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Forward-looking
for generations
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Introduction

Entrepreneurs tend to be very resilient people, often establishing

a business by taking on a significant financial risk in the early

years and investing a great deal of physical and emotional energy
into making it a success.

In the currently challenging economic environment,
which is seeing increasing tax rises for businesses
and, increasing concerns about the state of geopol-
itics, entrepreneurs more so than ever need to be
able to evolve and adapt their business models quick-
ly to continue to sustain and grow their businesses
in an ever-changing landscape.

Heartbeat of the economy SMEs account for three-
fifths of employment and around half of turnover in
the UK private sector.

Entrepreneurs of multi-generational family business-
es are the custodians of a business that may be tran-
sitioned to future generations of the family. This

Employment as percentage of the population

M ..SMEs 61%
M ..Other 39%

Turnover within the UK private sector

M ..SMEs 53%
W ..Other 47%

presents its own unique set of challenges when im-
plementing a family governance framework and ef-
fective succession planning.

For other entrepreneur-run businesses however,
there comes a point when the owner(s) decides to
exit the business and hand the reins over to someone
else. This period of change can bring with it a great
deal of stress. In addition to running the business,
time is needed to get the business into position for
the imminent sale transaction. This can often be at
the expense of the personal wealth planning needs
for the entrepreneur, with the primary focus being
on the sale until the transaction is completed. How-
ever, planning pre-exit is critical for ensuring that the
sale of a business is structured to meet the entrepre-
neurs’ long-term personal and wealth planning ob-
jectives. Business owners may decide to sell their
businesses for a variety of reasons including the fol-

lowing:

= Extracting value out of the business may have been
an objective for some time or, even at the very start
when the business was set up. For example, a se-

rial entrepreneur may have started with a new
project with a view to reaching a liquidity event at
some point.

= A business owner who was not intentionally look-
ing to sell may receive an unsolicited offer which
represents a fair valuation of the company. In ad-
dition, a sale, perhaps to a much larger competitor,
could provide the business with further opportu-
nities for expansion.

It is the right time to step away from the business
and dedicate their time to doing other things:
spend more time with family, travelling, retire-
ment, on a hobby, philanthropy or, to focus on
other business ventures.

In the UK, there were over 3,000 transactions involv-
ing the sale of private businesses in both the 2022
and 2023 calendar years respectively. The buyers and
nature of the transactions vary from business to busi-
ness depending on the sector, economic conditions,
preferences of the business owners and the profes-
sional advice that they have received.

Type of business exit:

out the existing management team.

apply afterwards.

= Management Buyout (MBO): where existing management purchases the assets and operations of the business.
= Buy-in MBO: a buy-in management buyout occurs when an outside management team joins a company while also buying

= Employee ownership trust: typically used in facilitating employees to own a stake in the business.

= Trade sale: sale to an independent third party such as a larger company in the same sector.

= Private equity: similar to a trade sale but to a private equity group. This often provides opportunities for existing
management to benefit from some deferred consideration that may result in future liquidity events.

= Initial public offering: taking the company to the stock market for the first time. Tax benefits that exist for individual
shareholders of unlisted trading companies, such as business relief and, business asset disposal relief may no longer




Pre-exit planning

Regardless of how the transaction is structured,
investing time in personal wealth planning ahead of
the business exit can prove invaluable in helping
achieve the entrepreneurs long-term objectives in
the years following.

What are the personal wealth management steps
that an entrepreneur should consider when selling
their business?

Pre-exit planning steps
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1. Holistic approach
When entering the planning stages, it is
important to acknowledge the big picture.

I
2. Overall deal structure

Ensure wealth plans accounts
for deal structure.

