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Update

Reform of corporation tax loss relief

Set out below is a brief summary of the measures, which are 

subject to any changes made during the passage of the Bill 

through Parliament. The changes apply from 1 April 2017.

Background
Tax losses arising before 1 April 2017 can be carried forward 

and offset against certain specific types of profits arising in the 

same company. For example, carried forward trading losses can 

only be offset against future profits arising from the same trade, 

in the same company. However, there is no cap on the amount 

of profit that can be relieved by carried forward losses in any 

given period.

Changes from 1 April 2017
The key changes are that:

1.  Most losses arising from 1 April 2017 will be carried forward 

and it will be possible to offset these against most types of 

profits, irrespective of which activity the losses arose from. It 

will also be possible to offset brought-forward losses against 

taxable profits of other group companies (and consortia).

However, where a trade becomes small or negligible, trade 

losses will only be available to carry forward to offset against 

profits of the same trade. In addition, companies will only be 

able to surrender carried-forward losses to group companies 

where the surrendering company had assets capable of 

producing income.

2.  The amount of profit that can be relieved by carried forward 

losses will be capped at 50% from 1 April 2017, once a £5 

million annual allowance for each group is exceeded.

The changes therefore provide one relaxation of the existing 

rules, but also one restriction. 

Whilst the 50% cap will apply to all carried-forward losses, 

irrespective of when they arose, the enhanced flexibility offered 

will only apply to losses arising from 1 April 2017. The rules 

relating to capital losses are unchanged. 

The £5 million annual allowance will be applied on a group 

basis and group members will be able to choose which 

companies benefit from the allowance.

Various anti-avoidance measures will prevent manipulation of 

the new regime.

Specific sectors
For banks, relief for certain carried-forward losses which arose 

before 1 April 2015 is already capped at 50% of the company’s 

relevant profits, subject to a cumulative £25 million allowance 

giving full relief to building societies and a 100% relief for ‘new 

entrant banks’, for losses incurred within the first five years of 

banking activity. The 2016 Finance Act further restricted relief to 

25% of profits from 1 April 2016.

The new 50% cap on carried-forward losses will only apply to 

carried-forward losses outside the scope of the existing bank 

loss restriction. Losses outside the scope of the existing 

restriction include those covered by the £25 million allowance 

for building societies and the relief for new entrant banks. 

The Finance Bill includes specific provisions in respect 

of insurance businesses and creative industries.

Significant changes to corporation tax loss relief were announced in the 2016 Budget. Following 
consultation, the legislation to implement these changes is included in the Finance Bill currently before 
Parliament, which will become the Finance (No. 2) Act 2017. 
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Companies ceasing to trade and companies 
in liquidation
Companies which are ceasing to trade will be entitled to offset 

any remaining carried-forward trade losses against profits arising 

in the last 36 months of trade. However, whilst post-April 2017 

losses will be offset against total profits, pre-April 2017 losses 

will be restricted such that they will only be offset against profits 

of the same trade.

Under these new provisions, carried-forward losses cannot be 

offset against profits of accounting periods beginning before 

1 April 2017. However, the existing terminal loss relief rules, 

which provide relief for losses incurred in the 12 months before 

ceasing to trade, are unchanged and will continue to apply 

both for losses arising before April 2017 and losses arising after 

this date.

The original consultation document suggested that a company’s 

losses might expire when it went into liquidation. However, the 

Government’s response to the consultation confirms that this 

will not be the case.

For further information please contact your usual 

Moore Stephens adviser. 

www.moorestephens.co.uk
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