at the 18%
or 8% rates respectively.

61 There are restrictions for grouped companies; groups of companies under common control;
related companies under common control; related activities under common control.

62 The rules provide businesses with the freedom to allocate the AIA between different types of
expenditure. For example, they may allocate it first against any expenditure on integral
features, otherwise qualifying for the lower 8% special rate of WDA.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
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Part 2: Inheritance Tax

Section 9: Increased nil-rate band on death where home inherited by descendants etc.

Summary
63 This section introduces a new additional residence nil-rate band for inheritance tax (IHT)
when a home is passed on death to direct descendants of the deceased on or after 6 April 2017.
The maximum amount of the band will increase in stages up to £175,000 in 2020-21 and any
unused band will be transferable to a spouse or civil partner. The section also provides for a
tapered withdrawal of the band for estates valued at more than £2 million.

Details of the section

64 Subsection (1) provides that amendments will be made to Inheritance Tax Act 1984 (IHTA
1984).

65 Subsection (2) makes amendments to section 7 of IHT A 1984.

66 Subsection (3) amends section 8A(2) of IHTA 1984 to ensure that the appropriate amount of
the residence nil-rate band is taken into account in the calculation to work out whether there is
any unused existing nil-rate band that can be transferred to a spouse or civil partner.

67 Subsection (4) inserts new Sections 8D to 8I. into IHTA 1984.
Section 8D: Extra nil-rate band on death if interest in home goes to descendants etc.
68 New section 8D sets out the basic provisions for an additional residence nil-rate band that

only applies when someone dies and how the additional amount on which tax will not be
payable is calculated.

69 Subsection (1) provides that subsections (2) and (3) apply calculating the amount of the charge
to tax under section 4 on a person's death on or after 6 April 2017.

70 Subsection (2) provides that tax is not payable on an amount of the person's estate up to the
value of the residence nil-rate band.

71 Subsection (3) ensures that the amount of the person's estate over and above any residence nil-
rate band to which they may be entitled is charged to tax at the normal rates that apply for
IHT.

72 Subsection (5) sets out the main parameters to be used in calculating the new residence nil-
rate band. It:_

e states the maximum amounts of the residence nil-rate band (the "residential
enhancement") for the years up to 2020-21 and subsequent years;

e gives the value of the "taper threshold" above which the residence nil-rate band is

to be withdrawn;

@ ensures that the taper threshold ("TT") on death is taken into account in the

calculations;

@ sets E as the value of a person's estate immediately before the death (which takes
its normal meaning as the value of the assets less liabilities but before any reliefs

and exemptions);

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
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73

74

e defines VT as the chargeable value transferred on death (which is the value of the

estate less liabilities and after any reliefs and exemptions);

@ provides for the residential enhancement to be combined with the unused
residence nil-rate band transferred from a spouse or civil partner (the "brought
forward allowance") to give a total available residence nil-rate band or "default

allowance"; and

@ sets out the formula for calculating the total available residence nil-rate band (or
"adjusted allowance") when the net value of an estate is more than the taper
threshold. The default allowance is withdrawn by £1 for every £2 that the value
of the estate exceeds the taper threshold.

Subsections (6), (7) and (8) provide for the maximum amount of the residence nil-rate band
and the taper threshold to be increased by the consumer prices index from 2021-22 onwards.
The amounts for each tax year are to be specified by Treasury order.

Subsection (9) defines what a tax year means in this section.

Section 8E: Residence nil-rate amount: interest in home goes to descendants etc.

75

76

77

78

79

80

81

New section 8E sets out more detailed rules for calculating the actual amount of the residence
nil-rate band due for an estate (the "residence nil-rate amount") and the amount that can be
transferred to a spouse or civil partner.

Subsection (1) ensures that the residence nil-rate band only applies where a person's estate
includes a qualifying residence (the qualifying residential interest) and some or all of that
property is left to one or more direct descendants, i.e. it is closely inherited. It ensures that the
value attributable to the qualifying residential interest is the value after deducting any reliefs
such as agricultural property relief and business property relief.

Subsection (2) provides that, for estates at or below the taper threshold, where the value of the
residence inherited by direct descendants is less than a person's total available residence nil-
rate band (the default allowance), the residence nil-rate amount is limited to the value of the
residence. Any unused excess is available to transfer to a spouse or civil partner.

Subsection (3) provides that, for estates at or below the taper threshold, where the value of the
residence inherited by direct descendants is greater than or equal to the person's default
allowance, the residence nil-rate amount is equal to the default allowance. None of the
residence nil-rate band is available for transfer to a spouse or civil partner.

Subsection (4) provides that, for estates above the taper threshold, where the value of the
residence inherited by direct descendants is less than the person's adjusted allowance after
taper has been applied, the residence nil-rate amount is limited to the value of that residence.
Any unused excess is available for transfer to a spouse or civil partner.

Subsection (5) provides that, for estates above the taper threshold, where the value of the
residence passed to direct descendants is greater than or equal to the person's adjusted
allowance, the residence nil-rate amount is equal to the adjusted allowance. None of the
residence nil-rate band is available for transfer to a spouse or civil partner.

Subsection (7) applies where the value of the residence is greater than the net value of the
estate after liabilities have been deducted. The residence nil-rate amount is restricted to the
value of the chargeable estate and the unused excess is available to transfer to a spouse or civil
partner.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
18 November 2015
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82 Subsection (8) lists other sections that should also be considered.

Section 8F: Residence nil-rate amount: no interest in home goes to descendants etc.

83 New section 8F sets out the rules where a residence is not inherited by direct descendants.

84 Subsections (1) and (2) ensure that an estate does not qualify for a residence nil-rate band if it
does not include a qualifying residence or none of that residence is passed on to direct
descendants.

85 Subsection (3) enables the residence nil-rate band that has not been used to be transferred to a
spouse or civil partner.

86 Subsection (4) lists other sections that should also be considered.

Section 8G: Meaning of "brought-forward allowance"

87 New section 8G sets out more detailed rules for calculating the amount of the residence nil-
rate band which can be transferred to a person's ("P") estate from their deceased spouse's or
civil partner's estate.

88 Subsection (1) explains what the section is about.

89 Subsection (2) explains that the "related person" from whose estate the residence nil-rate band
is transferred died before P and was at that time P's spouse or civil partner.

90 Subsection (3) gives the detailed rules for calculating the amount transferred. The residence
nil-rate band available to P is increased by the percentage of the unused residence nil-rate
band that was available on the death of the related person, which cannot exceed 100%. No
amount is to be transferred unless a claim is made under section 8L.

91 Subsection (4) ensures that where the related person dies before 6 April 2017, P's residence nil-
rate band is increased by 100% even though the related person could not have qualified for
the residence nil-rate band in their own right.

92 Subsection (5) provides that where the related person died before 6 April 2017 and the net
value of their estate (after deducting liabilities but before reliefs and exemptions) was over £2
million, their residence nil-rate band available for transfer is to be reduced by £1 for every £2
that the amount exceeds the £2 million taper threshold.

Section 8H: Meaning of "qualifying residential interest"

93 New section 8H defines the qualifying residential interest.
94 Subsection (1) explains the purpose of this section.

95 Subsection (2) explains that the "residential property interest” has to be an interest in a
residential property which has been lived in as the person's residence when they owned it and
which would have been part of their estate.

96 Subsection (3) states that where a person's estate includes only one residence which meets the
conditions in subsection (2), that residence will be the qualifying residence.

97 Subsection (4) provides that where a person's estate includes more than one residence which
meets the conditions in subsection (2), and the personal representatives nominate one of them,
that residence is to be treated as the qualifying residence.

98 Subsection (5) clarifies that a residence includes land which is occupied and used as its garden
or grounds.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on
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99 Subsections (6) and (7) apply if a person lives in job-related accommodation and owns a house
in which they intend to live in due course. That house is to be treated as a qualifying
residence.

Section 8]: Meaning of "inherited”

100 New section 8] explains when property in a deceased person's ("D") estate is inherited by
another person ("B") for the purposes of the residence nil-rate band.

101 Subsection (1) explains the purpose of this section.

102 Subsection (2) provides that B inherits property if it is transferred to B as a result of D's will,
the rules of intestacy or some other means applying as a result of D's death.

103 Subsection (3) explains that subsection (2) will not apply, and hence B does not inherit the
property, if the property becomes settled in a trust on D's death or if it was settled in a certain
type of trust before D died so that D was treated for IHT purposes as if they owned the
property (although see subsections (4) and (5)).

104 Subsection (4) gives the circumstances in which B inherits property that becomes settled in a
trust on D's death. B will be treated for IHT purposes as inheriting property if it is settled in
certain types of trusts where the settled assets are held or applied for the benefit of B. These
include trusts where the beneficiary is treated for IHT purposes as if they own the property
themselves, and trusts for bereaved minors and other persons under the age of 25.

105 Subsection (5) applies where the property was already settled in a trust at D's death and D
was treated as if they owned the property themselves. B inherits the property if B owns the
property following D's death, or if B becomes entitled to benefit from the property and is
treated for IHT purposes as if they own the property.

106 Subsection (6) provides that where property has been given to B but is treated as forming part
of the deceased's estate under the gift with reservation rules, B is the person who is treated as
inheriting the property.

Section 8K: Meaning of "closely inherited”

107 New section 8K explains the meaning of "closely inherited" and hence when something is
inherited by direct descendants of the deceased ("D") for the purposes of qualifying for the
residence nil-rate band.

108 Subsection (1) describes when something is "closely inherited" and the persons who are
treated as direct descendants of D. They include D's child, grandchild and other direct lineal
descendant, the lineal descendant's spouse or civil partner when D died, and the widow,
widower or surviving civil partner of a lineal descendant who died before D. They do not
include a surviving spouse or civil partner of a deceased lineal descendant who remarries or
forms a new civil partnership before D's death.

109 Subsection (3) states that a person who was another person's step-child at any time is to be
treated as a child of that other person.

110 Subsection (4) allows an adopted person to be treated as a child of a natural parent or an
adoptive parent.

111 Subsection (5) treats a person who was fostered at any time as a child of the foster parent.

112 Subsections (6) and (7) provide that where a guardian or special guardian has been appointed
for a person under the age of 18, that person is to be treated as a child of the guardian.
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113 Subsection (8) clarifies that the direct descendants of a step-child, adopted person or fostered
person, who is treated as a child of another person, are also to be treated as direct descendants
of the that person.

114 Subsection (9) defines an "adopted person".
115 Subsection (10) defines a "foster parent".

Section 8L: Claims for brought-forward allowance

116 New section 8L deals with claims for the transferable residence nil-rate band.

117 Subsection (1) sets out who may make a claim for the transfer. The claim may be made by the
deceased's personal representatives within the permitted period, or by any other person liable
to the tax on death within a later period allowed by HM Revenue & Customs.

118 Subsection (2) gives the time limits for making the claim. The "permitted period" is within 2
years from the end of the month in which the deceased died or, if later, within 3 months from
the date when personal representatives start to act, or within such longer period as HMRC
may allow.

119 Subsection (3) provides for a claim to be withdrawn within one month of whichever of those
time limits applies.

120 Subsections (4) and (5) deal with situations where there is a series of deaths and a claim was
not made on an earlier death of a person ("P") to transfer any unused residence nil-rate band
which would have affected the IHT liability on the later death of another person ("A"). The
provisions allow a claim to be made to transfer the residence nil-rate band in respect of P's
estate by the personal representatives of A within an allowed period, provided the claim does
not affect the IHT liability on any other estate.

121 Subsection (6) defines "allowed period" for the purposes of subsection 5(a).

122 Subsection (7) provides for a period within which a claim under subsection (5) can be
withdrawn.

Section 8M: Residence nil-rate amount: cases involving conditional exemption

123 New section 8M makes provision for cases where a residence left to direct descendants
qualifies for conditional exemption.

124 Subsection (1) explains in what situation the section applies.

125 Subsection (2) provides that to the extent that a residence is conditionally exempt, it is treated
as not closely inherited so that the appropriate proportion of the residence nil-rate band is
available to carry forward.

126 Subsection (3) provides for the residence nil-band to apply to charges which arise when
conditional exemption ceases to apply (that is, if the undertakings to secure the conditional
exemption are not kept, the owner dies, or the property is sold, given away or disposed of).

127 Subsection (5) applies where the deceased's ("D") surviving spouse or civil partner ("P") dies
before the charge arises and the residence nil-rate band, or part of it, is transferred to P.
Where this happens, the residence nil-rate band available against the charge is reduced by the
amount transferred to P.
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128 Subsections (6) and (7) apply where the charge arises before P's death. Where this happens,
the amount of residence nil-rate band available for transfer to P is recalculated to take account
of the amount (if any) of the residence nil-rate band that was used by the charge when
conditional exemption ceases to apply.

Background note

129 The Summer Budget 2015 announced that the burden of inheritance tax would be reduced for
most families by making it easier to pass on the family home to direct descendants without a
tax charge. This section implements the announcement made by the Chancellor of the
Exchequer in his statement on 8 July 2015.

130 Legislation will also be included in Finance Bill 2016 to extend the benefit of the residence nil-
rate band where the deceased downsized to a less valuable residence or ceased to own a
residence on or after 8 July 2015.
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Section 10: Rate bands for tax years 2018-19, 2019-20 and 2020-21

Summary
131 This section extends the freeze in the inheritance tax (IHT) nil-rate band at £325,000 until the
end of the tax year 2020-21.

Details of the section

132 The section disapplies section 8 of the Inheritance Tax Act 1984 (IHTA 1984) for the tax years
2018-19, 2019-20 and 2020-21. Section 8 applies if the consumer prices index (CPI) for
September is higher than it was for the previous September. It provides for an indexed
increase in the nil-rate band from the following April by the same percentage as the increase
in CPI (rounded up to the nearest £1,000). The effect of the section is that the nil-rate band is
not increased for the years 2018-19 to 2020-21 inclusive.

Background note

133 The rates of IHT are set out in the Table in Schedule 1 of IHTA 1984. The IHT nil-rate band is
the amount below which no IHT is charged. It is automatically indexed in line with CPI each
year under section 8 of IHTA 1984.

134 Section 8 of Finance Act 2010 set the limit of the nil-rate band at £325,000 for the years 2010-11
to 2014-15 inclusive. Paragraph 2 of Schedule 25 to Finance Act 2014 set the limit of the nil-rate
band at £325,000 for the years 2015-16 to 2017-18 inclusive.

135 At Summer Budget 2015 the government announced that the current nil-rate band will remain
at £325,000 for the years 2018-19 to 2020-21 inclusive.
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Section 11 and Schedule 1: Calculation of rate of inheritance tax on settled property.

Summary
136 This section introduces Schedule 1. The schedule aggregates the value of property in trusts
that are not related, for the purpose of determining the rate at which inheritance tax is
charged, when the value of property in those trusts is increased on the same day. The
Schedule also simplifies some of the rules for calculating the rate of tax for the purposes of the
ten year anniversary and exit charges.

137 The part of the measure relating to same day additions will apply to all charges arising on or
after the date of Royal Assent in respect of relevant property trusts created on or after the
publication of draft legislation on 10 December 2014. To prevent forestalling, it will also apply
to relevant property trusts created before 10 December 2014 where there are additions made
on or after 10 December 2014 to more than one relevant property trust on the same day. The
new rules which ignore non relevant property in the calculation of the rate of charge on a 10
year anniversary will apply to all charges arising on or after the date of Royal Assent
regardless of when the trust was created.

Details of the section and schedule

Section 11
138 Section 11 introduces Schedule 1, 1 which makes amendments in respect of inheritance tax.
Schedule 1

139 Paragraph 1 provides for the Inheritance Tax Act (IHTA) 1984 to be amended in accordance
with Schedule 1.

140 Paragraph 2 inserts new sections 62A, 62B and 62C into IHTA 1984. They define “same-day
addition”, “same day additions: exceptions” and “protected settlements” for the purposes of
Chapter 3 of Part 3 to IHTA 1984.

141 Subsection 62A (1) sets out the conditions under which there is a same-day addition in
relation to a settlement.

142 Subsection 62A (2) defines the value of a same-day addition which is the increase in value in
settlement B.

143 Subsection 62A(3) defines the relevant period for the purpose of a same-day addition as the
period beginning with the commencement of settlement A or B as appropriate and ending
immediately after the transfer of value as defined in subsection (1)(a) or (b).

144 Subsection 62A (4) provides that a transfer of value on creation of a settlement can be a same-
day addition but not if settlements A and B are related settlements (settlements created on the
same day).

145 Subsection 62A (5) makes it clear that there can be a same-day addition where there is an
increase in the value of property comprised in a settlement without an increase in the amount
of the property.

146 Subsection 62B (1) provides that there will not be a same-day addition if certain conditions are
met. Those conditions include:

@ property in either settlement A or B being held for charitable purposes;
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@ cither or each of settlement A and settlement B being a protected settlement (see

paragraph 11 below);

e the transfer of value being in connection with payment of premiums of life
insurance due at regular intervals of one year or less throughout the contract
term.

147 Subsections 62B (2) to 62B(4) provide that where the value of an addition is £5000 or less there
will not be a same-day addition. The provision is restricted to transfers of value of £5000 or
less made during the settlor’s lifetime. It also contains an anti-fragmentation rule to prevent
individuals avoiding the same-day addition rules by transferring amounts in excess of £5000
to settlement A in multiples of £5000.

148 Subsections 62C(1) to 62C(4) provide an exclusion from the same-day addition rules for
settlements created before 10 December 2014 where:

e no additions have been made by the settlor after that date; or

e the only addition has been made under a will executed before the 10 December
2014 where the settlor dies before 6 April 2017.

149 Paragraph 3 amends section 66 of IHTA 1984, which provides for the rate of the ten-yearly
charge. The amendment provides that the value of the property held on trust that is taken into
account when determining the ten-yearly charge is to include:

e the value of any same-day addition; and

@ the initial value of property in other trusts (other than protected settlements and

related settlements) that have increased in value on the same day.

150 The amendment also removes the requirement to take into account the value of trust property
that has never become relevant property.

151 Paragraph 4 amends section 68 of IHTA 1984, which provides for the rate of tax when
property leaves a trust before the first ten-year anniversary. The amendment provides for the
inclusion of same-day additions and the exclusion of property that has never become relevant
property for the purpose of calculating this charge.

152 Paragraph 5 amends section 69 of IHTA 1984, which provides for the rate of tax when
property leaves a trust between ten-year anniversaries. The amendment provides for the
inclusion of same-day additions and the exclusion of property that has never become relevant
property for the purpose of calculating this charge.

153 Paragraph 6 amends section 71F of IHTA 1984, which provides for the rate of tax on property
leaving 18/25 Trusts under section 71E of IHTA 1984. The amendment provides that only the
value of property in a related settlement which was property to which section 71D (Age 18 -
25 trusts) applied when the settlement commenced is aggregated.

154 Paragraph 7 contains commencement provisions and provides that the amendments will take
effect in relation to tax charges arising on or after the date on which Royal Assent to Finance
(No.2) Act 2015.
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Background note
155 The value of property held in most forms of trust is subject to IHT at 6% every ten years on the
amount above the nil rate band (currently £325,000); and a proportionate “exit” charge when
the value of the property leaves the trust between ten-year anniversaries.

156 Where more than one trust is created on the same day by the same person, they are “related
settlements” and the value settled on that day is aggregated when determining the rate at
which tax is charged. The policy will reform the inheritance tax treatment of relevant property
trusts and make the tax system fairer by removing the advantage that enables individuals to
avoid IHT through the use of multiple trusts.

157 This section and Schedule is related to three others in this Act which make changes to the
relevant property trust legislation. The other sections are: 12 - Exemption from ten-yearly
charge for heritage property, 13- Settlements with initial interest in possession and 14-
Distributions etc. from property settled by will.
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Section 12: Exemption from ten-yearly charge for heritage property

Summary
158 This section amends the inheritance tax (IHT) legislation relating to claims for conditional
exemption from IHT for heritage property. It amends the current requirement that a claim
must be made and the property designated as heritage property before the approaching ten-
year anniversary, and replace it with one which provides that trustees may make a claim for
exemption within 2 years of the ten-yearly charge arising. The amendments have effect for

those occasions on which the ten-yearly charge arises on or after the date of Royal Assent to
Finance (No.2) Act 2015.

Details of the section
159 Subsection (1) amends section 79 of the Inheritance Tax Act (IHTA) 1984. The effect of this
change will be to change when a trustee may make a claim for exemption from the ten-yearly
charge. A claim may be made within two years of the ten-yearly charge arising or at such later
date as the Board allows.

160 Subsection (2) amends subsection 79(3) IHT A 1984 to provide that a claim for exemption from
the ten-yearly charge may be made within 2 years of the date of the ten-year anniversary of
the settlement. Subsection (2) also provides that HMRC may allow a later date for making the
claim.

161 Subsection (3) inserts a new subsection 79(3A) IHTA 1984 which provides the circumstances
in which a conditionally exempt transfer of property would become a chargeable event with
respect to that property.

162 Subsections (4) to (8) make consequential amendments to sections 79, 207,233, 237 and
Schedule 4 IHTA 1984 to reflect the change to the period within which a claim for exemption

may be made and to replace references to subsection 79(3) with references to subsection
79(3A).

163 Subsection (9) specifies the circumstances for which the amendments in this section have
effect.

Background note

164 This section resolves an anomaly in IHTA 1984. In order to preserve and protect national
heritage the government introduced the Conditional Exemption Tax Incentive Scheme.
Buildings, land, works of art and other objects which qualify under the scheme are exempt
from Inheritance Tax and Capital Gains Tax, provided that certain conditions are met. While
relevant property is subject to a charge to tax under section 64 IHTA on each tenth
anniversary of the date of creation of the settlement concerned, national heritage property
may be exempted from this charge.

165 The current IHT legislation requires trustees to make a claim and obtain a heritage property
designation before the ten-yearly charge arises. This is a departure from the general regime for
conditional exemption and can cause difficulties for trustees and parties engaged in
designating heritage status. The change will put trustees dealing with a claim for exemption
from a ten-yearly charge on the same footing as trustees and individuals subject to other IHT
charges.

166 This section is part of a package of measures that make changes to the relevant property trust
legislation. The other sections are: 11 - Calculation of rate of inheritance tax on settled
property, 13- Settlements with Initial interest in possession and 14 - Distributions etc from
property settled by will.
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Section 13: Settlements with initial interest in possession

Summary
167 This section amends the inheritance tax (IHT) legislation relating to settlements created by
individuals before March 2006 giving an interest in possession to themselves or to their
spouse, widow, civil partner or surviving civil partner.

168 Where “interest in possession” appears in s80 of IHTA, it is replaced with “a qualifying
interest in possession” which means that where one party to a couple succeeds to a life
interest to which their spouse or civil partner was previously entitled during the latter’s
lifetime, section 80 will apply at that time (because neither spouse would then have a
qualifying interest in possession). This means that the settled property would then be treated
as being comprised in a settlement and as a result subject to the relevant property charges.
This measure fixes an unintended effect of the legislation that allowed a (non-qualifying)
interest in possession to escape all IHT charges, because the settled property was neither part
of the beneficiary’s estate, nor was it comprised in a relevant property trust.

Details of the section

169 Subsection (1) provides for “an interest in possession” to be substituted by “a qualifying
interest in possession”.

170 Subsection (2) provides for the amendments to come into force on the day after the date of
Royal Assent to Finance (No.2) Act 2015, subject to the saving provisions in subsections (3) to

@).

171 Subsections (3) to (6) set out the conditions for the saving provision to apply. The effect of the
saving provisions is that the commencement of the relevant property trust is aligned with the
ending of the interest in possession, rather than commencing on the change being made to the
legislation.

172 Subsection (7) defines the “relevant period” and confirms that references to spouse or civil
partner of a settlor include references to the widow or widower or surviving civil partners of
the settlor.

Background note

173 Changes made in 2006 created an unintended effect in the legislation where an individual has
a pre-March 06 entitlement to income (interest in possession) which has continued after March
2006 and their spouse then takes an interest in possession, whilst they are still alive, after that
date. The amendment will mean that settled property is relevant property once the
individual's spouse takes their life interest.

174 This section is related to three others in this Act which make changes to the relevant property
trust legislation. The other sections are 11- Calculation of rate of inheritance tax on settled
property, 12- Exemption from ten-yearly charge for heritage property, and 14- Distributions
etc from property settled by will.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on

18 November 2015 55



Section 14: Distributions etc. from property settled by will

Summary
175 This section amends the inheritance tax (IHT) legislation relating to property that is settled by
will. It provides that where property is left in trust in which no interest in possession subsists
and an appointment of that property is made within 3 months of the date of death, that
appointment can be read back into the will, The effect of this is that where an appointment is
made to the spouse or civil partner of the testator, exemption from IHT can apply. The
amendment applies to cases where the testator’s death occurs on or after 10 December 2014.

Details of the section

176 Subsection (1) amends section 144 of the Inheritance Tax Act (IHTA) 1984 to insert a reference
to section 65(4) IHTA 1984. The effect of this change will be that where a trust is wound up in
whole or part within 3 months of the date of death that appointment of property can be read
back into the will. Where the appointment is made in favour of the deceased’s spouse or civil
partner, exemption from IHT, under section 18 IHTA (transfers between spouses or civil
partners), can apply.

177 Subsection (2) provides that the amendment applies to cases where the testator’s death occurs
on or after 10 December 2014.

Background note

178 This amendment resolves an anomaly in IHTA 1984 and ensures that where an appointment
is made within three months of the date of death in favour of the deceased’s surviving spouse
or civil partner, it can be read back into the will and exemption under section 18 can be given.

179 This section is related to three others in this Act which make changes to the relevant property
trust legislation. The other sections are 11- Calculation of rate of inheritance tax on settled
property, 12 - Exemption from ten-yearly charge for heritage property and 13 - Settlements
with initial interest in possession.
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Section 15: Inheritance tax: interest

Summary
180 This section amends the legislation relating to late payment interest provisions for inheritance
tax (IHT). It extends the regulation making powers to allow the provisions relating to financial
institutions and companies to be updated. It also clarifies the period from which interest is
charged. These amendments complement other legislative changes which will be made to
support the digitisation of IHT. They will ensure the relevant provisions will apply correctly
when the new online service starts to become available later in 2015.

Details of the section

181 Subsection (1) amends section 107 of the Finance Act 1986 to provide that the power to make
regulations is extended to paragraph 7(7) and (8) of Schedule 53 to the Finance Act 2009 (FA
2009).

182 Subsection (2)(a) amends paragraph 7(7) of Schedule 53 FA 2009 to include a reference to a
description set out in regulations made under section 107(5) of the Finance Act 1986. Taken
together, these changes will enable regulations to be made so that the late payment interest
provisions in Schedule 53 FA 2009 relating to inheritance tax instalment payments can be
updated.

183 Subsection (2)(b) corrects the period from which late payment interest is charged in paragraph
9 of Schedule 53 FA 2009 by referring to the end of the month in which the testator died. The
amendment aligns the date with the current provisions in section 234(4) of the Inheritance
Taxes Act 1984.

184 Subsection (3) provides that the Treasury can make regulations in a statutory instrument to
appoint a day for the amendments to come into force.

185 Subsection (4) provides for what the regulations under section 3 may do.

Background note

186 At Autumn Statement 2013 the government announced that, as part of the government’s
digital strategy to improve the process for customers and the administration of the tax, an
online service will start to be provided in 2015 for the submission of IHT returns. To support
the introduction of the new online service, legislative changes by regulations and Appointed
Day Orders will be made to align the treatment of interest and penalties for inheritance tax
purposes with other taxes. The amendments made by this section are part of those changes
and will ensure that the relevant provisions relating to late payment interest are updated and
apply consistently when the new online service starts to become available later in 2015.
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Part 3: Banking

Section 16 and Schedule 2: Bank levy rates for 2016 to 2021

Summary
187 This section and schedule 2 decrease the rates at which the bank levy is charged from 1

January 2016 onwards.

Details of the section and Schedule 2

188 Section 16 refers to the section and summarises what it contains

189 Paragraphs 1 to 6 of schedule 2 set the bank levy rate for 2016 to 2021.

190 Sub-paragraph (1) of paragraphs 1 to 6 amends Schedule 19 to Finance Act (FA) 2011 to
decrease the bank levy rate from 1 January of the year in question.

191 Sub-paragraph (2) of paragraphs 1 to 6 introduce into the table of rates at paragraph 7(2) of
Schedule 19 and the new bank levy rates from the period 1 January of the year in question.

192 Sub-paragraph (3) of paragraphs 1 to 6 provide that the new rate changes made by
subparagraphs (1) to (2) are treated as having come into force on 1 January of the year in
question.

193 Sub-paragraph (4) to (9) provide transitional provisions for collecting the additional amounts
of bank levy that arise from the reduction of the rates from 1 January 2016. Where an
instalment payment in respect of a chargeable period ending on or after 1 January 2016 is due
before 1 January 2016, the first instalment for the same chargeable period due after 1 January
2016 is decreased by the adjustment amount. The adjustment amount is the difference
between what was actually paid in the pre-1 January 2016 instalment and what would have
been due if the post 1 January 2015 rates had been applied. There are no transitional
provisions if there is no instalment for the same chargeable period due after 1 January 2016. In
this case standard corporation tax repayment provisions would apply.

194 Sub-paragraph 1 (10) provides definitions of terms used in this paragraph.

Background note
195 The bank levy is an annual balance sheet charge based upon the chargeable equities and
liabilities of all UK banks and building society groups, foreign banks and banking groups
operating in the UK and UK banks in non-banking groups from 1 January 2011 onwards.

196 The bank levy is treated as if it is corporation tax, and the relevant entity is required to both
make a return of the bank levy (as part of its company tax return) and to pay the bank levy. In
the case of a banking group, it is the “the responsible member” (see paragraph 54, Schedule 19
to FA 2011) who has these responsibilities.

197 Entities that pay the bank levy are required to do so under the provisions of The Corporation
Tax (Instalment Payments) Regulations 1998 (S.1. 1998/3175).

198 Banks are now recovering from the financial crisis and this reduction in the bank levy is being
introduced alongside a new banking companies surcharge (see section 17 and Schedule 3) to
amend the way that banks contribute to public finances based on their current year
profitability levels.
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Section 17 and Schedule 3: Banking companies: surcharge

Summary
199 This section and Schedule 3 introduced a surcharge of 8% on the taxable profits of banking

companies arising on or after 1 January 2016. Taxable profits are calculated before the offset
of losses that arise before the commencement date or from non-banking companies, before the
surrender of group relief from non-banking companies and ignoring any elections to transfer
chargeable gains to or from non-banking companies. R&D expenditure credits are excluded
from the surcharge. An annual surcharge allowance of £25,000,000 will be available to groups
and individual banking companies which will reduce the profits liable to the surcharge.

Details of the section and schedule

Part 1: Main Provisions
200 Paragraph 1 introduces new Chapter 4 to Part 7A of Corporation Tax Act (CTA) 2010.
Chapter 4 - Surcharge on banking companies

201 New section 269D gives an overview of the chapter.

202 New subsection 269DA(1) introduces a surcharge equal to 8% of a banking company’s
surcharge profits so far as they exceed its surcharge allowance for an accounting period. The
surcharge is treated as if it were an amount of corporation tax. A banking company is defined
at sections 269B to 269BC of Part 7A of CTA 2010.

203 New subsection 269DA(2) defines surcharge profits for an accounting period as the sum of
TTP + NBGR + NBPLR + RTOG - NBTIG - RDEC. TTP is the taxable total profits of the
banking company. NBGR is the amount of group relief surrendered to the banking company
from a surrendering company that is not a banking company. NBPLR is the amount of any
non-banking or pre-2016 loss relief that has been deducted in arriving at the taxable total
profits. RTOG is the sum of any relevant chargeable gains transferred out to non-banking
companies. NBTIG is the sum of any chargeable gains transferred in from non-banking
companies. RDEC is the amount brought into account by the company as an R&D
expenditure credit.

204 New subsection 269DA(3) defines surcharge allowance by reference to section 269DE where a
banking company is a member of a group that has two or more banking companies.

205 New subsection 269DA(4) defines surcharge allowance by reference to section 269D] where a
banking company is not in a group (or is not in a group containing other banking companies).

206 New section 269DB defines non-banking group relief as group relief from a surrendering
company that is not a banking company or an EEA banking company. The Treasury can
make regulations specifying whether a company is an EEA banking company.

207 New subsections 269DC(1) to (15) define non-banking or pre-2016 loss relief as being the
aggregate of any amounts that are deducted in determining the taxable total profits in respect
of losses arising when a company was not a banking company and losses arising prior to 1
January 2016.

