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625. This section is one of the exceptions to the general rule in section 1258 that a firm is 
not to be regarded for tax purposes as a separate entity. If a firm is connected with the seller 
or purchaser of its stock, section 166 (rather than section 165) applies but the firm may make 
an election under section 167. 

Section 169: Cost to buyer of stock valued on sale basis of valuation 
626. This section sets out the rule for the buyer of the stock. It is based on section 100 of 
ICTA. The corresponding rule for income tax is in section 180 of ITTOIA. 

627. In a “sale basis” case, the value given to the trading stock of the company whose trade 
has ceased is also used to calculate the profits of the buyer of the stock. 

628. The reference to ITTOIA caters for the case where the stock is acquired from a person 
liable to income tax. The valuation under that Act for income tax purposes is used as the cost 
to the buyer who is liable to corporation tax. 

Section 170: Meaning of “sale” and related expressions 
629. The stock valuation sections refer to a sale of stock. This section explains how the 
sections are to be interpreted if the stock is transferred other than by way of sale. It is based 
on section 100 of ICTA. The corresponding rule for income tax is in section 181 of ITTOIA. 

Section 171: Determination of questions 
630. This section treats any “question” arising under sections 164 to 167 as an appeal (to 
be determined by the tribunal). It is based on section 102 of ICTA. The corresponding rule 
for income tax is in section 186 of ITTOIA. 

Chapter 12: Deductions from profits: unremittable amounts 
Overview 
631. This Chapter gives statutory effect to ESC C34. The corresponding rules for income 
tax are in Chapter 13 of Part 2 of ITTOIA. See part (A) of Change 40 in Annex 1. This 
change reproduces Change 50 in ITTOIA and so brings the income tax and corporation tax 
codes back into line. 

632. The extra-statutory concession provides relief for trade debts that cannot be remitted 
to the United Kingdom. It is similar in scope to section 584 of ICTA (relief for unremittable 
overseas income), which is rewritten as Part 18 of this Act (unremittable income). The 
corresponding provision for income tax is Chapter 4 of Part 8 of ITTOIA. 

633. Section 584 of ICTA provides relief for unremittable income arising outside the 
United Kingdom, including unremittable trade profits. But relief under section 584 of ICTA 
does not extend to trade debts owed to, or paid to, the company outside the United Kingdom 
if the profits of the trade arise in the United Kingdom. This Chapter provides relief for such 
debts and payments. 
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€ the “old basis” accorded with the law or practice at the time; and 

€ the “new basis” accords with the current law and practice. 

688. The difference in wording is to cater for a case in which a decision of the Courts 
makes it clear that a previously accepted view of the law was wrong. In that case, the old 
basis accorded with the practice but not the law. The 1998 rules did not cater for this. But 
the 2002 rules (and the rules in this Chapter) do. 

689. The section refers to “a trade”. So the rules apply to trades carried on wholly outside 
the United Kingdom as they apply to trades carried on at least partly in the United Kingdom. 

Section 181: Giving effect to positive and negative adjustments 
690. This section sets out the treatment of the adjustment. It is based on paragraphs 4 and 5 
of Schedule 22 to FA 2002. The corresponding rule for income tax is in section 228 of 
ITTOIA. 

691. If the adjustment is positive it is treated as a trade receipt; if the adjustment is negative 
it is treated as a trade expense. 

692. In both cases the treatment is the same whether the trade is taxable under Case I or 
Case V of Schedule D in the source legislation. The adjustment is treated as arising on the 
first day of the first period of account for which the new basis is adopted. This contrasts with 
the income tax treatment which is that the adjustment arises on the last day of the period (see 
sections 232 and 233 of ITTOIA). 

Section 182: Calculation of the adjustment 
693. This section contains the main rules for calculating the adjustment. It is based on 
paragraph 2 of Schedule 22 to FA 2002. The corresponding rule for income tax is in 
section 231 of ITTOIA. The section presents the rules as a method statement. 

694. In item 3 of each of Step 1 and Step 2 there is a reference to work in progress as an 
alternative to trading stock. This follows the source legislation and is needed because the 
extended meaning of “trading stock” in section 163 of this Act does not apply outside 
Chapter 11. 

Section 183: No adjustment for certain expenses previously brought into account 
695. This section deals with the case where the old basis of calculation allowed a tax 
deduction but the new basis requires the deduction to be spread over several periods. It is 
based on paragraph 6 of Schedule 22 to FA 2002. The corresponding rule for income tax is in 
section 234 of ITTOIA. 

696. In the absence of this section there would be a positive adjustment within item 2 of 
Step 1 of the calculation of the adjustment in section 182. That would produce the right result 

















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

Part 7: Derivative contracts 

232 

brought into account in determining the company’s profit or loss. It is based on paragraph 25 
of Schedule 26 to FA 2002. 

