Tax Reporting for Binary Options Activity in the UK
1. Introduction: Understanding Binary Options and UK Tax

Binary options represent a specific type of financial product where the payoff
depends entirely on a yes/no proposition regarding the price movement of an
underlying asset (such as shares, currencies, commodities, or indices) within a
predetermined, often very short, timeframe.’ The outcome is binary: if the prediction is
correct, the investor receives a fixed, pre-agreed payout; if incorrect, the investor
typically loses their entire stake." This fixed-risk, fixed-reward structure distinguishes
them from traditional options or other forms of trading where profit or loss potential
can vary significantly based on the magnitude of price movements.’

The regulatory landscape surrounding binary options in the United Kingdom has
undergone significant changes. Since 3 January 2018, any firm offering binary options
services within the UK must be authorised and regulated by the Financial Conduct
Authority (FCA).? Prior to this, such products were often overseen by the Gambling
Commission.” However, a critical development impacting UK individuals is the FCA's
implementation of a permanent ban on the sale, marketing, and distribution of binary
options to retail consumers.* This ban, which followed and extended a temporary
measure by the European Securities and Markets Authority (ESMA), effectively
prohibits regulated firms from offering these products to the general public in the UK.*

This regulatory prohibition has profound practical implications. It means that any UK
retail individual currently engaging in what they believe to be binary options trading is
likely interacting either with an unauthorised firm operating illegally, potentially based
overseas, or they may be misidentifying the financial product they are using (for
example, it might be a Contract for Difference (CFD) or a form of spread betting
offered by a regulated provider). The market has unfortunately been associated with a
high number of scams and fraudulent operators, making it crucial for individuals to
verify the authorisation status of any platform they consider using.®* Engaging with
unlicensed operators carries significant risks, including the potential loss of funds with
little prospect of recovery.®

From a tax perspective, the treatment of profits or losses arising from binary options
activities in the UK is notably complex and lacks definitive statutory clarification. The
core issue revolves around whether HM Revenue & Customs (HMRC) views the activity
as gambling (typically tax-free for individuals) or as financial trading (potentially
subject to Income Tax).” This determination is not always straightforward and depends
heavily on the specific facts and circumstances of the individual's activities.’



The objective of this report is to provide clarity on HMRC's likely approach to the
taxation of binary options for UK individual taxpayers. It will outline the potential tax
treatments, explain the criteria HMRC uses for classification (particularly the "Badges
of Trade"), detail the reporting requirements under different scenarios via the Self
Assessment system, and offer guidance on compliance, all within the context of the
current regulatory environment.
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2. HMRC's Perspective on Binary Options

HMRC's stance on the tax treatment of binary options is not codified in specific
legislation targeting these instruments but is derived from general principles applied
to gambling, trading, and financial transactions. The department's interpretation often
leans towards classifying the activity, when undertaken by private individuals in typical
scenarios, as betting or gambling.” This view is particularly likely when the activity
involves straightforward predictions on price movements (up or down) offered by
platforms framing the transactions as fixed-odds bets.’

A crucial distinction is drawn between binary options and traditional financial options.
HMRC considers traditional options, which confer the right (but not the obligation) to
buy or sell an underlying asset at a specific price within a set period, to be chargeable
assets in themselves, possessing intrinsic value.” Gains or losses from dealing in
traditional options are generally subject to Capital Gains Tax (CGT) rules under the
Taxation of Chargeable Gains Act 1992 (TCGA92).° HMRC explicitly disagrees with
classifying binary options as 'options' in this established financial and tax sense,
primarily because they typically do not grant such rights over the underlying asset
and function more like a wager on a price event.’

