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CORPORATION TAX ACT 2009

EXPLANATORY NOTES

COMMENTARY ON SECTIONS

Part 11: Relief for particular employee share acquisition schemes

Overview

Chapter 1: Shareincentive plans

Section 983: Overview of Chapter

2517.
2518.

This section introduces the provisions within the Chapter. It is new.

The Chapter gives a deduction for the costs of setting up an approved share incentive
plan (SIP) and for the provision of shares under the SIP. The qualifying conditions for
approval of the SIPitself arein Schedule 2 to ITEPA and this Chapter istreated as part
of the SIP code. See section 984.

Section 984: Chapter to form part of SIP code etc

2519.

2520.

2521.

This section provides that this Chapter forms part of the SIP code. The section also
deals with the trustees' acquisition of forfeited shares. It is based on paragraphs 1 and
6 of Schedule 4AA to ICTA.

Subsection (2) makes clear that a consequence of treating the Chapter as part of the SIP
codeis that the definitions in Schedule 2 to ITEPA apply to the Chapter.

Subsection (4) deals with the trustees' acquisition of forfeited shares. The plan rules
may require an employee to forfeit his or her plan shares if the employee leaves the
company. No further deduction is allowed to the company if the forfeited sharesarere-
awarded. See section 996 exclusion 5. But it may be necessary to identify whether these
sharesareincluded in alater award. See, for example, section 994(6)(b). Subsection (4)
identifies when forfeited shares are acquired for this purpose.

Section 985: Referencesto a deduction being allowed to a company

2522.

2523.

2524.

This section explains how a deduction allowed by this Chapter is given to companies
carrying on different types of business. It is based on paragraphs 1 and 13 of
Schedule 4AA to ICTA.

Paragraph 1(3) of Schedule4AA to ICTA alowsadeductionin calculating trade profits.
Section 21A of ICTA applies this rule to the calculation of the profits of a property
business. These deductions are dealt with in subsection (2).

A property business may al so be an investment business. Subsection (3) makes specific
provision for a company with investment business. The deduction is allowed as an
expense of management (see Chapter 2 of Part 16).
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If the business is both a property business and an investment business subsection (3)
gives priority to subsection (2). This priority is based on section 75(2) of ICTA which
provides that a deduction as an expense of management is not given if the deduction
is otherwise alowable.

Section 986: Treatment of receipts under Chapter

2526.

2527.

2528.

2529.

2530.

2531.

This section explains how awithdrawal of relief istaxed. It isbased on section 21A of,
and paragraphs 10 to 13 of Schedule 4AA to, ICTA.

If relief is withdrawn the company is treated as receiving an amount equal to the
deduction. See, for example, section 990(4). This section sets out how thisis taxed.

Subsection (3) appliesif therelief is recovered after the trade or property business has
ceased. It makes clear that the recoveries are taxed as post-cessation receipts. In the
source legidation the amounts are taxed as trading receipts. See Change 76 in Annex
1. This change also affects sections 990(4) and (5), 992(4) and (6), 993(2) and (4) and
998(3) and (4).

If the company is not carrying on atrade or property business or has not carried on a
trade or property business the amount is one to which the charge to corporation tax on
incomeis applied, see subsection (4).

Thistreatment is aso applied to the recovery of relief given for contributions to a plan
trust. In the source legislation paragraphs 10 and 12 of Schedule 4AA to ICTA charge
these amounts as trade receipts. See Change 76 in Annex 1.

The amount charged by subsection (4) isincluded on thelist of former Schedule D Case
VI charges (in section 834A of ICTA asinserted by Part 1 of Schedule 1 to this Act).
This does not mean that loss relief is available under section 396 of ICTA against the
amount charged by subsection (4). Thisisbecausethe amount charged by subsection (4)
does not arise from atransaction as required by that section.

Section 987: Deduction for costs of setting up an approved share incentive plan

2532.

2533.

This section gives a deduction for the costs setting up a SIP. It is based on paragraph
7 of Schedule 4AA to ICTA.

