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Learning Objectives
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Understand the opportunities Consider the pre-sale Understand the tax
for working with business planning needs of a business considerations for running a
owners owner business




Pre-Sale Planning
Considerations
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Three Critical Questions for Business Owners

0 How much capital is required to secure their future?

a What will make up their capital on exit?
e Are they on track?

Bl AVIVA



Profit Extraction
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Profit Extraction - Pensions

Despite the IHT changes, pensions provide a tax efficient means of withdrawing profit

Pension Tax Relief

A Corporation tax relief at highest rate

A Tax free investment growth

A\ 25% tax free at retirement

A No earning requirement for employer contribution

A Need to consider annual allowance

This information is based on our understanding of current tax rules; these rules may change in the future. .‘ Av I V A
Tax treatment depends on the individual circumstances of a customer and is subject to change.




Wholly and Exclusively- Pensions

* Under BIM46030, HMRC confirms that pension contributions to registered schemes must meet the
“wholly and exclusively” test.

* “Where the controlling director is also the person whose work generates the company's income
then the level of the remuneration package is a commercial decision, and it is unlikely that there will
be a non-trade purpose for the level of the remuneration package.” BIM47106

* The position for the spouse is more complex. BIM47105.

This information is based on our understanding of current tax rules; these rules may change in the future. .‘ Av I V A
Tax treatment depends on the individual circumstances of a customer and is subject to change.




“My business is my pension”

Diversification

Exit challenges

Business Owner
NNS

Demographic Changes Unexpected Events — Covid

This information is based on our understanding of current tax rules; these rules may change in the future. .‘ AV I V A
Tax treatmentdepends on the individual circumstances of a customer and is subject to change.




Planning Needs
Qualifying
Businesses
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Trading Businesses on death

* The trading business is 100% owned and run by Mr Jones, age 72 with a £1.5m value.

* His wife, Mrs Jones, is aged 61 and not currently involved in running the business.

* On Mr Jones death, his will leaves the business to Mrs Jones who will sell the business.

No IHT on transfer, CGT is

Mr Jones dies —> Business passed to Mrs Jones —
rebased. >
C Mrs Jones sells the business, - Cash proceeds held in Mrs | The proceeds are fully
with no CGT Jones’ name assessable to IHT

What could they have done differently?



Trading Businesses on death — Will Trust

* The trading business is 100% owned and run by Mr Jones, age 72 with a £1.5m value.

* His wife, Mrs Jones, is aged 61 and not currently involved in running the business.

* Mr Jones updates his will to send his business to a discretionary will trust.

No IHT on transfer due to BR,

Mr Jones dies —> Business passed to the trust. —
CGT is rebased. >
Cash proceeds held in the .
C The trustees sell the business, e The proceeds are not in Mrs
] — trust, with Mrs Jones a — ,
with no CGT .. Jones’ IHT estate
beneficiary

Also works via deed of variation



Other Considerations

To Consider

Their “Number”

Trading Structure

Remuneration Strategy

Business Protection



Post-Sale Planning
Considerations
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Post Sale Planning

After running their business for a number of years,
Steven and Gloria (age 58) have sold their Business for
£2,500,000 after tax.

What do they need to think about?




Our business has been sold, what do we need to

consider?
[ ]
)
Business Relief — now lost
| / \ |
| |
Creating income
Professmnal Adviser Collaboration P —

Business
Sale

Uncertainty, Ilvmg off h I
capital not income Inheritance Tax Planning

This information is based on our understanding of current tax rules; these rules may change in the future. Av I VA
e Tax treatment depends on the individual circumstances of a customer and is subject to change.
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Consideration 1:
Replacement
Business Relief
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Replacement Business Relief

Each invest £500,000 of the
—  proceeds into a BR qualifying
investment

A |
,

Th ift their BPR
ey can gift their assets Replacement Business Relief Trustees hold the asset for

into a discretionary trust — 7
Yy —> rules apply shorter of 7 years or settlor’s

immediately death

The business sold for £2.5m They are now holding the
and qualified for 100% BR money as cash




Strategy 1:
Discretionary Loan
Trust
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What is a Loan Trust?

The settlor can request
repayment of the loan at
any time.

As it is a loan NOT a gift there is NO chargeable 0
Lifetime Transfer (CLT). Trustees can use the 5% tax-deferred

withdrawal facility from bonds

A chargeable Lifetime Transfer is a gift made to repay the loan.

within someone's lifetime.

Discretionary
Loan Trust

The Settlor can waive parts of the loan over Loan remains in the estate — outstanding loan is
time to gradually reduce still considered as part of the Settlor’s estate for
their estate. IHT purposes.