The regulatory shift bringing binary options under FCA oversight from 2018 onwards
adds a layer of potential nuance. An update to HMRC guidance (Excise Notice 451a)
around that time indicated that, from 4 January 2018, dealing in binary options would
be considered a regulated activity and taxed as spread bets for the purposes of
General Betting Duty, rather than as general bets.” While this notice primarily
concerns the duty levied on operators, it raises questions about whether HMRC might,
in certain assessments of individual activity, align the tax treatment more closely with
that of spread betting. Spread betting profits for individuals are generally tax-free,
unless the activity constitutes the person's main source of income, in which case it
could be taxed as trading income.’ This differs slightly from the pure gambling
interpretation (always tax-free for the individual) and the formal trading interpretation
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(taxable income based on Badges of Trade). While the default view often remains
gambling unless clear commercial intent is present ’, the specific mention of spread
bet alignment post-regulation introduces a potential intermediate consideration,
possibly influenced by the nature of the platform and the individual's overall activities.

Ultimately, HMRC's determination in any specific case rests on a holistic assessment
of the facts and circumstances.’ Key factors include the nature of the transactions,
the frequency and organisation of the activity, the intention behind it (speculation vs.
commercial purpose, such as hedging), and the overall pattern.” Where the possibility
of trading arises, HMRC utilises the "Badges of Trade" framework as a key tool to
evaluate the activity's characteristics.

3. Tax Treatment: Is it Gambling or Trading?

The central question determining the UK tax liability for binary options activity is
whether HMRC classifies it as gambling or as financial trading. These two
classifications lead to fundamentally different tax outcomes.

Scenario 1: Gambling/Betting Treatment

If HMRC considers an individual's binary options activity to be gambling or betting, the
resulting profits or winnings are entirely tax-free in the UK."® This exemption applies
irrespective of the amount won or the frequency of the activity. Furthermore, HMRC
does not distinguish between casual bettors and individuals who might consider
themselves 'professional’ gamblers; winnings remain untaxed in either case.”” The
rationale behind this long-standing principle is that if winnings were taxable, losses
would logically need to be allowable for tax relief, a position HMRC wishes to avoid for
personal gambling activities.”

The corollary to tax-free winnings is that any losses incurred from activities classified
as gambling cannot be claimed as tax relief.” They cannot be offset against other
income (like salary) or against capital gains arising from other investments.

Regarding reporting, tax-free gambling winnings do not need to be declared to HMRC
on a Self Assessment tax return.”” While some conflicting advice has appeared on
HMRC's own community forums in the past, the established and confirmed position
from HMRC administrators is that such winnings are not reportable.” This aligns with
the general understanding that activities outside the scope of taxation do not require
declaration on the return.

Factors supporting a gambling classification include isolated or purely speculative



transactions.” The inherent structure of many binary options - a simple yes/no
prediction on a future event with fixed odds and a fixed payout - aligns closely with
HMRC's concept of a bet.’

Scenario 2: Financial Trading Treatment

In certain circumstances, HMRC may conclude that an individual's binary options
activity goes beyond mere gambling and constitutes a financial trade. This
assessment is made by reference to the "Badges of Trade," a set of indicators
developed through decades of case law.” Trading status is more likely if the activity is
conducted frequently, systematically, and with a degree of organisation typically
associated with a business.' A clear intention to profit commercially, rather than just
speculatively, is a key indicator.” This might involve using binary options strategically,
for example, to hedge against risks in other investment portfolios, or employing
sophisticated analysis and significant resources.’

The Badges of Trade Explained:

The Badges of Trade provide a framework, not a rigid checklist, for determining
whether trading exists."® HMRC considers the overall picture presented by the badges,
and no single badge is conclusive.” The nine commonly cited badges are summarised
below:

Table 1: Badges of Trade Summary

Badge Meaning Considerations for Binary
Options Activity

1. Profit-seeking motive An intention to make a profit Essential for trading, but also
supports trading, but is not present in gambling. HMRC
conclusive on its own. looks for commercial intent

beyond simple speculation.” Is
the activity part of a wider
business strategy? '’

2. The number (frequency) Systematic and repeated High frequency can indicate
of transactions transactions support trading. trading '®, but HMRC

acknowledges this badge has
limited relevance for
share/financial transactions
where investors might also




trade frequently.?” The pattern
and regularity matter more
than just volume."’

3. The nature of the asset

Is the asset typically held for
investment/personal
enjoyment, or primarily for
resale?