=

3. Appropriate tax expertise
Analyse and incorporate tax reliefs
in decision making.

©

4. Covering all bases
Model potential outcomes
to formulate wealth structure.

I

5. Written will and testament
Write or review your existing will.

Step |

Start with a holistic approach

It can often be tempting to focus too premature-
ly on what to do with the capital proceeds from the
business sale post-exit, particularly if this is the first
significant liquidity event. Adopting this approach
risks not carrying out a comprehensive and in-depth
assessment of the wealth balance sheet built up to
date, to determine how best to achieve various ob-
jectives.

Whilst it is not uncommon for entrepreneurs to put
everything on the line financially in order to build their
business, if they are now at the point where the
business is attracting potential suitors, then it is likely

that the business has been successful. That success

could have resulted in value being extracted over
a number of years: salaries, dividend payments,
partial sale of shares to release some capital and via
pension contributions.

There will come a time when the focus of discussion
needs to be on what to do with the proceeds from
the sale of the business. However, a discussion about
the overall wealth balance sheet, of which the capital
value of the business is a major component, is needed
to ensure wealth structuring decisions are made with
the ‘big picture’ in mind. It is beneficial to have these
conversations when the business owner s in the initial
stages of negotiations about selling their business.



The simplest route to a disposal for many entre-
preneurs who wish for a clean exit would be a sale
for a cash lump sum. This has the benefit of being
subject to one charge of capital gains tax (CGT) and
no further complexity going forwards.

When a clean exit occurs, it makes planning for life
after the business exit potentially more straightfor-
ward. However, moving from a situation where the
business has taken up the majority of the entrepre-
neurs time, to a new unknown phase of life, requires
adegree of flexibility in decision making pre-business
exit and in the months following the transaction.

In reality, there are many ways in which the actual
transaction could be structured depending on the
sector in which the business is based, the profile of
the buyer, the importance of the entrepreneur to the
continued success of the business after the sale and
the strength of the existing management team.

If the buyer requires the existing management team
to remain in situ for a period of time after the trans-
action is completed, this can result in the deal being
structured with deferred consideration such as:
earn-out arrangements
loan notes with an attractive coupon
shares in the purchasing company being included
as part of the total compensation

An understanding of the immediate payment to be
received and what may be paid later (subject to
achieving certain business targets) is essential in
planning for optimum outcomes and maintaining
flexibility in the wealth plan. With regard to any
deferred payments, is the sum ascertainable at the
outset? Or subject to targets yet to be determined?

This could potentially impact overall tax liabilities ap-
plicable to the entrepreneur on exit but it is also crit-
ical in putting together a comprehensive wealth plan.

If an element of the transaction is deferred, it is im-
portant that tax advice is obtained to determine
whether any CGT liability is immediately due on the
entirety of the transaction. Alternatively, tax could
be deferred altogether until a future disposal, for
example where shares are exchanged on disposal for
shares in the purchasing company. The personal tax
implications of the deal structure is often complex
and entrepreneurs will be best served obtaining pro-
fessional tax advice to fully understand their overall
tax liability before the transaction is finalised.

Key global events that result in increased govern-
ment spending, for example the increasing focus on
defense spending by European countries in 2025, are
likely to result in a rise in taxes in the medium term.
Therefore, entrepreneurs who sell their businesses
with a deferred compensation structure may choose
to pay the CGT liability upfront to avoid increased
levels of tax in the future. Paying the CGT upfront
causes a reduced cash flow at the outset, and the
impact of this needs to be considered when putting
in place a wealth structure.

In addition, implementing irrevocable wealth plan-
ning solutions which are dependent on earn-outs,
loan notes or future cash payments subject to certain
business financial targets, may turn out to be inap-
propriate if those targets are not achieved. Even
where the targets appear very achievable at the out-
set, flexibility should be the absolute priority when
the compensation package incorporates deferred
payments.

Understanding the various reliefs and exemp-
tions that are available is key to the entrepreneur’s
pre-exit planning decisions. In most instances, ob-
taining advice at least two years before the planned
business sale would be critical to getting the business
structured appropriately to qualify for various reliefs.