Dealing with the
outstanding loan on death
is important.

The value can fluctuate and customers may get back less than the amount invested.
This information is based on our understanding of current tax rules; these rules may change in the future. .‘ AV I V A
Tax treatment depends on the individual circumstances of a customer and is subject to change.




Loan Trust

Outside Estate




How can it be used following a business sale?

After the other planning, there is £2,500.000 which can go into a series of loan trusts.

They draw a 3% income, £75,000, from the trusts

£2,500,000 £75,000 £2,425,000
10 £1,825,000 £75,000 £1,750,000
20 £1,075,000 £75,000 £1,000,000
30 £325,000 £75,000 £250,000

After 30 years (age 88), they’ll have had £2,250,000 of income and only £250,000 is in their estate. Income taken
within the 5% allowance.

The value of the bond will depend on the investment growth.

Their income can be increased (inflation) or reduced (state pension) as required.

The value can fluctuate and customers may get back less than the amount invested.
This information is based on our understanding of current tax rules; these rules may change in the future. .‘ Av I V A
Tax treatmentdepends on the individual circumstances of a customer and is subject to change.



Flexible

Reversionary
Trust
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Flexible Reversionary Trust

Flexible estate planning solution designed to help individuals mitigate IHT while
retaining potential access to capital. Provides a balance of control, protection
and flexibility.

. . Flexible Capital Access:
. lecrgtlonary Tr",‘St: R . The settlor can schedule capital payments at fixed future dates. These
The trust is discretionary, meaning the trustees eversionary payments can be deferred or waived if not needed, without creating a

have control over distribution. Trust new gift for IHT purposes.

Inheritance Tax Efficiency:
AThe initial gift into the trust is treated as a Chargeable Lifetime Transfer (CLT).
A\ the settlor survives seven years, the value of the gift is removed from their estate for IHT.

AAny growth on the investment is immediately outside the estate.

The value can fluctuate, and customers may get back less than the amount invested.

-_—
This information is based on our understanding of current tax rules; these rules may change in the future. @ — @ .‘ AV I VA
Tax treatment depends on the individual circumstances of a customer and is subject to change.




How can it be used following a business sale?

Gifting where a flexible income is
required. 100 segments per year for 10
years.

Each can make a £325,000 gift into the
trust

The funds can be used to support family
if required.

Steven and Gloria will receive their main income from the loan trust.
The FRT can be used to top up as needed.

The value can fluctuate and customers may get back less than the amount invested.

This information is based on our understanding of current tax rules; these rules may change in the future. .‘ Av I V A
Tax treatment depends on the individual circumstances of a customer and is subject to change.



Flexible Reversionary Trust — Vesting Options

What options do we have at How can we support the
the vesting points? family?

What about tax?

What if we don’t need the money?




Vesting Options

Take no action — the segments revert to the settlor, to retain or surrender
Waive the settlor’s entitlement into the trust permanently

Defer the vesting to a future date

The value can fluctuate, and customers may get back less than the amount invested.
This information is based on our understanding of current tax rules; these rules may change in the future. .‘ Av I VA
Tax treatmentdepends on the individual circumstances of a customer and is subject to change.




Other planning ideas and considerations

Cashflow Modelling, retain
cash for CGT bill

Gifting from income,

. . Discounted Gift Trust
pensions. Planning Ideas

Whole of Life Replacemer.\t Business
Relief

This information is based on our understanding of current tax rules; these rules may change in the future. .‘ AV I V A
Tax treatmentdepends on the individual circumstances of a customer and is subject to change.




Order of gifting

Important in managing the periodic charge on trusts

N — not a gift, such as a loan trust

E — Exempt Gift, such as Business Relief qualifying assets

C — Chargeable Lifetime Transfers (CLT)

P — Potentially Exempt Transfer (PET)

The value can fluctuate and customers may get back less than the amount invested.

-
This information is based on our understanding of current tax rules; these rules may change in the future. @ et @ .‘ AV I VA
Tax treatment depends on the individual circumstances of a customer and is subject to change.



In Closing

The planning world has changed significantly for business owners
Inheritance Tax planning will likely be more important to many clients

Understanding trust planning will be more important than ever

The value of advice has only increased




Learning Objectives

Understand the opportunities Consider the pre-sale Understand the post-sale
for working with business planning needs of a business planning needs of a business
owners owner owners




Thank
You

Aviva Life & Pensions UK Limited.
Registered in England No 3253947. Aviva, Wellington Row, York, YO90 1WR. Authorised by the
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