Binary options themselves
yield no income (like
dividends) and offer no 'pride
of possession”?° Their nature
is inherently speculative and
short-term, potentially leaning
towards trading if other
badges align, but also
consistent with gambling.

4. Existence of similar
trading transactions

Transactions similar to an
existing trade are more likely
to be trading.

Does the individual engage in
other financial trading
activities? Is there a
connection or common

strategy? '’

5. Changes to the asset

Modifying or improving an
asset to make it more saleable
suggests trading.

Generally not applicable to
binary options, which are
contracts rather than physical

assets that can be modified.?°

6. The way the sale was
carried out

Was the asset sold using
methods typical of trading
organisations (e.g., marketing,
dedicated platform)?

Using sophisticated trading
platforms, employing specific
strategies, or marketing
services could point towards
trading.'” However, simply
using a common online
platform may not be indicative
on its own.

7. The source of finance

Borrowing funds specifically
to finance the activity,
especially short-term, can

indicate trading."

Financing the activity through
dedicated business funds or
loans might suggest trading,
whereas using personal
disposable income might lean
more towards gambling or

investment."’

8. Interval of time between

Short holding periods are

Binary options are inherently




typical of trading; longer short-term, often expiring

periods suggest investment.'®

purchase and sale
within minutes or hours." This
aligns with trading, but again,
is also characteristic of
short-term betting. Therefore,
this badge alone is less
decisive for binary options.??

9. Method of acquisition Assets acquired by purchase Binary options are always
specifically for resale suggest acquired by purchase (paying
trading; inheritance/gifts do the premium/stake). This is
not.2° neutral; the intention at the

time of acquisition is more
relevant (Badge 1)."7

It is important to recognise that HMRC's own internal guidance acknowledges
limitations when applying the Badges of Trade to financial instruments like shares or
options.” Factors such as frequency of transactions or the level of organisation might
be less significant than for other types of potential trades. Case law, such as Salt v
Chamberlain, demonstrates that even where several badges appear present, an
activity involving financial instruments might still be classified as investment (or, by
extension, potentially gambling) rather than trading if the overall impression supports
that view.” The focus often shifts towards the individual's motive, sophistication, and
whether the activity forms part of a commercial enterprise.’

If HMRC determines that the binary options activity constitutes a trade, the resulting
profits are subject to Income Tax."” A potential advantage of trading status is that
losses incurred in the trade may be available for relief, potentially offset against other
income of the same or future tax years, subject to specific tax rules."”

Comparison Table

The following table summarises the likely UK tax treatment for individuals engaging in
binary options compared to related financial activities:

Table 2: UK Tax Treatment Comparison for Individuals

on

2

Activity HMRC's Tax Loss Relief Reporting Key
Likely Treatment Available? Required Distinctions
Classificati of Profits (Generally) / Notes




Binary
Options
(Typical)

Gambling/Be
tting

Tax-Free °

No '

No15

Fixed
outcome
bet; HMRC
distinguishes
from
traditional
options.’
FCA ban on
retail sales.”

Binary
Options (If
Trading)

Trading
(based on
Badges of
Trade)

Income Tax
17

Yes (subject
to rules) "’

Yes (Self

Assessment)
24

Requires
systematic,
commercial
activity
beyond
speculation.”

Spread
Betting

Gambling
(unless main
income
source)

Tax-Free
(unless main

income) '

No (if
tax-free)

No (if
tax-free)

Bet on price
movement
per point; no
asset
ownership.
Taxable as
trade if
primary
income.”

Contracts
for
Difference
(CFDs)

Generally
Capital Gains

Capital Gains
Tax '

Yes (offset
against
gains) %

Yes (if gains
exceed AEA
or proceeds

> £50k) %'

Derivative
contract; no
asset
ownership.
Stamp Duty

exempt.”

Traditional
Options
(Shares
etc.)