208 The losses referred to in new subsections s269DC(1) to (15) comprise the following carried-
forward amounts:

e trading losses

@ non-trading deficits
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@ management expenses

e UK property losses

® overseas property losses

® excess capital allowances on special leasing
® miscellaneous losses

e capital losses

® any used amount in respect of non-trading losses on intangible fixed assets.

209 New subsections 269DC(16) to (22) define a non-banking or pre-2016 non-trading loss on
intangible fixed assets and provide for the calculation of the used amount in prescribed
circumstances.

210 New subsections 269DD(1) to (4) define a relevant transferred-out gain and non-banking
transferred-in gain.

211 New subsections 269DE(1) to (5) provide for a £25,000,000 surcharge allowance for groups
containing two or more banking companies. Each banking company must specify its
surcharge allowance in its company tax return for the period. A banking company can be
allocated surcharge allowance up to a limit of £25,000,000, which includes any allowance from
a time when it was a member of a group with no other banking companies. The allowance is
proportionately reduced where the accounting period is less than 12 months.

212 New subsections 269DE(6) and (7) require the surcharge allowance specified in a banking
company's company tax return and the surcharge allowance set against controlled foreign
company (CFC) apportioned profits to not exceed the surcharge allowance available to that
company. Where it does, the provisions in section 269DK apply.

213 New section 269DF provides for a group surcharge allowance of £25,000,000 for groups
containing two or more banking companies, who will be required to nominate one banking
company to deal with the surcharge allowance on behalf of the group. The group surcharge
allowance is given by reference to the accounting period of the nominated company, and is

proportionately reduced where the nomination applies for only part of the period or if the
period is less than 12 months. The nomination must state the date on which it is to take effect
(this can be earlier than the date of nomination) and be signed by the appropriate person on
behalf of each banking company. The nomination ceases to have effect in prescribed
circumstances and the Commissioners may by regulations make further provisions about a
nomination.

214 New section 269DG provides for the nominated company to submit a group allowance
allocation statement for each accounting period. If the nominated company changes before
the statement is submitted then a new nominated company must submit the statement. The
statement must be received by HM Revenue & Customs (HMRC) within 12 months of the end
of the accounting period of the nominated company or at such later time if an officer of
HMRC allows. The statement must comply with the requirements of section 269DI.

215 New section 269DH makes provision for revised statements to be made in prescribed
circumstances.
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216 New section 269DI sets out the information to be included in the statement and the limits on
the amount of allowance that can be allocated to each banking company. It also makes
provision for revised statements and time limits. If a company fails to comply an officer of
HMRC may amend a statement as he thinks fit and send a copy of the notice to each banking
company. The Commissioners for HMRC may by regulations make further provision about a
group allowance allocation statement.

217 New subsections 269D](1) to (4) set the surcharge allowance at £25,000,000 for banking
companies that are not in a group (or are not in a group containing other banking companies).
The allowance is proportionally reduced where the accounting period is less than 12 months.

218 New subsections 269D](5) and (6) require the surcharge allowance specified in a banking
company's company tax return and the surcharge allowance set against CFC apportioned
profits to not exceed £25,000,000. Where it does, the provisions in section 269DK apply.

219 New section 269DK requires the company tax return to be amended where an excessive claim
to surcharge allowance has been made. Failing that, an officer of HMRC may make an
assessment to tax for the amount that ought to have been charged. This is in addition to the
power to make a discovery assessment.

220 New subsections 269DL(1) to (4) provide that enactments applying generally to corporation
tax shall apply to the surcharge. But this is subject to subsection (5).

221 New subsection 269DL(5) provides that references to corporation tax in the Corporation Tax
(Treatment of Unrelieved Surplus Advances Corporation Tax) Regulations 1999 does not
include the surcharge and references to profits charged does not include surcharge profits.

222 New subsections 269DL(6) to (9) restrict credits for foreign tax arising to a non-banking
company or arising before 1 January 2016 from being set against the surcharge. Any amounts
of eligible foreign tax are to be set off firstly against the corporation tax payable and any credit
then remaining is to be set off against the surcharge.

223 New subsection 269DL(10) defines the Taxes Acts.

224 New section 269DM requires a banking company or the responsible company under relevant
group payment arrangements to inform an officer HMRC, on or before the date of a payment,
of amounts of surcharge included in the payment. This requirement is to be treated as an

information notice for the purposes of Part 7 of Schedule 36 to Finance Act 2008.

225 New subsections 269DN(1) and (2) define arrangements that seek to avoid or reduce the
surcharge. These are:

o the transfer in substance of all or a significant part of the surcharge profits of a

banking company to a non-banking company, or

@ the transfer of a loss or deductible amount to a banking company from a non-
banking company which results in the surcharge profits being reduced or

eliminated.

226 The main purpose or one of the main purposes of the arrangements must be to avoid or
reduce the surcharge.

227 New subsection 269DN(3) counteracts the arrangements as if they had not taken place.

228 New subsection 269DN(4) provides definitions for various terms used in the section.

229 New section 269DO defines various terms used in the Chapter.
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230 New subsections 269DO(2) - (7) makes some minor amendments to the definition of a banking
company for the purposes of determining surcharge profits. These subsections provide a
targeted exclusion for asset management companies where they have an ancillary deposit
taking business and for other companies where accepting deposits represents a small part of
their balance sheet and they are the only company in the UK group which accepts deposits.

Part 2: Consequential amendments

231 Paragraph 2 inserts a provision into section 59E of Taxes Management Act (TMA) 1970 so that
the surcharge is due and payable as if it were corporation tax.

232 Paragraph 3 inserts provisions into Schedule 18 to Finance Act 1998 so that returns are made
of the surcharge as if it were corporation tax.

233 Paragraphs 4 to 6 integrate Chapter 4 with the rest of CTA 2010.

234 Paragraphs 7 to 10 amend Part 9A of Taxation (International and Other Provisions) Act
(TIOPA) 2010 by inserting new sections 371BI and 371UBA.

235 New section 371BI increases the appropriate rate at which corporation tax should be charged
on a CFC's chargeable profits to include the surcharge rate, and this rate applies after any
surcharge allowance which the chargeable company has specified in its company tax return

has been taken into account. This section also contains two provisions to counter
arrangements that seek to avoid or reduce the surcharge. The first provision is similar to
section 269DN CTA 2010. (See paragraphs 27 and 28 of this note). The second provision
applies where the relevant interest in a CFC is moved from a banking company to a non-
banking company and where there are arrangements where the main purpose, or one of the
main purposes of the arrangements, is to avoid or reduce the sum charged under the
surcharge.

236 New section 371UBA contains provisions similar to section 269DM CTA 2010, and requires
the chargeable company or the responsible company under relevant group payment
arrangements to inform an officer of HMRC, on or before the date of a payment, of amounts of

surcharge included in the payment.

237 Paragraphs 11 to 13 amend Part 3 of Finance Act 2015 so that the rate specified in relation to
diverted profits is increased by the surcharge to 33%. Definitions of adjusted and notional
adjusted ring fence profits and effective tax mismatch outcome are amended to include
banking surcharge profits.

Part 3: Commencement and transitory provision

238 Subparagraph 14(1) explains that subparagraphs 1 and 4 to 6 have effect for accounting
periods beginning on or after the commencement date.

239 Subparagraphs 14(2) to (4) provide that where an accounting period straddles the
commencement date, this is to be treated as two separate accounting periods. Profits and
losses and any credit for foreign tax are to be allocated to each period based on a time basis or
if that method would produce a result that is unjust or unreasonable, a just and reasonable
basis. The surcharge is chargeable on the banking company for the separate accounting
period beginning with the commencement date.

240 Subparagraphs 14(5) to (10) make provisions in respect of instalment payments. Where the
straddling period results in instalment payments becoming due prior to the commencement

date, these are to be treated as falling due on the first instalment date falling after the
commencement date.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on

18N ber 2015
ovember 32



241 Subparagraph 14(11) requires a nominated company to split its accounting period into two
periods of account where its accounting period straddles 1 January 2016.

242 Subparagraph 14(12) provides for section 269DN CTA 2010 to apply to arrangements entered
into before or after this Act is passed.

243 Subparagraph 14(13) defines surcharge for the purposes of this paragraph.

244 Paragraph 15 explains that the amendment to the reporting requirements of Schedule 18 of
Finance Act 1998 has effect for accounting periods ending on or after the commencement date.

245 Paragraph 16 applies in relation to CFCs and contains provisions similar to paragraph 14.

246 Paragraph 17 sets out that the amendments to the diverted profits tax apply for accounting
periods beginning on or after the commencement date. It also sets out that any straddling
period is to be treated as two separate periods with amounts being allocated on a just and
reasonable basis.

247 Paragraph 18 provides that the commencement date is 1 January 2016 and sets out further
interpretation on instalment payments.

Background note

248 This new chapter was announced for the first time at Summer Budget 2015.
249 The chapter itself and the consequential amendments apply from 1 January 2016.

250 Banks are now recovering from the financial crisis and this new bank corporation tax
surcharge is being introduced alongside reductions in the bank levy rates. Together these
measures will amend the way that banks contribute to public finances as their contributions
will focus to a greater extent on their current year profitability levels.

251 This Chapter will introduce an 8% surcharge on banks’ profits. Profits cannot be reduced by
non-banking or pre-2016 carried-forward losses, or the surrender of group relief from non-
banking companies or by elections which transfer chargeable gains to non-banking
companies. Individual banking companies and groups containing banking companies will be
entitled to a maximum £25,000,000 annual allowance against surcharge profits which will
reduce the profits liable to the surcharge.
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Section 18: Banking companies: expenses relating to compensation

Summary
252 This section denies corporation tax relief for expenses on compensation payments made by
banks to customers in respect of certain defined issues. The legislation will have effect for
expenses incurred on or after 8 July 2015, with the exception of new section 133M, which will
have effect for expenses incurred on or after 15 July 2015.

Details of the section
253 Subsection (1) inserts new sections 133A-N into Corporation Tax Act (CTA) 2009.

Section 133A

254 New section 133A provides that no deduction may be made by a company in calculating

corporation tax profits for expenses which relate to certain types of compensation.

255 Subsection (1) contains the main operative provision, which ensures that there is no deduction
available for relevant compensation expenses within the meaning of subsection (3), where the
disclosure condition in new section 133C is met.

256 Subsection (2) provides that subsection (1) does not apply to administrative expenses,
expenses in respect of the failure of a computer or electronic system, or expenses which arise
from loss or damage wholly or mainly attributable to a third party. These expenses are
defined in new section 133D.

257 Subsection (3) ensures that a deduction is denied both where the company making or liable to
the payment is the company which has relevant conduct, and where a company associated
with that company is making or liable to the payment, subject to subsection (4). It does not
matter whether the payment is made or to be made directly or indirectly to the customer.

258 Subsection (4) prevents a second disallowance where an associated company incurs expenses
but there is an arm's length arrangement, such as a recharge of the expenses, in place.
However, expenses incurred by the company with the relevant conduct (that is a party to the
arm's length arrangement) will continue to be relevant compensation for the purposes of the
provision.

259 Subsection (5) provides that "qualifying company" means a company associated at the time
that the expenses in question are recognised for accounting purposes.

260 Subsection (6) provides that "relevant conduct" is any conduct which takes place at a time
after 29 April 1988 when the company is a banking company within the meaning of new
section 133E.

261 Subsection (7) confirms that the expenses are disallowed whether the compensation is or is to
be made by the company or by another person.

262 Subsection (8) sets out further definitions.
Section 133B

263 New section 133B provides that companies with expenses disallowed under section 133A
must also take into account a notional receipt in the same period as that in which the expenses
are disallowed. This provision ensures that a charge equivalent to the administrative and

other costs associated with making the compensation is taken into account in calculating
taxable profits.

264 Subsection (1) sets out the application of the section.
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265 Subsection (2) confirms that the amount of the receipt to be taken into account is 10% of the
expenses disallowed by new section 133A. This amount is to be brought into account as a
trade receipt.

266 Subsections (3) and (4) provide further interpretative provisions.

Section 133C

267 New section 133C defines the disclosure condition for the purposes of new section 133A.

268 Subsection (1) explains that the disclosure condition is met where a company has provided
for, disclosed, or referred to the compensation expenses in question, or to a class of expenses
to which the compensation expenses belong, within a relevant document, subject to certain
conditions. These would include compensation expenses relating to issues such as the mis-
selling of payment protection insurance.

269 Subsection (2) provides that a disclosure which relates to payment of compensation to or for a
single customer, in relation to a single error, will not meet the disclosure condition.

270 Subsection (3) extends subsection (2) to associated companies.

271 Subsection (4) provides that the indication in subsection (1) need not be explicit, providing
that it is relatively clear.

272 Subsection (5) defines "a relevant document”, which includes "relevant accounts”, defined at
subsection (6), "a relevant statutory report", defined at subsection (7), or "a relevant listing
disclosure", defined at subsection (8).

273 Subsection (9) provides a time limit for disclosures within scope.
274 Subsection (10) provides further definitions.

Section 133D

275 New section 133D explains which expenses are excluded from being disallowed under new
section 133A. These types of expenses are not specific to the banking sector and are intended
to be excluded from the scope of the measure.

276 Subsection (1) provides that the expenses which are to be excluded are expenses in respect of
administrative errors, failures of computer or electronic systems, or loss or damage caused by
a person not connected with the bank and acting independently of the bank.

277 Subsections (2) and (3) explain the meaning of "unconnected third party" for the purposes of
new section 133D. The connection between parties is to be determined at the point at which

the actions giving rise to the compensation arose.
278 Subsection (4) defines "the relevant actions" for the purposes of new section 133D.

279 Subsection (5) imports the definition of "connected persons" from section 1122 CTA 2010, as
modified by subsection (6).

Section 133E

280 New section 133E defines "banking company" for the purposes of new section 133B and new
section 133C. The definition applies to all companies wherever located.
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281 Subsection (1) provides that certain conditions further specified in this section must be met for
a company to be a banking company. Conditions A, C and D are applied to all banks.
Condition B is applied by subsection (3) to UK companies and permanent establishments, and
by subsection (6) to non-UK companies, which are required to hypothecate their non-UK
activities into the UK for this purpose.

282 Subsection (2) provides Condition A, which is that the company in question is not a banking
company if it is an excluded company within the meaning of new section 133F.

283 Subsection (3) provides Condition B as it applies to UK companies and permanent
establishments, by reference to the UK regulatory framework.

284 Subsection (4) provides Condition C, which is that the company's activities must either
include deposit-taking, or must wholly or mainly include one of the other relevant regulated
activities set out in new section 133G(1).

285 Subsection (5) provides Condition D, which is that the entity must carry on its relevant
regulated activity or activities wholly or mainly in the course of trade.

286 Subsection (6) provides condition B as it applies to non-UK companies. Condition B is deemed
to be met for non-UK companies which would meet certain conditions were they carrying on
their activities in the UK.

287 Subsections (7) and (8) contain further definitional and interpretative provisions.

Section 133F

288 New section 133F lists the circumstances where a company is to be treated as an "excluded
company" for the purpose of new section 133E. This list excludes specific businesses which are
not intended to be within the scope of the definition of a bank.

289 Subsection (1) explains the section.

290 Subsection (2) provides a list of companies which are excluded companies, including
insurance companies, friendly societies and credit unions.

291 Subsections (3) to (7) set out further definitional and interpretative provisions including for
how the definitions are to be interpreted at different times.

Section 133G

292 New section 133G defines "relevant regulated activity" for the purposes of new section 133E
and new section 133F.

293 Subsection (1) sets out the scope of the section by reference to specified regulated activities.
294 Subsection (2) explains how to apply the definition to periods before 1 December 2001.
Section 133H

295 New section 133H provides the definition of investment bank for the purposes of new section

133E. This definition covers specific types of entity which are regulated by the Financial
Conduct Authority or the Prudential Regulation Authority, or which were previously
regulated by the Financial Services Authority.

296 Subsections (2) to (4) modify the definition for different time periods.

297 Subsection (5) explains terms used within subsections (2) to (4), including as they are to be
applied at different times.
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298 Subsection (6) extends the definition to companies carrying on activities in the UK but with a
registered office or head office overseas.

299 Subsection (7) defines the terms used in this section.

Section 1331

300 New section 1331 defines "insurance company" for the purposes of new section 133F.

301 Subsection (1) sets out the general definition by reference to the Financial Services and
Markets Act 2000.

302 Subsections (2) and (3) explain how the definition is to be applied at different times.

Section 133]

303 New section 133] defines "customer" for the purposes of determining whether compensation
is paid or payable to a customer of a given company.

304 Subsection (1) provides the general definition of a customer as a person who uses, has used or
may have contemplated using, or who has relevant rights or interests in relation to, a financial
service.

305 Subsection (2) defines "financial service".

306 Subsection (3) provides for situations where a person may have rights or interests in relation
to a service. This would include the case of intermediaries.

307 Subsections (4) to (6) contain further definitional and interpretative provisions relating to the
definition of customer.

Section 133K

308 New section 133K explains the scope of the meaning of "compensation” and related
expressions.

309 Subsection (1) contains the relevant interpretative provisions for compensation paid or
payable "in respect of" relevant conduct, for the purposes of new section 133A. This would
include voluntary, discretionary or ex gratia payments in lieu or expectation of compensation.

310 Subsection (2) contains the relevant interpretative provisions for "compensation” in new
section 133B and new section 133C. These include that interest and other forms of redress are
included within the meaning of compensation. Compensation includes any amount relating to
expenses incurred by a customer in pursuing a claim.

311 Subsection (3) contains further definitional and interpretative provision.
Section 133L

312 New section 133L explains the meaning of associated companies for the purposes of new
section 133A.

313 Subsection (1) provides that a company is associated with another company at a given time if
any of five conditions is met.

314 Subsections (2) - (6) set out the conditions.

315 Subsections (7) and (8) set out further definitional provisions for the purposes of new section
133L.

316 Subsection (9) applies sections 466 - 471 CTA 2009 to new section 133L.
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317 Subsection (10) imports the meaning of "major interest" from section 473 CTA 2009.

Section 133M

318 New section 133M sets out how the legislation applies to firms which have corporate partners.

319 Subsection (1) provides that the section applies for the purposes of calculating the firm's
profits in line with section 1259, where the firm has a corporate partner.

320 Subsection (2) provides that new section 133A disallows the expenses of a firm for these
purposes in the same way as it does for a company.

321 Subsection (3) provides that s133A is, for the purposes of the subsection (2), to be read subject
to subsections (4) to (6).

322 Subsection (4) disregards new section 133A(3)(b).

323 Subsection (5) provides that firms with a corporate partner have relevant conduct where the
corporate partner is a banking company and the firm is not excluded within the meaning of
new section 133F.

324 Subsection (6) provides that for firms with a corporate partner, the disclosure condition may
be met either in respect of documents of the firm or of the corporate partner.

325 Subsection (7) ensures that the provisions of new section 133B, which give the percentage
uplift to reflect administrative and other handling costs of compensation, apply to firms with
a corporate partner as they do to companies._

Section 133N

326 New section 133N provides power to make changes to the legislation where these are required
as a consequence of changes to the regulatory legislation, guidance or requirements or to
make changes to the scope of the provisions.

327 Subsection (1) explains the scope of consequential changes which may be made under this
power.

328 Subsection (2) explains the scope of other changes which may be made under this power.
329 Subsection (3) clarifies that regulations under the section may include transitional provision.

330 Subsections (4) and (5) explain the Parliamentary procedures applicable to regulations made
under the relevant subsections. Consequential changes and extensions of the scope of
excluded expenses in new section 133D are subject to negative procedure, with other changes
subject to affirmative procedure.

331 Subsection (6) defines "the FCA Handbook" and "the PRA Handbook".
332 New Subsection (2) of section 18 provides the commencement provision.

333 Subsection (3) of section 18 explains that for companies, the commencement date is 8 July
2015, and for firms with a corporate partner, the commencement date is 15 July 2015.

334 Subsection (4) of section 18 provides that paragraph 5 applies to companies with accounting
periods straddling the commencement date.

335 Subsection (5) of section 18 provides that apportionment is to be made between the pre- and
post-commencement periods on a just and reasonable basis.
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Background note

336 This measure was announced at Budget 2015. These changes have been introduced to restrict
the tax deductibility of banks' compensation expenses in respect of certain conduct issues.

Section 19: Banks established under the Savings Bank (Scotland) Act 1819: loss

allowance

Summary
337 This section makes sure that savings banks established under the Savings Bank (Scotland) Act
1819 are treated in the same way as building societies for the purposes of the restriction
applying to certain deductions made by banking companies. The carried-forward loss
allowance is therefore extended to savings banks as it currently applies to building societies.
The section has effect for the purpose of calculating the taxable profits of companies for
accounting periods beginning on or after 1 April 2015.

Details of the section
338 Subsection (1) expands the definition of 'building society' in section 269CN (definitions),
which applies for the purposes of Chapter 3 of Part 7A of CTA 2010 (banking companies) to
include a bank established under the Savings Bank (Scotland) Act 1819.

339 Subsection (2) explains that the amendment in this section is treated as coming into force on 1
April 2015.

Background note

340 The government believes that savings banks established under the Savings Bank (Scotland)
Act 1819 are similar to building societies; the government therefore believes it is right for these
savings banks to benefit from the carried-forward loss allowance. Such savings banks are
similar to building societies in that they do not have shareholders, cannot issue capital
instruments, and are not profit-maximising.
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Section 20: Definitions relating to banks

Summary
341 This section amends a cross-reference and the definition of banking company used in
Schedule 19, Finance Act (FA) 2011 (bank levy) and Part 7A Corporation Taxes Act (CTA)
2010 (banking companies) to maintain alignment with updated definitions used by the
Prudential Regulatory Authority (PRA) and the Financial Conduct Authority (FCA). The
amendments in relation to bank levy have effect from 1 January 2014 to align with updating of
the regulatory terms by the PRA and FCA.

Details of the section
342 Subsection (1) introduces the changes to Schedule 19, FA 2011 (bank levy).

343 Subsections 2 to 7 update various regulatory terms used within paragraphs 12, 70, 72, 73, 78
and 80 of Schedule 19 FA 2011 and correct a cross-reference to a defined term in paragraph 79.

344 Subsection (8) provides that the regulatory terms are updated with effect from 1 January 2014.

345 Subsection (9) introduces the changes to Part 7A CTA 2010 which have effect from the
introduction of that legislation.

346 Subsections 10 to 12 update various regulatory terms used within sections 269B, 269BA and
269BC CTA 2010.

Background note

347 These changes ensure that the definition of a bank is updated to reflect the current regulatory
terms. This measure is a technical change to the wording of the legislation to provide clarity
and certainty. There will be no change to the scope or effect of the legislation and the
population of banks that fall within the definition of a bank for Schedule 19, FA 2011 and Part
7A CTA 2010 is unchanged. The amendments in relation to bank levy have effect from 1
January 2014 to align with updating of the regulatory terms by the PRA and FCA.
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Part 4: Income tax, corporation tax and capital gains tax

Section 21: Pensions: special lump sum death benefits charge

Summary
348 This section removes the 45% tax charge on certain lump sum death benefits paid from a
registered pension scheme directly to an individual. Tax will be payable at the recipient's
marginal rate of income tax instead. The change has effect for lump sum death benefits paid
on or after 6 April 2016.

Details of the section
349 Subsection (1) explains that subsections (2) to (5) amend Section 206 of FA 2004.

350 Subsection (2) introduces the concept of a non-qualifying person to section 206 of the Finance
Act (FA) 2004 so that the existing 45% special lump sum death benefits charge only applies
where a taxable lump sum death benefit is paid to a non-qualifying person.

351 Subsection (3) aligns the tax treatment of the defined benefits lump sum death benefit with
certain other lump sum death benefits. Where those lump sums are not paid out within two
years of the scheme administrator becoming aware that the pension holder has died, they
become subject to the 45% tax charge. Before this change the lump sum would have been an
unauthorised payment and subject to tax charges of up to 70% of the lump sum.

352 Subsection (4) makes subsection (7) of section 206, which provides for lump sum death
benefits to be subject to income tax where they are paid to a trust before being paid to an
individual, subject to the provisions of new subsection (8) of section 206.

353 Subsection (5) inserts new subsections (8) to (10) to section 206.

354 New subsection (8) allows a taxable lump sum death benefit initially paid to a trust to be
treated as the income of the individual who finally receives it. That individual will be taxed at
their marginal rate on the amount that the lump sum death benefit would have been before
the deduction of tax. However, they will be able to claim the 45% special lump sum death
benefits charge paid on the lump sum death benefit as a deduction against their own income

tax.

355 New subsection (9) defines a "non-qualifying person" as a person who is not an individual or
is an individual in a representative capacity. The exception is someone acting as a bare trustee.

356 New subsection (10) defines "bare trustee" for these purposes.

357 Subsection (6) provides the power to make regulations so that the individual who receives the
taxable lump sum death benefit via a trust can receive the information they need to pay the
right amount of income tax on the lump sum death benefit.

358 Subsection (7) amends paragraph 16 of Schedule 32 to Finance Act 2004 which sets out which
lump sum death benefits are relevant lump sum death benefits and are tested against the
member’s lifetime allowance as a benefit crystallisation event 7. The amendment means that a
defined benefits lump sum death benefit is only tested against the lifetime allowance if it will
be paid tax-free, that is, if it is paid where the member died before age 75 and is paid within a
two-year period. This prevents a potential double charge to tax.

359 Subsection (8) prevents the defined benefits lump sum death benefit from being an
unauthorised payment because it is paid out more than two years after the scheme
administrator becomes aware of the pension holder's death.
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360 Subsection (9) makes consequential amendments to Schedule 16 to FA 2011 which had
amended the defined benefits lump sum death benefits rules in paragraph 13 of Schedule 29
to FA 2004.

361 Subsection (10) provides that the amendments made by this section have effect on lump sums
paid on or after 6 April 2016.

Background note

362 This section makes the tax system fairer by reducing the tax payable on taxable lump sum
death benefits when an individual dies age 75 or above with pension savings in a registered
pension scheme.

363 If the individual dies under the age of 75 lump sum death benefits are usually exempt from
tax. The exception is where the individual dies under age 75 but the scheme administrator
does not pay the lump sum within two years of becoming aware of the individual's death. In
that case certain types of lump sum death benefit are taxable.

364 Tax is charged at a flat rate 45% and is payable by the scheme administrator, the person
responsible for the tax affairs of the registered pension scheme.

365 This section imposes the 45% tax charge on the taxable lump sum death benefit only if it is
paid to a "non-qualifying person".

366 The effect of this change is that where certain taxable lump sum death benefits are paid to an
individual who is also the beneficiary, from 6 April 2016 they will not be taxed at a flat rate
45%. Instead, under section 22 they will be taxed as pension income and will be subject to the
individual's marginal rate of income tax.

367 The final amount of tax payable will be the same for an individual who receives the lump sum
death benefit through a trust but they will need to claim a deduction against their own income
tax for the 45% tax paid on the lump sum before it was paid to the trust.

368 This section also removes the potential for a lifetime allowance tax charge where a defined
benefits lump sum death benefit is taxable, even though it is paid in respect of an individual
who dies under age 75, because the scheme administrator did not pay the lump sum within
two years of becoming aware of the individual's death. This prevents the amount that exceeds
the lifetime allowance being taxed twice.
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Section 22: Pensions: some lump sum death benefits taxed as pension income

Summary
369 This section subjects certain lump sum death benefits to tax as pension income where they are
paid out of a registered pension scheme directly to an individual. Tax is deducted under
PAYE. This section makes similar provision for equivalent payments made out of foreign
pension schemes. This change has effect for lump sum death benefits paid on or after 6 April
2016.

Details of the section

370 Subsection (2) inserts new subsections (4) and (4ZA) in section 636A of the Income Tax
(Earnings and Pensions) Act (ITEPA) 2003.

371 New subsection (4) provides that taxable lump sum death benefits paid to a non-qualifying
person are subject to the 45% special lump sum death benefits charge in section 206 of Finance
Act (FA) 2004. This charge is the liability of the scheme administrator. These lump sums are
not subject to any other income tax charge.

372 New subsection (4ZA) provides that taxable lump sum death benefits paid to a qualifying
person are taxed as pension income of the recipient under section 579A of ITEPA 2003.

373 Subsection (4) inserts new subsection (8) in section 636A of ITEPA 2003.

374 New subsection (8) uses the same definition for 'non-qualifying person' as set out in
section 206 of FA 2004 and defines a 'qualifying person' as an individual who receives a lump
sum death benefit and is not a non-qualifying person.

375 Subsection (5) inserts new section 636AA of ITEPA 2003.

376 New subsections (2) to (5) set out certain types of taxable lump sum death benefits where:

377 The pension holder died having reached age 75; or

378 The pension holder died under age 75 but the lump sum was not paid out within two years of
the scheme administrator becoming aware of the death (this part of the rule does not apply to
annuity protection lump sum death benefits and pension protection lump sum death
benefits).

379 Subsections (6) and (7) amend section 579CA of ITEPA 2003 (both for years of departure from
2013-14 onwards and for earlier years of departure). Section 579CA lists the relevant
withdrawals that are taxable if taken when an individual is resident outside the UK but
returns within five tax years of becoming non-resident. These subsections add lump sum

death benefits taxable as pension income to the list of relevant withdrawals.

380 Subsection (8) makes sure that where payments that are the equivalent of taxable lump sum
death benefits or uncrystallised funds pension lump sums are paid from a relevant non-UK
scheme, they will not be subject to PAYE processes so tax is not deducted at source by the
scheme manager of the non-UK pension scheme.

381 Subsection (9) amends section 168 of FA 2004 to clarify beyond doubt that the definition of
lump sum death benefit extends to a lump sum paid on the death of a dependant, nominee or
successor.
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382 Subsection (10) adds the tax charge on lump sum death benefits paid directly to an individual
to the list of UK tax charges in paragraph 1 of Schedule 34 to FA 2004 that apply when a
payment is made from a non-UK pension scheme that has received UK tax relief (a relevant
non-UK scheme).

383 Subsection (11) makes consequential amendments to Schedule 16 of FA 2011 which had
amended the rules on the exemption for lump sum death benefits in section 636A of ITEPA
2003.

384 Subsection (12) states what the subsections (2) to (8), (10) and (11) apply to_

385 Subsection (13) explains that the amendment in subsection (9) is to be treated as having come
into force on 15 July 2015.

Background note

386 This section, together with section 21, makes the tax system fairer by taxing as pension income
certain lump sum death benefits individual beneficiaries receive where:

@ The pension holder died having reached age 75; or

® The pension holder died under the age of 75 but the scheme administrator did
not pay the lump sum within two years of being aware of the death.

387 This pension income is subject to PAYE if it is paid from a registered pension scheme. If paid
from a foreign pension scheme it is taxed as pension income and the PAYE processes do not
apply. Taxing these payments as pension income will mean that some people will pay tax at a
lower rate on the lump sum death benefit from 6 April 2016. So that taxable lump sum death
benefits remain taxable even when paid to a beneficiary who is temporarily not resident in the
UK, they have been added to the list of relevant withdrawals from a registered pension
scheme that are taxable when an individual returns to the UK within five years of becoming
non-resident.

388 Where the lump sum is paid from a relevant non-UK scheme it will be taxable in the UK if the
deceased was resident in the UK at their death or had been resident in the UK in the five tax
years before death.
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Section 23 and Schedule 4: Pensions: annual allowance

Summary
389 This section and Schedule 4 restrict pensions tax relief for high-income individuals by
introducing a tapered annual allowance with effect from 6 April 2016. It also amends the
period over which pension savings are measured so that from this date pension savings will
always be measured over a tax year. It also introduces transitional rules from 9 July 2015
intended to smooth the aligning of pension savings with the tax year.

Details of the section and Schedule 4
390 Section 23 introduces the Schedule.

391 Schedule 4 amends Part 4 of Finance Act (FA) 2004 which sets out the pensions tax legislation.

Part 1: Alignment of pension input periods with tax years

392 Part 1 aligns pension input periods with the tax year from 6 April 2016. Pension input periods
are the period over which an individual's pension savings for an arrangement within a
registered pension scheme are valued for testing against their annual allowance.

393 Paragraph 2 amends section 238 of FA 2004, so that the current tax rules on when a pension
input period runs from, only apply to pension input periods that commenced before 9 July
2015. Section 238 is also made subject to new section 238ZA.

394 Paragraph 3 inserts new sections 238ZA and 238ZB into FA 2004.

395 New section 238ZA aligns all pension input periods for arrangements set up before 9 July
2015 with the tax year. It sets out that any pension input period open on 8 July 2015, ends on 8
July 2015. The next pension input period will be from 9 July 2015 to 5 April 2016. All
subsequent pension input periods will be for the tax year, starting with 6 April 2016 to 5 April
2017.

