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Succession planning

This guide looks at how careful succession
planning can help ensure a smooth transition
when you leave your business

As a business owner, succession planning is something not to
be overlooked. The earlier you start planning, the easier the
process will be for both you and those around you.

Have you planned when you want to retire2 What will happen
to your business when you leave or if you died suddenly?

Succession planning involves making sure that when the time
comes you have everything in place for selling or passing on
your business to a successor, even in the worst-case scenario.

As such, succession planning is something that all business
owners should consider.

In fact, many businesses consider their exit and succession
plans before they even start their business. That way they can
ensure security for both the business and their family.

This is particularly important for family run businesses, where
identifying and training a successor may take time. You may
have a son or daughter, for example, but need to wait until they
are old enough to make a decision about whether they want to
take over the business.

Choosing a successor

Whether you plan to sell or pass on your business to family
or someone you know, you will need to choose your
successor carefully.

If you are planning to hand over the reins, you may want to
mentor your successor and ensure that they get the training
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and knowledge they need. This option is likely to provide peace
of mind, both for you and your clients or customers.

When it comes to identifying potential successors you will need
to spend time assessing your workforce's skills, or deciding
which family members, if any, could step up to the mark.

While it takes time to train someone up to take over the
business, it also takes time to prepare your business so that it
is ready to sell. It goes without saying that you will want your
business to be as valuable as possible prior to selling.

Therefore, the sooner you start planning, the better. In fact,
you should be preparing for the sale of your business at least
10 years before you are planning to retire. Choosing who you
sell o can be just as important as choosing a successor for the
future of the business.

Disposing of business assets

One of the crucial steps in the succession planning process is
minimising the capital gains tax bill when you sell or ‘dispose’
of your business or business assets.

Entrepreneurs’ relief

Entrepreneurs’ relief is one of the most useful tools to consider.
The relief means that you pay capital gains tax at a rate of 10%
on qualifying assets as opposed to the normal rates of 18% or
28% for individuals.
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You will qualify if you dispose of any of the following:

* all or part of your business as a sole trader or
business partner

* shares in a company where you have at least 5% of shares
and voting rights

* assets you lent to your business or personal company.

The maximum tax reduction is currently £1.8 million which is
18% of the £10 million lifetime gains exemption. There are
further, specific qualifying criteria for each of the 3 types of
disposal, so check that you meet all of the relevant criteria
before proceeding.

Gift holdover relief

You could be eligible for gift holdover relief if you are passing
your business on to a family member. Instead of paying capital
gains tax when you pass on the assets, the person you give
them to agrees to pay capital gains tax on any gains when they
sell or ‘dispose’ of them.

However, it is worth remembering that capital gains tax isn't
usually payable on gifts to your husband, wife, civil partner or
a charity. You won't be eligible if you are paid the full value of
the business asset. Here are also specific eligibility criteria for
this relief, which you should check before you proceed.

Leaving business property
in your Will

If you don’t plan for what will happen to your business and its
property when you die, your family and or business partners
could be left in a difficult position.

Business Property Relief allows you to reduce the value of
your business or its assets for inheritance tax purposes when
you die.

You can get 100% relief on a business or interest in a business,
and shares in an unlisted company.

You can also get 50% relief on:

* shares controlling more than 50% of the voting rights
in a listed company

* property, land or machinery owned by the deceased
and used in the business

* land, buildings or machinery used in the business
and held in trust.

You must have owned the business or asset for at least 2 years
before you die for them to qualify.

However, while Business Property Relief will help those who
inherit your business or property, the proceeds could one day
become taxable.

This is when a Business Property Relief Trust can come into
play. By gifting your assets via a Business Property Relief
Trust, you ensure that the relief is protected. Trusts can be
complicated, so please contact us to discuss your needs
and circumstances.

You may also wish to consider setting up a share purchase
agreement, which could provide peace of mind for fellow
business owners. These agreements enable surviving business
owners to buy your shares in the business if you die. This could
also be beneficial for your family members, particularly if

they aren't interested in the business and would prefer to
receive money.

Succession planning pointers

1. The sooner you start to think about what will happen to your
business when you retire or die the better. You should start
thinking about your exit strategy as early as day one of your
business'’s life.

2. 10 years to retirement? Now is the time to start making a
decision about whether you will sell or pass the business on
to a family member. If you are going to sell, you can spend
that time ensuring the business is as profitable and valuable
as possible. If, on the other hand, you have identified a
successor, you can plan their training so that they are ready
to take over.

3. Use capital gains tax reliefs — if selling or disposing of your
business and/or its assets, this could result in a significant
difference to your capital gains tax bill.

4. Protect your business and its assets from inheritance tax
through your Will or even a Will trust.

5. Put a formal plan in place that all interested parties are
aware of and be as open as possible about your plans.

Contact us for advice on succession planning.

Important Notice

The way in which tax charges (or tax relief, as appropriate)
are applied depends upon individual circumstances and
may be subject to change in the future.

FCA regulation applies to certain regulated activities,
products and services, but does not necessarily apply to all
tax planning activities and services.

This document is solely for information purposes and
nothing in this document is intended to constitute advice or
a recommendation. You should not make any investment
decisions based upon its content.

Whilst considerable care has been taken to ensure that
the information contained within this document is accurate
and up-to-date, no warranty is given as to the accuracy or

completeness of any information. E & OE