Capital Gains

Capital Gains
Tax ®

Yes (offset
against
gains)

Yes (if gains
exceed AEA
or proceeds

> £50k) %'

Right to
buy/sell
underlying
asset;
treated as
chargeable

asset.®

4. Tax Liabilities if Classified as Trading




Should HMRC determine that an individual's binary options activities constitute a
trade, specific tax liabilities arise, primarily under Income Tax. While Capital Gains Tax
(CGT) is generally considered unlikely for standard binary options, understanding its
principles is useful for context and comparison.

A. Income Tax

If binary options activity is classified as a trade, the profits generated are treated as
trading income." This income is added to the individual's other taxable income for the
tax year (such as employment earnings, pension income, or rental profits) and is
subject to Income Tax at the individual's marginal rate.”

Calculating Trading Profits/Losses:

The taxable profit (or allowable loss) from the trade is calculated by deducting allowable
business expenses from the gross trading income received during the tax year (typically 6
April to 5 April).30 Accurate record-keeping is fundamental to this process.18 In some cases,
certain expenses incurred before the trade officially commenced ("pre-trading expenses")
may also be deductible, provided they meet the criteria of being incurred wholly and
exclusively for the purposes of the trade and would have been allowable if incurred after
trading started.30

The Trading Allowance:

For individuals with relatively small amounts of trading income, the UK tax system offers a
£1,000 trading allowance per tax year.25 This allowance applies to the gross income (before
expenses) from all trading and miscellaneous sources combined.

e Full Relief: If an individual's total gross trading income for the tax year is £1,000
or less, the trading allowance provides full relief.* This means the income is
entirely tax-free. In this situation, the individual generally does not need to
register for Self Assessment or declare the income to HMRC, unless they are
required to file a tax return for other reasons (e.g., other significant untaxed
income, claiming certain benefits requiring proof of self-employment).* Even if
income is below £1,000, if a Self Assessment return is already being filed, the
trading activity and the claim for the allowance should still be noted on the return
for completeness.?

e Partial Relief: If an individual's total gross trading income exceeds £1,000, they
face a crucial decision.” They must choose either to deduct the £1,000 trading
allowance from their gross income or to deduct their actual allowable business
expenses calculated under the normal rules. It is not possible to claim both.*' The
optimal choice depends on which method results in a lower taxable profit. If
actual allowable expenses are less than £1,000, claiming the trading allowance
will be more beneficial. Conversely, if actual expenses exceed £1,000, claiming
those expenses will result in a lower tax bill.** This highlights the necessity of



tracking expenses accurately even if the trading allowance might ultimately be
claimed.

Restrictions: The trading allowance cannot be used against income received
from certain connected parties, such as an employer, the employer of a
spouse/civil partner, a partnership where the individual or a connected person is a
partner, or a company controlled by the individual or a connected person.?
Additionally, the trading allowance cannot be used to create or increase a trading
loss; it can only reduce profits down to zero.*

Allowable Expenses (if not using Trading Allowance):

If the trading allowance is not claimed (either because gross income is over £1,000 and actual
expenses are higher, or due to restrictions), the individual can deduct allowable business
expenses from their trading income. For binary options trading, potentially relevant expenses
might include:

Platform fees or commissions (if not already netted off income).

Subscriptions to specialist trading software or data feeds.

Costs of relevant training courses (though HMRC scrutiny applies).

Potentially, a proportion of home office running costs (e.g., heat, light) if a specific
area of the home is used exclusively and regularly for the trading activity, meeting
HMRC's strict criteria.?® All claimed expenses must be incurred "wholly and
exclusively" for the purposes of the trade.*® Costs with a dual private and
business purpose are generally not allowable unless the business element can be
clearly separated. Costs like company formation or fines are typically
disallowed.*

Income Tax Rates and Bands:

The taxable trading profit (after deducting either the trading allowance or actual expenses) is
added to the individual's other income to determine their total taxable income. This total
income is then taxed according to the applicable UK Income Tax bands and rates.