396 New section 238ZB aligns all pension input periods with the tax year for any new
arrangements set up on or after 9 July 2015. For these arrangements the first pension input
will start on the relevant commencement date, as set out in section 238(2) and end on the next
5 April. Where the relevant commencement date is 5 April, it will end on the same day. All
subsequent pension input periods will be for the tax year, starting with the next 6 April.

397 Paragraph 4 omits section 227E of FA 2004 as a consequence of aligning pension input periods
with the tax year, as from 9 July 2015 it will no longer be able to have a pension input period
ending before the last day of the tax year. Paragraph 4 also makes further consequential
amendments to sections 227B to 227D of FA 2004, because of the removal of section 227E.

Part 2: Annual allowance for, and carry-forward from, 2015-16

398 Part 2 provides that every member of a registered pension scheme has an annual allowance of
£80,000 for the 2015-16 tax year, but this is subject to an allowance of £40,000 for the period
from 9 July 2015 to 5 April 2016. This is in addition to any existing unused annual allowance
carried forward from the three previous tax years.

399 Paragraph 6 inserts new section 228C into FA 2004.

400 New section 228C amends the amount of the annual allowance for 2015-16 to prevent any
retrospective taxation arising as a consequence of aligning pension input periods with the tax
year during 2015-16.
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401 New subsection (2) splits the 2015-16 tax year into two parts for the purposes of the annual
allowance, the pre-alignment tax year which ends on 8 July 2015 and the post-alignment tax
year which starts on 9 July 2015.

402 New subsection (3) ensures that that only one annual allowance charge can arise in 2015-16
which is the sum of any charge arising under the pre-alignment and post-alignment tax years.

It also ensures that the rate of any charge arising is, as intended, at the individual's marginal
rate for 2015-16, but where their taxable income includes any excess pension savings over the
annual allowance.

403 New subsection (4) doubles the normal annual allowance for the pre-alignment tax year to
£80,000. For those who have flexibly accessed their pension savings, their money purchase
annual allowance for this period is £20,000.

404 New subsection (5) sets out that for members of registered pension schemes in the pre-
alignment tax year, the annual allowance and the alternative annual allowance for the post-
alignment tax year will be nil. The money purchase annual allowance for this period will be
£10,000 less any amount that their money purchase savings for the pre-alignment tax year
exceeded £10,000. As carry forward is not available for the money purchase annual

allowance, this means that up to £10,000 will be available for the money purchase savings in
the post-alignment tax year. If an individual is not a member of a registered pension scheme
in the pre-alignment tax year, then this subsection does not apply, and their annual allowance
will be £40,000 for the post-alignment tax year.

405 New subsection (6) allows up to £40,000 of unused annual allowance from the pre-alignment
tax year to be carried forward and therefore added to the nil annual allowance for the post-
alignment tax year. However where an individual exceeded the money purchase annual
allowance in the pre-alignment tax year, this carry-forward is limited to £30,000.

406 New subsection (7) amends the carry forward rules for tax years 2016-17 to 2018-19. It ensures
that although tax year 2015-16 has been split into two for the purposes of the annual
allowance, the period over which unused annual allowance can be carried forward is not
reduced as a result, and remains at three full tax years.

407 New subsection (8) sets out the amount of unused annual allowance that can be carried
forward to future years from 2015-16. For those not subject to the money purchase annual
allowance, the maximum that can be carried forward is the amount of unused annual

allowance in the pre-alignment tax year, subject to a maximum of £40,000, less any amount of
this used up in the post-alignment tax year. For those subject to the money purchase annual
allowance, the maximum that can be carried forward is the amount of unused annual
allowance in the pre-alignment tax year, subject to a maximum of £30,000, less any amount of
this used up in the post-alignment tax year. Subsection (7) also preserves the order in which
unused annual allowance is used up, initially using the annual allowance for the current year
and then any unused annual allowance carried forward from the earliest available year first.

408 New subsection (9) ensures that where an individual dies or becomes severely ill in the post-
alignment tax year they will not have a pension input amount for any savings for the pre-
alignment tax year as well as the post-alignment tax year.

Part 3: Calculation of pension input amounts for periods ending in 2015-16

409 Part 3 alters how pension savings are measured against the annual allowance for defined
benefit and cash balance arrangements for 2015-16. It amends the existing rules to make it
easier for scheme administrators to calculate pension savings by preventing the need to carry
out valuations on 8 July 2015 and certain other dates.
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410 Paragraph 8 inserts new subsection (5) into section 229 of FA 2004. This provides that existing
subsection (2) is subject to new section 237ZA.

411 Paragraph 9 inserts new section 237ZA into FA 2004. This modifies the rules on how the
pension input amount, which is the amount of an individual's pension savings, is calculated
for defined benefit and cash balance arrangements for 2015-16. For hybrid arrangements the
rules are also modified although how this works will depend on whether the arrangement
could provide defined benefit or cash balance benefits or both as set out in section 237 of FA
2004.

412 New subsection (3) sets out that the pension input amount for the pre-alignment tax year and
the post-alignment tax year will be a proportionate amount ('the time apportioned
percentage') of the pension input amount for 2015-16. This is calculated as if there had been
one single pension input period ('the combined period’) ending in 2015-16. The combined
period includes all the pension input periods ending in either the pre-alignment tax year or
the post-alignment tax year.

413 New subsection (4) amends the calculation of the pension input amount for the purposes of
the combined period. It provides that the opening value of an individual's pension rights is
uprated by 2.5% rather than the CPI figure for September 2014 which was 1.2%. This is
intended to be a reasonable adjustment as the combined period could be up to almost two
years. Therefore, it would not be appropriate to continue to use the September 2014 CPI
figure. Subsection (4) also makes similar amendments to the relevant percentage which is
used to determine the maximum amount that a pension can increase for a deferred member
during a pension input period, without being tested against the annual allowance.

414 New subsection (5) sets out the time-apportioned percentages which are applied to the
pension input amount for the combined period, to determine the pension input amounts for
the pre and post-alignment tax years. For the post-alignment tax year this is 272 (the number
of days from 9 July 2015 to 5 April 2016 inclusive) divided by the number of days in the
combined period multiplied by 100. The time apportioned percentage for the pre-alignment
tax year is 100 less the time apportioned percentage for the post-alignment tax year.

415 New subsections (7A) to (9) apply where an individual became a deferred member of an
arrangement in a pension input period that ended between 6 April 2015 and 7 July 2015, and
remains a deferred member for the remainder of 2015-16. Where this applies their pension
input amount for the post-alignment tax year will be nil.

416 New subsection (10) and (14) modify new subsections (3) to (5) so that where an individual
would have been a deferred member for a pension input period, but for these changes, then
they are treated as being a deferred member from the date the last pension input period in
which they were an active member ended, and the time-apportioned percentage is adjusted
accordingly. This ensures that scheme administrators do not in these circumstances have to
carry out a value of pension savings at 5 April 2016.

417 New subsection (15) modifies the calculation of the time-apportioned percentage for new
arrangements set up after 8 July, so that the whole of any pension input amount tested in the
post-alignment tax year.

418 New subsection (15) applies where an individual takes all their benefits from an arrangement
before 9 July 2015. Where this applies their pension input amount for the post-alignment tax
year will be nil. As a consequence, all savings in that arrangement will be tested against the
annual allowance for the pre-alignment tax year.
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419 New subsections (16) to (18) modify new subsections (3) to (5) to ensure that where a member
would have had a nil pension input amount for either the pre-alignment or post-alignment tax
year had a calculation been carried out for that period, the time-apportioned percentage is 0%
for the mini tax year that would have had a nil pension input amount and 100% for the other
tax mini tax year. It does not apply if any of subsections (8) to (11) apply.

Part 4: Reduction of annual allowance for high-income individuals

420 Part 4 introduces a taper to the existing £40,000 annual allowance for those with incomes,
including the amount of any pension savings, above £150,000. This means that for each £2 of
income above £150,000, an individual’s annual allowance would reduce by £1. Once an
individual’s income reaches £210,000 or over, their annual allowance will be £10,000. This has
effect from 6 April 2016.

421 Paragraph 10(1) inserts new sections 228ZA and 2287B into FA 2004.

422 New section 228ZA provides the formula for calculating the reduction in the annual
allowance if the individual is a high-income individual for the tax year. Where this applies the
individual's annual allowance for that tax year, which for 2016-17 would normally be £40,000,
is reduced gradually to £10,000 based on the amount their adjusted income exceeds £150,000.
This means that for 2016-17, a high-income individual will have their annual allowance
reduced by £1 for every £2 by which their adjusted income exceeds £150,000. Where the
adjusted income is £210,000 or above, the individual's annual allowance will be £10,000.

423 New subsection (2) ensures that where the tapered annual allowance applies, an individual's
annual allowance for a tax year will always be a whole number of UK pounds.

424 New subsection (3) defines a high-income individual for a tax year as someone with adjusted
income of greater than £150,000 and threshold income of greater than £150,000 less the normal
annual allowance for the tax year. As the annual allowance for 2016-17 will be £40,000, the
individual would need to have threshold income above £110,000 to be affected in 2016-17.

425 New subsection (4) defines adjusted income as the individual's net income plus the value of
any pension savings for the tax year, but less the amount of certain lump sum death benefits
paid to the individual during the tax year. Adjusted income is worked out by calculating the
individual's net income for the tax year as defined by steps 1 and 2 of section 23 of the Income
Tax Act (ITA) 2007, but excluding certain pension reliefs. This is all the individual's taxable
income for the year, less the reliefs that may be deducted under section 24 ITA 2007, except
those in respect of pension contributions. The amount of any deductions for pension
contributions under net pay (section 193 of FA 2004) or corresponding relief under paragraph
51 of Schedule 36 to FA 2004, plus the value of any employer contribution are added to the
individual's net income to determine an individual's adjusted income for a tax year. Employer
contributions are included in this definition to ensure the rules work fairly for both those who
are self-employed and those in employment who can receive as part of their remuneration
package a valuable employer contribution. Certain lump sum deaths benefits are excluded
from the income definition. This applies where prior to 2016-17 the tax charge would have
been the liability of the scheme administrator, but under changes made by new section
636A(4ZA) of the Income Tax (Earnings and Pensions) Act 2003, liability for any tax on a
lump sum paid to an individual, will be the liability of the recipient.
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426 New subsection (5) defines threshold income. This will normally be the individual's net
income for the year, less the amount of any lump sum death benefits paid to the individual
during the tax year that can be deducted from the adjusted income. This is however subject to
new subsection (6). The threshold income provides an income floor, so that individual's with
net income below will not be subject to the tapered annual allowance for that tax year
regardless of the value of their pension contributions.

427 New subsections (6) and (7) prevent individuals entering into a salary sacrifice or flexible
remuneration arrangement on or after 9 July 2015 in order to reduce their threshold income.
Where this applies, the amount of income given up is added back to the individual's threshold

income under new subsection (5).

428 New section 2287B introduces anti-avoidance provisions for the purpose of new section
228ZA. Where conditions A to C are met the amount of any income reduction is ignored
under new subsection (5) when calculating the tapered annual allowance.

429 New subsections (2) to (4) set out conditions A to C. These apply where an individual has a
higher annual allowance for a tax year, through a reduction to their adjusted or threshold
income, but where that reduction is offset by an equivalent increase in their adjusted or
threshold income in a different tax year.

430 New subsection (7) sets out that an increase under new subsection (4) includes what would
have been an increase in the individual's adjusted or threshold income for 2015-16 had those
definitions existed for that year, and how the pension input amount is calculated for this

purpose.

Part 5: Other amendments

431 Paragraph 11(2) and (3) amend section 227 and section 227ZA of FA 2004 respectively. The
changes mean that where an individual is not liable to the annual allowance charge for the
pre-alignment tax year, then they are treated as having a default chargeable amount of nil for
that period. This ensures that they are entitled to £40,000 of carry forward from the pre-
alignment tax year to the post-alignment tax year.

Background note

432 The pensions tax rules are set out in FA 2004 which came into force on 6 April 2006.

433 Under FA 2004, there are no limits on the amount that an individual can save into a registered
pension scheme each year, but there is a limit on the amount of tax relieved pension savings
that can be made each year. This is the annual allowance. Where pension savings are made in
excess of the annual allowance plus any carry forward available to the individual, a tax charge
is applied to the excess to recover the tax relief previously given on the excess savings.

434 In order to restrict the cost of pensions tax relief the annual allowance has been reduced from
£255,000 in 2010-11 to its current level of £40,000. The government announced at the 8 July
2015 Budget that the annual allowance would be reduced from 6 April 2016 by the means of a
tapered annual allowance for those with incomes of over £150,000, including the value of any
employer contributions. Individuals subject to the tapered annual allowance will continue to
be able to carry forward any unused annual allowance from the three previous tax years.
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435 Pension savings are measured over pension input periods. These must end in consecutive tax
years but they don’t have to be aligned with the tax year or run for a period of 12 months. An
individual's pension savings for a tax year are the total amount of pension savings for each
arrangement that they are a member of, for the pension input period ending in the tax year. In
order to help individuals work out the value of their pension savings for a year, the

government has also announced that pension input periods will be aligned with the tax year
from April 2016.

436 By aligning pension input periods with the tax year, this will make it easier for individuals to
work out whether their pension savings have exceeded the annual allowance.
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Section 24: Relief for finance costs related to residential property businesses

Summary
437 This section introduces a restriction on the deduction of finance costs related to let residential
properties and instead provides for a tax reduction for such costs by reference to the basic rate
of income tax. The restriction and tax reduction will have effect for costs incurred on or after
6 April 2017.

Details of the section
438 Subsection (1) amends the Income Tax (Trading and Other Income) Act (ITTOIA) 2005.

439 Subsection (2) introduces new sections 272A and 272B of ITTOIA 2005.

440 New sections 272A and 272B restrict the deduction for finance costs related to the residential
part of a property business when calculating the profits of that business.

441 New sections 272A(1) to (4) restrict the deduction for finance costs when calculating the
profits of each residential property business to:

® 75% for2017-18,
® 50% for 2018-19,
® 25% for 2019-20, and,

® 0% for 2020-21 and following years.

442 New section 272A(5) provides that the restrictions in subsections (1) to (4)_.do not apply for
calculating the profits of a company on which it is charged to income tax, no matter whether
those profits arise from a property business carried on by it directly or in partnership (unless
those profits accrue to it in a fiduciary or representative capacity).

443 New section 272B(1) provides that subsections (2) to (5) apply for the purposes of new section
272A.

444 New section 272B(2) defines "dwelling-related loan" as an amount borrowed for the purposes
of generating income from residential dwellings. Where an amount is borrowed only partly
for the purpose of generating income from residential dwellings then an apportionment on a

just and reasonable basis is provided for.

445 New section 272B(3) provides that the construction of a dwelling-house or adaptation of land
(including buildings) to create a dwelling-house is for the purpose of generating income from
residential dwellings.

446 New section 272B(4) excepts an amount borrowed for the purposes of generating income from
the commercial letting of furnished holiday accommodation from being a dwelling-related
loan. Where an amount is borrowed only partly for the purpose of generating income from
the commercial letting of furnished holiday accommodation then an apportionment on a just

and reasonable basis is provided for.

447 New section 272B(5) defines "costs" in relation to a dwelling-related loan as interest, an
amount which is economically equivalent to interest or incidental costs of obtaining finance.

448 New section 272B(6) applies sections 58(2) to (4) of ITTOIA 2005 for the meaning of "incidental
costs of obtaining finance".
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449 New section 272B(7) provides that references to a dwelling-house in this section include the
garden or grounds occupied or enjoyed with the house.

450 Subsections (3) and (4) provide that any rules in Part 3 of ITTOIA 2005 do not have priority
over the prohibitive rule in new section 272A.

451 Subsection (5) introduces new sections 274A and 274B of ITTOIA 2005.

452 New section 274A gives a reduction from the calculation of income tax liability for
individuals, including individual partners of firms, by reference to the amount of finance costs
that have been disallowed under new section 272A.

453 New section 274A(1) provides that subsections (2) to (5) apply where an amount ("A") of costs
of a dwelling-related loan would have been deductible in calculating the profits of a property
business but for new section 272A and an individual is liable to income tax on a percentage of

the profits of the property business. An individual would generally be liable to income tax on
less than 100 per cent of the profits of the property business where he is carrying on the
business in partnership.

454 New section 274A(2) provides that the individual is entitled to relief in respect of A by
reference to the percentage of the profits of the property business on which the individual is
liable to income tax.

455 New section 274A(3) calculates the amount of relief for each property business as BR x L,
where BR is the basic rate of income tax and L is the lower of:

456 The amount of costs of a dwelling-related loan that would have been deductible in calculating
the profits of a property business for the tax year but for new section 272A, plus any amount
brought forward under subsection (5), and,

457 The profits of the property business for the year, after deduction of any losses brought
forward under section 118 of Income Tax Act (ITA) 2007 ("the adjusted profits"), or the
percentage of the adjusted profits of the property business on which the individual is liable to
income tax if that is lower.

458 New section 274A(4) restricts the total relief under subsection (3) across all the individual's
property businesses (the "gross finance-costs relief") to the individual's adjusted total income
of the year, where that is lower. It does this by setting out the calculation that apportions the
adjusted total income between the different property businesses, by reference to the
proportion of the total relief under subsection (3) that is contributed by each business.

459 New section 274A(5) allows for an amount of relief to be carried forward where the relief
given under new section 274A is restricted by the property business profits at subsection (3)(b)

or by the individual's adjusted total income at subsection (4). The individual can carry
forward the difference between the relief given under new section 274A divided by the basic
rate of income tax and the costs that were disallowed under section 2724, including brought
forward amounts.

460 New section 274A(6) defines an individual's adjusted total income as their total income,
excluding savings income, dividend income and allowances that the individual is entitled to
for the tax year under Chapter 2 of Part 3 of the ITA 2007, for example, the personal
allowance.

461 New section 274A(6) also defines an individual's gross finance-costs relief as the total relief
that the individual is entitled to under new section 274A before any adjustment for adjusted
total income under subsection (4) of new section 274A.
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462 New section 274B gives a reduction from the calculation of income tax liability for trustees.

463 New sections 274B(1) and (2) provide that trustees are eligible for the basic rate tax reduction
where:

@ there has been a restriction on the deduction for finance costs when calculating
property profits, and,

® ashare of those profits is accumulated or discretionary income in relation to the

trustees on which they are liable to income tax.

464 New section 274B(3) calculates the amount of relief as BR x L, where BR is the basic rate of
income tax and L is the lower of:

465 The amount of costs of a dwelling-related loan that would have been deductible in calculating
the trustees' relevant share of the profits of a property business for the tax year but for new
section 272A, plus any amount brought forward under subsection (4), and,

466 The profits of the property business for the year, after deduction of any losses brought
forward under section 118 of Income Tax Act (ITA) 2007 ("the adjusted profits"), or the share
of those adjusted profits that is accumulated or discretionary income on which the trustees are
liable to income tax.

467 New section 274B(4) allows for an amount of relief to be carried forward where the relief
given under new section 274B is restricted by the property business profits at subsection
(3)(b). The trustees can carry forward the difference between the relief given under new
section 274B divided by the basic rate of income tax and the costs that were disallowed under
section 2724, including brought forward amounts.

468 New section 274B(5) clarifies that for the purpose of this section "accumulated or discretionary
income" takes the same meaning as in section 480 of ITA 2007.

469 Subsection (6) makes consequential amendments to section 322 of ITTOIA 2005.
470 Subsection (7) introduces new sections 399A and 399B ITA 2007.

471 New section 399A restricts the deduction an individual can obtain for interest on a loan that
they have used to invest in a partnership where that investment has been used by the
partnership for the purposes of its residential property business.

472 New section 399A(1) applies to interest on a loan within section 398 of ITA 2007 to invest in a
partnership if that partnership generates income from residential dwellings.

473 New section 399A(2) provides that relief under section 383(1) of ITA 2007 will be restricted by
subsections (3) to (6) for so much of the interest as is referable on a just and reasonable basis to
the part of the business that generates income from residential dwellings.

474 New sections 399A(3) to (6) restrict the interest deduction under section 383(1) to:

® 75% for 2017-18,
® 50% for 2018-19,
® 25% for 2019-20, and,

® 0% for 2020-21 and following years.
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475 New section 399A(7) applies section 399(4) of ITA 2007 before the restrictions at subsections
(3), (4) or (5).

476 New section 399A(8) provides that the construction of a dwelling-house or adaptation of land
(including buildings) to create a dwelling-house is for the purpose of generating income from

residential dwellings.

477 New section 399A(9) excepts an amount invested for the purposes of or in connection with a
business, or a part of a business, that generates income from the commercial letting of
furnished holiday accommodation.

478 New section 399A(10) provides that references to a dwelling-house in new section 399A
include the garden or grounds occupied or enjoyed with the house.

479 New subsection (11) clarifies that "property business" in this section means a UK property

business or an overseas property business. Those terms are defined in ITA 2007 by reference
to Part 3 of ITTOIA 2005.

480 New section 399B gives a reduction from the calculation of income tax liability for individuals
by reference to the amount of interest that has been disallowed under new section 399A.

481 New section 399B(1) provides that subsections (2) to (5) apply where an amount ("the
relievable amount") would have been deductible under section 383(1) of ITA 2007 but for new
section 399A.

482 New section 399B(2) provides that the individual is entitled to relief in respect of the relievable
amount.

483 New section 399B(3) calculates the amount of relief under section 383(1) as BR x L, where BR
is the basic rate of income tax and L is the relievable amount.

484 Subsection (8) inserts references to new sections 274A of ITTOIA 2005 and 399B of ITA 2007 to
the list at section 26(1)(a) of ITA 2007 of tax reductions an individual can deduct at Step 6 of
the income tax calculation in section 23 of ITA 2007.

485 Subsection (9) inserts references to new section 274B of ITTOIA 2005 to the list at section 26(2)
of ITA 2007 of tax reductions persons other than individuals can deduct at Step 6 of the
income tax calculation in section 23 of ITA 2007.

Background note

486 Persons subject to income tax are currently able to deduct interest and other finance costs,
such as the fees incurred when obtaining or repaying a loan, from the rental income in
arriving at the profits of the property business where the costs are incurred wholly and
exclusively for the purposes of the property business.

487 Individuals are also able to make a claim to deduct interest on a loan to invest in a partnership
when calculating their net income.

488 This section restricts those deductions for finance costs relating to let residential properties
and instead allows for a deduction from an individual's or, where relevant, trustees' income
tax liability.

489 The maximum relief that can be obtained is the basic rate value (currently 20%) of the total
finance costs on loans referable to let residential properties.

490 This section will ensure that landlords with higher incomes no longer receive the most
generous tax treatment. To give landlords time to adjust the section introduces this change
gradually from the tax year 2017-18 over 4 years.
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Section 25 and Schedule 5: Enterprise investment scheme

Summary
491 This section and schedule 5 make amendments to the Enterprise Investment Scheme (EIS)
rules, including higher limits to provide special support for knowledge-intensive companies
that are likely to particularly struggle to access finance, and smoothing the interaction
between the Seed Enterprise Investment Scheme (SEIS) and EIS rules. The changes take effect
for investments made on or after Royal Assent except for the changes to the interaction
between SEIS and EIS which take effect from 6 April 2014 or 6 April 2015.

Details of the section and Schedule 5
492 Section 25 introduces Schedule 5.

493 Paragraph 1 of the Schedule introduces the amendments to the EIS rules in Part 5 of the
Income Tax Act (ITA) 2007. All references are to ITA 2007.

494 Paragraph 2 inserts new paragraph (aa) in subsection (1) of, and new subsection (1A) in,
section 157. Paragraph (aa) sets the date after which the EIS will cease to apply to new

investments, unless the legislation is renewed. The date may be changed by regulations made
by the Treasury.

495 Paragraph 3 makes provision in section 162 for new section 164A
496 Paragraph 4 inserts, new section 164A.

497 Section 164A introduces a requirement for an individual who claims tax relief under EIS to be
independent from the company and hold no other shares in the company at the time the
individual invests in the company. The only exception is if the existing shares are a risk
finance investment or the shares are 'founder shares' and:

498 the individual holds shares in the company, all of which were issued to the individual when
the company was founded; or

499 the shares were acquired when a pre-formed dormant company was bought 'off the shelf'.

500 Section 164A(2) provides that the same rules apply to shareholdings of the individual in
companies that are members of the same group as the issuing company at the time the shares
are issued.

501 Section 164A(3) defines a “risk finance investment” as a share or shares subscribed for under
the EIS, the SEIS or the Social Investment Tax Relief (SITR) rules, for which the company
submits a compliance statement to HM Revenue & Customs under section 205, 257ED or
257PB respectively. Note that this definition is more restricted than a “relevant investment”
under section 173A, as amended by paragraph 7, which includes loans made under SITR.

502 Paragraph 5 amends section 166 to take account of provisions in new section 252A(12) (see
paragraph 19 of the Schedule).

503 Paragraph 6 makes a number of minor consequential changes to section 172 by inserting new
paragraphs (aaa), (aab) and (ca) and omitting paragraph (ab).

504 Paragraph 7 makes a number of changes to section 173A, which limits the amount of state aids
investments (referred to as “relevant investments”) a company may receive each year to £5
million.

505 Paragraph 7(2) substitutes new subsection (2) and inserts new subsections (2A) and (2B).
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506 Subsection (2) specifies the relevant investments that are to be taken into account for
determining if the annual investment limit is breached. As well as taking into account the
relevant investments made in the issuing company in the year, the rules bring into account
any other relevant investments the company's subsidiaries have received or used in the year.
These relevant investments are:

® Relevant investments in a company before it became a 51% subsidiary of the
issuing company

@ Relevant investments in a company where the money was used by a subsidiary
of that company, and that subsidiary company subsequently became a subsidiary
of the issuing company

e Investments in a relevant transferred trade (defined in new subsection (2B)).

507 However if a subsidiary left the group before the end of the year, any relevant investments
made in it after it left the group are not taken into account.

508 Subsection (2A) provides that where only part of a relevant investment is used by a relevant
transferred trade - for example, where the money from a relevant investment is shared
between two subsidiary companies and the business of one of those companies is transferred
to the issuing company - only the money used in the trade that was transferred counts
towards the £5 million annual limit.

509 Subsection (2B) defines a relevant transferred trade. Together with subsection (2)(b) it brings
into the computation of the annual maximum amount any relevant investments that have
been employed in a trade earlier in the year, when the trade was carried on by a different
person that was not part of the same group. The purpose of counting relevant investments
used for a relevant transferred trade towards the issuing company's relevant investments is to
ensure the investment limit is not sidestepped by acquiring a trade without a company shell
that has previously benefited from relevant investments.

510 Paragraph 7(3)(a) inserts new paragraph (ba) in section 173A(3) to extend the definition of a
“relevant investment” to an investment made under the SITR rules. SITR investments will
therefore count towards a company’s annual maximum amount.

511 Paragraph 7(3)(b) updates the reference in section 173A(3)(c) to the latest guidelines published
by the European Commission in 2014 (Guidelines on State aid to promote risk finance
investments).

512 Paragraph 7(4) inserts new subsection (5) in section 173A to specify when an SITR investment,
that is a relevant investment, is made.

513 Paragraph 7(5) inserts new subsections (6) and (7). Subsection (6) provides that a trade
includes part of a trade and subsection (7) defines a trade as including any business or
profession, including where the activities are preparatory to carrying out a trade.

514 Paragraph 7(6) updates the heading of section 173A in accordance with the latest risk finance
guidelines.

515 Paragraph 8 inserts new sections 173AA and 173AB.

516 Section 173AA imposes a cap of £12 million on the total amount of relevant investments a
company and its subsidiaries may receive, unless the company is a knowledge-intensive
company (see paragraph 19 of the Schedule), in which case the limit is £20 million.
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517 Section 173AA operates in a similar way to amended section 173A in determining the relevant
investments that are taken into account for the purposes of this condition. The relevant
investments an issuing company has received include relevant investments that have been
employed for the trade of a subsidiary of the issuing company (whether or not the
investments were raised by the issuing company) and in any other company which used the
money for a trade that was subsequently transferred to the issuing company.

518 Section 173AB applies the cap on total relevant investments received by the company and its
subsidiaries for three years following the date of issue of the relevant shares. The purpose of
these provisions is to stop an investee company exceeding the total investment limit by using
EIS money for a company or trade that it acquires after it received the relevant investment.
This would happen where the new company or trade has benefited from earlier relevant
investments that, together with the relevant company's relevant investments at the investment
date, would breach the relevant company's investment limit.

519 For example: the issuing company, A, which is not a knowledge-intensive company, has
received an EIS investment of £2 million, bringing its total relevant investments to the limit of
£12 million. At a later date, using other funds, company A wants to acquire company B and
employ the £2 million in company B. Company B is not a knowledge-intensive company and
has already received relevant investments of £12 million. The effect of section 173AB on this
scenario would be that company A breaches the limit of £12 million.

520 Section 173AB applies only if the issuing company uses the EIS investment in a new company
or trade acquired after the shares were issued.

e If the issuing company acquires one or more companies or trades that have
received relevant investments that would take the combined group over the total
limit, but the EIS money is not employed in any of those companies or trades,
then section 173AB has no effect.

e However, the relevant company would not be eligible to receive any future
relevant investments as the limit in subsection 173A A would be breached.

e If the EIS money is used for one of the companies or trades acquired after the
relevant investment was made then all of the relevant investments received by
the subsidiaries acquired since the relevant investment are taken into account in

determining if the limit is breached.

521 Paragraph 9 repeals section 173B. The effect of this provision is to allow a company to raise
funds under EIS without having to have spent 70% of any SEIS funds it has already raised.
However the company cannot raise EIS funds on the same day as it raises SEIS funds.

522 Paragraph 10 amends section 174 by making explicit the requirement that, to qualify for State
aid, a company must use funds raised under EIS to promote the growth and development of
the company or, where the company is a parent company, the group.

523 Paragraph 11 amends section 175 by substituting new subsections (1ZA), (1ZB) (1ZC) and
(1A) for the existing subsection (1A). The purpose of these provisions is to ensure that EIS
money is used for the growth and development of the issuing company's or its subsidiaries'
existing activities, and not for funding a takeover or buyout of an existing trade.

524 Subsection (1ZA) prohibits a company from using money raised from an EIS investment to
acquire an existing trade, or part of a trade, either by buying the company carrying on the
trade or buying the trade itself, the intangible assets or goodwill of a trade.
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525 Subsection (1ZA) does not stop a company using money from an EIS investment to buy plant
and machinery to use in its own trade (so long as there are no wider acquisitions of the assets
of a trade) or commission the creation of intangible assets.

526 Subsection (1ZA) also operates to prevent a company from using funds that are not relevant
investments to fund the acquisition of an existing company or trade alongside EIS money. For
example, a company or its subsidiaries would not be allowed to use EIS money to acquire the
plant and machinery of a trade if it used money from a separate source to acquire the
goodwill of that trade such that, overall, the trade was acquired.

527 Subsection (1ZB) provides for the Treasury to make regulations to allow money to be used for
the acquisition of certain intangible assets. This power could be used if it emerged that section
175(1ZA)(d) prevented a company from acquiring an intangible asset that was not an integral
part of a trade.

528 Subsection (1A) restates the provisions of the original subsection (1A) taking into account new
subsections (1ZA) and (1ZB) that now precede it.

529 Paragraph 12 inserts new section 175A which specifies the maximum age of a company that is
permitted to receive an EIS investment. This provision targets EIS investments to earlier-stage
companies, companies that need several rounds of tax-advantaged funding before the market
will invest in them and companies whose activities are changing so substantially as to
constitute a new business activity.

530 Subsections (1) to (5) provide that an EIS investment in a company must be made before the
end of that company's initial investing period unless condition A, B or C applies.

531 Subsection (2) defines the initial investing period as ending a certain number of years after the
company's relevant first commercial sale. The number of years is:

® 10 years for knowledge-intensive companies; and

® 7 years for all other companies.

532 Subsection (3) specifies condition A. Condition A applies if the company has already received
a relevant investment within the initial investing period which has been used for the same
activities as the new investment is to be used for. This condition provides for companies that
need several rounds of funding, where the initial round of funding is received before the end
of the company's initial investing period.

533 Subsection (4) specifies condition B. Condition B applies if the amount of the investment (and
any other relevant investments received in a 30 day period that includes the date of the EIS
investment in the relevant company) is at least 50% of the annual turnover of the company,
averaged over the previous five years and the money raised is used for the purpose of
entering a new product or geographical market. The 30 day period provides some flexibility
for a company that is assembling a number of tax-advantaged investments from different
investors. Condition B ensures initial risk finance investments in an older company are used
only for activities that effectively constitute a new business activity, where it may be difficult
to raise investment from the market. Each new business activity must satisfy the 50% turnover
test in paragraph (a). A number of smaller unconnected initiatives cannot be combined in
order to meet the 50% threshold.
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534 Subsection (5) specifies condition C. Condition C applies if the company had previously met
condition B, by way of receiving risk finance investments under the EIS or from a Venture
Capital Trust. The money must be used for the same activity or activities for which the money
raised under condition B was used, that is to continue to support activities for entering a new
product or geographical market. It cannot use the money for a new project or for its other
business activities. However if the money raised under condition B was used for, say, two
separate activities, the new money raised under condition C does not have to be used for both
those activities. For example if one of the activities had already failed, any subsequent money
raised could be used for the activity that has continued.