Subsection (4) appliesif there is a delay between the company incurring the costs and
the SIP being approved. The deduction is given for the period of account in which the
scheme is approved. This avoids the company having to amend its company tax return
for the period in which the expenditure wasincurred or in an extreme case being outside
the time limit for amending that return.

Section 988: Deductions for running expenses of an approved share incentive plan

2534.

2535.

2536.

This section prevents any prohibitive rule in this Chapter denying a deduction for the
costs of running a SIP. It is based on paragraph 8 of Schedule 4AA to ICTA.

The trustees of a SIP will incur costs related to the day to day running of the SIP.
For example, they will have to operate a PAY E scheme to deal with the employees
income tax liabilities. They will also incur incidental costs in acquiring the shares. The
employing company will have to meet these costs.

The section does not itself give the company a deduction for payments made to the
trusteesto enable them to meet the running costs. It providesthat none of the prohibitive
rules in this Chapter, such as section 994(7), prevents a deduction being given for
running expenses. As the SIP is run for the benefit of its employees the costs would
usually be allowed as anormal deduction in calculating the company’ s taxable profits.
Whether or not a deduction is allowed is considered on first principles.


http://www.legislation.gov.uk/id/ukpga/2009/4/section/986
http://www.legislation.gov.uk/id/ukpga/2009/4/section/986/3
http://www.legislation.gov.uk/id/ukpga/2009/4/section/986/4
http://www.legislation.gov.uk/id/ukpga/2009/4/section/987
http://www.legislation.gov.uk/id/ukpga/2009/4/section/987/4
http://www.legislation.gov.uk/id/ukpga/2009/4/section/988

2537.

These notes refer to the Corporation Tax Act 2009
(c.4) which received Royal Assent on 26 March 2009

Subsection (3) makes clear that running expenses do not include the cost of acquiring
the shares except for theincidental costslisted in subsection (4). Thereferenceto stamp
duty reservetax is new.

Section 989: Deduction for contribution to plan trust

2538.

2530.

2540.

2541.
2542.

2543.

This section allows a deduction for a payment to the trustees which they use to buy
sharesfor later award under the SIP. It isbased on paragraphs 9 and 10 of Schedule4AA
to ICTA.

In broad terms the purpose of this section is to give the company a deduction at the
time when it funds the purchase of the shares and not when the shares are awarded to
the employee. Without this section it could be difficult for companies to finance the
purchase of sharesin advance of them being awarded.

The section appliesto payments made on or after 6 April 2003. This commencement is
preserved in Schedule 2 (transitionals and savings).

“Plan trust” has the meaning given in paragraph 71(3) of Schedule 2 to ITEPA.

Subsection (2) provides that at the end of the period of 12 months beginning when the
trustees make the acquisition with the payment the trustees must hold at least 10% of
the ordinary share capital of the company in which the shares are acquired. This total
appliesto al the sharesheld. Thereisno requirement that the total is made up of shares
acquired using the payment.

Under the SIP rules shares will be appropriated to an employee but the employee
is required to leave the shares with the trustees. For example, paragraph 36(1) of
Schedule 2 to ITEPA requires free shares to remain in the hands of the trustees for a
holding period of at |east three years. Subsection (3) makes clear that these shares count
towards the 10% total.

Section 990: Withdrawal of deduction under section 989

2544,

2545,

2546.

2547.

This section withdraws the relief given by section 989 if the shares acquired with the
payment are not awarded within specified time limits. It is based on paragraph 10 of
Schedule 4AA to ICTA.

Subsection (4) provides that the relief is withdrawn by treating the deduction as an
amount received by the company. This amount is taxed in accordance with the rules
in section 986.

This section refers to a deduction being given under section 989. It is possible that the
deduction may have been given under paragraph 9 of Schedule4AA to ICTA if therelief
was given in an accounting period before this Act took effect. The general continuity
of law provisions in Schedule 1 to this Act provide that where necessary references
to the new legidation should be read as applying a so to the source legislation. So the
recovery provisions still apply.

This section contains a change to clarify and make more consistent the way in which
withdrawn relief is treated. See Change 76 in Annex 1 and the commentary on
section 986.

Section 991: Another deduction to be allowed if all acquired shares are awarded

2548.

