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We have used reasonable care and skill in assembling the information in this update. However, the information presented canno t be 
tailored to personal circumstances or particular situations. There may also be factors relevant to you which fall outside the scope of th is 
publication. Accordingly, the material presented does not constitute personal or business advice. You should not rely solely on this 
update to make (or refrain from making) any decision or take (or refrain from taking) any action. 

 

If you are within the scope of corporation tax, 
you may be aware that the rules are changing 
from 1 April 2023. From that date, a company 
will pay corporation tax at the small profits 
rate of 19% if its profits are below the lower 
profits limit, whereas a company will pay 
corporation tax at the main rate of 25% if its 
profits exceed the upper limit. Where profits 
fall between the two limits, corporation tax is 
payable at the rate of 25%, as reduced by 
marginal relief. 

What are the upper and lower limits? 
For a 12-month accounting period, the lower limit 
for a company with no associated companies is 
£50,000 and the upper limit is £250,000. Where a 
company has one or more associated companies, 
these limits are divided by the number of 
associated companies plus one.  

The following table shows the limits that apply for 
a 12-month accounting period where a company 
has between 0 and 5 associated companies. 

Number of 
associated 
companies 

Lower limit Upper limit 

0 £50,000 £250,000 

1 £25,000 £125,000 

2 £16,667 £83,333 

3 £12,500 £62,500 

4 £10,000 £50,000 

5 £8,333 £41,667 

 

The limits are proportionately reduced where the 
accounting period is less than 12-months. 

What is an Associated Company? 
A new definition of ‘associated company’ applies 
for the purposes of working out the upper and 
lower limits from 1 April 2023 onwards. You will 
need to use this definition to work out whether, 
and if so how many, associated companies you 
have in order to determine the lower limit and 
upper limit that apply to you. 

A company is associated with another company in 
an accounting period if it meets the definition of an 

associated company for any part of the 
accounting period. The companies do not need to 
be associated for the whole accounting period to 
be taken into account.  

A company is an associated company of another 
at any time when: 

•  one of the two has control of the other; or 
•  both are under the control of the same 

person. 

Where a company has two or more associated 
companies, each company is counted to 
determine the number of associates that the 
company has, even if the companies are 
associated for different parts of the accounting 
period. For example, if a company with a 12-
month accounting period to 31 March 2024 is 
associated with one company from 1 April 2023 to 
31 May 2023 and with another company from 1 
January 2024 to 31 March 2024, the company has 
two associated companies, even though the 
periods for which they are associated do not 
overlap.  

However, a company is ignored in determining the 
number of associates that a company has if: 

•  it has not carried on a trade or business at 
any time in the accounting period; or  

•  if it was an associated company for only 
part of the accounting period and has not 
carried on a trade or any business during 
that part of the accounting period.  

A company which carries on a business of making 
investments in an accounting period and which 
does not carry on a trade, has at least one 51% 
subsidiary and is a passive company is treated as 
not carrying on a business in an accounting period 
(and can be ignored when counting associated 
companies). 

 

The meaning of ‘Control’. 
The definition of ‘control’ is that which applies for 
the purposes of the close companies rules.  

Under this definition, a person is treated as having 
control over a company if that person exercises, is 
able to exercise or is entitled to acquire, direct or 
indirect control of the company’s affairs.  

SPOTLIGHTSERIES

What is an Associated Company?

1



 

 

We have used reasonable care and skill in assembling the information in this update. However, the information presented canno t be 
tailored to personal circumstances or particular situations. There may also be factors relevant to you which fall outside the scope of th is 
publication. Accordingly, the material presented does not constitute personal or business advice. You should not rely solely on this 
update to make (or refrain from making) any decision or take (or refrain from taking) any action. 

 

In particular, a person is treated as having control 
of a company if the person possesses or is 
entitled to acquire: 

•  the greater part of the share capital or 
issued share capital of the company; 

•  the greater part of the voting power in the 
company; 

•  so much of the issued share capital of the 
company as would, on the assumption 
that the whole of the income of the 
company were distributed among 
participators, entitle that person to receive 
the greater amount so distributed; or 

•  such rights as would entitle that person, in 
the event of the winding up of the 
company or in any other circumstances, 
to receive the greater part of the assets of 
the company which would then be 
available for distribution among the 
participators.  

If two or more person together satisfy any of the 
above tests, then they are treated as having 
control of the company.  

 

Attribution of rights 
In determining whether a person has control over 
a company, you must also take into account 
anything that are person is entitled to acquire at a 
future date and anything which the person will at a 
future date be entitled to acquire. 

If a person possesses any rights and powers on 
behalf of another person or may be required to 
exercise any rights or powers on another person’s 
direction or behalf, those rights and powers are 
attributed to that other person. 

The following rights and powers are also 
attributed to a person: 

•  all the rights and powers of a company 
which a person has, or the person and an 
associated have, control; 

•  all the rights and powers of two or more 
such companies; 

•  all the rights and powers of an associate 
of the person; and 

•  all the rights and powers of two or more 
associates of the person. 

 
Fixed rate preference shares 
In determining whether a company is under the 
control of another company, fixed rate preference 
shares are ignored if the company holding them is 
not a close company, takes no part in the 
management or conduct of the company that 
issued the shares or in the management or 
conduct of its business and subscribed for the 
shares in the ordinary course of a business which 
includes the provision of finance. 

 
The implications 
Clearly, if you are forecasting to produce 
significant profits for your company(ies) next year, 
and you have one or more Associated 
Companies, there is an opportunity to restructure 
your activities to minimise any loss of marginal 
relief. 

We can help. 

If, after reading this update, you would like to 
discuss this opportunity for your companies, 
please call. 

And don’t forget, if we can help you achieve 
corporation tax savings for 2023-24, by 
restructuring your companies, these tax savings 
will be ongoing. 
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