535 Subsection (6) defines the date of a company's relevant first commercial sale. The definition is
designed to identify the earliest commercial activity carried on by the relevant company or its
subsidiaries at the time the money is employed. Its purpose is to ensure the age limit cannot
be sidestepped by setting up or using a reasonably new company to receive relevant
investments to employ in a mature trade that would not itself meet the age limits. The
definition uses the earliest date of any commercial sale made by the company or any other
person who has carried on any trade which is carried on by the company or its subsidiary or a
partnership of which the relevant company or its subsidiary is a member, including trades
transferred from other owners. The trade may or may not be, or have been, a qualifying
business activity and it may or may not have benefited from a relevant investment. However
the first commercial sale of a subsidiary or transferred trade acquired after the relevant shares
were issued is taken into account only if money raised from the issue of the relevant shares is
employed for the purposes of that company or trade.

536 Subsection (7) defines "the average turnover amount" for the purposes of condition B in
subsection (4) as one fifth of the "total relevant turnover". Paragraphs (a) and (b) of subsection
(7) specify the five years over which the total relevant turnover is to be taken. Generally
speaking, these rules allow for a company with consistent 12 month periods of account to
determine its average turnover by reference to the last five complete audited accounts prior to
the relevant issue.

537 Subsection (7)(a) specifies that, where the end of the most recent accounts filing period falls
within the 12 months before the investment was made, the 5 year period ends immediately
before that accounts filing period starts.

538 Subsection (7)(b) specifies that if there is no accounts filing period that ends within 12 months
before the date of the investment, perhaps because the company's accounting period is more
than 12 months long, the 5 year period ends on the day 12 months before the date the
investment was made.

539 Subsection (8) defines a number of terms used in section 175A. In particular:

540 "Entering a new product or geographical market" for the purposes of condition B in
subsection (4) has the same meaning as the European Commission General block exemption
Regulation No 651/2014. What constitutes a new product or geographical market depends on
the company's particular circumstances. The new market must be so different that outside
investors would need to carry out disproportionately expensive due diligence because the
company's track record in relation to its existing activities cannot be used to judge the
prospects of success of what is effectively a new enterprise. This will be considered on a case
by case basis. For example, a company that has operated exclusively in the south west of
England may be entering a new geographical market if it started to operate in Scotland. A
company that has always produced paper products but wants to move into producing food
snacks would be entering a new product market.
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541 An undertaking's "first commercial sale" is defined by reference to the European
Commission’s Guidelines on State aid to promote risk finance investments. Paragraph 52(xi)
of the Guidelines defines a first commercial sale as “the first sale by an undertaking on a
product or service market, excluding limited sales to test the market”.

542 The "total relevant turnover amount", used for the purposes of determining the average
turnover amount in subsection (7), includes the turnovers over the previous five years of the
issuing company and:

@ where the issuing company is not a parent company at the date of issue of the
shares: any 51% subsidiaries it acquires after the shares are issued for which the
money raised by the issue of the shares is used; and the turnover of a transferred
trade for which the money raised is used, to the extent that its turnover over the

previous five years has not already been taken into account.

® where the issuing company is a parent company at the date of issue of the shares:
any 51% subsidiaries it holds at the time of the date of issue and any 51%
subsidiaries it acquires after the shares are issued for which the money raised by
the issue of the shares is used; and the turnover of a transferred trade for which
the money raised is used, to the extent that its turnover over the previous five

years has not already been taken into account.

543 The definition of the total relevant turnover amount is intended to ensure that, where a
company depends on meeting condition B in subsection (4), all the relevant turnovers of
subsidiaries and trades that have been acquired both before and after the shares were issued
are taken into account. However the turnovers of subsidiaries and trades acquired after the
shares were issued are included only if the subsidiary or trade uses any of the money raised
by the share issue.

544 Paragraph 13 amends section 186A, to specify a higher limit of 500 full time equivalent
employees for knowledge-intensive companies.

545 Paragraph 14 repeals section 200, which is replaced by a wider power in new section 251A
(see paragraph 18 of the Schedule).

546 Paragraph 15 amends section 224. Its effect is to treat SEIS investors whose shares are
purchased or redeemed by the company in the same way as EIS investors: provided any SEIS
claimed by the investor is repaid on the redemption, the EIS relief of other investors will not
be reduced. This provision applies retrospectively to redemptions of shares made on or after 6
April 2014.

547 Paragraph 16 inserts new paragraph (za) in section 241(1). Section 241 requires a company to
notify HM Revenue & Customs (HMRC) of breaches or potential breaches to the continuing
conditions for eligibility to EIS investments. Paragraph (za) requires a company to notify
HMRC of breaches to the funding limits and age limits in sections 173A, 173AA, 173AB and
175A.

548 Paragraph 17 inserts new subsection (3A) in section 247. Section 247 allows shares in a new
parent company, that have been exchanged for shares in a company that has raised EIS
investments, to remain eligible for EIS relief as though the new parent company were the old
company, provided certain conditions are met. Subsection (3A) clarifies that where such an
exchange of shares occurs, certain rules for determining if the funding limit and age limit of
the new parent company are breached after the shares are issued are not to be applied simply
because the parent company has acquired the old company as its subsidiary.
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549 Paragraph 18 inserts new section 251A, which allows amendments to be made to Chapters 2
to 4 by regulations under the draft affirmative procedure. Subsection (4) specifies that the
regulations may have limited retrospective effect but only where the changes are wholly
relieving such that no additional tax charges can apply retrospectively.

550 Paragraph 19 inserts new section 252A which defines a “knowledge-intensive company”. A
knowledge-intensive company is eligible for higher total investment limits under section
173AA, a longer initial investing period for the purposes of the permitted maximum age
condition under section 175A and a higher number of employees under section 186A (as
amended under paragraph 13 of the Schedule).

551 Subsection (1) requires a knowledge—intensive company to meet one of two operating costs
conditions and at least one of the innovation condition or the skilled employee condition.

552 Subsections (2) and (3) specify the operating costs conditions. These conditions compare the
relevant operating costs relating to research and development or innovation to the relevant
operating costs of the company (or group) over a three year period. Subsection (4) determines
the period over which the conditions must be applied, using the same method as applies for
the test in new section 175A(7).

553 Subsections (5) to (7) specify the conditions a company must meet to satisfy the innovation
condition. The condition requires a company to be engaged in the creation of intellectual
property which will be used for the future trade of the company (or other companies in the
same group) and the activities of which will form the greater part of the company’s (or the
group’s) business within 10 years of the date of issue of the shares. A company can meet the
condition in one of three ways:

@ By having created intellectual property within the last three years, or currently
creating intellectual property; or

e By taking steps in order to create intellectual property; or

® By demonstrating through a report by an independent expert that it is reasonable

to assume the company will create intellectual property in the foreseeable future.

554 The innovation condition is not confined to the creation of a single item of intellectual
property. Some companies may develop a range of intellectual property that, together, will
form the basis of their future business.

555 Subsections (8) and (9) specify the skilled employee condition. If the company relies upon
meeting this condition to qualify as a knowledge-intensive company at the date of issue of the
shares, it must continue to meet the condition throughout the period ending three years after
the date of issue of the shares. The exception to this is where the company is in administration
or receivership.

556 Subsection (10) defines a number of terms used throughout the section.

557 In particular, “relevant operating costs” are defined by reference to the operating costs
included in the company’s profit and loss account. Where the issuing company is a member of
a group at the date of issue of the shares, the operating costs are calculated by reference to the
total operating costs of all companies in the group at the date of issue of the shares, excluding
transactions between companies in the same group.
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558 Subsection (11) provides for the amounts of operating costs of a company to be apportioned as
is just and reasonable in determining a company’s relevant operating costs. This provision
may be necessary where subsidiary companies do not share the same accounting date as the
parent company.

559 Subsection (12) excludes the application of section 168 from the definition of a person who is
connected with the company when determining if the person is an independent expert for the
purpose of subsection (10). It means that the expert may not be connected to the company at
any time.

560 Paragraph 20 contains minor and consequential amendments to other Acts that flow from this
new legislation.

561 Paragraphs 21 to 23 provide for commencement of the provisions in this Schedule.

562 Paragraph 21 provides that the provisions repealing the requirement for a company to have
spent at least 70% of SEIS funds before receiving an EIS investment take effect from 6 April
2015.

563 Paragraph 22 provides that the changes to section 224 on the redemption of SEIS shares take
effect from 6 April 2014.

564 Paragraph 23 provides that all other provisions take effect from the date of Royal Assent.
Investments that are made before Royal Assent that would otherwise breach the new limits
will continue to be eligible for EIS relief provided all other conditions continue to be met.
Investments made before Royal Assent will however be taken into account:

e For determining if investments made on or after Royal Assent breach the
investment limits condition in sections 173A, 173AA and 173AB; and

e For determining if a relevant investment meets the permitted age requirement in
section 175A.

Background note

565 The EIS encourages investment in small, higher risk, trading companies by offering tax
incentives to individual investors in qualifying companies.

566 This Schedule includes a number of amendments to the EIS rules aimed at ensuring
compliance with Articles 107 and 108 of the Treaty on the Functioning of the European Union
(EU).

567 Risk finance investments are intended to support smaller companies which, because of a
market failure, would struggle to access the finance they need to grow and develop. The
reasons for this lack of funding may be because the company lacks a track record or the costs
of carrying out due diligence are disproportionately high.

568 The new provisions ensure that tax-advantaged investments are directed to companies likely
to experience this market failure. They introduce limits on the total amount of State aid a
company may benefit from, and the age before which a company may first receive a risk
finance investment. The limits are higher for "knowledge-intensive companies" in recognition
of the greater market failure that applies to innovative companies that tend to need more State
aid, and for a longer period, before they are able to attract traditional forms of finance.

569 The Schedule legislates rules to ensure that the money is used for the internal (‘organic')
growth of a company, not external growth by acquiring an existing business.
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570 The Schedule also contains provisions to smooth certain interactions between the SEIS and
EIS.
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Section 26 and Schedule 6: Venture Capital Trusts

Summary
571 This section and Schedule 6 make amendments to the Venture Capital Trusts (VCT) rules,
including higher limits to provide special support for knowledge-intensive companies that are
likely to particularly struggle to access finance, and smoothing the interaction between the
Seed Enterprise Investment Scheme (SEIS) and VCT rules. The changes take effect for
investments made on or after Royal Assent except for the changes to the interaction between
SEIS and VCT, which take effect from 6 April 2015.

Details of the section and Schedule 6
572 Section 26 introduces Schedule 6.

573 Paragraph 1 of the Schedule introduces the amendments to the VCT rules in Part 6 of the
Income Tax Act (ITA) 2007. All references are to ITA 2007.

574 Paragraph 2 inserts new paragraph (za) in subsection (3) of, and new subsection (5) in, section
261. Paragraph (za) sets the date after which VCT relief will cease to apply to new

investments, unless the legislation is renewed. The date may be changed by regulations made
by the Treasury.

575 Paragraph 3 amends section 274.

576 Paragraph 3(2) amends subsection (2) to introduce two extra conditions a company must meet
in order to be approved as, and retain its status as, a VCT: "the permitted maximum age
condition" and "the no business acquisition condition". The conditions apply to all
investments made by a VCT, whether the holdings are qualifying holdings within Chapter 4,
or non-qualifying holdings, subject to certain exceptions listed at new subsection (3A).

577 Paragraph 3(3) makes consequential amendments to subsection (3).

578 Paragraph 3(4) inserts new subsection (3A). Subsection (3A) lists certain types of investments
a VCT may make for liquidity management purposes without breaching the investment
limits, permitted maximum age condition and no business acquisition condition. In general a
VCT may only make investments in companies that will be qualifying holdings. The
permitted investments will be non-qualifying holdings and allow VCTs to make short term
investments of funds on hand where activities to make investments in new qualifying

holdings are underway.

579 Paragraph 3(5) substitutes subsection (5) and provides a power, alongside the powers already
existing in subsection 5, for the Treasury to amend the list in subsection (3A) by regulations.

580 Paragraph 4 amends section 280B which supplements the investment limits condition
specified in section 274.

581 Paragraph 4(2) inserts new paragraphs (a) to (c) in subsection (2). The effect of the changes is
to specify two extra limits an investee company (a relevant company) must meet if a VCT is to
make an investment in that company. As well as meeting the total annual investment limit of
£5 million, the relevant company must also meet a total (lifetime) investment limit as at the
date the VCT invests in it and, in certain circumstances, that limit must not be breached for the

following five years.
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582 Subsection (2)(b) and (c) provide that the amounts of the new limits are specified in new
section 292AA(1) and new section 292AB(4) and are £20 million for knowledge-intensive
companies and £12 million for other companies. The limits apply to any company a VCT
invests in, whether or not the investment counts as a qualifying holding. The effect is to stop a
VCT from using its tax-advantaged funds to invest in any company or group that has already
received more than the specified amount of State aid.

583 Paragraph 4(3) inserts new subsection (2A) which supplements amended subsection (2). It
defines the periods for which the two new limits apply.

584 Paragraph 4(4) substitutes subsection (3) and inserts new subsections (3A) to (3F).

585 Subsection (3) specifies the relevant investments that are to be taken into account for
determining if the annual investment limit is breached. As well as taking into account the
relevant investments made in the relevant company in the year, the rules bring into account
any other relevant investments the company or group has received and used in the year.
These relevant investments are:

@ Relevant investments in a company before it became a 51% subsidiary of the

relevant company or

® Relevant imported investments (defined in new subsection (3D)).

586 However if the subsidiary left the group before the end of the year, any relevant investments
made in it after it left the group are not taken into account.

587 Subsection (3A) specifies the relevant investments that are to be taken into account for
determining if the total investment limit is breached. These are effectively the same relevant
investments as are taken into account for determining if the annual limit in subsection (3) has
been breached but looking back from the investment date at all the relevant investments
received, rather than looking back for just one year.

588 Subsections (3B) and (3C) specify a further limit on the total amount of relevant investments
that is applied for the five years following the date when a VCT makes a relevant investment
in a company. The purpose of these provisions is to stop an investee company exceeding the
total investment limit by using VCT money for a company or trade that it acquires after it
received the relevant investment. This would happen where the new company or trade has
benefited from earlier relevant investments that, together with the relevant company's
relevant investments at the relevant time, would breach the relevant company's investment

limit.

589 For example: a relevant company, A, which is not a knowledge-intensive company, has
received a loan from a VCT of £2 million, bringing its total relevant investments to the limit of
£12 million. At a later date, using other funds, company A wants to acquire company B and
employ the £2 million received from the VCT in company B. Company B is not a knowledge-
intensive company and has already received relevant investments of £12 million. The
combined effect of subsections (3B) and (3C) on this scenario would be that company A
breaches the limit of £12 million and the VCT has breached the investment limits condition in
section 274.

590 The limits specified in subsection (2)(c) apply only if the provisions of subsection (3B) apply
and the relevant company uses the VCT's investment in the new company or trade.
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e If the relevant company acquires one or more companies or trades that have
received relevant investments that would take the combined group over the total
limit, but the VCT's investment is not employed in any of those companies or
trades, then subsection (2)(c) does not apply. However, the relevant company
would not be eligible to receive any future relevant investments as the limit in
subsection (3A) would be breached.

e If the relevant investment is used for one of the companies or trades acquired
after the relevant investment was made then all of the relevant investments
received by the subsidiaries acquired since the relevant investment are taken into
account in determining if the limit is breached.

591 Subsections (3D), (3E) and (3F) define the "relevant imported investments" that are to be taken
into account for the three limits in subsections (3)(c), (3A)(c) and (3C)(c). The purpose of
counting relevant imported investments towards a relevant company's relevant investments is
to ensure the investment limits are not sidestepped by acquiring a trade without a company

shell that has already benefited from relevant investments. The following paragraphs (22) to
(24) explain how these subsections work.

592 The relevant imported investments of a relevant company at a qualifying time are:

® Relevant investments in a company where the money was used by a subsidiary
of that company, and that subsidiary company became a subsidiary of the
relevant company before the qualifying time

® Relevant investments that have been employed in a trade by a company or other
person, where that trade has been transferred at a qualifying time to the relevant
company, its 51% subsidiary or a partnership of which the relevant company or
its subsidiary is a member. Such a trade is defined as a "relevant transferred
trade".

593 The qualifying time varies, depending on which of the investment limits is being considered.
For the annual limit, only relevant imported investments made during the year are taken into
account. For the other two limits the qualifying period is unlimited and any relevant
investments employed in the trade at any time up to the time that the amount of relevant
investments is being determined, by any owner of the trade, will be relevant imported
investments.

594 However:

® Relevant investments made in a subsidiary company within subsection (3D)(a)

after it has left the relevant company's group are not included

@ If the trade has been transferred from one subsidiary to another subsidiary of the
relevant company, that will not count as a relevant transferred trade. This is
because the relevant investment will already have counted towards the relevant
company's relevant investment by virtue of subsections (3)(b)(ii), (3A) (b)(ii) and
(BC)(b)(ii)-

595 Paragraph 4(5)(a) inserts new paragraph (ba) in subsection (4) to extend the definition of a
“relevant investment” to an investment made under the Social Investment Tax Relief (SITR)
rules. SITR investments will therefore count towards a company’s investment limits.
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596 Paragraph 4(5)(b) updates the reference in subsection (4)(c) to the latest guidelines, published
in 2014, by the European Commission ("Guidelines on State aid to promote risk finance
investments").

597 Paragraph 4(6) makes a consequential amendment to subsection (5).
598 Paragraph 4(7) inserts new subsections (6) to (9).

599 Subsection (6) specifies when an SITR investment, that is a relevant investment, is made.

600 Subsections (7) to (9) supplement the rules on relevant imported investments and relevant
transferred trades defined in subsections (3D) and (3F).

601 Subsection (7) and (8) provide that transfers of part of a trade count as the transfer of a trade
but only the money used in that trade or part of trade count towards the amount of the
relevant imported investment.

602 For example, company A receives a relevant investment of £2 million and uses it for its trade,
and later sells off part of that trade to company B. When calculating company B's relevant
investments for the purposes of section 280B(3C), only the part of the £2 million used in the
part of the trade that company A transferred (the relevant transferred trade) counts towards
the amount of the relevant imported investment. The amount will depend on the particular
circumstances of the case.

603 Subsection (9) defines a trade widely, to include any pre-trading activities that have benefited
from a relevant investment.

604 Paragraph 5 inserts new sections 280C and 280D.

605 Section 280C specifies the details of the permitted maximum age limit in section 274. It applies
to all investments made by a VCT whether or not the holding is a qualifying holding (subject
to the exceptions listed in section 274(3A). This provision targets VCT investments to earlier-
stage companies, companies that need several rounds of tax-advantaged funding before the
market will invest in them and companies whose activities are changing so substantially as to
constitute a new business activity.

606 Subsections (2) to (5) provide that a VCT's investment in a company must be made before the
end of that company's initial investing period unless condition A, B or C applies.

607 Subsection (3) defines the initial investing period as ending a certain number of years after the
company's relevant first commercial sale. The number of years is:

@ 10 years for knowledge-intensive companies; and

® 7 years for all other companies.

608 Subsection (4) specifies condition A. Condition A applies if the company has already received
a relevant investment which has been used for the same activities as the new investment is to
be used for. This condition provides for companies that need several rounds of funding,
where the initial round of funding is received before the end of the company's initial investing
period.
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609 Subsection (5) specifies condition B. Condition B applies if the amount of the investment (and
any other relevant investments received in a 30 day period that includes the date of the VCT's
investment in the relevant company) is at least 50% of the annual turnover of the company,
averaged over the previous five years and the money raised is used for the purpose of
entering a new product or geographical market. The 30 day period provides some flexibility
for a company that is assembling a number of tax-advantaged investments from different
investors. Condition B ensures initial risk finance investments in an older company are used
only for activities that effectively constitute a new business activity, where it may be difficult
to raise investment from the market. Each new business activity must satisfy the 50% turnover
test in paragraph (a). A number of smaller unconnected initiatives cannot be combined in
order to meet the 50% threshold.

610 Subsection (6) specifies condition C. Condition C applies if the company had previously met
condition B, by way of receiving risk finance investments from a Venture Capital Trust or
under the EIS. The money must be used for the same activity or activities for which the money
raised under condition B was used, that is to continue to support activities for entering a new
product or geographical market. It cannot use the money for a new project or for its other
business activities. However if the money raised under condition B was used for, say, two
separate activities, the new money raised under condition C does not have to be used for both
those activities. For example if one of the activities had already failed, any subsequent money
raised could be used for the activity that has continued.

611 Subsection (7) defines the date of a company's relevant first commercial sale. The definition is
designed to identify the earliest commercial activity carried on by the relevant company or its
subsidiaries at the time the investment is made or, if later, when the money is employed. Its
purpose is to ensure the age limit cannot be sidestepped by setting up or using a reasonably
new company to receive relevant investments to employ in a mature trade that would not
itself be under the age limits. The definition uses the earliest date of any commercial sale
made by the company or any other person who has carried on any trade which is carried on
by the company or its subsidiary or a partnership of which the relevant company or its
subsidiary is a member, including trades transferred from other owners. The trade may or
may not be, or have been, a qualifying business activity and it may or may not have benefited
from a relevant investment. However the first commercial sale of a subsidiary or transferred
trade acquired after the investment was made is taken into account only if money raised from
the investment is employed for the purposes of that company or trade.

612 Subsection (8) defines "the average turnover amount" for the purposes of condition B in
subsection (5) as one fifth of the "total relevant turnover". Paragraphs (a) and (b) of subsection
(8) specify the five years over which the total relevant turnover is to be taken. Generally
speaking, these rules allow for a company with consistent 12 month periods of account to
determine its average turnover by reference to the last five complete audited accounts prior to
the investment date.

613 Subsection (8)(a) specifies that, where the end of the most recent accounts filing period falls
within the 12 months before the investment was made, the 5 year period ends immediately
before that accounts filing period starts.

614 Subsection (8)(b) specifies that if there is no accounts filing period that ends within 12 months
before the date of the investment, perhaps because the company's accounting period is more
than 12 months long, the 5 year period ends on the day 12 months before the date the
investment was made.

615 Subsection (9) defines a number of terms used in section 280C. In particular:
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616 "Entering a new product or geographical market" for the purposes of condition B in
subsection (4) has the same meaning as the European Commission General block exemption
Regulation No 651/2014. What constitutes a new product or geographical market depends on
the company's particular circumstances. The new market must be so different that outside
investors would need to carry out disproportionately expensive due diligence because the
company's track record in relation to its existing activities cannot be used to judge the
prospects of success of what is effectively a new enterprise. This will be considered on a case
by case basis. For example, a company that has operated exclusively in the south west of
England may be entering a new geographical market if it started to operate in Scotland. A
company that has always produced paper products but wants to move into producing food
snacks would be entering a new product market.

617 An undertaking's "first commercial sale" is defined by reference to the European
Commission’s Guidelines on State aid to promote risk finance investments. Paragraph 52(xi)
of the Guidelines defines a first commercial sale as “the first sale by an undertaking on a
product or service market, excluding limited sales to test the market”

618 The "total relevant turnover amount” used for the purposes of determining the average
turnover amount in subsection (8) includes the turnovers over the previous five years of the
relevant company and:

@ where the relevant company is not a parent company at the investment date: any
51% subsidiaries it acquires after the investment date for which the money raised
from the investment is used; and the turnover of a transferred trade for which the
money raised is used, to the extent that its turnover over the previous five years

has not already been taken into account.

® where the relevant company is a parent company at the investment date: any
51% subsidiaries it holds at the investment date and any 51% subsidiaries it
acquires after the investment date for which the money raised by the investment
is used; and the turnover of a transferred trade for which the money raised is
used, to the extent that its turnover over the previous five years has not already

been taken into account.

619 The definition of the total relevant turnover amount is intended to ensure that, where a
company depends on meeting condition B in subsection (5), all the relevant turnovers of
subsidiaries and trades that have been acquired both before and after the investment was
made are taken into account. However the turnovers of subsidiaries and trades acquired after
the investment was made are included only if the subsidiary or trade uses any of the money
raised by the investment.

620 Section 280D specifies the details of the no business acquisition condition in section 274. It
applies to all investments made by a VCT whether or not the holding is a qualifying holding.
It prevents a VCT from investing in a company that goes on to use the money to acquire an
existing trade, or part of a trade, either by buying the company carrying on the trade, buying
the trade itself, intangible assets that have been employed previously in a trade or goodwill of
a trade.
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621 Section 280D does not stop a company using money from a VCT investment to buy plant and
machinery to use in its own trade. However the company would breach the condition if the
plant and machinery were acquired as part of wider arrangements to acquire a trade, for
example where other funds were used to acquire the goodwill or other intangible assets of a
trade. Similarly, a company can use money to commission the creation of intangible assets
that will be used in the company's trade, for example to build a website, because that
intangible asset has not been previously employed in a trade.

622 Section 280D(3) provides for the Treasury to make regulations to allow money to be used for
the acquisition of certain intangible assets. This power could be used if it emerged that section
280D(2)(d) prevented a company from acquiring an intangible asset that was not an integral
part of a trade.

623 Paragraph 6 amends section 286.

624 Paragraph 6(2) introduces an explicit requirement that a company must use funds invested by
the VCT to promote the growth and development of the company or, where the company is a
parent company, the group.

625 Paragraph 6(3) makes a number of minor consequential changes.

626 Paragraph 7 makes a number of changes to section 292A which limits the amount of risk
finance investments (referred to as “relevant investments”) a company may receive each year.

627 Paragraph 7(2) substitutes subsection (2) and inserts new subsections (2A) and (2B) in section
292A.

628 Subsections (2) to (2B) provide that a VCT's holding in a relevant company ceases to be a
qualifying holding if the relevant company receives a further relevant investment that
breaches the annual investment limit. The provisions for determining which relevant
investments count towards the limit are the same as those that apply to section 280B(2)(a) in
relation to the annual investment limit.

629 Paragraph 7(3)(a) inserts new paragraph (ba) in section 292A(3) to extend the definition of a
“relevant investment” to an investment made under the SITR rules. SITR investments will
therefore count towards a company’s annual investment limit.

630 Paragraph 7(3)(b) updates the reference in section 292A(3)(c) to the latest guidelines,
published in 2014, by the European Commission ("Guidelines on State aid to promote risk
finance investments").

631 Paragraph 7(4) makes a minor consequential change to subsection (4).

632 Paragraph 7(5) inserts new subsection (4A) in section 292A to specify when an SITR
investment, that is a relevant investment, is made.

633 Paragraph 7(6) makes a consequential change to subsection (5).

634 Paragraph 7(7) inserts new subsection (7) in section 292A. Subsection (7) supplements
subsections (2) to (2B) by applying the same definition of "trade" as in section 280B.

635 Paragraph 7(8) updates the heading of section 292A to refer to the latest European
Commission’s Guidelines on State aid to promote risk finance investments.

636 Paragraph 8 inserts new sections 292AA and 292AB. These sections provide that a VCT's
holding in a relevant company ceases to be a qualifying holding if the relevant company

breaches the total investment limit at:
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® The investment date, or

@ Any time during the 5 year post-investment period.

637 Section 292AA(1) specifies the cap on the total amount of relevant investments a company and
its subsidiaries may receive, of £20 million for a knowledge-intensive company and £12
million for other companies. This cap also applies for the purposes of section 280B(2)(b).

638 Section 292AA(2) to (4) determine the relevant investments that count towards the limit; these
are the same as specified in section 280B(3A).

639 Section 292AA(5) defines certain terms used in the section.

640 Section 292AA(6) and (7) make provision for a holding ceasing to be a qualifying holding
where the relevant company receives an investment under EIS, SEIS or SITR that breaches the
total investment limit. In such a case, the holding will remain a qualifying holding until the
relevant company submits a compliance statement to HMRC in respect of that new
investment.

641 Section 292AB applies in a similar way to breaches of the 5-year post-investment limit by a
company in which a VCT has a qualifying holding as section 292AA applies to breaches of the
total investment limit. The relevant investments that count towards the limit are the same as
those specified in section 280B(3C), if either condition A or condition B applies.

642 Paragraph 9 repeals section 292B. The effect of this provision is to allow a company to raise
funds under VCT without having to have spent 70% of any SEIS funds it has already raised.
Companies may receive VCT investments the day after raising SEIS funds.

643 Paragraph 10 substitutes new subsections (5ZA) to (5A) for section 293(5A).

644 Section 293 (5ZA) and (5ZB) prohibits a relevant company from using money raised from a
VCT to acquire an existing trade, or part of a trade, either by buying the company carrying on
the trade or buying the trade itself or the intangible assets or goodwill of a trade.

645 As with section 280D (no business acquisition condition) subsection (5ZA) does not stop a
company using money from a VCT investment to buy plant and machinery to use in its own
trade so long as there are no wider acquisitions of the assets of a trade or commission the
creation of intangible assets.

646 Section 293(5ZB) provides for the Treasury to make regulations to allow money to be used for
the acquisition of certain intangible assets. This power could be used if it emerged that section
280D(2)(d) prevented a company from acquiring an intangible asset that was not an integral
part of a trade.

647 Section 293(5A) generally repeats the original text of the substituted subsection (5A).

648 Paragraph 11 inserts new section 294A. It applies the same maximum age limits to
investments that are qualifying holdings as are applied to all VCT investments under section
280C. If, for some reason, a VCT were to breach the permitted maximum age condition but
did not lose its VCT status, section 294A would ensure the investment could not count as a
qualifying holding.

649 Paragraph 12 amends section 297A, to specify a higher limit of 500 full time equivalent
employees for knowledge-intensive companies.
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650 Paragraph 13 inserts new section 297B, which introduces a new requirement for companies
that rely upon meeting the skilled employee condition in section 331A in order to qualify as a
knowledge-intensive company. If the relevant company did not meet the innovation condition
in new section 331A(6) at the time the VCT made its investment in the relevant company then
the relevant company must continue to meet the skilled employee condition for at least three
years after the relevant holding was issued. The exception to this is where the company is in
administration or receivership.

651 Paragraph 14 repeals section 311, which is replaced by a power to amend Chapter 3 or 4 under
new section 330B.

652 Paragraph 15 amends section 313(5) to make clear that the usual meaning of a connected
person for Part 6 under section 993 does not apply to an independent expert for the purposes
of new section 331A(10). Instead, the EIS definition of “connection”, at section 167, 170 and
171 applies to an independent expert.

653 Paragraphs 16 to 18 make provision for the new rules introduced by Schedule 6 to be
incorporated in the exchange provisions in Chapter 6 of Part 6 of ITA. The share exchange
provisions apply when shares in a new parent company have been exchanged for shares in a
company that has raised VCT investments. Provided certain conditions are met, the new
shares in the parent company are treated as though they were the old shares and the new
shares are treated as qualifying holdings.

654 Paragraph 16 makes consequential changes to section 326 (restructuring to which section 327
applies).

655 Paragraph 17 inserts new section 326A which applies the share exchange provisions to the
investment limits, permitted maximum age and no business acquisition conditions in Chapter
3 of Part 6 (VCT approvals). Provided the rules are met, and continue to be met, the new
parent company will retain its status as a VCT.

656 Section 326A(3) to (6) ensure that the new parent company is treated as the relevant company
for the purposes of the investment limits, permitted maximum age and no business
acquisition conditions in section 280B, 280C and 280D.

657 Paragraph 18 amends section 327 which applies the share exchange provisions to the
investment limits, permitted company age requirement and the proportion of skilled
employees requirement in Chapter 4 of Part 6 (qualifying holdings).

658 Paragraph 18(4) inserts new subsections (4A) to (4G) which apply the requirements to be met
by a relevant company to the new parent company.

659 Paragraph 19 inserts new section 330B, which allows amendments to be made to Chapter 3
and Chapter 4 of Part 6 by regulations under the draft affirmative procedure. The regulations
may have limited retrospective effect but only where the changes are wholly relieving such
that no additional tax charges can apply retrospectively.

660 Paragraph 20 inserts new section 331A which introduces the concept of a “knowledge-
intensive company”. A knowledge-intensive company is eligible for higher total investment
limits under sections 280B and 292A A, a longer initial investing period for the purposes of the
permitted maximum age condition under sections 280C and 294A and a higher number of
employees under section 297A (as amended under paragraph 12 of the Schedule).

