
Finance Act 2002 (c. 23)
SCHEDULE 9 – Chargeable gains: share exchanges and company reconstructions
Document Generated: 2023-05-27

1

Status:  This is the original version (as it was originally enacted).

S C H E D U L E S

SCHEDULE 9

CHARGEABLE GAINS: SHARE EXCHANGES AND COMPANY RECONSTRUCTIONS

PART 1

PROVISIONS REPLACING SECTIONS 135 AND 136 OF
THE TAXATION OF CHARGEABLE GAINS ACT 1992

Share exchanges
1 For section 135 of the Taxation of Chargeable Gains Act 1992 (exchange of securities

for those in another company) substitute—

“135 Exchange of securities for those in another company
(1) This section applies in the following circumstances where a company

(“company B”) issues shares or debentures to a person in exchange for shares
in or debentures of another company (“company A”).

(2) The circumstances are:
Case 1
Where company B holds, or in consequence of the exchange will hold,
more than 25% of the ordinary share capital of company A.
Case 2
Where company B issues the shares or debentures in exchange for
shares as the result of a general offer—

(a) made to members of company A or any class of them (with or
without exceptions for persons connected with company B),
and

(b) made in the first instance on a condition such that if it were
satisfied company B would have control of company A.

Case 3
Where company B holds, or in consequence of the exchange will hold,
the greater part of the voting power in company A.

(3) Where this section applies, sections 127 to 131 (share reorganisations etc)
apply with the necessary adaptations as if company A and company B were
the same company and the exchange were a reorganisation of its share
capital.

(4) In this section “ordinary share capital” has the meaning given by
section 832(1) of the Taxes Act and also includes—
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(a) in relation to a unit trust scheme, any rights that are treated by
section 99(1)(b) of this Act (application of Act to unit trust schemes)
as shares in a company, and

(b) in relation to a company that has no share capital, any interests in
the company possessed by members of the company.

(5) This section applies in relation to a company that has no share capital as if
references to shares in or debentures of the company included any interests
in the company possessed by members of the company.

(6) This section has effect subject to section 137(1) (exchange must be for bona
fide commercial reasons and not part of tax avoidance scheme).”.

Scheme of reconstruction involving issue of securities
2 For section 136 of the Taxation of Chargeable Gains Act 1992 (c. 12) (reconstruction

or amalgamation involving issue of securities) substitute—

“136 Scheme of reconstruction involving issue of securities
(1) This section applies where—

(a) an arrangement between a company (“company A”) and—
(i) the persons holding shares in or debentures of the company,

or
(ii) where there are different classes of shares in or debentures

of the company, the persons holding any class of those
shares or debentures,

is entered into for the purposes of, or in connection with, a scheme
of reconstruction, and

(b) under the arrangement—
(i) another company (“company B”) issues shares or

debentures to those persons in respect of and in proportion
to (or as nearly as may be in proportion to) their relevant
holdings in company A, and

(ii) the shares in or debentures of company A comprised in
relevant holdings are retained by those persons or are
cancelled or otherwise extinguished.

(2) Where this section applies—
(a) those persons are treated as exchanging their relevant holdings

in company A for the shares or debentures held by them in
consequence of the arrangement, and

(b) sections 127 to 131 (share reorganisations etc) apply with the
necessary adaptations as if company A and company B were the
same company and the exchange were a reorganisation of its share
capital.

For this purpose shares in or debentures of company A comprised
in relevant holdings that are retained are treated as if they had been
cancelled and replaced by a new issue.

http://www.legislation.gov.uk/id/ukpga/1992/12
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(3) Where a reorganisation of the share capital of company A is carried out for
the purposes of the scheme of reconstruction, the provisions of subsections
(1) and (2) apply in relation to the position after the reorganisation.

(4) In this section—
(a) “scheme of reconstruction” has the meaning given by Schedule 5AA

to this Act;
(b) references to “relevant holdings” of shares in or debentures of

company A are—
(i) where there is only one class of shares in or debentures of

the company, to holdings of shares in or debentures of the
company, and

(ii) where there are different classes of shares in or debentures
of the company, to holdings of a class of shares or
debentures that is involved in the scheme of reconstruction
(within the meaning of paragraph 2 of Schedule 5AA);

(c) references to shares or debentures being retained include their being
retained with altered rights or in an altered form, whether as the
result of reduction, consolidation, division or otherwise; and

(d) any reference to a reorganisation of a company’s share capital is to
a reorganisation within the meaning of section 126.

(5) This section applies in relation to a company that has no share capital as if
references to shares in or debentures of the company included any interests
in the company possessed by members of the company.

(6) This section has effect subject to section 137(1) (scheme of reconstruction
must be for bona fide commercial reasons and not part of tax avoidance
scheme).”.

Meaning of “scheme of reconstruction”
3 After Schedule 5A to the Taxation of Chargeable Gains Act 1992 insert—

“SCHEDULE
5AA

MEANING OF “SCHEME OF RECONSTRUCTION”

Introductory
1 In section 136 “scheme of reconstruction” means a scheme of merger,

division or other restructuring that meets the first and second, and either
the third or the fourth, of the following conditions.