This section alows a further deduction if the relief is withdrawn under section 990
but all the acquired shares are awarded at a later date. It is based on paragraph 10 of
Schedule 4AA to ICTA.
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Section 992: Award of sharesto excluded employee

2549. This section withdraws a proportion of the relief given under sections 989 and 991
if shares are awarded to an excluded employee. It is based on paragraph 10 of
Schedule 4AA to ICTA.

2550. The definition of excluded employee in subsection (2) is the same as that in
paragraph 4(2) of Schedule 4AA to ICTA which is rewritten as Exclusion 1 in
section 996.

2551. This section contains a change to clarify and make more consistent the way in which
withdrawn relief is treated. See Change 76 in Annex 1 and the commentary on
section 986.

Section 993: Termination plan notice

2552. This section withdraws a proportion of the relief given by section 989 if the company
terminates the SIP before all the shares have been awarded. It is based on paragraph
12 to Schedule 4AA to ICTA.

2553. This section contains a change to clarify and make more consistent the way in which
withdrawn relief is treated. See Change 76 in Annex 1 and the commentary on
section 986.

Section 994: Deduction for providing free or matching shares

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

2555. A “freeshare” isdefined in paragraph 2(1)(a) of Schedule2to ITEPA. It meansashare
appropriated to the employee without payment.

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

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

Section 995: Deduction for additional expensein providing partnership shares

2558. This section gives a deduction for any contribution the company makes towards the
acquisition of partnership shares. It is based on paragraph 3 of Schedule 4AA to ICTA.

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

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

» themarket value of the shares at the beginning of the period; or
» the market value of the shares on the date on which they are to be acquired.
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If the market value of the shares at the end of the period is greater than the value at the
beginning the company will make up the difference. This section gives the company
adeduction for the excess.

Section 996: Shares excluded from sections 994 and 995

2562.

2563.

2564.

2565.

Thissection identifiesthe sharesthat do not qualify for relief if they are awarded asfree,
matching or partnership shares. It is based on paragraphs 4, 6 and 9 of Schedule 4AA
to ICTA.

Exclusion 1 is similar to the exclusion in section 992(2). It requires the employee to
whom the shares are awarded to be within the charge to income tax on any earnings
from the employment in respect of which the shares were awarded. Generaly, it has
the effect of excluding any shares awarded to non-UK resident employees.

Exclusion 2 isintended to protect the employee by acting as a disincentive to the award
of sharesthat are intended to reduce in value.

Exclusion 3 applies if the company or an associated company operates another share
scheme, including another SIP, and has already had adeduction for the cost of providing
the shares for use by that scheme. As shares are not identifiable individually, rules are
needed to identify when the sharesincluded in an award were acquired. Subsection (6)
(b) identifieswhether sharesincluded in an award have already had relief under another
SIP or share scheme.

Section 997: No deduction for expensesin providing dividend shares

2566.

2567.

This section provides that no deduction is alowed for the cost of providing dividend
shares. It is based on paragraph 5 of Schedule 4AA to ICTA.

The expression “dividend shares’ is defined in paragraph 62(3)(b) of Schedule 2 to
ITEPA. They are shares acquired by the trustees reinvesting cash dividends declared
on plan shares the trustees hold on behalf of employees participating in the SIP.

Section 998: Withdrawal of deductionsif approval for shareincentive plan
withdrawn

2568.

25609.

2570.

2571

This section withdraws any deduction given under this Chapter if approval for the SIP
iswithdrawn. It is based on paragraph 11 of Schedule 4AA to ICTA.

Paragraph 83 of Schedule 2 to ITEPA alows an officer of Revenue and Customs to
issue anoticeto the company withdrawing approval of aSIP. If approval iswithdrawna
separate notice must be issued under subsection (2) of this section to recover any relief
given under this Chapter.

The relief is withdrawn by treating the company as receiving an amount equal to the
amount of the deduction. Section 986 sets out how this amount is taxed.

This section contains a change to clarify and make more consistent the way in which
withdrawn relief is treated. See Change 76 in Annex 1 and the commentary on
section 986.
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