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SCHEDULES

[F'SCHEDULE 4A

DISPOSAL OF INTEREST IN SETTLED PROPERTY: DEEMED DISPOSAL OF UNDERLYING ASSETS

Textual Amendments
F1  Sch. 4A inserted (with application in accordance with s. 91(3) of the amending Act) by Finance Act 2000
(c. 17),5.91(2), Sch. 24

Circumstances in which this Schedule applies

1 This Schedule applies where there is a disposal of an interest in settled property
for consideration.

Meaning of “interest in settled property”

2 (1) For the purposes of this Schedule an “interest in settled property” means any interest
created by or arising under a settlement.

(2) This includes any right to, or in connection with, the enjoyment of a benefit—
(a) created by or arising directly under a settlement, or
(b) arising as a result of the exercise of a discretion or power—
(1) by the trustees of a settlement, or
(i1) by any person in relation to settled property.

Meaning of “‘for consideration”

3 (1) For the purposes of this Schedule a disposal is “for consideration” if consideration is
given or received by any person for, or otherwise in connection with, any transaction
by virtue of which the disposal is effected.

(2) In determining for the purposes of this Schedule whether a disposal is for
consideration there shall be disregarded any consideration consisting of another
interest under the same settlement that has not previously been disposed of by any
person for consideration.

(3) In this Schedule “consideration” means actual consideration, as opposed to
consideration deemed to be given by any provision of this Act.

Deemed disposal of underlying assets

4 (1) Where this Schedule applies and the following conditions are met—
(a) the condition as to UK residence of the trustees (see paragraph 5),
(b) the condition as to UK residence of the settlor (see paragraph 6), and
(c) the condition as to settlor interest in the settlement (see paragraph 7),
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the trustees of the settlement are treated for all purposes of this Act as disposing of
and immediately reacquiring the relevant underlying assets.

This is referred to below in this Schedule as the “deemed disposal”.

(2) In paragraphs 5, 6 and 7 “the relevant year of assessment” means the year of
assessment in which the disposal of the interest in settled property is made.

(3) The deemed disposal is treated as taking place when the disposal of the interest in
settled property is made.

This is subject to paragraph 13(3)(a) where the beginning of the disposal and its
effective completion fall in different years of assessment.

Condition as to UK residence of trustees

5 (1) The condition as to UK residence of the trustees is that the trustees of the settlement
were [“resident ... in the United Kingdom during any part of the year].

(2) For this purpose the trustees shall not be regarded as [*“resident *... in the United
Kingdom] at any time when they fall to be regarded for the purposes of any double
taxation relief arrangements as resident in a territory outside the United Kingdom.

(3) This paragraph has effect subject to paragraph 13(3)(b) where the beginning of the
disposal and its effective completion fall in different years of assessment.

Textual Amendments
F2  Words in Sch. 4A para. 5(1) substituted (6.4.2007) by Finance Act 2006 (c. 25), Sch. 12 paras. 39, 41
F3  Words in Sch. 4A para. 5(1)(2) omitted (with effect in accordance with Sch. 46 para. 112 of the amending
Act) by virtue of Finance Act 2013 (c. 29), Sch. 46 para. 106(2)
F4  Words in Sch. 4A para. 5(2) substituted (with effect in accordance with Sch. 12 para. 34(3) of the
amending Act) by Finance Act 2006 (c. 25), Sch. 12 para. 34(1)(2)(e)

Condition as to UK residence of settlor

6 (1) The condition as to UK residence of the settlor is that [**as respects the relevant]
year of assessment, or any of the previous five years of assessment, a person who

is a settlor in relation to the settlement [*°met the residence condition set out in
section 2(1A)].

(2) Sub-paragraph (1) has effect subject to paragraph 13(3)(c) where the beginning of
the disposal and its effective completion fall in different years of assessment.

(3) No account shall be taken for the purposes of this paragraph of any year of assessment
before the year 1999-00.

Textual Amendments
FS  Words in Sch. 4A para. 6(1) substituted (with effect in accordance with Sch. 46 para. 112 of the amending
Act) by Finance Act 2013 (c. 29), Sch. 46 para. 106(3)(a) (with Sch. 46 para. 106(4))
F6  Words in Sch. 4A para. 6(1) substituted (with effect in accordance with Sch. 46 para. 112 of the amending
Act) by Finance Act 2013 (c. 29), Sch. 46 para. 106(3)(b) (with Sch. 46 para. 106(4))
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Condition as to settlor interest in the settlement

7 (1) The condition as to settlor interest in the settlement is that at any time in the relevant
period the settlement—

(a) was a settlor-interested settlement, or

(b) comprised property derived, directly or indirectly, from a settlement that at
any time in that period was a settlor-interested settlement.

(2) The relevant period for this purpose is the period—

(a) Dbeginning two years before the beginning of the relevant year of assessment,
and

(b) ending with the date of the disposal of the interest in settled property.

This is subject to paragraph 13(3)(d) where the beginning of the disposal and
its effective completion fall in different years of assessment.

(3) The relevant period shall not be treated as beginning before 6th April 1999.