1631. Generally accepted accounting practice may permit a credit or debit of an income 
nature to be included in the value of a fixed capital asset or project. If this happens, the credit 
or debit bypasses the statements mentioned in section 597. This section overrides that 
treatment, except in the cases mentioned in subsections (3) and (5). 

1632. Subsection (5) prevents any debit being taken into account under this Part that writes 
down the value of the asset or project in question, or creates a reserve for amortisation or 
depreciation of that asset or project, so far as the write down etc is attributable to a debit 
brought into account under this section. As this section overrides the accounts treatment of 
the capitalised debit, this rule in this subsection prevents a double deduction should the asset 
or project be written down, or a reserve created for its amortisation or depreciation, whether 
in the same or a later period, if the amount taken to profit and loss is attributable to the 
amount brought into account under this section. 

1633. The source legislation for subsection (5) refers to “so much of any amortisation or 
depreciation as represents a writing off of the interest component of the asset”. The rule is 
identical to that in the equivalent rule for loan relationships (section 320(6)). But the “interest 
component” of the asset refers to something that is dealt with by the loan relationships 
provisions and has no relevance to the derivative contracts provisions. The emphasised words 
have therefore not been reproduced in this section. See Change 65 in Annex 1. 

Section 605: Credits and debits recognised in equity 
1634. This section brings a credit or debit that is recognised in equity or shareholders’ 
funds, rather than in one of the statements mentioned in section 597(1), into account for the 
purposes of this Part in the same way as a credit or debit that is brought into account in 
determining the company’s profit or loss. It is based on paragraph 25A of Schedule 26 to 
FA 2002. 

1635. As in the case of section 604, this section overrides the accounts treatment. 

Section 606: Exchange gains and losses 
1636. This section provides that exchange gains and losses arising from a derivative contract 
are included in the profits and losses mentioned in section 595(3). It is based on paragraph 16 
of Schedule 26 to FA 2002. 

1637. Subsection (1) does not rewrite the words “and related transactions” in 
paragraph 16(1) of Schedule 26 to FA 2002. They are not considered to add to the effect of 
this provision. 

1638. Subsection (3) excludes exchange gains and losses arising in two circumstances from 
the basic rule in subsection (1) if those gains and losses are recognised in the company’s 
“statement of total recognised gains and losses”, “statement of recognised income and 
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1710. Should any “discount” arise in respect of the related transaction or the equivalent 
series of transactions, it is added to the amount treated as consideration by the transferor 
under subsection (3) (but not to the amount treated as consideration given by the transferee 
under subsection (4)). 

1711. “Discount” is defined in subsection (6) by reference to section 480 in Part 5 (loan 
relationships). A discount arises if payment of part of the consideration for a disposal is 
deferred and the consideration is accordingly increased to recognise the delay. 

1712. Subsection (7) disapplies Schedule 28AA to ICTA in a case where credits and debits 
are determined under subsection (2). Schedule 28AA to ICTA might otherwise substitute 
market value for the amounts agreed between the parties, which amounts would give rise to 
credits and debits for the purposes of this Part. Such a substitution is unnecessary given that 
this section requires both parties to use the notional carrying value of the contract rather than 
amounts shown in the accounts (the amounts “recognised for accounting purposes”). 

Section 626: Transactions to which section 625 applies 
1713. This section defines the related transaction or series of transactions which acts or act 
as a trigger for the application of section 625. It is based on paragraph 28(2) of Schedule 26 
to FA 2002. 

Section 627: Meaning of company replacing another as party to derivative contract 
1714. This section gives a particular example of what the reference in section 625(1) to one 
company replacing another as a party to a derivative contract means. It is based on 
paragraph 28(4) of Schedule 26 to FA 2002. 

1715. The commonest way in which one company may replace another as a party to a 
derivative contract is by the assignment of the rights and liabilities under the contract. But 
there may be other types of transaction that have the same effect. 

1716. This section ensures that, if the company referred to as the transferee in section 625 
becomes a party to a contract whose rights and liabilities are equivalent to those of the 
contract to which the company referred to as the transferor in that section has ceased to be a 
party, the transferee is treated as having replaced the transferor in respect of the derivative 
contract. A novation is an example of this. 

1717. This section still applies in the event of the transferor again becoming a party to the 
original contract (that is, a contract to which it had previously ceased to be a party). 

Section 628: Transferor using fair value accounting 
1718. This section substitutes rules based on fair value accounting for those in section 625, 
in a case to which that section applies, if the transferor uses fair value accounting in respect 
of the derivative contract in question. It is based on paragraph 30 of Schedule 26 to FA 2002. 