Table 3: UK Income Tax Rates & Bands (2024/25 Tax Year)

Band Taxable Income Tax Rate
Personal Allowance Up to £12,570* 0%
Basic Rate £12,571 to £50,270 20%
Higher Rate £50,271 to £125,140 40%
Additional Rate Over £125,140 45%




*The Personal Allowance is reduced by £1 for every £2 of adjusted net income over
£100,000, meaning it is zero for income over £125,140.%

Source: ¥

B. Capital Gains Tax (CGT)

Capital Gains Tax (CGT) applies to the profit (‘gain’) realised when an individual
'disposes of' a chargeable asset that has increased in value.** A disposal includes
selling, gifting, swapping, or receiving compensation for an asset.*> Common
chargeable assets include shares, securities, business assets, and property (other
than one's main home in most circumstances).*°

Likelihood for Binary Options:

It is generally considered unlikely that profits from typical binary options activities would be
subject to CGT.7 As discussed earlier, HMRC does not usually view binary options as
traditional options or securities that constitute chargeable assets for CGT purposes.7 The
standard HMRC approach treats them as either gambling (tax-free) or trading (subject to
Income Tax). This contrasts sharply with traditional options traded on exchanges, where CGT
is the default tax treatment for gains realised by investors.8 While hypothetical scenarios
involving highly unusual binary option contracts structured to mimic securities could
potentially attract CGT, this falls outside the norm.

CGT Basics (for context):

Although unlikely to apply directly to binary options, understanding the basics of CGT is
important for overall tax awareness, especially given recent changes that make other gains
more likely to be taxed.

e CGT Annual Exempt Amount (AEA): Each individual has an annual exempt
amount (AEA), which is the amount of capital gains they can realise in a tax year
without paying any CGT. For the 2024/25 tax year (and planned for 2025/26), the
AEA for individuals is £3,000." This represents a significant reduction from
previous years; it was £6,000 in 2023/24 and £12,300 in 2022/23 and prior." The
AEA for most trusts is half the individual amount, i.e., £1,500.’ The AEA cannot be
carried forward if unused and cannot be transferred between individuals (except
between spouses/civil partners on the transfer of assets).*

e CGT Rates: The rate of CGT payable on gains exceeding the AEA depends on the
type of asset disposed of and the individual's overall taxable income (including
the gains added on top). Recent changes announced in the Autumn Budget 2024,
effective from 30 October 2024, increased the rates for most assets.

Table 4: UK Capital Gains Tax Rates & AEA (2024/25 Tax Year)



Feature

Amount / Rate

Notes

Annual Exempt Amount
(AEA)

£3,000 (Individuals) <br>
£1,500 (Trusts)

Per tax year. Use it or lose it.*?
Reduced from £6,000 in
2023/24."

CGT Rate on Residential
Property Gains

18% (if total income + gains
fall within basic rate band)
<br> 24% (if total income +
gains exceed basic rate band)

Rates effective from 6 April
2024 (higher rate reduced
from 28%)." Does not apply
to main homes qualifying for
Private Residence Relief.

CGT Rate on Other
Chargeable Assets (e.g.,
shares, non-property
business assets)

Disposals up to 29 Oct
2024: <br> 10% (basic rate
band) <br> 20%
(higher/additional rate band)
<br> Disposals on/after 30
Oct 2024: <br> 18% (basic
rate band) <br> 24%
(higher/additional rate band)

Significant rate increase
effective 30 Oct 2024."

CGT Rate on Carried
Interest

18% (basic rate band) <br>
28% (higher rate band)

Specific rules for investment
fund managers.*’ Set to
change to 32% from April
2025, then Income Tax from
April 2026."'

Business Asset Disposal

Relief

Relief (BADR) / Investors'

10% (on qualifying gains up to
£1m lifetime limit)

Available for certain
business/share disposals.*’
Rate set to increase to 14%
(Apr 2025) then 18% (Apr
2026).*" Investors' Relief
lifetime limit reduced to £1m
from £10m effective 30 Oct

2024.4

Source: ™

The substantial reduction in the AEA from £12,300 to £3,000, coupled with the recent
increases in CGT rates for most assets, means that even relatively small capital gains
realised from other investments are now more likely to result in a tax liability. This



heightened sensitivity within the CGT regime underscores the importance for
taxpayers to be certain about the correct classification of all their financial activities,
including binary options, to ensure compliance and avoid unexpected tax bills.