If the rule in sub-paragraph (2) (or, where relevant, that in paragraph 13(3)(d)) would
produce that result, the relevant period shall be treated as beginning on that date.

(4) For the purposes of this paragraph a “settlor-interested settlement” means a
settlement in which a person who is a settlor in relation to the settlement has an
interest or had an interest at any time in the relevant period.

The provisions of section [*"169F(2) to (6)] apply to determine for the purposes of
this paragraph whether a settlor has (or had) an interest in the settlement.

(5) The condition as to settlor interest in the settlement is treated as not met in a year
of assessment—
(@)  where the settlor dies during the year, ...

(b) in a case where the settlor is regarded as having an interest in the settlement
by reason only of—

(i) the fact that property is, or will or may become, payable to or
applicable for the benefit of his spouse [*or civil partner], or

(1) the fact that a benefit is enjoyed by his spouse ["or civil partner],

where the spouse [*or civil partner] dies, or the settlor and the spouse [“or
civil partner] cease to be married ["'°or to be civil partners of each other],
during the year["", or
(c) in a case where the settlor is regarded as having an interest in a settlement

by reason only of—

(i) the fact that property is, or will or may become, payable to or

applicable for the benefit of a dependent child of his, or

(ii) the fact that a benefit is enjoyed by such a child,
where the settlor ceases during the year to have (and does not in that year
subsequently come to have) any dependent child in relation to whom section

[F?169F(3A)(a) or (b)] applies.]

Textual Amendments
F7  Words in Sch. 4A para. 7(4) substituted (with effect in accordance with Sch. 2 para. 22 of the amending
Act) by Finance Act 2008 (c. 9), Sch. 2 para. 7(2)(a)


http://www.legislation.gov.uk/id/ukpga/2008/9
http://www.legislation.gov.uk/id/ukpga/2008/9/schedule/2/paragraph/7/2/a
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F8  Wordin Sch. 4A para. 7(5)(a) repealed (with effect in accordance with Sch. 12 para. 5(2) of the amending
Act) by Finance Act 2006 (c. 25), Sch. 12 para. 5(1)(a), Sch. 26 Pt. 3(15)

F9  Words in Sch. 4A para. 7(5)(b) inserted (5.12.2005) by The Tax and Civil Partnership Regulations 2005
(S.I. 2005/3229), regs. 1(1), 125(a)

F10 Words in Sch. 4A para. 7(5)(b) inserted (5.12.2005) by The Tax and Civil Partnership Regulations 2005
(S.I. 2005/3229), regs. 1(1), 125(b)

F11 Sch. 4A para. 7(5)(c) and preceding word inserted (with effect in accordance with Sch. 12 para. 5(2) of
the amending Act) by Finance Act 2006 (c. 25), Sch. 12 para. 5(1)(b)

F12 Words in Sch. 4A para. 7(5)(c) substituted (with effect in accordance with Sch. 2 para. 22 of the amending
Act) by Finance Act 2008 (c. 9), Sch. 2 para. 7(2)(b)

The relevant underlying assets

8 (1) Where the interest disposed of is a right in relation to a specific fund or other defined
part of the settled property, the deemed disposal is of the whole or part of each of the
assets comprised in that fund or part.

In any other case the deemed disposal is of the whole or part of each of the assets
comprised in the settled property.

(2) Where the interest disposed of is an interest in a specific fraction or amount of the
income or capital of—

(a) the settled property, or
(b) aspecific fund or other defined part of the settled property,
the deemed disposal is of a corresponding part of each of the assets comprised in

the settled property or, as the case may be, each of the assets comprised in that fund
or part.

In any other case the deemed disposal is of the whole of each of the assets so
comprised.

(3) Sub-paragraphs (1) and (2) have effect subject to paragraph 13(4)(a) where the
identity of the underlying assets changes during the period between the beginning of
the disposal and its effective completion.

(4) Where part only of an asset is comprised in a specific fund or other defined part of
the settled property, that part of the asset shall be treated for the purposes of this
Schedule as if it were a separate asset.

Character of deemed disposal

9 (1) The deemed disposal shall be taken—

(a) to be for a consideration equal to the whole or, as the case may be, a
corresponding part of the market value of each of the assets concerned, and

(b) to be a disposal under a bargain at arm’s length.

(2) Sub-paragraph (1)(a) shall be read with paragraph 13(4)(b) where the value of the
assets changes during the period between the beginning of the disposal and its
effective completion.
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Avoidance of double-counting

10 (1) The provisions of this paragraph have effect to prevent there being both a deemed
disposal under this Schedule in relation to the disposal of an interest in settled
property and a chargeable disposal of the interest itself.

A “chargeable disposal” means one in relation to which section 76(1) does not apply.

(2) If there would be a chargeable gain on the disposal of the interest in the settlement,
then—

(a) if—
(1) the chargeable gain on the disposal of the interest would be greater
than the net chargeable gain on the deemed disposal, or
(i1) there would be no net chargeable gain on the deemed disposal,
the provisions of this Schedule as to a deemed disposal do not apply; and
(b) in any other case, the provisions of this Schedule as to a deemed disposal

apply and no chargeable gain is treated as accruing on the disposal of the
interest in the settlement.

