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The way out?

An “exit strategy” sounds like a plan for a
military operation, but it’s an important long-
term goal for anyone running their own
business. If you don’t want to hand it on to
the next generation of your own family, you
surely don’t want to be running it until you
drop. You need to consider as early as possible
how you will maximise the return when you
leave. That could be for retirement or to start
something else, but whatever you go on to do
afterwards, a good and timely plan can give you
a great deal more money to work with.

The starting point

The legal form of your business makes a big difference
to how you sell it. If you trade through a company,
you will usually dispose of your shares to someone.

If you are a sole trader, you will sell the assets and the
undertaking as a going concern.

It may be worth changing from one to another —
incorporating some or all of a sole trade in order
to sell it. This is a way of packaging up the assets for
a purchaser — but it has significant tax consequences
and has to be handled carefully.

A long goodbye?

The simplest way of getting out is to sell everything
at once and be done with it. However, it may not give
you the best return. You could think about bringing in
or promoting someone to manage the business while
you still own it, maybe giving them an option to
purchase it in due course at a good price.
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If they do well, you continue to derive an income for

the moment, and you have your exit ready-made
when the option comes up.

You have to be sure of your managers, though. If they
are not as good as you at running the business, you
may see the value of your capital plummet — and you
will probably have to get involved again to sort the
situation out.

A quick sale

Many people will prefer the certainty of an outright
sale which generates a capital sum they can invest to
earn a return. Even if interest rates are not attractive
at present, there is something about seeing the cash
in the bank that is reassuring.

If someone has been found to pay the sort of money
you want to receive, you can make a big difference
to the net return if you plan carefully. As usual, it’s
the taxman’s share that can be larger or smaller,
depending on how you arrange things.

Because the tax written down value of business assets
is usually different from their market value, it’s also
worth considering carefully whether to take over
personally items such as a car or a computer.

There are many different alternatives and this leaflet
can only consider a couple to show how important it
is to take advice.

you a great deal more money to
work with.

Example

Neil runs a sole trade which makes profits of just
under £150,000 each year. He has no other income,
and he pays nearly £50,000 in income tax. Someone
has offered to buy the business for £200,000, which
will all represent a capital gain.

If Neil sells just before the end of the tax year, he
could wipe out his whole income tax liability by paying
a large pension contribution. If he is already 55 he
can immediately cash in the pension policy and draw
25% of the fund as a tax-free lump sum, and use the
rest to generate an income.

He will pay CGT on the capital gain at an effective rate
of 10% because of Entrepreneurs’ Relief — £20,000.

What next?

Capital gains on the sale of an unincorporated
business can often be put off by buying another
business asset, for example a property used for
bed-and-breakfast. This could later be turned into
straightforward rental accommodation, with the gain
still deferred until the building is sold.

Parting company

If you trade through a company, you will prefer to sell
the shares. If the purchaser wants to buy the assets
and undertaking, you could end up suffering two tax
charges — the company will pay corporation tax on its
sale, and you will pay personal tax when you take the
money out of your company. On lifetime gains of up
to £5m, Entrepreneurs’ Relief sets the CGT rate at