5. Reporting Your Binary Options Activity to HMRC

The requirement to report binary options activity to HMRC hinges entirely on its
classification (gambling or trading) and whether the individual meets the criteria for
filing a Self Assessment tax return.

Self Assessment Requirement

Self Assessment is the system HMRC uses to collect tax on income that has not been
taxed at source (e.g., through PAYE on employment income).?” An individual must send
a Self Assessment tax return (form SA100) if HMRC issues a notice requiring them to
do so.”” Even without a notice, an individual generally needs to register for and file a
Self Assessment return if, during the tax year (6 April to 5 April), they meet certain
criteria, including %

e Receiving gross income from self-employment (trading) exceeding the £1,000
trading allowance threshold.*

e Having taxable capital gains that exceed the annual exempt amount (£3,000 for
2024/25).”

e Having total proceeds from the disposal of chargeable assets exceeding
£50,000, even if the net gain is below the AEA.”’

e Receiving other significant untaxed income (e.g., from property rental above
certain thresholds, savings interest, or dividends above allowances if tax is due).”’

e Being a company director (in many cases), having income over £100,000, or
needing to pay the High Income Child Benefit Charge.”

Crucially, if an individual's binary options activity is correctly classified as gambling,
the winnings are tax-free and generally do not need to be reported.” Therefore,
gambling winnings from binary options alone would not typically trigger the
requirement to file a Self Assessment return.

How to Report (if required)

If the binary options activity is deemed trading and income exceeds £1,000, or if a
return is required for other reasons, the following steps apply:

e Registration: Individuals needing to file a Self Assessment return for the first
time must notify HMRC by registering online by 5 October following the end of
the relevant tax year.”” Upon registration, HMRC will issue a Unique Taxpayer



Reference (UTR), which is required to file the return.*®

Reporting Trading Income/Losses: If the activity constitutes a trade, the
income and expenses must be reported on the Self Assessment return. This
involves completing the main tax return (SA100) *° and the relevant
self-employment supplementary pages (SA103S for straightforward cases with
turnover below the VAT threshold, or SA103F for more complex situations).>* On
these pages, the individual reports their gross turnover (income). They then either
claim the £1,000 trading allowance (if eligible and choosing this option) or detail
their allowable business expenses to arrive at the net taxable profit or allowable
loss for the year.*

Reporting Capital Gains (if applicable): In the unlikely event that binary options
activity generated chargeable gains subject to CGT, these would be reported on
the main tax return (SA100) > along with the capital gains summary
supplementary pages (SA108). This involves detailing the disposal proceeds,
acquisition costs, calculating the gain or loss, and applying any relevant reliefs
and the AEA.

Online Filing: HMRC strongly encourages online filing through its website or
approved commercial software.?” Online filing offers benefits such as automatic
calculations, instant confirmation of receipt, and a later filing deadline compared
to paper returns.” HMRC is also working towards integrating different tax
reporting systems, including CGT, into a single online portal known as the Single
Customer Account.*

Record Keeping

Maintaining accurate and comprehensive records is essential, regardless of how the
binary options activity is ultimately taxed."

If Treated as Gambling: While winnings are tax-free, keeping records can be

crucial. Should HMRC query the source of funds appearing in bank accounts,

records demonstrating they originated from gambling winnings can help

substantiate the position and avoid incorrect assessments.”

If Treated as Trading: Record-keeping is mandatory for tax compliance.

Accurate records are needed to:

o Calculate gross income correctly.

o Identify and substantiate allowable expenses.

o Make an informed decision between claiming the trading allowance or actual
expenses if income exceeds £1,000.%

o Complete the Self Assessment tax return accurately. Recommended records
include details of each transaction (date, amount invested/staked, underlying



asset, expiry, profit or loss), bank statements showing deposits and
withdrawals related to the activity, and statements or transaction histories
provided by the platform(s) used.?® Records should generally be kept for at
least 5 years after the 31 January submission deadline for the relevant tax
year.