(3) If there would be an allowable loss on the disposal of the interest in the settlement,
then—
(a) if there would be a greater net allowable loss on the deemed disposal, the
provisions of this Schedule as to a deemed disposal do not apply; and
(b) in any other case, the provisions of this Schedule as to a deemed disposal
apply and no allowable loss is treated as accruing on the disposal of the
interest in the settlement.

(4) If there would be neither a chargeable gain nor an allowable loss on the disposal of
the interest in the settlement, then—

(a) ifthere would be a net allowable loss on the deemed disposal, the provisions
of this Schedule as to a deemed disposal do not apply; and

(b) in any other case, the provisions of this Schedule as to a deemed disposal
apply.

(5) For the purposes of this paragraph—

(a) there is a net chargeable gain on a deemed disposal if the aggregate of the
chargeable gains accruing to the trustees in respect of the assets involved
exceeds the aggregate of the allowable losses so accruing; and

(b) there is a net allowable loss on a deemed disposal if the aggregate of the
allowable losses accruing to the trustees in respect of the assets involved
exceeds the aggregate of the chargeable gains so accruing.

Recovery of tax from person disposing of interest

11 (1) This paragraph applies where chargeable gains accrue to the trustees on the deemed
disposal and—
(a) tax becomes chargeable on and is paid by the trustees in respect of those
gains, or
(b) a person who is a settlor in relation to the settlement recovers from the
trustees under section 78 an amount of tax in respect of those gains.

(2) The trustees are entitled to recover the amount of the tax referred to in sub-
paragraph (1)(a) or (b) from the person who disposed of the interest in the settlement.
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(3) For this purpose the trustees may require an inspector to give that person a certificate
specifying—
(a) the amount of the gains in question, and
(b) the amount of tax that has been paid.

Any such certificate shall be conclusive evidence of the facts stated in it.

Meaning of “settlor”

12 The provisions of [**paragraphs 7 and 8(1), (3), (6) and (7) of Schedule 5] (meaning
of “settlor”) apply for the purposes of this Schedule as they apply for the purposes
of [“section 86].

Textual Amendments
F13 Words in Sch. 4A para. 12 substituted (with effect in accordance with Sch. 2 para. 22 of the amending
Act) by Finance Act 2008 (c. 9), Sch. 2 para. 7(3)(a)
F14 Words in Sch. 4A para. 12 substituted (with effect in accordance with Sch. 2 para. 22 of the amending
Act) by Finance Act 2008 (c. 9), Sch. 2 para. 7(3)(b)

Cases where there is a period between the beginning
of the disposal and its effective completion

13 (1) This paragraph applies in a case where there is a period between the beginning of the
disposal of an interest in settled property and the effective completion of the disposal.

(2) For the purposes of this Schedule—
(a) the beginning of the disposal is—
(1) in the case of a disposal involving the exercise of an option, when
the option is granted, and
(i1) in any other case of a disposal under a contract, when the contract
is entered into; and
(b) the effective completion of the disposal means the point at which the
person acquiring the interest becomes for practical purposes unconditionally
entitled to the whole of the intended subject matter of the disposal.

(3) Where this paragraph applies and the beginning of the disposal and its effective
completion fall in different years of assessment—

(a) the deemed disposal is treated as taking place in the year of assessment in
which the disposal is effectively completed;

(b) the condition in paragraph 5 (condition as to residence of trustees) is treated
as met if it is met in relation to either of those years of assessment or any
intervening year;

(c) the condition in paragraph 6 (condition as to residence of settlor) is treated
as met if it is met in relation to either or both of those years of assessment
or any intervening year; and

(d) the relevant period for the purposes of paragraph 7 (condition as to settlor
interest) is the period—

(i) beginning two years before the beginning of the first of those years
of assessment, and
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(i1) ending with the effective completion of the disposal.

(4) If the identity or value of the underlying assets changes during the period between
the beginning of the disposal and its effective completion, the following provisions
apply—

(a) an asset is treated as comprised in the settled property and, where relevant,
in any specific fund or other defined part of the settled property to which the
deemed disposal relates if it is so comprised at any time in that period;

(b) the market value of any asset for the purposes of the deemed disposal is taken
to be its highest market value at any time during that period.

(5) The provisions in sub-paragraph (4) do not apply to an asset if during that period it
is disposed of by the trustees under a bargain at arm’s length and is not reacquired.

Exception: maintenance funds for historic buildings

14 If the trustees of a settlement have elected that [F*508 of ITA 2007 (trustees' election
in respect of income arising from heritage maintenance property)| shall have effect
in the case of a settlement or part of a settlement in relation to a year of assessment,
this Schedule does not apply in relation to the settlement or part for that year.]

Textual Amendments
F15 Words in Sch. 4A para. 14 substituted (6.4.2007) by Income Tax Act 2007 (c. 3), s. 1034(1), Sch. 1
para. 344 (with Sch. 2)
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