Some of the more attractive reliefs and exemptions
are as follows:
Business Relief (BR): (also known as ‘business prop-
erty relief’ or ‘relief for business property’) is an
important relief which reduces the value of busi-
ness assets for Inheritance Tax (IHT) purposes. The
relief applies if the shares have been held for a
minimum period of two years. Following the 30
October 2024 budget, a cap of GBP 1 million per
estate is set to be introduced to the relief from April
2026 onwards. Where an individual holds BR qual-
ifying assets in excess of the GBP 1 million then a
reduced inheritance tax rate of 20% would then
apply. This makes it all the more important for
business owners to consider their exit strategy or
succession plans prior to April 2026 when 100%
[HT relief still applies.
Subject to certain conditions, BR can reduce
the IHT payable on transfers of business assets
to zero (prior to April 2026), making it a valua-
ble tax and succession planning tool. Where an
entrepreneur has shares which qualify for BR,
then the capital value of the shares may be
exempt from their estate for IHT purposes.

Once a binding contract is in place to sell the
business, the capital value of the shares be-
comes part of their estate for IHT purposes. If
IHT and succession planning in general is a key
wealth planning objective, then there could be

scope to transition some of the capital value of
the shares into a succession planning vehicle,
such as a family trust, prior to a binding agree-
ment to sell the business.

Business Asset Disposal Relief (BADR): is a disposal
of the whole or part of a business by a sole trader,
partner, or shareholder in a business. Where the re-
lief applies, a CGT rate of 14% would be payable on
the first GBP 1 million on all gains on qualifying assets
in the 2025/26 tax year, rising to 18% in the 2026/27
tax year and beyond.
To qualify for BADR:
The shares need to have been held for at least
2 years before disposal and the business must
be the entrepreneur’s personal company.

They need to have at least 5% of both (i) the
ordinary share valuation of the company and
(ii) voting rights.

The entrepreneur must also be entitled to at
least 5% of either (jii) profits that are available
for distribution and assets on winding up the
company (iv) disposal proceeds if the company
is sold.

Substantial Shareholder Exemption (SSE): SSE ex-
empts entrepreneurs from the tax liability due
when disposing of shares in a subsidiary company.

There are two conditions which must be satisfied

for SSE exemption to apply:

i. The substantial shareholding requirement.

ii. The trading requirement for the company
whose shares are being disposed of the
subsidiary company.



Substantial means that the holding company held
at least 10% of its ordinary share capital, profits
available for distribution and assets available for
distribution on the event of a winding up. The
holding company does not necessarily need to be
disposing of a 10% shareholding to qualify for SSE
on the disposal, it just needs to ensure that it has
held 10% of the shares.

In summary, the desire to minimise tax on business
exit is not often the primary consideration, as this
could adversely impact on the commercial objective
of selling the business to the right buyer in the right
manner. However, the objective for the entrepreneur
would typically be to maximise the net proceeds from
the sale of their company. As aresult, an understand-
ing of their tax position, reliefs and exemptions avail-
able and how these could be utilised to meet their
wealth planning objectives should not be ignored
when planning the business sale.

Planning consideration
Spouses are treated separately for BADR purpos-

es. Each spouse has their own GPB 1 million lifetime
gains limit under BADR. Where spouses are directors
or officers of the company, then there is scope for
GPB 2 million of crystallised capital gains to be taxed
at the 14% rate (18% from April 2026).

Similarly, where one spouse qualifies for BADR by
owning 5% or more of the shares in the company
and, the other spouse owns less than 5%, then the
spouse with less than 5% could consider transferring
their shares to the spouse with more than 5% prior
to disposal of the business. Subject to obtaining ap-
propriate tax advice, on the basis that the total share
valuation is still within the GPB 1 million BADR life-
time allowance, the total share valuation could ben-
efit from the 14% rate on disposal in the 2025/26
tax year (rising to 18% in the 2026/27 tax year).