Deadlines and Penalties
Adherence to Self Assessment deadlines is critical to avoid penalties:

e Registration Deadline (if new to Self Assessment): 5 October after the end of
the tax year.”

e Paper Tax Return Filing Deadline: Midnight 31 October after the end of the tax
year.>°

e Online Tax Return Filing Deadline: Midnight 31 January after the end of the tax
year.”

e Tax Payment Deadline: Midnight 31 January after the end of the tax year (for
both the balancing payment for the tax year and the first payment on account for
the following year, if applicable).”

Failure to meet these deadlines can result in automatic penalties. Late filing incurs an
initial £100 penalty, even if no tax is due, with further penalties accumulating if the
return remains outstanding after 3, 6, and 12 months.?” Penalties and interest are also
charged for late payment of tax due.”

6. Conclusion and Recommendations

The UK tax treatment of binary options activity presents considerable complexity for
individuals. The most probable outcome, particularly for casual or non-commercial
activity undertaken by retail individuals, is that HMRC will classify it as gambling or
betting. In this scenario, any profits generated are tax-free, losses are not deductible
for tax purposes, and there is generally no requirement to report the activity on a Self
Assessment tax return.’

However, this is not guaranteed. If an individual's activities exhibit characteristics
associated with a formal trade — such as high frequency, systematic organisation,
sophisticated methodology, or a clear commercial profit-seeking motive (potentially
including hedging other financial positions) - HMRC could potentially classify the
activity as trading.” This assessment involves applying the Badges of Trade
framework, although HMRC acknowledges these badges have limitations when
applied to financial instrument dealings, placing greater emphasis on the overall
impression and motive.” If deemed trading, profits become subject to Income Tax at



the individual's marginal rate, though losses may become available for relief."” The
£1,000 trading allowance offers simplification or tax relief for those with lower levels
of trading income.?

The regulatory context significantly influences the practical situation. The FCA's ban
on the sale of binary options to retail clients means legitimate, regulated avenues for
this specific activity are closed to most UK individuals.* Anyone currently engaging in
binary options should exercise extreme caution, verify the regulatory status of their
provider, and be aware of the high prevalence of scams and unlicensed operators,
often based overseas.’

Based on this analysis, the following recommendations are provided for UK individuals
involved in binary options activity:

1. Assess Your Activity: Objectively evaluate the nature, frequency, scale,
organisation, and intention behind the binary options activity. Compare these
characteristics against the Badges of Trade to form a realistic view on whether
the activity might be perceived by HMRC as trading rather than just gambling.

2. Maintain Meticulous Records: Regardless of the perceived tax status, keep
detailed, organised records of all transactions. This includes dates, amounts
staked, assets involved, outcomes (profit/loss), and associated platform fees or
expenses. Retain bank statements and platform transaction histories. These
records are vital for substantiating the source of funds if queried ™ or for
calculating taxable profits if trading status applies.?

3. Understand Allowances and Thresholds: Be aware of the £1,000 Trading
Allowance and how it operates (full vs. partial relief, the choice against expenses)
if trading status is relevant.”” Also, understand the £3,000 Capital Gains Tax
Annual Exempt Amount “?, primarily for context regarding other investments,
given its unlikelihood of applying to binary options directly.

4. Meet Deadlines if Applicable: If the activity constitutes trading with income
over £1,000, or if Self Assessment is required for other reasons, ensure strict
adherence to registration, filing, and payment deadlines to avoid penalties.”

5. Seek Professional Advice: Given the complexities, the lack of specific
legislation, the nuanced application of the Badges of Trade to financial activities,
and the significant risks associated with the current market (unregulated
providers, scams), seeking advice from a qualified tax advisor knowledgeable in
financial products is strongly recommended.’ This is particularly important if the
activity is substantial, if there is uncertainty about trading status, or if dealing
with non-UK based platforms. Professional advice can provide tailored guidance
based on individual circumstances and ensure compliance with HMRC



requirements.
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