661 Subsection (1) requires a knowledge—intensive company to meet one of two operating costs
conditions and at least one of the innovation condition or the skilled employee condition.
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662 Subsection (2) specifies the times at which a company must meet the rules for a knowledge-
intensive rules to benefit from the increased limits available to such companies.

663 Subsection (3) and (4) specify the operating costs conditions, which compare the relevant
operating costs relating to research and development or innovation to the relevant operating
costs of the company (or group) over a three year period. Subsection (5) determines the period
over which the conditions must be applied, using the same method as applies for the test in
new sections 280C(7) and 294 A(6).

664 Subsections (6) to (8) specify how a relevant company must meet the innovation condition.
The condition requires a company to be engaged in the creation of intellectual property which
will be used for the future trade of the company (or other companies in the same group) and
the activities of which will form the greater part of the company’s (or the group’s) business
within 10 years of the date of the investment. The condition can be met in one of three ways:

@ By having created intellectual property within the last three years, or creating
intellectual property

@ By taking steps in order to create intellectual property

@ By demonstrating through a report by an independent expert that it is reasonable
to assume the company will create intellectual property in the foreseeable future.

665 The innovation condition is not confined to the creation of a single item of intellectual
property. Some companies may develop a range of intellectual property that, together, will
form the basis of their future business.

666 Subsection (9) specifies the skilled employee condition.
667 Subsection (10) defines a number of terms used throughout the section.

668 In particular, “relevant operating costs” are defined by reference to the operating costs
included in the company’s profit and loss account. Where the relevant company is a member
of a group at the date of the investment, the operating costs are calculated by reference to the
total operating costs of all companies in the group at the investment date, excluding
transactions between companies in the same group.

669 Subsection (11) provides for the amounts of operating costs of a company to be apportioned as
is just and reasonable in determining a company’s relevant operating costs. This provision
may be necessary where subsidiary companies do not share the same accounting date as the
parent company.

670 Subsection (12) provides that the Treasury may amend this section on the conditions a
company must meet to be a knowledge-intensive company by regulations.

671 Subsection (13) provides that an amendment under subsection (12) can only be made by an
affirmative procedure Statutory Instrument in the House of Commons.

672 Paragraph 21 repeals the provisions in Schedule 8 to Finance Act 2012 that enabled relevant
companies to use money invested by a VCT, that derived directly or indirectly from funds
invested in the VCT before 6 April 2012, to acquire shares in a company, in contravention to
the general rule in section 293(5A). The effect of this repeal, combined with the amendments
to section 274 and 293, and the introduction of section 280D, is to prohibit VCTs investing any
funds, whatever their origin, in a company for the purpose of acquiring shares in another
company or a trade.
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673 Paragraph 22 contains minor and consequential amendments to other Acts that flow from this
new legislation.

674 Paragraph 23 provides for commencement of the provisions in this Schedule.

675 The provisions repealing the requirement for a company to have spent at least 70% of SEIS
funds before receiving a VCT investment take effect from 6 April 2015.

676 All other provisions take effect from the date of Royal Assent. However investments that are
made before Royal Assent that would otherwise breach the new limits will not cause a
holding to cease to be a qualifying holding on or after Royal Assent.

677 Investments made before Royal Assent will however be taken into account for determining if:

@ Investments made on or after Royal Assent breach the investment limits
condition in section 280B;

® A relevant investment meets the permitted age requirement in section 280C; or

® A new investment is a qualifying holding under the provisions of sections 292A,
292AA, 292AB or 294A.

Background note

678 The VCT scheme encourages approved listed companies to invest in small, higher risk trading
companies by offering tax incentives to their individual investors.

679 This Schedule includes a number of amendments to the VCT rules aimed at ensuring
compliance with Articles 107 and 108 of the Treaty on the Functioning of the European Union
(EU).

680 Risk finance investments are intended to support smaller companies which, because of a
market failure, would struggle to access the finance they need to grow and develop. The
reasons for this lack of funding may be because the company lacks a track record or the costs
of carrying out due diligence are disproportionately high.

681 The new provisions ensure that tax-advantaged investments are directed to certain companies
likely to experience market failure. All of a VCT's funds are tax-advantaged but the new
provisions allow a VCT to make certain investments for liquidity management purposes.

682 The Schedule introduces limits on the total amount of State aid a company may benefit from,
and the age before which a company must first receive a risk finance investment. The limits
are higher for "knowledge-intensive companies" in recognition of the greater market failure
that applies to innovative companies that tend to need more State aid, and for a longer period,
before they are able to attract traditional forms of finance.

683 The Schedule legislates rules to ensure that the money is used for the internal (‘organic’)
growth of a company, not external growth by acquiring an existing business.

684 The Schedule also contains provisions to smooth certain interactions between the SEIS and
VCT.
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Section 27: EIS, VCTs etc: excluded activities

Summary
685 This section excludes the activities of making reserve electricity generating capacity available
and utilising such capacity from the scope of the venture capital schemes - the Seed Enterprise
Investment Scheme (SEIS), the Enterprise Investment Scheme (EIS) and Venture Capital
Trusts (VCTs).

Details of the section
686 Subsection (1) amends section 192 of the Income Tax Act 2007 to add the activities of making
reserve electricity generating capacity available, including any later utilisation of the capacity

to generate electricity, to the list of excluded activities for the EIS (and the SEIS by virtue of
subsection 257HF of ITA 2007).

687 Subsection 2 amends section 303 of the Income Tax Act 2007 to add these same activities to the
list of excluded activities for VCTs.

688 Subsections 3 and 4 provide that the changes will take effect for the EIS, SEIS and VCTs in
relation to shares or holdings issued on or after 30 November 2015.

Background note

689 The purpose of these provisions is to exclude those activities that involve contracted
arrangements for making reserve electricity generation capacity available, for example under
a Capacity Market agreement or Short Term Operating Reserve contract. Also excluded are
those activities that, having made such reserve capacity available, then utilise the capacity if
and when called upon to generate electricity.

690 These changes are being made alongside separate amendments to the EIS and VCTs which are
aimed at ensuring compliance with State aid regulations. State aid approval for the Enterprise
Investment Scheme and the Venture Capital Trusts was received on 12 October 2015.
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Section 28: EIS, VCTs and EMI: meaning of “farming”

Summary

691 This section excludes farming activities carried on outside the UK from being qualifying
activities for the purposes of the Enterprise Investment Scheme (EIS), Venture Capital Trusts
(VCT) and Enterprise Management Incentives (EMI)

Details of the section
692 Subsection (1) repeals subsection (7) of section 996 of the Income Tax Act (ITA) 2007. The
effect of the repeal is to stop farming activities carried on outside the UK from qualifying for
tax relief under the EIS, VCT and EMI. The change applies also to the Seed Enterprise
Investment Scheme (SEIS). This is because excluded activities for the SEIS are defined under
section 257DA(9) ITA 2007 as those that are excluded under the EIS.

693 Subsection (2) provides for the repeal to take effect from the date of Royal Assent of the
Finance Act.

Background note
694 This provision ensures farming activities are treated in the same way for the purposes of the
EIS, SEIS, VCT and EMI. Farming activities carried on inside the UK are already excluded
under the provision of sections 192(h) and 303(h) of ITA 2007 for EIS and VCT respectively
and paragraph 16 of Schedule 5 to the Income Tax (Earnings and Pensions) Act (ITEPA) 2003
for EMI, in combination with section 996.
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Section 29: Travel expenses of members of local authorities etc.

Summary

695 This section introduces a new exemption from income tax for qualifying payments made by a
local authority in respect of travel expenses incurred by a member on a journey between home
and permanent workplace. The exemption only applies if the member’s home is in the area of
the authority or within 20 miles of the boundary of the area. The exemption will be limited to
the Approved Mileage Allowance Payment (AMAP) rates and the approved rates for
passenger payments when applied to qualifying payments made to a member who uses their
own vehicle for travel. The exemption will come into effect from 6 April 2016.

Details of the section

696 Subsection (1) amends Part 4 of the Income Tax (Earning and Pensions) Act ITEPA) 2003 -
Employment Income: Exemptions.

697 Subsection (2) updates a reference to the definition of business travel in section 229(2) ITEPA
2003 (mileage allowance payments) to make clear that it includes journeys which are dealt
with by new section 235A.

698 Subsection (3) inserts a new section 235A (Journeys made by members of local authorities
etc.) into Chapter 2, Part 4 of ITEPA 2003 which deals with mileage allowances and passenger
payments where an employee uses their own vehicle for business travel.

699 New subsection 235A(1) sets out that, subject to new subsections 235A(2) and (3), a qualifying
journey by a member of a relevant authority is to be treated as business travel for the purposes
of Chapter 2 if a qualifying payment is made by the authority. Under new subsections
235A(1)(a) and (b) the qualifying payment must be made to the member in respect of expenses
related to their use of a vehicle that Chapter 2 applies to, or to another member of the
authority for carrying the member as a passenger on the journey.

700 New subsection 235A(2) provides that a qualifying journey is not to be treated as business
travel for the purposes of calculating mileage allowance relief.

701 New subsection 235A(3) sets out that where a member is undertaking a qualifying journey
and receives a qualifying payment for carrying a passenger, the journey will not be treated as
business travel for the passenger for the purposes of section 233 and section 234 ITEPA 2003
(passenger payments and the approved amounts for passenger payments), unless the
passenger is also a member of the authority.

702 New subsection 235A(4) defines a qualifying journey by a member of a relevant authority for
the purposes of this section. A qualifying journey must be between the member’s home and
permanent workplace and the home must be either in the area of the authority or within 20
miles of the boundary of the area.

703 New subsection 235A(5) sets out that “permanent workplace” has the same meaning as the
existing definition at section 339 ITEPA 2003.

704 New subsection 235A(6)(a) provides a power to use regulations to specify local authorities, or
bodies that have similar or related functions or purposes, that are to be relevant authorities for
the purposes of this section. New subsections 235A(6)(b) and (c) set out that the power can be
used to prescribe the circumstances in which a person is regarded as a member of a relevant
authority, and to define a “qualifying payment” for the purposes of this section.

705 New subsection 235A(7) allows these regulations to contain transitional provision and
savings.
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706 Subsection (4) inserts a new subsection (1A) (Travel expenses of members of local authorities
etc.) into the interpretation of Chapter 2 at section 236 ITEPA 2003, advising that journeys that
are treated as business travel for the purposes of certain provisions in Chapter 2 are set out in
section 235A.

707 Subsection (5) inserts new section 295A into Chapter 8 - Exemptions: Special Kinds of
Employees.

708 New subsection 295A(1) provides an exemption from income tax for qualifying payments
made to a member of a relevant authority for travel expenses incurred. For the purposes of
this section, "travel expenses" include the costs of travel together with any subsistence

expenditure and other associated costs that are incurred in making the journey.

709 New subsections 295A(1)(a) and (b) apply the exemption to payments of expenses other than
those relating to the member’s use of their own vehicle and covered by existing exemptions in
Chapter 2 or expenses specifically excluded by new subsection 295A(2).

710 New subsection 295A(2) sets out that the exemption will not apply to expenses incurred on
journeys between the member’s home and permanent workplace where the member’s home is
more than 20 miles outside the boundary of the area of the relevant authority.

711 New subsection 295A(3) sets out that “permanent workplace” has the same meaning as the
existing definition at section 339 ITEPA 2003.

712 New subsection 295A(4) provides a power to use regulations to specify local authorities, or

bodies that have similar or related functions or purposes, that are to be relevant authorities for
the purposes of this section. New subsections 235A(6)(b) and (c) set out that the power can be
used to prescribe the circumstances in which a person is regarded as a member of a relevant
authority, and to define a “qualifying payment” for the purposes of this section.

713 New subsection 295A(5) allows these regulations to contain transitional provision and

savings.

714 Subsection (6) substitutes “section 235A and 236(1)” for “section 236(1)” in the index of
defined expressions in Schedule 1.

715 Subsection (7) provides that this section will have effect for the tax year 2016-17 and
subsequent tax years.

Background note

716 Travel expenses paid to members of a local authority are generally subject to the current rules
that govern the tax treatment of all employees and office-holders. These rules will not be
affected by this measure and travel undertaken in the performance of the duties of the
employment, or travel for the employee’s necessary attendance at a temporary workplace, will
generally qualify for tax relief. Tax relief is not usually available for travel between an
employee’s home and a permanent workplace i.e. ordinary commuting.

717 To ensure that individuals are not discouraged from undertaking a role as a councillor by the
tax treatment of their travel expenses, this legislation will provide an exemption from a charge
to income tax where a local authority makes a qualifying payment to a member for travel
expenses incurred on a journey between home and permanent workplace, or where qualifying
payments in respect of a passenger who is also a member of the authority, are made.
Regulations to give effect to a corresponding disregard for Class 1 National Insurance
contributions (NICs) will also be introduced for the start of the 2016-17 tax year.
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718 To ensure that the exemption does not enable members of local authorities to benefit from
unlimited tax relief on their travel expenses, where a local authority makes mileage payments
to a member for using their own vehicle to undertake a qualifying journey the exemption will
be restricted to the Approved Mileage Allowance Payment (AMAP) rates or the approved
amount for passenger payments.

719 Where the authority pays less than the AMAP rate, or pays no mileage allowance, Mileage
Allowance Relief (MAR) will not be due in respect of qualifying journeys.
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Section 30: London Anniversary Games

Summary
720 This measure will exempt from income tax non-resident competitors participating in the 2015
London Anniversary Games taking place between 24 and 26 July 2015 at the
Queen Elizabeth II Olympic Park and stadium, London. The Games are sometimes referred to
as the "Anniversary Games' or the ‘Sainsbury’s Anniversary Games'. The exemption will be in
place for the duration of the event and includes income from promoting the event as well as
competing.

Details of the section

721 Subsection (1) means that a person who is non-resident and an accredited competitor would
be exempt from income tax on income received from the games.

722 Subsection (3) defines a non-UK resident for the tax-year 2015-16. UK resident, non-UK
resident and overseas have the meanings given by the provisions of the Statutory Residence
Test in accordance with Schedule 45 to the Finance Act 2013.

723 Subsection (4) means that there will be no need to make the deductions normally due under
section 966 (duty to deduct income tax at source in the case of sportsmen, sportswomen etc.)
of the Income Tax Act 2007 from income covered by this exemption.

724 Subsection (5) defines ‘accredited competitor” as approved in a way that is recognised and
endorsed by the event organising body; the ‘games period" as the period between 22nd and
28th of July 2015; ‘income’ as employment income, specific employment income and the
profits of a trade, profession or vocation; and ‘the Games" as the athletic event held at the
Olympic Stadium between 24th and 26th July 2015. Employment income and specific
employment income is defined in accordance with section 7 of the Employment Income
(Earnings and Pensions) Act 2003 and the profits of a trade, profession or vocation is defined
in accordance with sections 5 and 13 of the Income Tax (Trading and Other Income) Act 2005.

725 Subjection (6) means that the enactment creating the exemption commences on 8 July 2015.

Background note

726 The government on occasion seeks to exempt non-resident person's etc. from income tax
arising on particular sporting activities to promote and support the legacy of the 2012 London
Olympic Games. This legislation applies that policy to the 2015 "London Anniversary Games.

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on

18N ber 2015
ovember 80



Section 31: R&D expenditure credits: ineligible companies

Summary
727 This section prevents universities and other charities from claiming the Research and
Development Expenditure Credit (RDEC). This change has effect for expenditure incurred on
or after 1 August 2015.

Details of the section
728 Subsection (1) introduces the amendment to Corporation Tax Act (CTA) 2009.

729 Subsection (2) inserts a new subsection 7A to section 104A CTA 2009. Subsection 7A in turn
introduces new section 104WA which contains provision about companies that are ineligible
to claim the RDEC.

730 Subsection (3) inserts new section 10dWA after section 104W CTA 2009.

New Section 104WA

731 New subsection (1) stops ineligible companies from making claims to RDEC in relation to
expenditure they incur.

732 Subsection (2) introduces the definition of an ineligible company.

733 Subsection (2)(a) provides that a company that is an institution of higher education (as defined
in Section 1142(1)(b) CTA 2009) is an ineligible company.

734 Subsection (2)(b) states that a company that is a charity is an ineligible company.

735 Subsection (2)(c) provides that a company of a description prescribed by HM Treasury
regulations is an ineligible company.

Treasury power to define ineligible companies

736 Subsection (4) of section 30 confers a power on HM Treasury to amend the definition of an
ineligible company by regulation. Any such regulation will be subject to the affirmative
procedure for secondary legislation under Section 1310 CTA 2009.

Commencement provisions

737 Subsection (5) provides that this restriction on claiming the RDEC applies to expenditure
incurred on or after 1 August 2015.

Background note

738 The government introduced the RDEC in 2013 to encourage more research and development
by large companies. By making the RDEC available to all large companies, including those
with no liability to corporation tax, it was intended to make the benefits of R&D tax relief
more visible and certain, compared to the previous large company super deduction.

739 The underlying rules for identifying qualifying activity and calculating qualifying
expenditure remained unchanged.

740 The RDEC scheme also provides for claims by Small and Medium Enterprises (SMEs), in a
similar way that SMEs are able to make claims to the large company super deduction, in
circumstances where the more generous SME R&D tax relief is unavailable. This includes SME
claims to the RDEC in sub-contracting situations, and where an SME receives a subsidy for its
R&D expenditure.
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741 The government's intention has always been that the RDEC be available only to commercial
companies. HMRC has recently become aware that universities have made claims to the
RDEC. Such claims were not an intended outcome of the introduction of the RDEC.

742 In order to put the matter beyond doubt, and to ensure that the RDEC remains a well-targeted
incentive to R&D in commercial companies, this section explicitly excludes universities and
other charities.
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Section 32 and Schedule 7: Loan relationships and derivative contracts

Summary

743 Section 32 introduces Schedule 7, which implements a package of proposals to modernise the
corporation tax rules in the Corporation Tax Act (CTA) 2009 governing the taxation of
corporate debt ('loan relationships') and derivative contracts. The main areas of change are:

e clarifying the relationship between tax and accounting;
@ Dbasing taxable loan relationship profits on accounting profit and loss entries;

® new ‘corporate rescue’ rules to provide tax relief where loans are released or
modified in cases of debtor companies in financial distress; and

@ new regime-wide anti-avoidance rules for both loan relationships and derivative
contracts.

744 The changes will generally take effect for accounting periods commencing on or after
1 January 2016. However, the corporate rescue rules will apply from 1 January 2015 and the
new anti-avoidance rules will apply in respect of arrangements entered into on or after the
date of Royal Assent to Finance (No2) Act 2015.

Details of the Schedule
Part 1: Loan relationships: Amendments of Parts 5 and 6 of CTA 2009

745 Part 1 of the Schedule makes changes to Parts 5 and 6 of CTA 2009, which sets out rules
governing the treatment of loan relationships. Paragraph 1 introduces the changes to Part 5.

746 Paragraph 2 makes changes to the overview in section 306 to reflect the amendments now
being made.

747 Paragraph 3 inserts new section 306A, which sets out the matters in respect of which amounts
are to be brought into account for the purposes of Part 5. These were previously contained in
section 307, and are unchanged. The matters are profits, losses, interest and expenses arising
to a company on its loan relationships.

748 Paragraph 4 makes various changes to section 307, which sets out general principles about the
bringing into account of credits and debits. In particular it removes the requirement that
credits and debits brought into account should ‘fairly represent’ profits and gains arising from
loan relationships. It provides a new rule for apportionment of amounts where an accounting
period of a company does not coincide with a period of accounts.

749 Paragraph 5 sets out amendments to section 308 concerning amounts recognised in
determining a company's profit or loss. It establishes that this is now to be based on amounts
recognised in the accounts as items of profit or loss. New subsection (1A) makes clear that
this includes amounts that were previously recognised in other comprehensive income and
which are subsequently transferred to profit or loss.

750 Paragraph 6 makes consequential amendments section 310 which contains a regulation-
making power to allow certain amounts to be excluded from being brought into account.
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751 Paragraph 7 makes various amendments to section 313 concerning the bases of accounting in
accordance with which amounts may be brought into account for tax purposes. The definition
of an amortised cost basis of accounting is aligned with accountancy, and adjustments under a
designated fair value hedge are permitted. The definition of ‘fair value accounting’ is aligned
with accounting treatment where an instrument is measured at fair value through profit or
loss.

752 Paragraph 8 amends the heading before section 315 to reflect the wider amendments made.

753 Paragraphs 9 to 12 are concerned with situations where a company changes the basis of
accounting on which it calculates credits and debits under Part 5. Paragraph 9 makes a series
of amendments to section 315. These extend the scope of sections 316 and 318 to apply where
a company alters its basis of accounting to comply with tax rules. An example of such a rule
is section 349, which requires the application of an amortised cost basis of accounting to
connected companies relationships.

754 Paragraph 10 substitutes a new section 316, clarifying rules for determining the credit or debit
to be brought into account in cases where there is a change in the tax-adjusted carrying value
of a loan relationship, and aligning the rules with equivalent provisions in Part 7 of CTA 2009.

755 Paragraph 11 omits section 317 concerning carrying values. This is now replaced by the new
section 465B.

756 Paragraph 12 amends section 318 concerning changes of accounting policy following cessation
of a loan relationship, clarifying credits or debits to be brought into account and aligning the
rules with equivalent provisions in Part 7 of CTA 2009. Subsection (5) updates the definition
of “the amount outstanding in respect of the loan relationship’ to take account of the changes
to section 308 introduced by paragraph 5; the definition now includes amounts recognised in
other comprehensive income. New subsections (7) and (8) provide that in determining any
such amounts for a particular period it is necessary to assume that relevant accounting
policies applied in that period were also applied in the past, which is the approach accounting
standards normally take. There is an exception to this - if in drawing up the accounts for the
period in question some other assumption regarding accounting policies followed in the past
was made, that assumption should be followed for tax purposes. This could arise if a new
accounting standard prescribed a particular approach on first adoption, for example.

757 Paragraph 13 amends section 320, concerning credits and debits in respect of profits and
losses from loan relationships that are capitalised in the carrying value of an asset or liability.
In particular, this section may apply where borrowing costs are capitalised under Section 25 of
Financial Reporting Standard 102 or under International Accounting Standard 23. The
changes clarify that the provisions only apply where amounts would not otherwise be
brought into account.
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758 Paragraph 14 inserts new section 320A, setting out the treatment of amounts recognised in
other comprehensive income and not transferred to profit or loss when a loan relationship, or

part of a loan relationship, ceases to be recognised in a company’s accounts. Together with
new subsection 308(1A), inserted by paragraph 5, this ensures that all amounts recognised as
items of other comprehensive income will be brought into account at some point. Subsection
(4) provides that these amounts are to be brought into account in the same way as amounts
recognised in determining the company’s profit or loss for the period, making clear that the
amounts are subject to all the provisions of Part 5. Subsections (6) and (7) provide that in
determining any such amounts for a particular period it is necessary to assume that relevant
accounting policies applied in that period were also applied in the past, which is the approach
accounting standards normally take. There is an exception to this - if in drawing up the

accounts for the period in question some other assumption regarding accounting policies
followed in the past was made, that assumption should be followed for tax purposes. This
could arise if a new accounting standard prescribed a particular approach on first adoption,
for example.

759 Paragraph 15 omits section 321 concerning credits and debits recognised in equity. Amounts
recognised directly in equity will no longer normally be brought into account under Part 5.

760 Paragraph 16 amends section 322, which exempts credits arising in certain cases where a debt
is released. It inserts a new subsection (5B) which exempts credits arising on releases where
there is a material risk that within 12 months of the release the company would be unable to
pay its debts. That is, where the debtor is in significant financial difficulty.

761 Paragraph 17 amends section 323 to explain what is meant by “unable to pay its debts’.
Broadly, the exemption applies where a debtor company is in significant financial distress.

762 Paragraph 18 inserts new section 323A. This applies where a company's debt is substantially
modified or replaced, and there is a material risk that the company will within 12 months be
unable to pay its debts. In these circumstances, it is not required to bring credits into account
in respect of the modification or replacement. Any subsequent reversal is not brought into
account as a debit. Like new subsection 322(5B), the exemption is intended to apply where a
debtor company is in significant financial distress.

763 Paragraph 19 inserts new subsection 324(3A) to clarify that credits and debits in respect of
valuation changes in respect of hedged assets and liabilities are not excluded.

764 Paragraph 20 makes a series of changes to section 328 concerning exchange gains and losses.
It clarifies that amounts arising on the retranslation of a business from its functional currency
into a different currency are not profits or losses within Part 5. It extends the power to make
regulations concerning the exclusion or inclusion of exchange gains and losses from or in the
Part 5 rules.

765 Paragraph 21 omits sections 328A to 328H, which are superseded by the anti-avoidance
provisions introduced by paragraph 51.

766 Paragraph 22 substitutes references to sections in section 329.

767 Paragraph 23 inserts new sections 330A, 330B and 330C.

768 New section 330A provides that where a company recognises amounts in its accounts in
respect of a loan relationship to which it is not legally a party, it is treated as if it were a party.
The section applies where a company has ceased to be, or has yet to become, party to a loan,
or where the risks and rewards of a loan have been transferred.
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769 New sections 330B and 330C ensure that the rule in section 330A will not lead to, respectively,
double relief or double taxation where another company also brings into account debits or
credits in respect of the same loan.

770 Paragraph 24 omits sections 331 and 332, concerned with companies ceasing to be a party to
loan relationship. These provisions are superseded by new section 330A.

771 Paragraphs 25 and 26 make minor adjustments to sections 340 and 342, concerning transfers of
loan relationships within groups, to reflect changes elsewhere.

772 Paragraph 27 omits section 347, which is superseded by the anti-avoidance provisions
introduced by paragraph 51.

773 Paragraph 28 amends section 349, concerning the application of amortised cost basis to
connected companies relationships. It inserts a new subsection (2A) which provides rules for

cases involving certain hedging instruments where the company adopts fair value accounting.

774 Paragraph 29 omits sections 350 (companies beginning to be connected) and 351 (companies
ceasing to be connected). These are now obsolete following the changes to section 315.

775 Paragraph 30 amends section 352, which excludes credits and debits from tax where there is a
related transaction involving a connected company loan relationship. It ensures that credits
and debits are not prevented from being brought into account by the operation of section 352
where those amounts are attributable to interest rate movements on an arm’s length
borrowing.

776 Paragraph 31 inserts new section 352A, which is concerned with situations where debits
brought into account by a company are reduced as a result of section 352. In these
circumstances no credit is subsequently brought into account to the extent that it represents a
reversal of a loss which gave rise to the reduction of debits.

777 Paragraphs 32 and 33 amend sections 354 (exclusion of debits for impaired or released
connected company debts) and 358 (exclusion of credits on release of connected company
debts). They provide rules for clawing back amounts previously recognised by the company

in respect of a designated fair value hedge in cases where the debt is released.

778 Paragraph 34 makes minor consequential amendments to section 359 (Exclusion of credits on
release of connected companies’ debts during creditor's insolvency).

779 Paragraphs 35 and 38 make amendments to section 361 and 362 concerning releases of
impaired debts between connected companies. The amendments arise in consequence of the
introduction of new section 361D and new section 362A by paragraphs 37 and 39. In
particular they repeal sections 361A and 361B, which provide exemptions from the provisions
on deemed releases under section 361.

780 Paragraph 36 omits sections 361A and 361B, which are superseded by new section 361D,
inserted by paragraph 37.

781 Paragraph 37 inserts new section 361D. This provides an exemption for the credit that arises
on a deemed release imposed on a debtor company by section 361 when an impaired debt is
acquired by a creditor company connected to the debtor. The exemption applies where there
is a material risk that within 12 months of the connected creditor becoming party to the debt,
the debtor company would be unable to pay its debts. That is, where the debtor is in
significant financial distress, as with the exemptions provided by new sections 322(5B) and
362A, inserted by paragraphs 16 and 39.

782 Paragraph 38 makes a consequential amendment to section 362.
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783 Paragraph 39 inserts new section 362A. This provides an exemption for the credit that arises
on a deemed release, which is imposed on a debtor company by section 362 where the parties
to an impaired debt become connected. It applies where the debtor is in significant financial
distress, as with the exemptions provided by new sections 322(5B) and 361D, inserted by
paragraphs 16 and 37.

784 Paragraphs 41 to 45 make minor consequential amendments to sections 422 (Transfer of loan
relationship at notional carrying value), 424 (Reorganisations involving loan relationships),
433 (Transfer of loan relationship at notional carrying value), 435 (Reorganisations involving
loan relationships) and 440 (Overview of Chapter 15 of Part 5).

785 Paragraph 46 amends section 441 concerning loan relationships held for unallowable
purposes. It provides clarification on the scope of the debits that a company may not bring
into account in cases where a debit is incorporated within a credit.

786 Paragraph 47 amends section 442 concerning the meaning of "unallowable purpose". It
ensures that the meaning of ‘related transaction’ includes, for the purposes of this section,
anything which in substance equates to a related transaction.

787 Paragraph 48 repeals section 443, which is superseded by the anti-avoidance provisions
introduced by paragraph 51.

788 Paragraph 50 omits sections 454 and 455, which are superseded by the anti-avoidance
provisions introduced by paragraph 51.

789 Paragraph 51 inserts new sections 455B, 455C and 455D, which counter tax avoidance.

790 New section 455B provides a new anti-avoidance rule to counteract ‘loan-related tax
advantages’ arising from ‘relevant avoidance arrangements’, by way of just and reasonable
adjustments to credits and debits under Part 5.

791 New section 455C defines ‘relevant avoidance arrangements’. Subsection (4) excludes from
that definition arrangements aimed at obtaining tax advantages which can reasonably be
assumed to have been intended under the loan relationships legislation. Subsection (6)
defines a ‘loan-related tax advantage’ in terms of credits and debits under Part 5.

792 New section 455D gives, in subsection (1), non-exhaustive examples of results which might
indicate that the exclusion from the definition of ‘relevant avoidance arrangements’ in section
455C(4) should not apply. Subsection (2) ensures that the examples in subsection (1) are only
relevant to the availability of the section 455C(4) exclusion if it is reasonable to assume that the
result in question was not the anticipated outcome when any provisions of Part 5 engaged by
the arrangements were enacted.
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793 Paragraph 52 inserts new section 465B concerning ‘tax adjusted carrying value’. This replaces
the previous section 317 (now repealed by paragraph 11) and explains the meaning of this
term in the context of loan relationships. It is based on the carrying value in the company’s

accounts, adjusted as a result of particular statutory provisions. The reference in subsection
(8) of section 465B to section 308(1A) and section 320A ensures that the carrying value is
adjusted for amounts that have previously been recognised as items of other comprehensive
income, and which represent amounts that will in the future be brought into account.
Subsections (5) and (6) provide that in determining any such amounts for a particular period it

is necessary to assume that relevant accounting policies applied in that period were also
applied in the past, which is the approach accounting standards normally take. There is an
exception to this - if in drawing up the accounts for the period in question some other
assumption regarding accounting policies followed in the past was made, that assumption
should be followed for tax purposes. This could arise if a new accounting standard prescribed
a particular approach on first adoption, for example.

794 Paragraph 53 amends section 475 to broaden the circumstances in which regulations may be
made concerning the calculation of exchange gains and losses, by removing their restriction to
cases where fair value accounting is used. This follows the change made by paragraph 7 to
the definition of fair value accounting in section 313.

795 Paragraph 54 inserts new section 475A concerning hedging relationships. This explains the
circumstances in which a company has a "hedging relationship".

796 Paragraph 55 amends section 476, to introduce definitions of several terms used in the
Schedule.

797 Paragraph 56 introduces amendments to Part 6 of CTA 2009, which sets out rules governing
the treatment of matters to be treated as though they were loan relationships.

798 Paragraphs 57 and 58 make consequential adjustments to sections 521F (Shares becoming or
ceasing to be shares to which section 521B applies) and 540 (Manufactured interest treated as
interest under loan relationship).

Part 2: Derivative contracts: Amendments of Part 7 of CTA 2009

799 Paragraph 59 introduces amendments to Part 7 of CTA 2009, which sets out rules governing
the treatment of derivative contracts.

800 Paragraph 60 amends the overview in section 594 to reflect the changes now being made.

801 Paragraph 61 inserts new section 594A, which sets out the matters in respect of which
amounts are to be brought into account for the purposes of Part 7. These were previously
contained in section 595, and remain unchanged. The matters are the profits, losses, interest
and expenses arising to a company on its derivative contracts.

802 Paragraph 62 makes various changes to section 595, which sets out general principles about
the bringing into account of credits and debits. In particular it removes the requirement that
credits and debits brought into account should ‘fairly represent” profits and gains arising from
derivative contracts. It provides a new rule for apportionment of amounts where an
accounting period of a company does not coincide with a period of accounts.