Step IV

Model potential outcomes to formulate
wealth structure

To ensure that the right decisions are made in
regards to the wealth structure, the following factors
need to be considered: needs, objectives, family dy-
namics, planned country of residence, health status
and current stage of life.

For some entrepreneurs, it can be a challenge to ful-
ly understand exactly how the various wealth plan-
ning structures and strategies presented to them can
help achieve their specific goals. This is where a com-
prehensive and detailed financial modelling exercise
can be incredibly valuable.

Examples of the more common structures that en-
trepreneurs can utilise to achieve their objectives
post-business exit:

= Offshore bond

= Family Investment Company

= General Investment Account

= Trust arrangements

= ISAs

= Pension

= Private opened-ended investment company

A comprehensive in-depth conversation with a
wealth planner is required to discuss the options that
would be best suited.

It is important to incorporate the following into the

financial modeling to help project forward the finan-

cial position at different points in the future:

= The existing balance sheet.

= The various ‘what if’ scenarious that include the
possible sums that would be received from the
business sale.

= The clients specific objectives for their wealth and
family.

Financial modelling can help ascertain the following:

1. Provide a strategic ‘roadmap’ to achieving aims
and objectives.

2. Demonstrate the likelihood of achieving financial
objectives and changes that may be required to
achieve a different outcome.

3. How certain events or situations might impact the
wealth structure.

4. Aid in determining which contingencies may be re-
quired at different stages of life to ensure the entre-
preneur remains on track for achieving objectives.

5. It allows for the impact and effectiveness of the
strategy in relation to all relevant individual taxes,
including income tax, capital gains tax and inher-
itance tax.

Where executed properly, the outcome of the finan-
cial modelling should be to provide the entrepreneur
with greater clarity in regard to any steps they need
to take prior to the business sale. It will also provide
an understanding of how their hard-earned wealth
could be used in meeting long-term needs once the
business is sold.



Having a valid will in place ensures that your estate
can be distributed in accordance with your wishes.
As the value of the estate becomes more sizeable
and family dynamics become more complex, it is
crucial to have an effective will in place.

For entrepreneurs who already have a will in place
that accounts for their shareholding in the business,
the possible transition of wealth from a business
relief qualifying asset (i.e. shares in a unlisted trading
business that may be exempt from IHT) to cash needs
to be considered in their existing will.

In addition, if the sums of money involved in the
transaction are significant, discussions about how
they would wish their estate to be distributed on
death needs to be considered, hand in hand with any
wealth structuring arrangements being put in place.

There is little doubt that exiting a business can be an
incrediblystressful periodforentrepreneurs. Dedicating
time to ensure that their wealth structure pre-exit has
been well thought-out could help in ensuring that they
can achieve their and their family’slong-term objectives
on completion of the business sale.
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James and Lucy are the founders of Startup Global. They are
both aged 45, married with two children under age 18.

From its humble beginnings, Startup Global expand-
ed from the UK into Europe and North America. In
2020, the management team commenced discus-
sions with various private equity houses about selling
the business. James and Lucy were very keen to com-

mence discussions regarding their own long term
personal and wealth planning objectives. They were
particularly keen to set aside a sum of money for their
children’s future but wished to retain control over the

assets whilst they were young.

Working alongside the clients’ accountant and
corporate advisers, we established that their share-
holdings in the business would benefit from BR. It
was also established that they would each benefit
from BADR on the sale, as they each owned more
than a 5% share in the business.

We carried out a comprehensive and detailed lifetime
cash flow modelling exercise which took into account
overall asset balance sheet to establish the following
structure:

@
Cash

assets to be retained in cash postbusiness exist as
readily accessible and, for foreseeable capital
expenditure such as the tax liability and new property
purchase.

