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Part 6 — Loan Relationships 

Chapter 1 — Introduction 

(4)	 In this Part references to gains or losses from loan relationships include 
references to gains or, as the case may be, losses from related transactions. 

Origin: FA 1996 s.84(1); drafting. 

(5)	 For the meaning of “loan relationship” and “related transaction”, see section 9 
and section 12 respectively and Part 7 (relationships treated as loan 
relationships etc). 

Origin: Drafting. 

(6)	 Part 16 (exempt income) deals with exemptions from the charges under Part [3] 
(trading income) and this Part in respect of the gains to which this Part applies. 

Origin: Drafting. 

(7)	 See, in particular, Chapter 1 of Part 16 (income from loan relationships). 

Origin: Drafting. 

(8)	 This section needs to be read with section 2 (relationship of Part 7 and this Part) 
and sections 3 to 8 (relationship of this Part to other provisions). 

Origin: Drafting. 

2	 Relationship of Part 7 and this Part [J061080p] 

(1)	 Part 7 deals with matters treated for some or all purposes as loan relationships 
or rights or payments under loan relationships. 

Origin: Drafting. 

(2)	 Except where the context indicates otherwise, references to this Part in this Act 
and elsewhere in the Tax Acts include references to Part 7. 

Origin: Drafting. 

Relationship of this Part to other provisions 

3	 Amounts brought into account under this Part excluded from being otherwise 
brought into account [J0610805] 

(1)	 The amounts that are brought into account in accordance with this Part in 
respect of any matter are the only amounts that may be brought into account 
for corporation tax purposes in respect of it. 

Origin: FA 1996 s.80(5). 

(2)	 Subsection (1) is subject to any provision to the contrary. 

Origin: FA 1996 s.80(5), Sch.9 paras.1(2), 1A(2). 

(3)	 In particular, see— 
(a)	 section 7 (exclusion of distributions), 
(b)	 section 8 (exclusion of amounts relating to life assurance policies), and 
(c)	 section 125 (disapplication of section 124 where Schedule 28AA to 

ICTA applies). 

Origin: Sch.9 paras.1(2), 1A(2), 11(1A); drafting. 































Bill 5 17 
Part 6 — Loan Relationships 
Chapter 3 — The credits and debits to be brought into account: general 

(5)	 The credits and debits that are to be so brought into account as a result of this 
section must be determined on the same basis of accounting as that on which 
the credits or debits mentioned in subsection (4)(a) are determined. 

Origin: FA 1996 s.85C(7). 

(6)	 In any other case, the credits and debits that are to be so brought into account 
as a result of this section must be determined on an amortised cost basis of 
accounting. 

Origin: FA 1996 s.85C(8). 

Accounting bases 

29	 Basis of accounting: “amortised cost basis”, “fair value accounting” and “fair 
value” [j061087acb] 

(1)	 The general rule is that the amounts that are to be brought into account by a 
company as credits and debits for any period of account for the purposes of this 
Part may be determined on any basis of accounting that is in accordance with 
generally accepted accounting practice and, in particular, an amortised cost 
basis of accounting or fair value accounting. 

Origin: FA 1996 s.85A(1); drafting. 

(2)	 But subsection (1) is subject to sections 21(1) and 24(2) and the following 
provisions (which require a particular accounting basis to be used)— 

(a)	 section 28(5) and (6) (determination of credits and debits where 
amounts not fully recognised for accounting purposes), 

(b)	 section 59 (application of amortised cost basis to connected companies 
relationships), 

(c)	 section 92(2) (company partners using fair value accounting), 
(d)	 section 100(2) (index-linked gilt-edged securities: application of fair 

value accounting), 
(e)	 section 132(2) (application of fair value accounting where connected 

parties derive benefit from creditor relationships), 
(f)	 section 133(4) (application of fair value accounting: reset bonds etc), 
(g)	 section 157(2) (application of amortised cost basis of accounting to 

discounts arising from a money debt under a relevant non-lending 
relationship), 

(h)	 section 163(3) (holdings in unit trusts and offshore funds: application of 
fair value accounting), and 

(i)	 section 199(1) (application of fair value accounting where section 188 
applies). 

Origin: Drafting. 

(3)	 See also section 30 (power to make regulations about changes from amortised 
cost basis to fair value accounting). 

(4)	 In this Part “amortised cost basis of accounting”, in relation to a company’s 
loan relationship, means a basis of accounting under which an asset or liability 
representing the loan relationship is shown in the company’s accounts at cost 
adjusted for cumulative amortisation and any impairment, repayment or 
release. 
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Part 6 — Loan Relationships 

Chapter 3 — The credits and debits to be brought into account: general 

33 Meaning of “accounting value” and “carrying value” [j0696919Ad] 

(1)	 In section 32 “accounting value” means the carrying value of the asset or 
liability recognised for accounting purposes (but see subsection (4) and 
paragraph [] of Schedule {j3} (disregard of pre-2005 disallowed debts)). 