803 Paragraph 63 sets out amendments to section 597 concerning amounts recognised in
determining a company's profit or loss. It establishes that this is now to be based on amounts
recognised in the accounts as items of profit or loss. New subsection (1A) makes clear that
this includes amounts that were previously recognised in other comprehensive income and
which are subsequently transferred to profit or loss.
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804 Paragraph 64 makes a consequential change to section 599B to reflect the concept of ‘tax
adjusted carrying value’ in new section 702, introduced by paragraph 96.

805 Paragraph 65 makes various amendments to section 604, concerning credits and debits in
respect of profits and losses from derivative contracts that are capitalised in the carrying value
of an asset or liability. In particular, this section may apply where amounts in respect of a
designated cash flow hedge are recognised in the carrying value of an asset or liability. The
changes serve to clarify that the scope of the provisions is restricted to cases where amounts
would not otherwise be brought into account.

806 Paragraph 66 inserts new section 604A concerning amounts recognised in other
comprehensive income and not transferred to profit or loss. This determines the treatment
when a derivative contract, or part of a derivative contract, ceases to be recognised in
company accounts. Together with new subsection 597(1A) inserted by paragraph 63, this
ensures that all amounts recognised as items of other comprehensive income will be brought
into account at some point. Subsection (4) provides that these amounts are to be brought into
account in the same way as amounts recognised in determining the company’s profit or loss
for the period, making clear that the amounts are subject to all the provisions of Part 7.
Subsections (6) and (7) provide that in determining any such amounts for a particular period it
is necessary to assume that relevant accounting policies applied in that period were also
applied in the past, which is the approach accounting standards normally take. There is an
exception to this - if in drawing up the accounts for the period in question some other

assumption regarding accounting policies followed in the past was made, that assumption
should be followed for tax purposes. This could arise if a new accounting standard prescribed
a particular approach on first adoption, for example.

807 Paragraph 67 omits section 605 concerning credits and debits recognised in equity. Amounts
recognised directly in equity will no longer normally be brought into account under Part 7.

808 Paragraph 68 makes a series of changes to section 606 concerning exchange gains and losses.
It clarifies that amounts arising on the retranslation of a business from its functional currency
into a different currency are not profits or losses within Part 7. It provides a power to make
regulations concerning the exclusion or inclusion of exchange gains and losses with respect to
the Part 7 rules.

809 Paragraph 69 omits sections 606A to 606H, which are superseded by the anti-avoidance
provisions introduced by paragraph 94.

810 Paragraph 70 amends references to sections in section 607.

811 Paragraph 71 inserts new sections 607A, 607B and 607C.

812 New section 607A provides that where, in certain circumstances, a company recognises
amounts in its accounts in respect of a derivative contract to which it is not legally a party, it is
treated as if it were a party. The section applies where a company has ceased to be, or has yet
to become, party to a derivative contract, or where the risks and rewards of a derivative
contract have been transferred.

813 New sections 607B and 607C ensure that the rule in section 607A will not lead to, respectively,
double relief or double taxation where another company also brings into account debits or
credits in respect of the same derivative contract.

814 Paragraph 72 omits section 608 concerning companies ceasing to be party to derivative
contracts. These provisions are superseded by new section 607A.
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815 Paragraph 75 makes a series of amendments to section 613 concerning adjustments on change
of accounting policy. These changes extend the scope of sections 614 and 615 to apply where a
company’s basis of accounting is altered as a result of the application of tax statute.

816 Paragraph 76 substitutes a new section 614, clarifying rules for determining credits or debits
to be brought into account in cases where there is a change of accounting practice involving
changes in the tax-adjusted carrying value of a derivative contract.

817 Paragraph 77 amends section 615 concerning changes of accounting policy after a company
ceases to be party to a derivative contract. It clarifies the credits or debits to be brought into
account and aligns the rules with their equivalents in Part 5. Subsection (5) updates the
definition of ‘the amount outstanding in respect of the derivative contract’ to take account of
the changes to section 597 introduced by paragraph 63; the definition now includes amounts
recognised in other comprehensive income. New subsections (7) and (8) provide that in
determining any such amounts for a particular period it is necessary to assume that relevant
accounting policies applied in that period were also applied in the past, which is the approach

accounting standards normally take. There is an exception to this - if in drawing up the
accounts for the period in question some other assumption regarding accounting policies
followed in the past was made, that assumption should be followed for tax purposes. This
could arise if a new accounting standard prescribed a particular approach on first adoption,
for example.

818 Paragraphs 78 to 79 and 81 to 88 make a series of consequential amendments to sections 622,
625, 653, 654, 658, 666, 671, 673, 675 and 684. In each case these amendments substitute “tax-
adjusted carrying value’ (now defined in section 702) for ‘carrying value’.

819 Paragraph 80 omits section 629, which is superseded by the anti-avoidance provisions
introduced by paragraph 94.

820 Paragraph 90 amends section 690 concerning derivative contracts held for unallowable
purposes. It provides clarification on the scope of the debits that a company may not bring
into account in cases where a debit is incorporated within a credit.

821 Paragraph 91 amends section 691 concerning the meaning of ‘unallowable purpose’. It
ensures that the meaning of ‘related transaction’ includes, for the purposes of this section,
anything which in substance equates to a related transaction.

822 Paragraph 92 makes amendments to section 692, concerning allowance of accumulated net
losses, to ensure that debits with an unallowable purpose restricted under section 690 can only
be set against credits attributable to the same unallowable purpose.

823 Paragraph 93 omits section 698, which is superseded by the anti-avoidance provisions
introduced by paragraph 94.

824 Paragraph 94 inserts new sections 698B, 698C and 698D, which counter tax avoidance.

825 New section 698B provides a new anti-avoidance rule to counteract ‘derivative-related tax
advantages’ arising from ‘relevant avoidance arrangements’, by way of just and reasonable
adjustments to credits and debits under Part 7.

826 New section 698C defines ‘relevant avoidance arrangements’. Subsection (4) excludes from
that definition arrangements aimed at obtaining tax advantages which can reasonably be
assumed to have been intended under the derivative contracts legislation. Subsection (5)
defines a “derivative-related tax advantage’ in terms of credits and debits under Part 7.
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827 New section 698D gives, in subsection (1), non-exhaustive examples of results which might
indicate that the exclusion from the definition of relevant avoidance arrangements in section
698C(4) should not apply. Subsection (2) ensures that the examples in subsection (1) are only
relevant to the availability of the section 698C(4) exclusion if it is reasonable to assume that the
result in question was not the anticipated outcome when any provisions of Part 7 engaged by

the arrangements were enacted.

828 Paragraph 95 substitutes a new section 702, defining ‘tax-adjusted carrying value’. The
definition is based on the carrying value in the company’s accounts, adjusted as a result of
particular statutory provisions. The references in subsection (6) to section 597 and section
604A ensure that the carrying value is adjusted for amounts that have previously been
recognised as items of other comprehensive income, representing amounts that will be
brought into account in the future. Subsections (4) and (5) provide that in determining any
such amounts for a particular period it is necessary to assume that relevant accounting
policies applied in that period were also applied in the past, which is the approach accounting
standards normally take. There is an exception to this - if in drawing up the accounts for the
period in question some other assumption regarding accounting policies followed in the past
was made, that assumption should be followed for tax purposes. This could arise if a new
accounting standard prescribed a particular approach on first adoption, for example.

829 Paragraph 96 provides an amendment to section 705.

830 Paragraph 97 provides consequential amendments to section 710.

Part 3: Amendments of TCGA 1992 relating to loan relationships

831 Paragraph 98 introduces minor amendments to section 151E of Taxation of Chargeable Gains
Act 1992 (TCGA), which provides for HM Treasury to make regulations concerning exchange
gains and losses from loan relationships.

Part 4: Consequential amendments

832 Part 4, paragraphs 99 and 100 make a number of consequential changes to CTA 2009 and to
FA 2009.

Part 5: Repeal of uncommenced repeal provisions

833 Paragraph 101 repeals paragraphs 71 and 99 of Schedule 2 to CTA2009, and makes
consequential amendments. Those paragraphs provided for prospective repeals of a number
of provisions. The repeals were never brought into force, and are no longer necessary.

Part 6: Commencement and transitional provisions
834 Part 6, introduced by Paragraph 102, contains commencement and transitional provisions.

835 Paragraph 103 sets out the general commencement rule for the amendments made by Parts 1
to 4 of the Schedule.

836 Paragraph 104 excepts the provisions dealt with by paragraphs 106 to 113 from the general
rule, and subjects the general commencement rule to the transitional provisions introduced by
paragraphs 114 to 128.

837 Paragraph 105 provides that the repeals made by Part 5 to the Schedule have effect on or after
the date of Royal Assent to Finance (No.2) Act 2015.
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838 Paragraphs 106 to 114 set out commencement arrangements for a number of specific
provisions. The corporate rescue provisions introduced by paragraphs 16 to 18 apply from
1 January 2015. Changes introduced by paragraphs 33(2) and 35 to 40 apply from the date of
Royal Assent to Finance (No2) Act 2015. The substitution of existing anti-avoidance
provisions by the new rules introduced by paragraphs 51 and 94, also applies to arrangements
entered into on or after the date of Royal Assent to Finance (No2) Act 2015.

839 Paragraphs 115 to 119 make transitional provisions concerned with the changes made to

section 308 by paragraph 5. They ensure that amounts recognised in other comprehensive
income and taxed or relieved in a pre-transition period will not be taxed or relieved again in a
post-transition period.

840 Paragraph 115 sets out, in subsection (1), the circumstances in which these transitional
provisions apply. They apply where amounts were recognised in other comprehensive
income and brought into account for tax in a pre-transition period. Those amounts could be
brought into account again under the amended rules when subsequently transferred into
profit or loss in a post-transition period (see paragraph 5) or under the new section 320A (see
paragraph 15). In those circumstances, subsection (2) requires an overall transitional
adjustment to be made on a just and reasonable basis.

841 Paragraph 116 requires credits or debits amounting to the overall transitional adjustment to be
brought into account for the relevant accounting periods. The relevant accounting periods are
the first accounting period commencing on or after 1 January 2016 and each subsequent
period falling wholly or partly within the subsequent five years, referred to as the transitional
years. Subsections (5) to (7) specify how the overall transitional adjustment is to be allocated
between the transitional years.

842 Paragraph 117 excludes from the transitional arrangements any amounts brought into account
in accordance with regulations made under section 151E of the Taxation of Chargeable Gains
Act 1992 or section 328 CTA 2009, concerned with exchange gains and losses.

843 Paragraph 118 requires any transitional adjustment under paragraphs 115 and 116 to be
applied before calculating any credits or debits arising in accordance with section 316 or
section 318 CTA 2009.

844 Paragraph 119 provides that, where a company ceases to be within the scope of corporation
tax or starts to be wound up during the five transitional years, any remaining transitional
amounts are to be brought into account at that time.

845 Paragraphs 120 to 124 apply to derivative contracts and mirror the provisions introduced by
paragraphs 115 to 119 for loan relationships.

846 Paragraph 125 requires accounting periods straddling 1 January 2016 to be split for the
purposes of new subsection 328(3C), inserted by paragraph 21(4), and new subsection 606(3C),
inserted by paragraph 68(4).

847 Paragraph 126 is concerned with a situation where credits or debits were not brought into
account in a pre-transition period in compliance with the requirements of subsection 307(3)
CTA 2009, now repealed by paragraph 4(4). Subsection 307(3) requires that amounts brought
into account should ‘fairly represent’ the profits, losses, interest and expenses arising from a
company’s loan relationships. Where the subsection has been applied in the past, no credit or
debit is to be brought into account in a post-transition period in the event of a reversal of the
excluded amount.

848 Paragraph 127 replicates the rule introduced by paragraph 125 in the case of derivative
contracts and amounts excluded under section 595(3), now repealed by paragraph 62(4).
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849 Paragraph 128 is concerned with a situation where credits or debits relating to a fixed capital
asset or project were brought into account in a pre-transition period in accordance with
section 320 CTA 2009. In such a case, the paragraph ensures that credits and debits in respect
of that asset or project will continue to be taken into account in future periods by deeming the
condition in subsection 320(1)(c) to be met.

850 Paragraph 129 replicates the rule introduced by paragraph 127 in the case of derivative
contracts and amounts brought into account under section 604 CTA 2009.

Background note
851 At Budget 2013, the government announced a review of the corporation tax rules governing
corporate debt (or ‘loan relationships’) and derivative contracts. There was consultation on a
wide-ranging package of measures to update and simplify these regimes and to reduce their
susceptibility to tax avoidance.

852 The rules for the taxation of loan relationships, now contained in Part 5 of CTA 2009, date
from 1996. A similar but standalone regime for derivative contracts, contained in Part 7, was
introduced in 2002. Parts 5 and 7 are based on the concept of deriving taxable profits and
losses on these instruments from accounting entries. They do however incorporate some
highly complex features, particularly around debt held between connected companies and
within groups. The government has in the past frequently received adverse comment on the
complexity of the current rules. The regimes for both loan relationships and derivative
contracts have developed significantly over time, evolving in response to emerging avoidance
risks and to changes in commercial and accounting practice.

853 Accountancy standards, on which the tax rules are based, have not remained static. Standard
setters for both UK GAAP and International Financial Reporting Standards (IFRS) have made
significant changes to the accounting treatment of financial instruments. New UK GAAP and
IFRS standards have recently been issued (including IFRS 9 in 2014) which will be adopted
over coming years, and which should cement the accounting treatment of financial
instruments for some time to come.

854 Historically, the complexity in the loan relationships and derivative contracts regimes has
provided repeated opportunities for tax avoidance. Reactive measures to counter this
avoidance have contributed to further complexity and to some loss of structural clarity in the
regime, tending to leave further potential loopholes. This growing complexity has increased
compliance costs for some businesses and has made it difficult in some cases for compliant
groups and companies to be certain about tax treatments.

855 The changes now being made address areas which have given difficulty in the past, reduce
complexity and provide enhanced protection against tax avoidance, while retaining the
fundamental structure and principles of the regimes.
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Section 33: Intangible fixed assets: goodwill etc.

Summary
856 This section disallows corporation tax deductions, such as amortisation and impairment
debits, in respect of goodwill and certain other intangible assets linked to customers and
customer relationships. It also amends the treatment of any loss arising on the disposal of
these assets so that it is deemed to be a non-trading debit. It has effect from 8 July 2015.

Details of the section

857 Subsections (1) to (3) introduce the amendment to Part 8 of the Corporation Tax Act (CTA)
2009 and refer sections 715 and 746 to the excluded assets in the new section 816A.

858 Subsection (4) amends the introduction to Chapter 10 of Part 8 which deals with assets
excluded from Part 8 and contains the new section 816A.

New section 816A

859 Subsection (5) inserts new section 816A into Chapter 10. This section:

@ Defines "relevant assets" for the purposes of the section;

® Excludes debits in relation to those assets from being a tax deduction under
Chapter 3; and

@ Makes any debit arising from the realisation of those assets a non-trading debit.

860 Subsections (6) to (8) make consequential amendments to Part 8 and Finance Act 2015 to
withdraw the amendments introduced in that Act that have been superseded by this section.

861 Subsection (9) contains the commencement provisions. The changes apply from 8 July 2015.

862 Subsection (10) disapplies the changes made by this measure to assets treated as acquired
before commencement. This ensures that the rules relating to those assets at the time of
acquisition continue to apply after commencement. Assets acquired between 3 December 2014
and 8 July 2015 where s849B applies will therefore continue to be treated as if the provisions
of s849 C and s849D had not been withdrawn._

863 Subsections (11) and (12) provide for the apportionment of debits where the accounting
period straddles the commencement date.

864 Subsection (13) makes further provision for determining when an asset is treated as acquired
for the purposes of subsection (10)._

Background note

865 This measure supports the government’s objective to have a fair tax system for all.

866 Under Part 8 CTA 2009 companies obtain corporation tax relief when expenditure on goodwill
and intangible assets is recognised in the accounts. This relief is therefore available to
companies who acquire a business directly by purchasing its trade and assets. It is not
available to companies who acquire shares in the vendor company.

867 This section removes this relief with regard to the purchase of goodwill and other intangible
assets closely related to goodwill. It will restrict the ability of companies to reduce their
corporation tax profits following a merger or acquisition and removes this artificial incentive
to buy assets rather than shares.
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868 The measure does not impose any restriction in respect of intangible assets apart from
goodwill and the other specified "relevant assets". Investment expenditure on intellectual
property and other intangible assets will continue to get relief under Part 8.
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Section 34: Election of designated currency by UK resident investment company

Summary
869 This section makes amendments to Chapter 4 of Part 2 of Corporation Tax Act (CTA) 2010,
concerned with the currency to be used in tax calculations. The changes will take effect for
accounting periods commencing on or after 1 January 2016.

Details of the section

870 Subsection (1) states that the following subsections amend Chapter 4 of Part 2 of CTA 2010
(currency).

871 Subsection (2) introduces amendments to section 9A CTA 2010.

872 Subsection (3) substitutes new subsection 9A(2). This provides that an election for a particular
designated currency only takes effect if the company is a UK resident investment company
and the relevant conditions are satisfied at the time when the election is to take effect.

873 Subsection (4) omits subsection 9A(3) as a consequential change.

874 Subsection (5) inserts a new subsection 9A(9). This clarifies that the effect of a designated
currency election is that profits and losses are calculated as if the designated currency of the
company were its functional currency.

875 Subsections (6) to (10) make a number of consequential changes to section 9B.

876 Subsection (11) inserts a new subsection 9B(6A). This provides that ceasing to be a UK
resident investment company constitutes a revocation event. The designated currency
election will cease to have effect from the date of the revocation event.

877 Subsections (12) and (13) make consequential changes in subsection 7(a) and section 17

878 Subsections (14) to (17) provide that the changes made by the section have effect for periods of
account beginning on or after 1 January 2016. Where a period of account period straddles
1 January 2016, it is to be split, with a new period of account being deemed to commence on
that date for the purposes of the section. Accounts for the two deemed periods are assumed to
have been prepared on the same basis as the actual accounts for the straddling period.

Background note

879 At Budget 2013, the government announced a review of the corporation tax rules in Parts 5
and 7 of Corporation Tax Act (CTA) 2009 which govern corporate debt (or ‘loan
relationships’) and derivative contracts. There was consultation on a wide-ranging package of
measures to update and simplify these regimes and to reduce their susceptibility to tax
avoidance. The changes made by this section arise out of that review.

880 The rules in Parts 5 and 7 include provisions for the treatment of exchange gains and losses
arising from loan relationships, money debts and derivative contracts. However, these depend
on rules in chapter 4 of Part 2 CTA 2010 for determining the currency in which a company’s
profits are calculated for the purposes of corporation tax. These currency rules are therefore
being updated alongside changes to Parts 5 and 7 of CTA 2009.
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Section 35: Group relief

Summary
881 This section removes the requirements relating to the location of the link company in a
consortium claim to group relief. The link company no longer needs to be in the UK or the
European Economic Area (EEA), and there are no different requirements between a UK link
company and one based in another jurisdiction. The changes will apply to accounting periods
commencing on or after 10 December 2014.

Details of the section
882 Subsection (1) omits the requirements relating to the location of the link company.

883 Subsection (2) makes consequential amendments to reflect the omissions made by subsection
().

884 Subsection (3) sets out the commencement for the change, allowing claims under the new
conditions for accounting periods beginning on or after 10 December 2014.

Background note

885 This measure takes effect for consortium claims to group relief in accounting periods
beginning on or after 10 December 2014.

886 For group relief to flow between a company owned by a consortium and a company in the
same group as a member of the consortium, the current rules require that the link company be
in the UK or the EEA, and where in the EEA but not the UK all intermediate companies
between the claimant and surrendering companies must also be in the EEA. This creates a
difference of treatment between UK link companies and those in the EEA or in other
jurisdictions.

887 This measure seeks to remove that difference in treatment and simplify claims to group relief
between a consortium and a group owning a share in that consortium by omitting the
additional conditions where the link company is based in a jurisdiction other than the UK.
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Section 36: CFC charge: abolition of relief

Summary
888 This section introduces an amendment to the Controlled Foreign Companies (CFC) legislation
in Part 9A of Taxation (International and other Provisions) Act (TIOPA) 2010. The amendment
removes the ability for UK companies to set UK losses and expenses against a CFC charge.

The amendment will have effect from 8 July 2015.
Details of the section

889 Subsection (1) removes section 371UD, Part 9A, TIOPA 2010, which provides the mechanism
for UK losses and expenses to be set against a CFC charge.

890 Subsection (2) makes a number of consequential amendments to remove references to the CFC
loss relief provisions.

891 Subsection (3) provides for commencement. The change applies for CFC accounting periods
which start on or after 8 July 2015.

892 Subsections (4) and (5) deal with CFC accounting periods which start before and finish after 8
July 2015. It provides for a CFC accounting period to be split into two separate periods, so that
the CFC profits can be allocated between the two periods either side of the commencement
date. The allocation is made on a just and reasonable basis so that, for example, profits which
arise after the commencement date are allocated entirely to the later period.

893 Subsection (6) defines the terms used in this section.

Background note

894 The UK CFC rules (introduced by Finance Act 2012) are designed to reflect the way business
operates in a global economy, whilst providing protection against the diversion of UK profits.

A CFC charge arises to a UK company in relation to profits which have been diverted from the
UK.

895 The amendments in this section remove the ability of UK companies to reduce or eliminate a
CFC charge by offsetting UK losses and surplus expenses against that CFC charge. This

change is intended to ensure that the CFC rules operate as intended, and continue to protect
the UK's corporation tax base.
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Section 37: CFC charge: tax avoidance involving carried-forward losses

Summary
896 This section contains amendments to the loss carried-forward rules in Part 14B Corporate Tax
Act (CTA) 2010, to ensure that those rules apply to arrangements involving the avoidance or
reduction of a Controlled Foreign Company (CFC) charge. The changes in this section apply
for accounting periods which start on or after 8 July 2015.

Details of the section

897 Subsection (1) explains that this section amends Part 14B of CTA 2010 (tax avoidance
involving carried-over losses).

898 Subsections (2), (3) and (4) introduce a definition of a relevant CFC charge advantage into
carried-forward loss rules in Part 14B CTA 2010. This definition ensures that arrangements
which include a deduction in a CFC fall within the scope of these anti-avoidance rules.

899 Section 730G (4) of Part 14B CTA 2010 is amended to include a reference to "a relevant CFC
charge advantage".

900 New section 730G (5A) defines a relevant CFC charge advantage as one which involves a
deductible amount.

901 New section 730G (7) (aa) includes the value of any relevant CFC charge advantage in the
calculation of the tax value of the arrangements which fall within the scope of Part 14B.

902 Subsection (5) makes a consequential amendment.

903 Subsection (6) amends section 730H (1) to include a definition of a "CFC charge advantage",
which for the purposes of Part 14B, is the avoidance or reduction of a CFC charge or
assessment.

904 Subsection (7) provides for commencement. The changes in this section apply for accounting
periods which start on or after 8 July 2015.

905 Subsection (8) deals with accounting periods which start before and end after 8 July 2015. It
provides for the accounting period to be split into two separate periods, so that the profits of
the accounting period are be allocated between the two periods either side of the
commencement date. The allocation is made on a time basis, unless a time apportionment
would produce an unjust or unfair result, in which case the apportionment is on a just and
reasonable basis.

Background note

906 The tax avoidance involving loss carried-forward rules in Part 14B CTA 2010 (introduced by
Finance Act 2015) are anti-avoidance rules which are designed to prevent groups entering into
tax planning arrangements to access losses carried-forward from previous accounting periods.

907 The amendments to the loss carried-forward rules in this section ensure that arrangements
which involve a deduction which reduces or eliminates a CFC charge are within the scope of
the loss-carried forward rules. This ensures that Part 14B has the effect that was intended
when it was originally introduced.
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Section 38: Restitution interest payments

Summary
908 This section introduces a new rate of corporation tax on amounts of restitution interest which
may be paid by HMRC under a claim relating to the payment of tax on a mistake of law or
unlawful collection of tax. It also introduces an obligation on HMRC to withhold the tax due
from a payment of restitution interest when made.

Details of the section
CTA 2010 Part 8C: Restitution Interest

909 Subsections (1) — (3) introduce new Part 8C to Corporation Tax Act (CTA) 2010.

910 Subsection (4) - (8) provide consequential amendments to section 59D of Taxes Management
Act (TMA) 1970 and Schedule 56 to Finance Act (FA) 2009.

911 Subsection (9) provides that this section has effect in relation to payments of restitution
interest in respect of awards that are finally determined on or after 21 October 2015.

912 Subsection (10) provides that this section has effect in relation to a withholding obligation on
HMRC in relation to payments of restitution interest made on or after 26 October 2015.

913 Subsections (11) — (12) provide definitions for the purpose of subsection (9)

Chapter 1

914 Chapter 1 contains sections 357YA to 357Y] which sets out the circumstances in which the new
rate of corporation tax will apply and includes a targeted anti-avoidance rule.

915 Section 357YA applies the charge to corporation tax to restitution interest.

916 Section 357YB makes clear that profits of a company which consist of restitution interest will
come within new Part 8C regardless of whether the profits are on revenue or capital account.

917 Section 357YC sets out three conditions (Conditions A - C) which, when all are met, define
which payments constitute restitution interest. Condition A requires that there must be a
payment by HMRC in relation to a Common Law claim for interest that relates to the payment
of tax made under a mistake of law or the unlawful collection of tax. Condition B requires
that the claim must either have been finally determined, or settled by agreement between
HMRC and the company. A claim is finally determined where there is a determination by a
Court, and that determination cannot be varied on appeal. Condition C is that the interest is
not statutory interest payable under a statutory provision for purposes relating to taxation.
The definition of interest includes an amount which is equivalent to interest. That is defined as
being an amount which is determined by reference to the time value of money.

918 Section 357YD explains that interest that has been paid as statutory interest before the date of
the final judgment or settlement will not fall within the definition of restitution interest.
However, this does not prevent an award of interest calculated by reference to simple interest
at a statutory rate from falling within the definition of restitution interest.

919 Section 357YE and section 357YF confirm that the principles of generally accepted accounting
practice apply for the purposes of determining the accounting period in which this interest

arises.
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920 Section 357YG makes provision for the consequences where a judgment in favour of a
company is reversed on a late appeal, with the effect that HMRC are no longer required to
make any payment. In that situation, HMRC is not required to repay any tax it may have
deducted from any payment when first made, and the payment does not rank as a payment of
corporation tax by the claimant.

921 Sections 357YH - 357Y] set out a targeted anti-avoidance rule to counteract relevant avoidance
arrangements where the main purpose or one of the main purposes of the arrangement is to
obtain a tax advantage.

922 Section 357YH provides that any restitution related tax advantage which arises from relevant
avoidance arrangements is to be counteracted by the making of just and reasonable
adjustments.

923 Section 357YI interprets what is meant by relevant avoidance arrangements, but excludes
commercial arrangements from that definition.

924 Section 357Y] sets out some examples which would not be considered to be commercial
arrangements, such as delaying the recognition of the restitution interest or treating the
receipt of the interest in a different way than it would have been in the absence of the
arrangements.

Chapter 2

925 Chapter 2 contains sections 357YK and 357YL which provide that the gross amount of the
restitution interest receivable is chargeable to corporation tax at the rate of 45%.

926 Section 357YK sets out that the rate of corporation tax to be applied to the restitution interest
is 45%.

927 Section 357YL provides that the amount of the restitution interest is not to be reduced by
reliefs, allowances or set-offs available against the company's other chargeable profits, (past,
present or future).

Chapter 3

928 Chapter 3 contains sections 357YM and 357YN which deal with situations where the right to
the restitution interest is no longer within the scope of Corporation Tax.

929 Section 357M provides that if the right to the restitution interest is transferred by a person
within the scope of corporation tax to a person not within the scope, and the purpose of the
transfer was to secure a tax advantage for any person, any restitution interest which
subsequently arises is deemed to be that of the transferor.

930 Section 357YN sets out that if a UK resident company had accrued rights to the entitlement to
restitution interest at the time it changed its residence to become non-UK resident and the
main purpose for the change in residence was to secure a tax advantage for any person, then
the company is to be treated as a UK resident company in relation to the amount of restitution
interest which is attributable to the accrued rights. Additionally, in these circumstances, the
company is treated as if it had not made a deemed disposed of the right to receive restitution
interest under section 185 and 187 TCGA at the time it changed its residence.

Chapter 4

931 Chapter 4 contains sections 357YO to 357YT.
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932 Section 357YQO sets out the obligation on HMRC to apply a withholding tax from a payment
made which at the time of payment is or will be restitution interest chargeable to corporation
tax where two conditions (Condition 1 and Condition 2) are met. These conditions define
what restitution interest is for the purpose of the withholding tax.

933 HMRC will have an obligation to withhold tax on a payment if that payment relates to interest
paid on a claim for restitution relating to the payment of tax under a mistake of law relating to
taxation matters or the unlawful collection of tax (Condition 1) and the claim is not for
statutory interest payable under the Tax Acts (Condition 2).

934 The rate applied will be the restitutionary payments rate of 45% and it will be applied to the
gross amount of the payment. The tax deducted will be treated for all purposes as paid by the
company on account of the company’s liability to corporation tax chargeable on the restitution
interest under Chapter 2.

935 Section 357YP provides that the withholding tax deducted will be treated as being paid by the
company on account of it liability to the charge to corporation tax on the restitution interest
when it is formally assessed. This section also deals with the consequences if tax has been
deducted from a payment which ultimately cannot or will not be regarded as restitution
interest. If it turns out to be the case that the payment was not restitution interest at the time
the tax was withheld, and the company is not required to pay back the net amount it has
received, HMRC are required to repay the amount of tax withheld. If the company is required
to pay back the gross amount of the restitution interest, provision is made for the amount of
tax withheld to be treated as money repaid in partial satisfaction of the liability to repay the
gross amount.

936 Section 357YQ provides for an assessment to be raised for an accounting period in which the
restitution interest is chargeable and that any withheld tax is to be credited against the tax
due.

937 Section 357YR makes provision for statutory interest to be paid where the amount of withheld
tax exceeds the tax liability.

938 Section 357YS provides for a right of appeal against the deduction by HMRC of the tax
withheld from the restitution interest to be given in writing.

939 Section 357YT sets out that tax charged at the restitution payments rate is to be disregarded
for the purposes of the quarterly instalment payment regime.

Chapter 5

940 Chapter 5 contains supplementary provisions set out in sections 357YU- 357YW.

941 Section 357YU provides a definition of statutory interest.
942 Section 357YV sets out that the charge has priority over any other corporation tax provisions.

943 Section 357YW provides a Treasury power to amend the Part by regulation which is subject to
the affirmative procedure. Under the power, new Part 8C cannot be amended to bring in any
other type of interest or other defined payment which would not have been subject to the
charge. It also cannot be used increase the rate or remove or prejudice any right of appeal. The
power is capable of being exercised retrospectively, but does not have effect in relation to a
claim that has been finally determined before 21 October 2015.
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Background note

944 Under the law as it stood before this section, payments of restitution paid by HMRC to
companies which relate to interest are subject to corporation tax at the standard rate. However
the interest payments targeted by this section will be subject to a higher rate, to reflect the
particular circumstances of the awards. These include the number of years over which the
overpayments were made, the fact that any such awards would be calculated on a compound
basis and the historic corporation tax rates that applied during the years to which these claims
relate.
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Section 39: Corporation tax instalment payments

Summary
945 This section amends The Corporation Tax (Instalments Payment) (Amendments) Regulations
2014 (S.I. 2014/2409).

Details of the section

946 Subsection (1) amends the period from which S.I. 2014/2409 is effective to accounting periods
ending on or after 1 April 2015.

947 Subsection (2) has the following effect in relation to accounting periods beginning before and
ending on or after 1 April 2015

® paragraph (a) applies the definitions of "related 51% group company " and
"augmented profits" found in sections 279F and 279G Corporation Tax Acts 2010
respectively.

@ paragraph (b) disapplies paragraph 22 of Schedule 1 to Finance Act 2014.

Background note

948 This section amends The Corporation Tax (Instalments Payment) (Amendments) Regulations
2014 (S.1. 2014/2409) to correct a defect that has caused uncertainty over how the legislation
will apply for accounting periods beginning before and ending on or after 1 April 2015.
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Section 40: Changes in trading stock not made in course of trade

Summary
949 This section amends legislation that applies where trading stock is acquired or disposed of
other than by way of trade. It ensures that where transfer pricing rules apply to the
acquisition or disposal (whether or not those rules actually give an adjustment) there can also
be a further adjustment if necessary to ensure that the acquisition or disposal proceeds are
recognised at full market value for tax purposes. It applies to acquisitions or disposals of
trading stock made on or after 8 July 2015. Related changes are made by sections 41and 42.