PaA
o000

Lifetime capital

based on required expenditure and lifestyle, the
modeling was used to quantify assets that needed to
be invested based on an established risk mandate to
meet long term expenditure needs, this accounts for
relevanteconomicand financial factors such asinflation
and tax.

®

Surplus Wealth

using the cash flow modelling, we were also able to
ascertain an appropriate shareholding value that
James and Lucy could settle into a family trust prior
to the business exit. As the shares qualified for
business relief, working alongside their tax adviser,
they were able to settle a sum well in excess of their
combined inheritance tax nil rate band into the trust
earmarked for the long term financial security of their
children.

Working alongside the clients’ solicitor, existing wills

were reviewed to ensure they remain up to date and,

powers of attorney arrangements were put in place.

On completion of the sale:
James and Lucy had clarity on a potential structure
that could be considered post sale to meet short,
medium and long term objectives. They were clear
on how much they wished to retain in cash as read-
ily accessible funds, to meet their respective tax
liabilities and, in funding a new family home.

Investments were made into general investment
accounts, offshore investment bonds with a small-
er component of investments in Enterprise Invest-
ment Schemes and Private Equity.

A family investment company was also established
to diversify structures and commence a gradual
and controlled transition of further wealth to the
next generation over the medium to long term.

15
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Planning pre-exit from the
the business is critical for
ensuring that the sale is
structured to meet your
long-term personal and
wealth planning objectives.

Ola Adeosun, Regional Head of Wealth Planning & Family Governance
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Important information

LGT Wealth Management UK LLP is authorised and regulat-
ed by the Financial Conduct Authority Registered in England
and Wales: 0C329392. Registered office: 14 Cornhill, London,
EC3V 3NR.

LGT Wealth Management Limited is authorised and requ-
lated by the Financial Conduct Authority. Registered in Scot-
land number SC317950 at Capital Square, 58 Morrison Street,
Edinburgh, EH3 8BP.

LGT Wealth Management Jersey Limited is incorporated in
Jersey and is regulated by the Jersey Financial Services Com-
mission in the conduct of Investment Business and Funds Ser-
vice Business: 102243. Registered office: Sir Walter Raleigh
House, 48-50 Esplanade, St Helier, Jersey JE2 3QB.

LGT Wealth Management (Cl) Limited is registered in Jersey
and is requlated by the Jersey Financial Services Commission:
5769. Registered Office: at IFC1, The Esplanade, St Helier,
Jersey, JE1 4BP.

LGT Wealth Management US Limited is authorised and reg-
ulated by the Financial Conduct Authority and is a Registered
Investment Adviser with the US Securities & Exchange Com-
mission (“SEC"). Registered in England and Wales: 06455240.
Registered Office: 14 Cornhill, London, EC3V 3NR.

This publication is marketing material. It is for information
purposes only. Certain services described herein are not avail-
able to retail clients as defined by the FCA or the JFSC, as
applicable; please speak to your investment adviser for further
clarification in this regard. All services are subject to status
and where local regulations permit. The wording contained in
this document is not to be construed as an offer, advice, invi-
tation or solicitation to enter into any financial obligation,
activity or promotion of any kind. You are recommended to
seek advice concerning suitability from your investment advis-
er. Any information herein is given in good faith, but is subject
to change without notice and may not be accurate and com-
plete for your purposes. This document is not intended for
distribution to, or use by, any individual or entities in any ju-
risdiction where such distribution would be contrary to the
laws of that jurisdiction or subject any LGT Wealth Manage-
ment entity to any registration requirements. When we provide
investment advice it is on the basis of a restricted approach
that is to say, whilst we review and advise on retail investment
products from the whole of the investment market.

Investors should be aware that past performance is not an
indication of future performance, the value of investments and
the income derived from them may fluctuate and you may not
receive back the amount you originally invested.
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LGT Wealth Management
14 Cornhill, London EC3V 3NR
Phone +44(0)20 3207 8000, info@lgt.com

www.lgtwm.com
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