Origin: FA 1996 Sch.9 para.19A(4). 

(2)	 For the purposes of this section the “carrying value” of an asset or liability 
includes amounts recognised for accounting purposes in relation to the loan 
relationship in respect of— 

(a)	 accrued amounts, 
(b)	 amounts paid or received in advance, or 
(c)	 impairment losses (including provisions for bad or doubtful debts). 

Origin: FA 1996 Sch.9 para.19A(4A). 

(3)	 For the meaning of “impairment loss” see section 151(1). 

Origin: Drafting. 

(4)	 In determining the gains and losses to be recognised in determining the 
carrying value of the asset or liability for the purposes of this section, the 
provisions specified in subsection (5) apply as they apply for the purposes of 
determining the credits and debits to be brought into account under this Part. 

Origin: FA 1996 Sch.9 para.19A(4B). 

(5)	 Those provisions are— 
(a)	 section 7 (exclusion of distributions), 
(b)	 section 8 (exclusion of amounts relating to life assurance policies), 
(c)	 sections 48 to 51 (continuity of treatment where group member replaces 

another as party to loan), 
(d)	 section 59(2) (application of amortised cost basis of accounting to 

connected companies relationships), 
(e)	 section 64 (exclusion of debits for impaired or released connected 

companies debts), 
(f)	 section 70 (exclusion of credits on reversal of impairments of connected 

companies debts), 
(g)	 sections 71 to 73 (deemed debt releases on impaired debts becoming 

held by connected company), 
(h)	 Chapter 8 (connected parties relationships: late interest), 
(i)	 sections 100 and 101 (loan relationships: treatment of index-linked gilt-

edged securities), 
(j)	 section 105 (restriction on deductions etc relating to FOTRA securities), 

(k)	 sections 110 to 113 (deeply discounted securities of close companies), 
(l)	 section 116(2) and (3) (loan relationships with embedded derivatives), 

(m) section 133(4) (accounting method where rate of interest is reset), and 
(n)	 paragraph [ ] (5½% Treasury Stock 2008-2012) and paragraph [ ] 

(disregard of pre-2005 disallowed debts) of Schedule {j3}). 

Origin: FA 1996 Sch.9 para.19A(4B). 
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Part 6 — Loan Relationships 
Chapter 4 — Continuity of treatment: groups and SE mergers 

be brought into account for the purposes  of this Part as respects the  
relationship are determined on that basis. 

Origin: FA 1996 Sch.9 para.12B(4). 

(6)	 It does not matter for the purposes of subsection (5) if the transferor does not 
otherwise use fair value accounting in respect of the loan relationship. 

Origin: FA 1996 Sch.9 para.12B(4). 

(7)	 In this section “the transferor” and “the transferee” have the same meaning as 
in section 55. 

Origin: Drafting. 

57 Exception to section 55: tax avoidance etc [j0696912By] 

(1)	 Section 55 does not apply in relation to the formation of an SE by merger if 
condition A or B is met. 

Origin: FA 1996 Sch.9 para.12B(5). 

(2)	 Condition A is that the merger is not effected for genuine commercial reasons. 

Origin: FA 1996 Sch.9 para.12B(5). 

(3)	 Condition B is that the merger forms part of a scheme or arrangements of 
which the main purpose, or one of the main purposes, is avoidance of liability 
to corporation tax, capital gains tax or income tax. 

Origin: FA 1996 Sch.9 para.12B(5). 

(4)	 This section does not prevent section 55 from applying if before the merger— 
(a)	 the merging companies have applied to Her Majesty’s Revenue and 

Customs, and 
(b)	 they have notified the companies that they are satisfied that this section 

will not have that effect. 

Origin: FA 1996 Sch.9 para.12B(6). 

CHAPTER 5 

CONNECTED COMPANIES RELATIONSHIPS: INTRODUCTION AND GENERAL 

58 Introduction: meaning of “connected companies relationship” [j061087i] 

(1)	 This Chapter contains some general rules relating to connected companies 
relationships. 

Origin: Drafting. 

(2)	 For the purposes of this Part a debtor relationship of a company is a connected 
companies relationship if there is a connection between— 

(a)	 the company, and 
(b)	 another company standing in the position of a creditor as respects the 

debt in question. 

Origin: FA 1996 s.87(1); Annex 1, Change [jc360]. 
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