Details of the section

950 Section 40 amends section 161 of the Corporation Tax Act 2009 (CTA 2009) and section 172F of
the Income Tax (Trading and Other Income) Act (ITTOIA) 2005.

951 Subsection (1) inserts new subsections (1A), (1B) and (1C) into section 161 of CTA 2009.

952 New subsection (1A) of section 161 of CTA 2009 ensures that, where the transfer pricing rules
of Part 4 of the Taxation (International and Other Provisions) Act (TIOPA) 2010 apply, there
can also be an adjustment or further adjustment under section 161. This is to ensure that the
minimum amount to be brought into account for the acquisition or disposal of the trading
stock in computing profits for corporation tax purposes is the market value. The subsection
compares the market value amount that should be recognised for the acquisition or disposal
with the amount actually recognised for the acquisition or disposal, having applied the
transfer pricing rules. If the market value amount is the higher of the two amounts,

subsection (1B) then applies.

953 New subsection (1B) of section 161 of CTA 2009 directs that, if the market value amount is
greater than the transfer pricing amount, a further adjustment is made to ensure that the
amount recognised for tax purposes in respect of the acquisition or disposal is the market

value.

954 New subsection (1C) of section 161 of CTA 2009 defines the two key amounts - the market
value amount, and the amount brought into account after the application of Part 4 of TIOPA
2010.

955 Subsection (2) inserts new subsections (1A), (1B) and (1C) into section 172F of ITTOIA 2005, to
achieve the same effect for income tax as the new subsections (1A), (1B) and (1C) of section
161 of CTA 2009 have for corporation tax.

956 Subsection (3) sets out the commencement rule. The changes have effect for acquisitions or
disposals made on or after 8 July 2015, unless they were made to meet an obligation, under a
contract, which was unconditional before 8 July 2015.

957 Subsection (4) defines when a contract is unconditional for the purposes of the
commencement rule in subsection (3).

Background note

958 When a business acquires or disposes of trading stock other than through its normal business,
specific tax rules apply. The aim of those rules is to ensure that the full value of the stock is
brought into account in computing profits for income tax and corporation tax purposes. The
starting point for computing taxable profits is the profit shown in the accounts of the business,
drawn up in accordance with recognised accounting practice. However, accounting rules do
not always bring into account the market value. Tax legislation therefore provides for an

adjustment to be made.
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959 It is also possible that the transfer pricing rules in Part 4 of TIOPA 2010 could apply. The
outcome reached under transfer pricing could be lower than the market value that would be
given by the CTA 2009 or ITTOIA 2005 rules. However, because the transfer pricing rules
apply, the rules in CTA 2009 and ITTOIA 2005 are prevented from applying. The result is that
the full value might not be brought into account for tax because of the way the transaction is
treated in the accounts.

960 This change ensures that the amount recognised for tax purposes for the acquisition or
disposal is never less than the market value. Similar changes are made by section 41 on the
cessation of a trade, and by section 42 in connection with the transfer of intangible fixed
assets.
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Section 41: Valuation of trading stock on cessation

Summary
961 This section amends the legislation that applies where trading stock needs to be valued for tax
purposes on the cessation of a trade. It ensures that where the transfer pricing rules apply to
the value in connection with the cessation of a trade, there can also be a further adjustment if
necessary to ensure that the full value of the stock is brought into account for tax purposes. It
will apply to a cessation of a trade occurring on or after 8 July 2015. Related changes are made
by section 40 and section 42.

Details of the section

962 Section 41 amends section 162 of the Corporation Tax Act 2009 (CTA 2009) and section 173 of
the Income Tax (Trading and Other Income) Act (ITTOIA) 2005.

963 Subsection (1) inserts new subsections (2A), (2B) and (2C) into section 162 of CTA 2009.

964 New subsection (2A) of section 162 of CTA 2009 ensures that, where the transfer pricing rules
of Part 4 of the Taxation (International and Other Provisions Act) (TIOPA) 2010 apply, there
can also be an adjustment or further adjustment under section 162 of CTA 2009. This ensures
that the value of the trading stock to be used in computing profits for corporation tax
purposes is the full value, determined under sections 164 to 167 of CTA 2009. The subsection
compares the market value that should be recognised on the cessation with the amount
actually recognised, having applied the transfer pricing rules. If the market value is the
higher of the two amounts, subsection (2B) then applies.

965 New subsection (2B) of section 162 of CTA 2009 directs that, if the market value is greater than
the transfer pricing amount, a further adjustment is made to ensure that the amount
recognised for tax purposes is equal to the market value.

966 New subsection (2C) of section 162 of CTA 2009 defines the two key amounts - the market
value, and the amount brought into account after the application of Part 4 of TIOPA 2010.

967 Subsection (2) inserts new subsections (2A), (2B) and (2C) into section 173 of ITTOIA 2005, to
achieve the same effect for income tax as the new subsections (2A), (2B) and (2C) of section
162 of CTA 2009 have for corporation tax.

968 Subsection (3) sets out the commencement rule. The changes have effect for a cessation of a
trade that takes place on or after 8 July 2015.

Background note

969 When a business ceases, it is necessary to bring into account a value for the remaining trading
stock in computing the profit or loss of the business. There are different bases for calculating
the value depending on what happens to the trading stock. Those rules are contained in
sections 163 to 167 of CTA 2009 (for corporation tax), and in sections 173 to 178 of ITTOIA
2005 (for income tax).

970 It is also possible that the transfer pricing rules in Part 4 of TIOPA could apply to the value of
the trading stock on cessation. The outcome reached under transfer pricing could be lower
than the value that would be given by the CTA 2009 or ITTOIA 2005 rules. However, because
the transfer pricing rules apply, the rules in CTA 2009 and ITTOIA 2005 are prevented from
applying. The result is that the full value might not be brought into account for tax because of
the way the transaction is treated in the accounts.
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971 This change ensures that where the transfer pricing rules of TIOPA apply, an adjustment or
further adjustment can also be made under section 162 of CTA 2009 or section 173 of ITTOIA
2005 to ensure that not less than the full value of trading stock is brought into account on the
cessation of a trade.

972 Similar changes are made by section 40 in connection with trading stock transferred otherwise
than at arm's length, and by section 42 in connection with transfers of intangible fixed assets.
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Section 42: Transfer of intangible assets not at arm's length

Summary
973 This section amends the legislation that applies when intangible fixed assets need to be valued
for tax purposes when they are transferred between related parties. It ensures that where
transfer pricing applies, there can also be a further adjustment if necessary to ensure that the
full market value of the asset is brought into account for tax purposes. The change applies to a
transfer of intangible assets made on or after 8 July 2015. Related changes are made by
sections 40and 41.

Details of the section
974 Section 42 amends section 846 of the Corporation Tax Act (CTA) 2009.

975 Subsection (1) inserts new subsections (1A), (1B) and (1C) into section 846 of CTA 2009.

976 New subsection (1A) of section 846 of CTA 2009 ensures that, where the transfer pricing rules
of Part 4 of the Taxation (International and Other Provisions) Act (TIOPA) 2010 apply, there
can also be an adjustment or further adjustment under section 846 of CTA 2009. This ensures
that an amount equivalent to the full market value of the intangible asset is used in computing
profits for corporation tax purposes. The subsection compares the market value that should
be recognised on the transfer of the asset with the amount actually recognised, having applied
the transfer pricing rules. If the market value is the higher of the two amounts, subsection
(1B) then applies.

977 New subsection (1B) of section 846 of CTA 2009 directs that, if the market value amount is
greater than the transfer pricing amount, a further adjustment is made to ensure that the
amounts recognised for tax purposes in respect of the transfer of the asset are equal to the
market value.

978 New subsection (1C) of section 846 of CTA 2009 defines the two key amounts - the market
value, and the amount brought into account after the application of Part 4 of TIOPA 2010.

979 Subsection (2) sets out the commencement rule. The changes have effect for transfers of
intangible fixed assets to which section 846 applies that are made on or after 8 July 2015,
unless they were made to meet an obligation, under a contract, that was unconditional before
8 July 2015.

980 Subsection (3) defines when an obligation is regarded as unconditional for the purposes of the
commencement rule in subsection (2).

Background note

981 When a company transfers intangible fixed to a related party, specific tax rules apply (sections
845 and 846 of CTA 2009). The aim of those rules is to ensure that the full value of the assets is
brought into account in computing profits for corporation tax purposes.

982 It is also possible that the transfer pricing rules in Part 4 of TIOPA 2010 could apply. The
amount recognised after the application of the transfer pricing rules could be lower than the
market value, because of the way that the transaction is treated in the accounts. This could
have the result that less than the market value is brought into account for tax.

983 This change ensures that where transfer pricing rules apply, an adjustment can be made under
section 845 of CTA 2009 to ensure that not less than the market value of the transferred assets
is brought into account for corporation tax purposes.
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984 Similar changes are made by section 40 on the transfer of trading stock otherwise by way of
trade, and by section 41 in connection with the cessation of a trade.
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Section 43: Carried interest

Summary
985 This section changes the way that investment fund managers who receive carried interest
compute their chargeable gains. When carried interest arises on or after 8 July 2015 the gain
will normally be equal to the sum received. Deductions will be allowed only for actual
acquisition costs paid in the form of money (and not as money's worth) and for amounts
previously taxed as earnings.

Details of the section

986 Subsection (1) introduces new Chapter 5 into Part 3 of the Taxation of Chargeable Gains Act
(TCGA) 1992.

Chapter 5 of TCGA 1992

987 Chapter 5 contains sections 103KA to 103KH which provide new rules for the taxation of
carried interest which arises to individuals who provide investment management services.

988 New section 103KA(1) sets out the circumstances in which the section applies. Several terms
used have the same meaning as in the Income Tax Act (ITA) 2007 (see subsection (8) and new
section 103KH).

989 New section 103KA(3) applies when carried interest arises in any other circumstances. It
provides that a chargeable gain accrues when the carried interest arises, and in an amount
equal to the carried interest less similar specific deductions.

990 New section 103KA(4) excludes certain amounts of carried interest from the chargeable gain

which accrues. The exclusions are:

® Amounts brought into account in calculating A's profits from a trade, profession

or vocation; and

® Amounts which constitute repayment of principal or return on a co-investment
(see subsection (8)). In this context, a return will by definition be an arm's length
return.

991 New section 103KA(5) limits the deductions which are permitted in computing the chargeable
gain which accrues. The permitted deductions are just and reasonable apportionments of
amounts specified in subsection (6). The meaning of "just and reasonable" is not defined, but
in order to be allowed as a deduction, an amount must be closely associated with the

acquisition of the right to the carried interest which has arisen, or with the arising of the
carried interest itself.

992 New section 103KA(6) specifies the only amounts all or part of which may be permitted
deductions in computing the chargeable gains mentioned in subsections (2) and (3). These are:

@ Money (but not money's worth) given to the investment scheme by the
individual for being admitted into the arrangements under which the individual
provides management services. Money given for co-investments (see subsection
(8)) is excluded (under section 103KA(6)(a));

These Explanatory Notes relate to the Finance (No. 2) Act 2015 (c. 33) which received Royal Assent on

18N ber 2015
ovember 111



® Amounts which have been taxed as income on the individual when he or she
acquired the right to the carried interest by entering into the arrangements.
Amounts treated as earnings in respect of co-investments and "exempt income"
within section 8 of the Income Tax (Earnings and Pensions) Act (ITEPA) 2003 are
excluded (under section 103KA(6)(b)); and

@ Other amounts which have been taxed as income on the individual in connection
with his or her participation in the arrangements under which the individual
provides management services and the carried interest arises, up to the time it
arises (under section 103KA(6)(c)).

993 New section 103KA(7) applies when carried interest arises to an individual who acquired the
right to it from another person. In these cases, the person to whom the carried interest
ultimately arises may make a claim to HM Revenue & Customs (HMRC) for their gain to be
reduced by an amount equal to the money they gave as consideration for the right. No
deduction is due automatically: a claim must be made and the normal rules which govern
time limits, the method by which the claim is made and the other relevant conditions also

apply.

994 New section 103KA(8) defines terms used elsewhere in section 103KA. In order to be a "co-
investment” an investment must yield a return which is an arm's length return, and no other.
"Arm's length return” is defined in section 809EZB(2) of ITA 2007.

995 New section 103KB applies when an individual disposes of his or her right to carried interest,
either by selling it, surrendering it, allowing it to lapse or in any other way apart from the
carried interest actually arising. It also applies if the right is varied without being disposed of.
Consideration receivable for the disposal etc. is treated as carried interest in the hands of the
recipient arising at the time of the disposal etc., whatever form that consideration takes and
whenever it is actually received. However, this rule does not apply if the consideration is a
disguised fee for the purposes of the disguised management fee rules in section 809EZA of
ITA 2007.

996 New section 103KC is relevant where the individual to whom the gain arises is taxed on the
remittance basis. There will be a foreign chargeable gain if any of the management services
performed under the arrangements under which the carried interest arises were performed
outside the United Kingdom. In these cases, the chargeable gain which accrues under section
103KA(2) or (3) is apportioned by reference to the services performed outside the UK
expressed as a fraction of all the services the individual performed. This applies instead of the
normal rule at section 12(4) TCGA 1992, and the remittance basis rules apply to foreign
chargeable gains determined under this rule, as they apply to foreign chargeable gains
determined under section 12(4) TCGA 1992.

997 New section 103KD is an anti-avoidance rule. It applies where there are arrangements which
are intended to ensure that the rules in section 103KA do not apply to an individual or
individuals, or to the whole of an amount of carried interest arising to an individual, where

they would otherwise apply.

998 New section 103KE is a general rule to ensure that any gain charged as a result of section
103KA is not actually or effectively taxed a second time on the same individual or on another
person.
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999 New section 103KE (1)-(7) provide that where there is such a double charge, and tax other
than capital gains tax charged by virtue of section 103KA has actually been paid by the
individual to whom the carried interest arose, that individual may make a claim to HMRC to
eliminate the double charge. The claim must be for adjustment of the capital gains tax
charged, and HMRC will make just and reasonable adjustments which do not exceed the
lesser of the capital gains tax charged under section 103KA and the amount of 'other' tax.
Other tax charges which arise before the capital gains tax charge will generally be deductible
under section 103KA(5): this section applies principally where other tax charges arise after
that time.

1000 New section 103KE(8) allows an individual to elect for relief under this section to take
precedence over the set-off of allowable losses brought forward against gains of the year. This
ensures that losses brought forward are not 'wasted' in reducing CGT payable where a claim
to relief under this section would have the same effect.

1001 New section 103KF is concerned with the position of external investors in the fund
who may be affected by what is known as the 'base cost shift'. When part of the allowable cost
of investment assets is transferred from investors to managers (base cost shift) the chargeable
gains which will accrue to the investors on a disposal increases (or their losses are reduced).
This may increase their tax payable. This section 103KF ensures that where the increase in

base cost is effectively disallowed in the tax computation of the fund manager, the amount of
the adjustment is effectively allowed as a deduction in the hands of the investor who
transferred that base cost to the fund manager.

1002 New section 103KG deals with the question of when carried interest arises for the
purposes of the chargeable gains legislation.

1003 Subsection (1) aligns the meaning of 'arises’ with that used for the purposes of
Chapter 5E of Part 13 of ITA 2007. However:

1004 Subsection (2) makes this general rule subject to certain exceptions where 'deferred
carried interest' is concerned.

1005 Subsection (3) defines 'deferred carried interest'. Typically, it is carried interest that
has been allocated to a fund manager but which cannot be released to him or her at the at time
because further conditions need to be met, for example for regulatory purposes or to better
align incentives for managers with the interests of investors.

1006 Subsection (4) provides that a sum 'arises' for tax purposes when it ceases to be
deferred carried interest (for instance, when any of the necessary conditions in subsection (2)
cease to be met). This is subject to subsection (5), which provides that a sum does not however
‘arise' if the 'enjoyment’ conditions are not met and there is no reasonable likelihood that they

will be met.
1007 Subsection (6) sets out the 'enjoyment conditions' mentioned in subsection (5). These

are broadly similar to those which apply in relation to investment management fees for
income tax purposes. Subsections (7) to (9) provide further rules as to when the enjoyment
conditions are, or are not, met.

1008 Subsections (10) and (11) introduce an anti-avoidance rule to ensure that
arrangements with a main purpose of avoiding tax cannot be used to ensure that the

enjoyment conditions are treated as not being met.

1009 Subsections (12) to (14) introduce an anti-avoidance rule to ensure that arrangements
are not put in place to take advantage of the deferral conditions.
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1010 Subsection (15) imports the definition of 'connected' from section 993 of ITA 2007,
with certain adaptations. This definition applies, rather than the definition at section 286
TCGA 1992.

1011 New section 103KH subsection (1) gives the meaning of certain words and phrases
used in sections 103KA to 103KG.

1012 Subsection (2) specifies that the rules in sections 103KA to 103KH have effect in
relation to any carried interest that arises on or after 8 July 2015, unless that carried interest is
derived from a disposal of partnership assets which took place before that date. This is subject
to the special rules at subsections (3) and (4).

1013 Subsection (3) provides that section 103KB(1) does not apply to variations of a right to
receive carried interest which take place on or after 8 July and before 22 October 2015.

1014 Subsection (4) provides that the modifications to the general meaning of 'arises’ at
section 103KG (2) to (15) apply to carried interest arising on or after 22 October 2015 (unless it
arises in connection with a disposal of partnership assets before that date).

1015 Subsection (5) ensures that for the purposes of the commencement provision in
subsection (2), carried interest and other terms have the same meaning as they do in Chapter 5
of Part 3 of TCGA 1992.

Background note

1016 These new provisions are effective from the date of their announcement on 8 July as
part of the Summer Budget 2015 in order to prevent the forestalling which would otherwise
be likely. They have been introduced to support the government's policy that taxation should
be fair and, to that end, should so far as possible reflect the reality of circumstances. It ensures
that tax is paid on true economic gains enjoyed by the individuals affected by the new rules.

1017 HMRC will monitor the impact of these provisions through disclosures of new
avoidance schemes to circumvent the measure, and through communication with affected
taxpayers and practitioners.
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Section 44: Disguised investment management fees

Summary

1018 This section makes two minor changes to the income tax treatment of carried interest
under the Income Tax Act 2007.

Details of the section

1019 Subsection (1) introduces new subsection (2A) into section 809EZB of ITA 2007.
1020 Section 809EZB(2A) explains what is meant by the phrase "reasonably comparable” in

section 809EZB subsection (2)(b). That subsection requires that the return on an investment
made by a fund manager be reasonably comparable to the return on the same kind of
investments made by external investors. New section 103KA(8) TCGA 1992 (see above) uses

the conditions in section 809EZB(2) ITA to define a "co-investment".

1021 Subsection (2) amends section 809EZG of ITA 2007 (avoidance of double taxation) so
that its scope is the same as that of section 103KE of TCGA 1992.

1022 Subsection (3) specifies that the changes made by subsections (1) and (2) apply in
relation to any management fees arising on or after 8 July 2015.

1023 Subsection (4) ensures that, for the purposes of the commencement provision in
subsection (3), "arise” (and, by extension, "arising") has the same meaning as in the disguised
management fee rules in Chapter 5E of Part 13 of ITA 2007.

Background note

1024 These new provisions are effective from the date of their announcement on 8 July as
part of the Summer Budget 2015 in order to prevent the forestalling which would otherwise
be likely. They have been introduced to support the government's policy that taxation should
be fair and, to that end, should so far as possible reflect the reality of circumstances. It ensures
that tax is paid on true economic gains enjoyed by the individuals affected by the new rules.

1025 HMRC will monitor the impact of these provisions through disclosures of new
avoidance schemes to circumvent the measure, and through communication with affected
taxpayers and practitioners.
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Section 45: Carried interest and disguised investment management fees: "arise"

Summary
1026 This section ensures that sums arising to a fund manager as investment management
fees or carried interest cannot be sheltered from tax through arrangements that have the effect
that the amounts arise to other persons.

Details of the section

1027 Subsection (1) introduces new sections 809EZDA and 809EZDB into ITA 2007.
1028 Section 809EZDA addresses situations where sums arise to a person ("B") connected

with the fund manager ("A"), but not where "B" is a company.

1029 Section 809EZDA(1) sets out circumstances where new section 809EZDA applies.

1030 Section 809EZDA(2) states that where section 809EZDA(1) applies, the sums in
question are treated as arising to "A".

1031 Section 809EZDA(3) determines the time at which the sum arises to "A".

1032 Section 809EZDA(4) applies the meaning of "connected" from section 993 of ITA 2007,
adapted for the purpose of this legislation.

1033 Section 809EZDB addresses situations where sums arise to a connected company, or
to an unconnected person, and that company or other person has the power to enjoy those
sums.

1034 Section 809EZDB(1) sets out that section 809EZDB applies where a sum arises to a

company connected with A, or to a person unconnected with A, and A or a person connected
with A has the "power to enjoy" the sum or any part of it.

1035 Section 809EZDB(2) sets out the 'enjoyment conditions' - that is, the conditions that
have to be met for the person "B" to be considered to have power to enjoy the sums arising to
them.

1036 Section 809EZDB(3) ensures that where the conditions are met, the sum or part arises

to A for tax purposes.

1037 Section 809EZDB(4) determines the time at which the sum arises to "A".

1038 Section 809EZDB(5) provides further interpretation as to when the 'enjoyment
conditions' are met in relation to an amount. It allows the overall effect of all the relevant
circumstances to be taken into account.

1039 Section 809EZDB(6) and (7) exclude certain circumstances from the scope of section
809EZDB, but qualified by section 809EZDB(8) where there are arrangements that have a main
purpose of avoiding tax.

1040 Section 809EZDB(9) ensures that where a sum that would otherwise arise to A is
reinvested in a collective investment scheme the sum will be treated as arising to A.

1041 Section 809EZDB(10) applies the meaning of "connected" from section 993 of ITA
2007, adapted for the purpose of this legislation.

1042 Subsection (2) omits the words 'directly or indirectly' from section 809EZA(3)(c) of
ITA 2007 as the changes made by this section remove the need for those words.

1043 Subsection (3) sets out the operative date for the changes made by this section.
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1044 Subsection (4) imports necessary definitions.

Background note

1045 The government introduced legislation in the Finance Act (No.2) 2015 concerning the
taxation of 'carried interest’, a part of a fund manager's rewards that is based on the
performance of the fund. The legislation ensures that where carried interest is chargeable to
tax under the capital gains tax rules, the full amount of the economic gain is charged to capital
gains tax.

1046 The government also introduced changes to the legislation concerning income tax on
disguised investment management fees to complement the capital gains tax changes.
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Part 5: Excise Duties and other taxes

Section 46: Vehicle excise duty

Summary
1047 This section introduces new annual vehicle excise duty ("VED") rates for light
passenger vehicles by amending the Vehicle Excise and Registration Act 1994 ("VERA"). The
new rates only apply to light passenger vehicles ("LPVs") first registered on or after 1 April
2017 (post-March 2017 registered LPVs). It leaves in place existing graduated rates of duty for
LPVs registered on or after 1 March 2001 but before 1 April 2017.

1048 For post-March 2017 registered LPVs in their first vehicle licence, the standard annual
rates are graduated and are determined by reference to the applicable carbon dioxide
emissions figures for the vehicle concerned. There are reduced annual rates for vehicles which
meet the conditions set out in paragraph 1C of Part 1A of Schedule 1 to VERA ("the reduced
rate conditions"). No VED is to be paid on the first vehicle licence for LPVs which have zero
carbon dioxide emissions, have carbon dioxide emissions exceeding Og/km but do not exceed
50g/km and meet the reduced rate conditions.

1049 For post-March 2017 LPVs with a price not exceeding £40 000, there is a flat annual
rate of £140 (or £130 where the vehicle qualifies for a reduced rate) for any vehicle licence
subsequent to the first licence. No VED is charged for LPVs with a price not exceeding £40 000
and have an applicable carbon dioxide emissions figure of 0g/km.

1050 For post March 2017 registered LPVs with a list price above £40,000, the applicable
annual VED is increased by £310 per year for licences acquired during for the first five years
after the first vehicle licence. These LPVs will incur the higher annual standard rate of £450 or
a reduced annual rate of £440, and if the applicable carbon dioxide emissions figure is 0 g/km
the annual rate will be £310.

Details of the section and Schedule

Schedule 1: Part 1AA: Light Passenger Vehicles Registered On or After 1 April 2017

1051 Subsection (1) amends Part 1A of Schedule 1 to VERA 1994 to introduce Part 1AA
which applies to light passenger vehicles first registered on or after 1 April 2017.

1052 Subsection (2) amends paragraph 1A concerning to which vehicles to which Part 1A
applies.

1053 Paragraph 1GA (1)-(3) of Part 1AA defines the vehicles to which this part applies.

1054 Paragraph 1GB (1)-(3) of Part 1AA provides an exemption from payment of VED on

the first vehicle license in specified circumstances for post-March 2017 registered light
passenger vehicles.

1055 Paragraph 1GC of Part 1AA sets out a table providing the annual rates payable on a
first vehicle license. The table provides for graduated standard and reduced annual rates of
VED which are determined by the vehicle's carbon dioxide emissions figure. A reduced rate of

VED applies where a vehicle uses certain alternative fuels or meets other conditions set out in
VERA.

1056 Paragraph 1GD (1), (2,) of Part 1AA sets out the rates of duty payable on any other
vehicle licence as £130 if the vehicle qualifies for the reduced rate, or £140 for the standard rate
but this is subject to other section provisions.
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1057 Paragraph 1GE (1)-(4) of Part 1AA sets out the higher rates of duty to be paid for
licences acquired subsequent to the first licence, in respect of light passenger vehicles with a
price exceeding £40,000 and registered on or after 1st April 2017. This paragraph provides for
a higher annual standard rate of £450 if the vehicle was first registered less than six years
before the date of the licence. If the vehicle qualifies for the reduced rate this is £440.
Subparagraphs 3 and 4 set out the rate of duty paid for subsequent licences by vehicles with a
price in excess of £40,000 that also have carbon dioxide emissions figure of 0 grams per
kilometre. The rate of duty for these zero emission vehicles is £310 if the vehicle was first
registered less than six years before the date of the licence and it is not a first vehicle licence.

1058 Paragraph 1GF (1)-(4) of Part 1AA defines "price of a vehicle" for the purposes of this
section.

Schedule 2: exempt vehicles

1059 Section (3) of section 46 amends Schedule 2 to VERA which provides for electrically
propelled vehicles and vehicles with specified carbon dioxide emissions to be exempt. The
exemptions do not apply to the vehicles to which Part 1AA of schedule 1 apply and which
have a price exceeding £40,000.

Background note

1060 The changes made by this section to the first year licence rates are intended to
incentivise manufactures to produce and motorist to purchase greener LPVs. The new flat
annual rate for subsequent licences with a higher rate for a limited period in relation to certain
LPVs, is intended to provide a fair system of VED for motorists whilst sustaining VED
revenue in the long term.
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Section 47: Insurance premium tax: standard rate

Summary
1061 This section increases the standard rate of insurance premium tax (IPT) from 6 per
cent to 9.5 per cent with effect from 1 November 2015.

Details of the section

1062 Subsection (1) amends the standard rate of insurance premium tax (IPT) from 6 per
cent to 9.5 per cent

1063 Subsection (2) applies the new rate to insurance premiums received on or after 1
November 2015.
1064 Subsection (3) provides an exception to subsection (1). Where an insurer uses the

special accounting scheme and receives premiums in respect of an insurance contract entered
into before 1 November 2015, the new rate will only apply to those premiums received on or
after 1 March 2016.

1065 Subsection (4) provides an exception to subsection (3) to protect receipts. Premiums
that would otherwise fall within subsection (3) but are paid in respect of new risks not already
covered in the insurance contract as it stood prior to 1 November 2015 will be subject to the
new rate of tax from that date.

1066 Subsection (5) designates dates for the purposes of operating the anti-avoidance
provisions, already contained in IPT legislation. These prevent the forestalling of the rate rise
by advancing the timing of premium receipts.

Background note

1067 IPT, either at the standard rate or higher rate, is accounted for on general insurance
premiums. Most premiums are subject to the standard rate. This section increases the
standard rate and ensures that existing anti-forestalling provisions and the exception
provided for in subsection (3) operate effectively in relation to the rate rise. The aim of this
section is to increase the revenue raised by IPT.
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Section 48: Aggregates levy - restoration of exemptions

Summary
1068 This section repeals the legislation that suspended certain exemptions from
aggregates levy in April 2014, with effect from 1 August 2015. It also repeals the legislation
that provided for the suspended exemptions to be restored by secondary legislation, with
effect from Royal Assent. The section also removes the exemption that had been in place for
shale prior to the suspension, and introduces a new exempt process for non-aggregate shale,
both with effect from 1 April 2014.

Details of the section

1069 Subsections (1) provides that, in effect, the changes included in section 94 of the
Finance Act (FA) 2014 (which suspended certain exemptions from the levy from 1 April 2014)
are to be treated as never having had effect.

1070 Subsection (2) repeals sections 94 and 95 of FA 2014 (the latter provided for the
reinstatement of exemptions to be set out in secondary legislation).

1071 Subsection (3) provides for the section to make the amendments to the aggregates
levy primary legislation set out in subsections (4) and (5).

1072 Subsection (4) removes the exemption that had been in place for shale prior to the
suspension of exemptions, making it taxable aggregate.

1073 Subsection (5) introduces a new exempt process for shale which is not used as
aggregate for construction purposes. This will entitle a person who has commercially
exploited and who has accounted for the levy chargeable on such shale to claim a tax credit
for it, when it is used in this new exempt process, under the Aggregates Levy (General)
Regulations 2002 (S.I. 2002/761).

1074 Subsection (6), in conjunction with subsection (1), sets out the commencement
provisions. The repeal of sections 94 and 95 FA 2014 come into force on 1 August 2015 and
Royal Assent to the Act respectively. The changes made by subsections (3) to (5) are treated as
coming into force on 1 April 2014.

Background note

1075 Aggregates levy is a tax on the commercial exploitation of rock, sand and gravel in the
UK. It was introduced on 1 April 2002.

1076 In response to action taken by the British Aggregates Association, in 2012 the
European General Court annulled the European Commission’s 2002 State aid approval for a
number of exemptions from the levy. These exemptions were therefore suspended from 1
April 2014 while the Commission undertook an investigation. The previous government
made a commitment to reinstate all exemptions found to be lawful.

1077 The Commission completed its investigation and published its decision on 27 March
2015. The Commission was broadly content that the exemptions and the exemptions under
investigation were lawful, with the exception of part of the shale exemption.

1078 The effect of the commencement provisions is that, once the legislation comes into
force, businesses will be able to claim a refund of any levy paid since 1 April 2014 (with
interest) on materials for which the exemption was found by the Commission to be lawful.
HM Revenue and Customs (HMRC) will publish a Revenue & Customs Brief in July 2015 to
provide more information on the repayment process.
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Section 49: CCL: removal of exemption for electricity from renewable sources

Summary
1079 This section removes the climate change levy ('CCL'") exemption for renewable source
electricity generated on or after 1 August 2015.

Details of the section

1080 The section amends paragraph 19 of Schedule 6 to Finance Act 2000 so that the
exemption from CCL for electricity supplied under a renewable source contract applies only
in respect of renewable source electricity generated before 1 August 2015.

Background note

1081 CCL came into effect in April 2001. It is a tax on the non-domestic (i.e. business,
service and public sector) use of energy (gas, electricity, liquefied petroleum gas and solid
fuels), and is aimed at promoting energy efficiency in order to help meet the UK'’s
international and domestic targets for cutting emissions of greenhouse gases.

1082 Electricity generated from renewable sources has been exempt from CCL when
supplied under a renewable source contract. The original purpose of removing tax from these
supplies was to mitigate the additional cost of renewable source electricity and in so doing
increase demand from non-domestic consumers.

1083 Energy policy has subsequently moved on, with far greater incentives available,
targeted at renewable generation as opposed to supply. As the quantity of renewable source
electricity available has increased, the CCL exemption has ceased to provide value for money.
The exemption is therefore being withdrawn for electricity generated on or after 1 August
2015.

1084 To enable suppliers to retain the benefit of renewable source electricity already
acquired they will, for the time being, be able to continue to exempt supplies of electricity
where this was generated from renewable sources before 1 August 2015.

1085 During the summer and autumn the government will consult on how long suppliers
should be given to use up accumulated renewable source electricity and on any other
appropriate transitional arrangements. The government intends to legislate for these
arrangements where necessary in Finance Act 2016.
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Part 6: Administration and enforcement

Section 50: International agreements to improve compliance: client notification

Summary

1086 This section introduces a power under which financial institutions and tax advisers
will be required to notify their customers about the Common Reporting Standard, the
penalties for tax evasion, and the opportunities to disclose underpaid tax to HM Revenue &

Customs (HMRC).