First condition: issue of ordinary share capital
2 The first condition is that the scheme involves the issue of ordinary share

capital of a company (“the successor company”) or of more than one
company (“the successor companies”)—

(a) to holders of ordinary share capital of another company (“the
original company”) or, where there are different classes of
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ordinary share capital of that company, to holders of one or more
classes of ordinary share capital of that company (the classes
“involved in the scheme of reconstruction”), or

(b) to holders of ordinary share capital of more than one other
company (“the original companies”) or, where there are
different classes of ordinary share capital of one or more of the
original company or companies, to holders of ordinary share
capital of any of those companies or of one or more classes of
ordinary share capital of any of those companies (the classes
“involved in the scheme of reconstruction”),

and does not involve the issue of ordinary share capital of the successor
company, or (as the case may be) any of the successor companies, to
anyone else.

Second condition: equal entitlement to new shares
3 (1) The second condition is that under the scheme the entitlement of any

person to acquire ordinary share capital of the successor company or
companies by virtue of holding relevant shares, or relevant shares of
any class, is the same as that of any other person holding such shares or
shares of that class.

(2) For this purpose “relevant shares” means shares comprised—
(a) where there is one original company, in the ordinary share

capital of that company or, as the case may be, in the ordinary
share capital of that company of a class involved in the scheme
of reconstruction;

(b) where there is more than one original company, in the ordinary
share capital of any of those companies or, as the case may be,
in the ordinary share capital of any of those companies of a class
involved in the scheme of reconstruction.

Third condition: continuity of business
4 (1) The third condition is that the effect of the restructuring is—

(a) where there is one original company, that the business or
substantially the whole of the business carried on by the
company is carried on—

(i) by a successor company which is not the original
company, or

(ii) by two or more successor companies (which may
include the original company);

(b) where there is more than one original company, that all or part
of the business or businesses carried on by one or more of the
original companies is carried on by a different company, and the
whole or substantially the whole of the businesses carried on by
the original companies are carried on—

(i) where there is one successor company, by that company
(which may be one of the original companies), or
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(ii) where there are two or more successor companies, by
those companies (which may be the same as the original
companies or include any of those companies).

(2) The reference in sub-paragraph (1)(a)(ii) or (b)(ii) to the whole or
substantially the whole of a business, or businesses, being carried on by
two or more companies includes the case where the activities of those
companies taken together embrace the whole or substantially the whole
of the business, or businesses, in question.

(3) For the purposes of this paragraph a business carried on by a company
that is under the control of another company is treated as carried on by
the controlling company as well as by the controlled company.

Section 840 of the Taxes Act (meaning of “control”) applies for the
purposes of this sub-paragraph.

(4) For the purposes of this paragraph the holding and management of
assets that are retained by the original company, or any of the original
companies, for the purpose of making a capital distribution in respect of
shares in the company shall be disregarded.

In this sub-paragraph “capital distribution” has the same meaning as in
section 122.

Fourth condition: compromise or arrangement with members
5 The fourth condition is that—

(a) the scheme is carried out in pursuance of a compromise or
arrangement—

(i) under section 425 of the Companies Act 1985 or Article
418 of the Companies (Northern Ireland) Order 1986, or

(ii) under any corresponding provision of the law of a
country or territory outside the United Kingdom, and

(b) no part of the business of the original company, or of any of the
original companies, is transferred under the scheme to any other
person.

Preliminary reorganisation of share capital to be disregarded
6 Where a reorganisation of the share capital of the original company, or

of any of the original companies, is carried out for the purposes of the
scheme of reconstruction, the provisions of the first and second conditions
apply in relation to the position after the reorganisation.

Subsequent issue of shares or debentures to be disregarded
7 An issue of shares in or debentures of the successor company, or any of

the successor companies, after the latest date on which any ordinary share
capital of the successor company, or any of them, is issued—

(a) in consideration of the transfer of any business, or part of a
business, under the scheme, or



6 Finance Act 2002 (c. 23)
SCHEDULE 9 – Chargeable gains: share exchanges and company reconstructions

Document Generated: 2023-05-27
Status:  This is the original version (as it was originally enacted).

(b) in pursuance of the compromise or arrangement mentioned in
paragraph 5(a),

shall be disregarded for the purposes of the first and second conditions.

Interpretation
8 (1) In this Schedule “ordinary share capital” has the meaning given by

section 832(1) of the Taxes Act and also includes—
(a) in relation to a unit trust scheme, any rights that are treated

by section 99(1)(b) of this Act (application of Act to unit trust
schemes) as shares in a company, and

(b) in relation to a company that has no share capital, any interests
in the company possessed by members of the company.

(2) Any reference in this Schedule to a reorganisation of a company’s share
capital is to a reorganisation within the meaning of section 126.”.


