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Corporation Tax Act 2009
2009 CHAPTER 4

PART 7

DERIVATIVE CONTRACTS

CHAPTER 7

CHARGEABLE GAINS ARISING IN RELATION TO DERIVATIVE CONTRACTS

Issuers of securities with embedded derivatives: deemed options

652 Introduction to sections 653 to 655

(1) Sections 653 to 655 apply to a derivative contract of a company for an accounting
period if each of conditions A to E is met.

(2) Condition A is that the derivative contract is a relevant contract to which the
company is treated as a party under section 585(2) (loan relationships with embedded
derivatives) because of a debtor relationship of the company.

(3) Condition B is that the derivative contract is treated as an option by section 585(3)
(contract treated as option, future or contract for differences).

(4) Condition C is that the underlying subject matter of the derivative contract is shares.

(5) Condition D is that at the time when the company became a party to the debtor
relationship—

(a) it was not carrying on a banking business or a business as a securities house, or
(b) if it was carrying on such a business, it did not become a party to the debtor

relationship in the ordinary course of that business.

(6) Condition E is that the company is not an excluded body.
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(7) In this section “option” is to be construed as if section 580(2) and (3) (meaning of
“option”) were omitted.

653 Shares issued or transferred as a result of exercise of deemed option

(1) Subsections (2) and (3) apply if—
(a) the option mentioned in section 652(3) is exercised at any time in the

accounting period, and
(b) shares are issued or transferred in fulfilment of the obligations under the

option (“the relevant disposal”).

(2) Section 144(2) of TCGA 1992 (exercise of options) applies to the relevant disposal
as if the [F1tax-adjusted carrying value] of the option at the time the company became
a party to the debtor relationship mentioned in section 652(2) were the consideration
for the grant of the option.

(3) So far as it would otherwise apply, section 17(1) of TCGA 1992 (deemed market value
consideration) does not apply to the relevant disposal.

Textual Amendments
F1 Words in s. 653(2) substituted (with effect in accordance with Sch. 7 Pt. 6 of the amending Act) by

Finance (No. 2) Act 2015 (c. 33), Sch. 7 para. 81

654 Payment instead of disposal on exercise of deemed option

(1) Subsection (2) applies if—
(a) the option mentioned in section 652(3) is exercised at any time in the

accounting period,
(b) no shares are issued or transferred in fulfilment of the obligations under the

option, and
(c) an amount is paid in fulfilment of those obligations.

(2) If —
(a) CV exceeds X, a chargeable gain equal to the amount of the excess is treated

as accruing to the company in the accounting period,
(b) X exceeds CV, an allowable loss equal to the amount of the excess is treated

as accruing to the company in the accounting period.

(3) In this section—
“CV” means—

(a) if the company was a party to the debtor relationship mentioned in
section 652(2) at the time it was created, the [F2tax-adjusted carrying
value] of the option at that time, or

(b) if the company became a party to that relationship at a later time, the
[F2tax-adjusted carrying value] of the option at that time,

“X” means the amount paid by the debtor in fulfilment of the obligations
under the debtor relationship reduced (but not below nil) by the fair value of
the host contract at the date on which the option is exercised, and

http://www.legislation.gov.uk/id/ukpga/2015/33
http://www.legislation.gov.uk/id/ukpga/2015/33/schedule/7/paragraph/81
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“the host contract” means the loan relationship to which the company is
treated as a party under section 415(2) (loan relationships with embedded
derivatives) because of the debtor relationship.

Textual Amendments
F2 Words in s. 654(3) substituted (with effect in accordance with Sch. 7 Pt. 6 of the amending Act) by

Finance (No. 2) Act 2015 (c. 33), Sch. 7 para. 82

655 Ceasing to be party to debtor relationship when deemed option not exercised

(1) Subsection (2) applies if the company ceases to be a party to the debtor relationship
mentioned in section 652(2) at a time when the option mentioned in section 652(3)
has not been exercised.

(2) The company is treated for the purposes of corporation tax on chargeable gains—
(a) as having acquired an asset for consideration of an amount equal to Y, and
(b) as having disposed of that asset for consideration of an amount equal to CV.

(3) In this section—
“CV” has the same meaning as in section 654,
“Y” means—

(a) if the company ceases to be a party to the debtor relationship as a
result of the redemption or repayment of the liability representing that
relationship, the amount paid by the company, or

(b) otherwise, the consideration given by the company on its ceasing to be
a party to that relationship,

in either case reduced (but not below nil) by the fair value of the host
contract at the date on which it so ceases, and

“the host contract” has the same meaning as in section 654.

http://www.legislation.gov.uk/id/ukpga/2015/33
http://www.legislation.gov.uk/id/ukpga/2015/33/schedule/7/paragraph/82
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