Details of the section
1087 Subsection (1) amends section 222 of the Finance Act 2013.

1088 Subsections (2) and (3) extend section 222 so that client notification obligations can be

imposed on financial institutions and tax advisers.

1089 New subsection (2A) defines "client notification obligation" as an obligation for
financial institutions and tax advisers to give clients specified information.

1090 New subsection (2B) allows regulations to prescribe how and when the specified
information has to be provided. It also allows them to require parties under the control of
financial institutions and tax advisers to give specified information.

1091 Subsection (4) of section 222 is extended so as to provide definitions of the terms
"client", “control” and “relevant person”.

7

1092 Subsection (5) defines ‘client’, “‘control” and ‘relevant person’.

Background note
1093 This section has been introduced to support the government's wider offshore evasion
strategy. The section will increase the effectiveness of HM Revenue & Customs (HMRC)
compliance activity as well as increasing the deterrent effect for those who attempt to evade
UK tax by holding financial assets outside of the UK.

1094 The UK will begin to receive information on offshore accounts and financial assets
under the Common Reporting Standard from 2017 and at the same time will begin to share
information with other tax authorities on accounts held in the UK.

1095 Financial institutions and tax advisers will be required to notify their customers about
matters specified in regulations, which are likely to include the Common Reporting Standard,
the penalties for evasion, and the opportunities to disclose previous evasion to HMRC. This
will encourage individuals to make sure that they pay the right amount of tax on money held

abroad.
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Section 51 and Schedule 8: Enforcement by deduction from accounts

Summary
1096 This section and Schedule introduce a new power to allow HM Revenue & Customs
(HMRC) to recover debts due to it (including tax and tax credit debts) directly from the bank
and building society accounts (including cash Individual Savings Accounts) of debtors. This is
also known as the Direct Recovery of Debts (“DRD”).

1097 This power can only be used to recover debts of more than £1,000, and is subject to a
number of safeguards. Only debtors who have received a face-to-face visit, have not been
identified as vulnerable, have sufficient money in their accounts and have still refused to settle
their debts will be considered for debt recovery through DRD. Debtors affected by this policy
will have 30 days to object before any money is transferred to HMRC and HMRC must always
leave a minimum of £5,000 across a debtor's accounts above the amount that has been held. If
debtors, or affected third-parties, do not agree with HMRC'’s decision, they will be able to
appeal against this to a County Court on specified grounds, including hardship and third
party rights.

Details of the section and Schedule

1098 Section 51 subsections (1)-(6) introduce schedule 8, and also sets out HM Treasury’s
powers to make consequential, incidental or supplementary amendments, including to
primary legislation. These powers can be used to amend primary or secondary legislation,
following the affirmative and negative procedures respectively. The power is limited to
making amendments which relate to the provisions in the schedule. For the avoidance of
doubt, the repeal of any safeguard (such as the right of appeal) would not be deemed
consequential, incidental or supplementary to the provisions in the Schedule and therefore
would be outside the scope of these powers.

Part 1 of schedule 8: Scheme for Enforcement by Deduction from Accounts

1099 Paragraph 1 explains that this part of the Schedule contains provision about the
collection of amounts due and payable to HMRC by the making of deductions from accounts
held with deposit-takers.

1100 Paragraph 2 defines the debts which are subject to DRD, using the concept of
“relevant sum”. Three conditions must be satisfied in order for DRD to apply. Condition A is
that the sum is at least £1,000. Condition B is that the sum is either an “established debt” or
one due under the accelerated payments legislation in Finance Act 2014. Condition C is that
HMRC is satisfied that the debtor is aware that they owe the debt to HMRC. The government
has committed to ensuring every debtor receives a face-to-face meeting from one of HMRC's
officers before their debts are considered for recovery through DRD, to fulfil this objective.
This will ensure that HMRC is satisfied that the debtor knows that they owe a debt, and will
allow HMRC to assess whether or not the debtor is vulnerable, and remove them from the
DRD process if that is the case.

1101 Paragraph 2(5) provides that an established debt is one against which there is no right
of appeal or (where there is a right of appeal) the appeal period has either expired or the
appeal has been settled or withdrawn.
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1102 Paragraph 3 provides a definition of an “information notice” and when it may be
issued to a deposit-taker. If HMRC believes that a person has failed to pay a relevant sum,
they may issue an information notice to a deposit taker, where it appears the person holds one
or more accounts with that deposit-taker. The information notice requires the deposit taker to
provide HMRC with “prescribed information” within 10 working days about accounts held
with them by the person. The information deposit-takers have to provide will be prescribed
in secondary legislation.

1103 Paragraph 4(1) and (2) give HMRC the power to issue a “hold notice”. A hold notice
can only be issued to a deposit-taker by HMRC where it appears that a person has failed to
pay a relevant sum and they hold one or more accounts with the deposit-taker. The hold
notice must set out in particular:

e enough information for the deposit-taker to be able to identify the account holder

and any account(s) to which the hold notice will apply;

@ the amount of the relevant sum in respect of which the notice will have effect
(“the specified amount”);

e the “safeguarded amount” (the amount which must always be left available to
the debtor across their accounts — defined in sub-paragraph (6));

@ the order of priority of accounts subject to the notice; and

@ any descriptions of account which (in whole or part) are to be disregarded for the

purposes of the hold notice.

1104 Paragraph 4(4) provides for rules which have the effect that where hold notices are
issued for the same debt to more than one deposit-taker, the total amount which might be
held under those notices cannot exceed the total debt due to HMRC. This is to ensure HMRC
can never use DRD to collect more than is due to it.

1105 Paragraph 4(6) provides a definition of “the safeguarded amount”, which must be
specified in the hold notice. This is a minimum of £5,000 which will continue to be available
to the debtor whilst the hold is in place. HMRC will have the discretion to set the safeguarded
amount at a higher amount in cases where it is reasonable to do so (for example, where a
business may need to pay salaries to its employers whilst the hold notice is in effect).
However, the hold notice does not need to specify a safeguarded amount if the deposit taker
has already safeguarded £5,000 under a previously issued hold notice in respect of the same
debt, within the last 30 days.

1106 Paragraph 5(1) provides that HMRC must consider whether someone is or may be at
a particular disadvantage in dealing with their Revenue and Customs affairs before issuing an
information notice under paragraph 3(2) or a hold notice under paragraph 4(1).

1107 Paragraph 5(2) provides that HMRC must take any matters identified under
paragraph 5(1) into account when deciding whether to exercise the relevant power.

1108 Paragraph 5(3) provides that the HMRC Commissioners must publish guidance
setting out the factors that are relevant when considering whether a person is at a particular
disadvantage for the purposes of Schedule 8.
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1109 Paragraph 6(1) and (2) sets out the requirement for the deposit-taker to give effect to a
hold notice as soon as reasonably practicable after that notice is issued, and in any case within
5 working days from that date. It also requires the deposit-taker to ensure that until the hold
notice ceases to have effect they must not allow the credit balance in each account subject to
the hold notice to fall below the held amount. This concept is defined in paragraph 7.

1110 Paragraph 6(3) sets out the types of arrangements deposit-takers may employ to give
effect to a hold notice. This means either ensuring the debtor's account does not drop below a
particular balance or transferring an amount of funds into a separate 'suspense account'.

1111 Paragraph 7(1) explains that where only one account is affected by a hold notice the
held amount is calculated as follows. The deposit-taker must first deduct the safeguarded
amount (the amount specified in the notice that must continue to be available to the debtor)
from the total amount available in the affected account. If there is less than the safeguarded
amount available in the affected account, the held amount is nil, so no hold is placed on that
account. If there is money left, a hold will be placed on the remaining credit balance up to the
amount of the relevant sum- the amount of that hold is the held amount.

1112 Paragraph 7(2) explains that where there is more than one account subject to the same
hold notice the held amount is calculated as follows. The deposit-taker must first determine
the total amount available across all the accounts affected by the hold notice. Only if that total
exceeds the safeguarded amount can any hold be placed on the accounts. If there is more than
the safeguarded amount across the accounts, the deposit-taker proceeds to apply that
safeguarded amount to those accounts. They must apply it first to the account which has the
lowest priority (i.e. ‘reverse priority order’ — paragraph 7(5) defines “priority order”). So, it
will be applied in the first instance to joint accounts (to best protect the rights of third parties),
and then to sole accounts in opposite priority order to that which may be specified in the hold
notice. For example, the order in the hold notice may say DRD applies to savings accounts
first, then current accounts — so the safeguarded amount is matched first against current
accounts, then savings accounts.

1113 Once the safeguarded amount has been fully matched against the available amounts
across the accounts, the remainder of those accounts may be subject to a hold. The amount
which is to be held is identified by applying the “specified debt” (the amount of debt specified
in the hold notice) to the remainder in the available accounts, in the order of priority provided
for under paragraph 7(5). So, it will be applied in the first instance to sole accounts in such
priority order as may be specified in the hold notice, and then to any joint accounts.

1114 Paragraph 7(3) and (4) define the concepts of ‘available amount” and “appropriate
fraction’. The latter concept is relevant to determining what proportion of a joint account a
debtor is deemed to own. A pro-rata approach is adopted — the debtor is deemed to own half
if it is a joint account held with one other person; a third if it is held with two other people,
and so on. A joint account holder can make an objection to the hold notice under paragraph
10(3) (d) if they consider that the proportion of the account which they have been deemed to
own is inaccurate, and HMRC can adjust the hold notice should the objection be upheld.

1115 Paragraph 7(5) defines the priority order in which the hold should be applied to the
relevant accounts. Under paragraph 7(5)(a) joint accounts will always have a lower priority
than other accounts — to protect third party rights. Under paragraph 7(5)(b) and paragraph
4(2)(d) HMRC can specify the order in which the hold should be applied to other types of
accounts.

1116 This worked example explains the operation of Paragraphs 6 and 7 of the schedule:
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@ The debtor ("P") owes HMRC a debt of £3,000 which has met all the legal and
policy requirements for DRD. P holds three accounts with the deposit-taker— a
joint account with his wife of £10,000, a savings account in his name only with

£3,000 and a current account in his name only with £3,000.

e If HMRC issues the deposit-taker with a hold notice in respect of this debt, it
must provide in the hold notice that the safeguarded amount is at least £5,000

(the minimum safeguarded amount).

® Under paragraphs 7(3) and (4), P is deemed to own £5,000 of the joint account
held with his wife.

@ Under paragraph 7(5)(a) all ‘sole accounts” have higher priority than joint
accounts. So, when applying the safeguard of £5,000 in ‘reverse priority order’
the deposit-taker would first match it against the £5,000 which P is deemed to
hold in the joint-account — exhausting that safeguard in this case.

@ The deposit-taker then looks to place a hold on the remaining £6,000 (the total
amount available in the two other accounts P holds). To determine how to apply
this hold the deposit-taker will look to the terms of the hold notice — if HMRC has
provided that the hold is to be applied to savings accounts ahead of current
accounts, then the deposit-taker would hold the £3,000 in the savings account,

leaving P’s current account untouched.

1117 Paragraph 8 describes the duty of the deposit-taker to notify HMRC that they have
applied a hold notice to one or more accounts, and the consequent obligation on HMRC to
notify affected parties. The deposit-taker is also provided with a discretion to notify anyone
affected by the hold, but they are only entitled to do this once they have imposed the hold.

1118 Under paragraph 8(3) the deposit-taker must provide HMRC with prescribed
information within 5 working days of the day it places a hold on the account. Secondary
legislation (The Enforcement by Deduction from Accounts (Prescribed Information)
Regulations 2015 (S.1. 2015/1986)) specifies what this prescribed information comprises. On
receipt of this notification from the deposit-taker, HMRC must provide a copy of the hold
notice to the debtor within 5 working days and provide joint-account holders and interested
third parties with details of how the account they have an interest in is affected, and of their
rights to bring objections and an appeal.

1119 Paragraph 8(7)(b) provides a further safeguard to allow the debtor to object to an
unintended error whereby a payment could have been made to HMRC during the period
between the hold notice being applied and HMRC notifying the debtor of this action, but the
payment is yet to reach HMRC. This paragraph therefore makes sure that, in writing to the
debtor, HMRC sets out clearly which debts the notice applies to, so that P can object if a
payment has already been made.

1120 Paragraph 9 makes provision for HMRC of its own accord to cancel or reduce the
specified amount in the hold notice it has issued, and places requirements on the deposit-taker
to implement any notice making such changes which it receives.

1121 Paragraph 10 explains that the debtor, anyone who holds a joint account with the
debtor which is affected by the hold notice, or an interested third party, can raise an objection
to the hold notice to HMRC. The grounds for doing so are set out in paragraph 10(3) and are
summarised as follows:
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@ That the relevant sum to which the hold notice has effect has already been paid

o That at the time of the hold notice being issued, the debtor did not have an
account with the deposit-taker,

® That the hold notice will cause exceptional hardship to the debtor or an

interested third party (such as other joint account holders)

e That an additional interested third party should be considered.

1122 Paragraph 10(5) provides that objections must be brought within 30 days from the
date the hold notice is given, or for a third-party who was not given such notice, within 30
days from the date the debtor is given notice.

1123 Paragraph 11 provides how HMRC will deal with any objections which are brought.
When HMRC receives objections (for example which suggest that HMRC has made a mistake
or that the effect of the hold notice will cause undue hardship), it will promptly carry out an
internal review of the case, and in no longer than 30 days. If there is clear evidence that DRD
action will cause undue hardship, or that HMRC has made a mistake, it will instruct the
deposit-taker to release an appropriate amount to the debtor.

1124 Paragraph 11(2) prescribes the action HMRC may take having considered an
objection. HMRC may amend the amount specified as safeguarded (e.g. to allow additional
funds to be made available to the debtor, in excess of the £5,000 minimum), exclude certain
accounts from the scope of the notice, or exclude a specified credit balance in an account from
the notice.

1125 Paragraph 11(3) and (4) require HMRC to notify their decision to each person who
objected to the hold notice and to notify the deposit holder where the hold notice is cancelled
or amended. HMRC is also required to notify all other third parties who it is aware of who
may be affected by an amended hold notice.

1126 Paragraph 12 provides that the debtor, anyone who holds a joint account with the
debtor which is affected by the hold notice, or an interested third party, can appeal to the
county court. An appeal can only be made where an objection has been determined in
accordance with paragraph 10.

1127 Paragraphs 12(3) sets out that the grounds for making an appeal are the same as for
making an objection, e.g. that the hold notice is causing undue hardship etc. These vary
depending on whether an appeal is brought against the decision not to cancel the hold notice,
or just on the basis of quantum. As set out in paragraph 2, this measure will only be applied to
established debts where debtors will have already had the option to appeal against the
underlying liability. Appeals brought at this stage are therefore confined to issues relating to
HMRC’s decision to use DRD rather than another enforcement tool, or the way in which it has
used DRD in a particular case.

1128 An appeal under paragraph 12 must be made within 30 days from the day on which
the debtor, joint-account holder or interested third party was given notice by HMRC of the
outcome of the objection under paragraph 10.
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1129 Paragraph 12(7) sets out the powers of the county court on an appeal under this
paragraph. The court’s power to amend the hold notice is the same as HMRC's power to make
amendments under paragraph 11(2) in determining an objection. However, paragraph 12(9)
permits the court, in cases where the appeal has been made on the grounds of exceptional
hardship to suspend the effect of all or part of a hold notice where adequate security is
provided by the debtor or another pending determination of the appeal.

1130 Paragraph 13(1) — (2) sets out HMRC’s power to give a deduction notice to a deposit-
taker. A deduction notice can only be issued where a hold notice is in force in respect of which
money is being held by the deposit-taker under that notice, and there is no longer any
possibility of objections or appeals continuing or being made in respect of that hold notice.
Paragraph 13(7) provides that the amounts to be deducted cannot exceed what is owed to
HMRC. Paragraph 13(11)(b) provides that deposit-taker must keep a hold in place on the
relevant account until all the necessary payments have been made to HMRC, at which point
the deduction notice automatically ceases to have force.

1131 Paragraph 14 provides for penalties to be chargeable where a deposit-taker fails to
comply with the terms of an information notice, a hold notice or a deduction notice, or fails to
adjust hold arrangements when required to do so. Also, liability for a penalty will arise under
paragraph 14(1)(g) if after receipt of an information notice or hold notice the deposit-taker
makes a disclosure which has the effect of ‘tipping-off’ the debtor. These penalties comprise a
fixed penalty of £300 and a daily-default penalty of £60.

1132 Paragraph 14(5) provides that HMRC may extend the time limit for a deposit-taker to
comply with a notice, and that no penalty will be chargeable during the extended period.
Paragraph 14(6) and (7) provide the deposit-taker with a reasonable excuse defence.

1133 Paragraph 15 sets out the time limits for making an assessment of a penalty under
paragraph 13.
1134 Paragraph 16 provides deposit-takers with a right to appeal against an assessment of

a penalty, or against the quantum of a penalty assessment. An appeal must be in writing and
given within 30 days of the issue of the penalty assessment. Appeals against a penalty
assessment are made to the First-tier Tribunal and are subject to the standard tax appeal
provisions contained at Part 5 of TMA 1970.

1135 Paragraph 17 requires a penalty to be paid within 30 days of the issue of the penalty
notice or within 30 days from the date an appeal against the penalty is finally determined,
whichever is later.

1136 Paragraph 18 protects deposit-takers from claims to damages in respect of anything
they do in good faith when complying with a hold notice or a deduction notice.

1137 Paragraph 19 provides HMRC Commissioners with the power to make secondary
legislation varying time limits specified in the Schedule.

1138 Paragraph 20 provides HMRC Commissioners with powers to make secondary
legislation for the purpose of supplementing the Schedule.

1139 Paragraph 21 contains provisions concerning how the secondary legislation making
powers contained within the Schedule may be exercised.

1140 Paragraphs 22 and 23 contain provisions relating to interpretation.
1141 Paragraph 24 provides that DRD only extends to England, Wales and Northern
Ireland.
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Part 2: Miscellaneous Amendments

1142 Paragraphs 25 — 42 contain miscellaneous amendments to other Acts of Parliament.
Notably, a number of amendments are made to the Insolvency Act 1986 ("[A 1986") . These
have the effect of restricting HMRC'’s ability to use DRD in specified insolvency situations.
Their intention is to mirror a number of the restrictions which apply under IA 1986 to
HMRC’s ability to use its existing powers to enforce against goods, or seek attachment of
money held in accounts, paragraphs 26-33 amend the IA 1986 in respect of England and
Wales, while paragraphs 34-39 amend the Insolvency (Northern Ireland) Order 1989.

Background note

1143 The vast majority of people pay their taxes in full and on time. In 2014-15, £517 billion
in revenue was paid by around 35 million taxpayers. Around 90% was paid on time but
around £50 billion was not, and became a debt.

1144 Some people require an additional prompt or reminder to pay what they owe, and a
significant number of people pay once HMRC begins to pursue the money owed. In 2014-15,
HMRC made around 16 million contacts with debtors by letter, phone, text message or other
means, including face-to-face visits.

1145 HMRC encourages people to get in touch as soon as possible if they require additional
assistance with their taxes, or believe they will have difficulty paying.

1146 However, a very small minority of taxpayers still refuse to pay what they owe,
despite having the money to do so. DRD is intended to help to level the playing field. It is a
targeted measure that will affect a small number of individuals and businesses who are
making an active decision to not pay, or delay paying, the money they owe — even though
they have sufficient funds in their accounts.

1147 This measure was announced at Budget 2014. A consultation document was
published on 6 May 2014. The formal consultation was open until 29 July 2014 and the
government published its response on 21 November 2014. This response announced
additional safeguards for debtors, in response to issues raised during the consultation. This
has been legislated for in Budget 2015.

1148 HMRC has powers (summarised in paragraphs 53 to 55) in England, Wales and
Northern Ireland to take control of certain types of goods to cover a debt, without the need to
apply to court. However these powers does not apply to money held in bank and building
society accounts.

1149 Section 61 of the Taxes Management Act 1970 (TMA) granted HMRC the power to
seize and sell goods in order to settle tax debts. This is called distraint, and applied to
England, Wales and Northern Ireland. It still applies to Northern Ireland, but has been
superseded for England and Wales by the Tribunal, Courts and Enforcement Act 2007
(TCEA).

1150 TCEA updated the basis of HMRC’s powers in England and Wales, alongside wider
reforms to the powers granted to other enforcement agents (HMRC, police, or court-
appointed bailiffs).

1151 HMRC does not have direct seizure powers in Scotland; however, section 128 of the
Finance Act 2008 allows HMRC to seek Summary Warrants from the Sheriff, which allow a
Sheriff’s Officer to carry out diligence on HMRC's behalf. This means that they can seize
goods or cash (including from bank and building society accounts) in order to settle debts
owed to HMRC.
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Section 52: Rate of interest applicable to judgment debts etc. in taxation matters

Summary

1152 This section provides that where HM Revenue & Customs (HMRC) is party to a tax-
related judgment debt, the rates of interest are those referred to in tax legislation, whether the
debt follows from court action or not. The section sets the rates of interest on tax-related
judgment debts owed by or to HMRC to appropriate levels given prevailing interest rates. It
also introduces a special repayment rate of interest on tax-related judgment debts owed by
HMRC. The new special repayment rate of interest will apply prospectively from 8 July 2015
and apply to existing as well as new judgment debts.

Details of the section

1153 Subsections (1) & (2) set out that the provision relates only to sums payable by or to
HMRC under an order or judgment of the High Court or County Court, and in respect of
interest only.

1154 Subsection (3) provides that the late payment rate of interest in accordance with
section 103(1) Finance Act 2009 applies to tax-related judgment debts where HMRC is the
creditor, and a new special repayment rate of interest applies to tax-related judgment debts

where HMRC is the debtor.
1155 Subsection (4) sets out that subsection (3) does not affect a court's power to award

interest at a rate lower than the late repayment rate or the special repayment rate. It also
provides that a lower rate set out in such an award cannot be capable of exceeding at a later
date the late repayment rate or the special repayment rate.

1156 Subsection (5) provides that where a judgment debt is not in sterling, and judgment
interest is awarded under the Administration of Justice Act 1970 or corresponding County
Courts Act 1984 provisions, the rate of any interest awarded cannot be higher, and cannot be
capable of ever being higher, than the late payment rate (where HMRC is the creditor) or the
special repayment rate (where HMRC is the debtor).

1157 Subsection (6) provides the formula by which the special repayment rate of interest is
calculated: Bank of England Base Rate plus 2%.

1158 Subsection (7) provides for the day on which the special repayment rate changes
following a meeting of the Bank of England Monetary Policy Committee.

1159 Subsection (8) provides that HM Treasury may, by regulation, repeal subsections (6)
& (7) in favour of setting out the special repayment rate and operative date in regulations.

1160 Subsection (9) sets out the scope of the regulations made under subsection (8).

1161 Subsection (10) provides that a Statutory Instrument made under subsection (8) is

subject to annulment by resolution of the House of Commons.

1162 Subsection (11) provides that where a tax-related judgment debt is awarded to or
against HMRC under the Crown Proceedings Act 1947, the rate of interest awarded is that
specified in subsection (3), that is, either late payment interest or special repayment interest.

1163 Subsection (12) provides that the new rates of interest apply from 8 July 2015 on
existing as well as new judgments, and whether or not judgment interest has already accrued

prior to 8 July 2015.
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1164 Subsections (13) & (14) provide for a situation where a payment of judgment interest,
at a rate higher than the special repayment rate, is made by HMRC prior to Royal Assent of
the Finance Bill 2015 relating to a period commencing on or after 8 July 2015. The subsections
provide for the awarding court to order repayment of the difference between the interest paid
and that due under the special repayment rate.

1165 Subsection (15) defines Commissioners as being the Commissioners for Her Majesty's
Revenue & Customs, taxation matter being anything (other than National Insurance
contributions) which are the responsibility of HMRC (or previously the Inland Revenue or
HM Customs & Excise), and working day by reference to the Bills of Exchange Act 1882.

1166 Subsection (16) clarifies that the section applies only to England and Wales.

Background note

1167 The government wishes to ensure that where HMRC is party to a tax-related debt, the
rates of interest are those contained in tax legislation, whether the debt follows from court
action or not. It is appropriate for interest rates on judgment debts relating to tax matters to be
determined in tax legislation rather than the Judgments Act 1838 or County Courts Act 1984,
which are the responsibility of other government departments such as the Ministry of Justice.

1168 This change in rates applies to cases both where HMRC receives judgment interest
where it has won a case, and where it pays judgment interest where it has lost a case.

1169 The government is making this change for two reasons. First, to ensure that where
HMRC is party to a tax-related debt, the rates of interest are those contained in tax legislation,
whether the debt follows from court action or not. This will provide consistency in how the
law applies. Second, to ensure that the rates of interest on such debts are set at an appropriate
level.
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Part 7: Final

Section 53: Interpretation

1170 This section provides for the use of abbreviations for a variety of Acts. For example, it
provides for the use of “CAA 2001” as an abbreviation for the Capital Allowances Act 2001.

Section 54: Short title

1171 This section provides for the bill to be known as the “Finance (No. 2) Act 2015” upon
Royal Assent.
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Related documents

1172 The following documents are relevant to the Act and can be read at the stated
locations:

® hittps://www.gov.uk/government/collections/summer-finance-bill-2015

@ hittps://www.gov.uk/government/collections/tax-information-and-impact-notes-

tiins#summer-budget-2015
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Annex A - Territorial Extent and Application
1173 This Act applies to the whole UK.
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Annex B - Hansard References

1174 The following table sets out the dates and Hansard references for each stage of the
Act's passage through Parliament.

Stage Date Hansard Reference

House of Commons

Introduction 14 July 2015 Vol. 598 Col. 864

http://www.publications.parliament.uk/pa/cm201516/cmhansrd/cm1507 14/debtext/150714-0004.htm#15071446000003

Second Reading 21 July 2015 Vol. 598 Col. 1387-1458

http://www.publications.parliament.uk/pa/cm201516/cmhansrd/cm150721/debtext/150721-0001.htm#15072125000004

Public Bill Committee 8 September 2015 Vol. 599 Col. 297- Vol. 600 Col. 164

http://www.publications.parliament.uk/pa/cm201516/cmhansrd/cm150908/debtext/150908-0003.htm#15090853000001

Report and Third 26 October 2015 Vol. 601 Col. 49-166
Reading

http://www.publications.parliament.uk/pa/cm201516/cmhansrd/cm151026/debtext/151026-0002.htm#15102612000001

House of Lords

Introduction 27 October 2015 Vol. 765 Col. 1136

http://www.publications.parliament.uk/pa/ld201516/Idhansrd/text/151027-0002.htm#15102761000522

Second Reading 10 November 2015 Vol. 765 Col. 1960-1986

http://www.publications.parliament.uk/pa/ld201516/Idhansrd/text/151110-0001.htm#15111033000502

Grand Committee 10 November 2015 Vol. 765 Col. 1986

http://www.publications.parliament.uk/pa/ld201516/Idhansrd/text/151110-0001.htm#15111033000502

Report 10 November 2015 Vol. 765 Col. 1986

http://www.publications.parliament.uk/pa/ld201516/ldhansrd/text/151110-0001.htm#15111033000502

Third Reading 10 November 2015 Vol. 765 Col. 1986

http://www.publications.parliament.uk/pa/ld201516/ldhansrd/text/151110-0001.htm#15111033000502

Royal Assent 18 November 2015 House of Commons Vol. 602 Col. 690

House of Commons

https://hansard.parliament.uk/commons/2015-11-18/debates/15111852000004/PointOfOrder

Royal Assent 18 November 2015 House of Lords Vol. 767 Col.129

House of Lords

http://www.publications.parliament.uk/pa/ld201516/Idhansrd/text/151118-0001.htm#15111848000480
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Annex C - Progress of Bill Table

1175 This Annex shows how each section and Schedule of the Act was numbered during
the passage of the Bill through Parliament.
Section of the Bill as Bill as amended Bill as amended Bill as amended
Act Introduced in the | in Committee of in Public Bill at Report in the
Commons the Whole House | Committee in the | Commons
in the Commons | Commons
Section 1 Clause 1 Clause 1 Clause 1 Clause 1
Section 2 Clause 2 Clause 2 Clause 2 Clause 2
Section 3 Clause 3 Clause 3 Clause 3 Clause 3
Section 4 Clause 4 Clause 4 Clause 4 Clause 4
Section 5 Clause 5 Clause 5 Clause 5 Clause 5
Section 6 Clause 6 Clause 6 Clause 6 Clause 6
Section 7 Clause 7 Clause 7 Clause 7 Clause 7
Section 8 Clause 8 Clause 8 Clause 8 Clause 8
Section 9 Clause 9 Clause 9 Clause 9 Clause 9
Section 10 Clause 10 Clause 10 Clause 10 Clause 10
Section 11 Clause 11 Clause 11 Clause 11 Clause 11
Section 12 Clause 12 Clause 12 Clause 12 Clause 12
Section 13 Clause 13 Clause 13 Clause 13 Clause 13
Section 14 Clause 14 Clause 14 Clause 14 Clause 14
Section 15 Clause 15 Clause 15 Clause 15 Clause 15
Section 16 Clause 16 Clause 16 Clause 16 Clause 16
Section 17 Clause 17 Clause 17 Clause 17 Clause 17
Section 18 Clause 18 Clause 18 Clause 18 Clause 18
Section 19 Clause 19 Clause 19 Clause 19 Clause 19
Section 20 Clause 20 Clause 20 Clause 20 Clause 20
Section 21 Clause 21 Clause 21 Clause 21 Clause 21
Section 22 Clause 22 Clause 22 Clause 22 Clause 22
Section 23 Clause 23 Clause 23 Clause 23 Clause 23
Section 24 Clause 24 Clause 24 Clause 24 Clause 24
Section 25 Clause 25 Clause 25 Clause 25 Clause 25
Section 26 Clause 26 Clause 26 Clause 26 Clause 26
Section 27 Clause 27
Section 28 Clause 27 Clause 27 Clause 27 Clause 28
Section 29 Clause 28 Clause 28 Clause 28 Clause 29
Section 30 Clause 29 Clause 29 Clause 29 Clause 30
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Section of the Bill as Bill as amended Bill as amended Bill as amended
Act Introduced in the | in Committee of in Public Bill at Report in the
Commons the Whole House | Committee in the | Commons
in the Commons | Commons
Section 31 Clause 30 Clause 30 Clause 30 Clause 31
Section 32 Clause 31 Clause 31 Clause 31 Clause 32
Section 33 Clause 32 Clause 32 Clause 32 Clause 33
Section 34 Clause 33 Clause 33 Clause 33 Clause 34
Section 35 Clause 34 Clause 34 Clause 34 Clause 35
Section 36 Clause 35 Clause 35 Clause 35 Clause 36
Section 37 Clause 36 Clause 36 Clause 36 Clause 37
Section 38 Clause 37 Clause 38
Section 39 Clause 39
Section 40 Clause 37 Clause 37 Clause 38 Clause 40
Section 41 Clause 38 Clause 38 Clause 39 Clause 41
Section 42 Clause 39 Clause 39 Clause 40 Clause 42
Section 43 Clause 40 Clause 40 Clause 41 Clause 43
Section 44 Clause 41 Clause 41 Clause 42 Clause 44
Section 45 Clause 45
Section 46 Clause 42 Clause 42 Clause 43 Clause 46
Section 47 Clause 43 Clause 43 Clause 44 Clause 47
Section 48 Clause 44 Clause 44 Clause 45 Clause 48
Section 49 Clause 45 Clause 45 Clause 46 Clause 49
Section 50 Clause 46 Clause 46 Clause 47 Clause 50
Section 51 Clause 47 Clause 47 Clause 48 Clause 51
Section 52 Clause 48 Clause 48 Clause 49 Clause 52
Section 53 Clause 49 Clause 49 Clause 50 Clause 53
Section 54 Clause 50 Clause 50 Clause 51 Clause 54
Schedule 1 Schedule 1 Schedule 1 Schedule 1 Schedule 1
Schedule 2 Schedule 2 Schedule 2 Schedule 2 Schedule 2
Schedule 3 Schedule 3 Schedule 3 Schedule 3 Schedule 3
Schedule 4 Schedule 4 Schedule 4 Schedule 4 Schedule 4
Schedule 5 Schedule 5 Schedule 5 Schedule 5 Schedule 5
Schedule 6 Schedule 6 Schedule 6 Schedule 6 Schedule 6
Schedule 7 Schedule 7 Schedule 7 Schedule 7 Schedule 7
Schedule 8 Schedule 8 Schedule 8 Schedule 8 Schedule 8
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