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THE DRAWBACKS OF FLOTATION

The expense

The overall costs of fl otation, raising 
additional capital and the ongoing costs 
of maintaining a listing may outweigh the 
benefi ts, particularly if your company is 
relatively small. A company can expect to 
pay up to £750,000 in professional fees 
for a fl otation.

Investment of time

Floating a company takes up a 
substantial amount of senior management 
time, so it is all too easy to neglect the 
company that you are trying to fl oat. You 
should also be aware that post-fl otation 
time commitments are high too – for 
example, to maintain investor relations.

Loss of privacy

Your company will fi nd itself increasingly 
in the spotlight and, as a public company, 
you will be required to make detailed 
disclosures.

Bull and bear markets

The state of the economy and the stock 
market are outside your control yet may 
have a signifi cant effect on the price you 
can achieve at fl otation and when you 
want to sell your remaining shares.

Take-over risk

Your company may be subject to a take-
over which may result in management 
and staff being removed by the new 
owners, whereas you may have been 
able to protect them under another 
sale mechanism.

Tax status

Shares in a listed company (except, in 
most circumstances, where they are 
listed on the AIM market) do not attract 
the same level of tax benefi ts as unlisted 
shares. For example, quoted shares 
do not attract inheritance tax business 
property relief unless the transferor or 
deceased controlled the company.

As you can see, the fl otation route is 
more appropriate for an owner who is 
seeking the next major stage of growth 
rather than one who is trying to leave.

Finally, it is worth bearing in mind that a 
fl otation is rarely the route to riches that 
so many believe it to be. Even Sir Richard 
Branson took Virgin back into private 
ownership as fl otation made him realise 
how much shareholder and City pressure 
to perform was constricting his day-to-
day running of the company.
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In addition to the drawbacks outlined 
above, a fl otation does not represent a 
clean break from management. You may 
fi nalise your deal at the peak but, by the 
time you sell your last share, the share 
price could have dropped considerably, 
particularly if there is a new management 
team running the company who may not 
have found their feet yet. If you are still 
running the company, you not only have
a continued fi nancial exposure but you 
will still have the stresses and strains 
of being in the spotlight that constantly 
shines on public companies.

For more detailed information on how to 
fl oat your company, please approach your 
usual PKF contact in the fi rst instance.
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Exit route 5: 
winding up
a solvent company

There are a number of reasons why a company owner 
would consider a Members’ Voluntary Liquidation 
(MVL) as an exit route for a solvent company rather 
than any of the options already outlined.

CHAPTER EIGHT
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For example, it may be necessary to 
liquidate a family company if there is 
no second generation to take over the 
management of the business when the 
current management retires. Also, if the 
company has suffered losses with no 
prospect of a return to profi tability, the 
owner may often decide to close the 
business before it becomes insolvent 
to enable a return of capital to be made 
to shareholders.

A MVL can be also be useful in non-exit 
scenarios such as a reorganisation 
to facilitate the transfer of a business 
or assets to a new company without 
incurring capital gains tax liabilities for 
either the company or shareholders. 

HOW DOES A MVL WORK?

To wind-up a solvent company, the 
directors have to swear a declaration 
of solvency stating that they can and 
will pay all creditors within 12 months. 
This declaration is followed within fi ve 
weeks by a meeting of the shareholders 
(members) to adopt a resolution to wind 
up the company. This effectively places 
the company in Members’ Voluntary 
Liquidation. A liquidator is then appointed 
to realise all the assets and to distribute 
funds within 12 months of the start of 
the MVL. 

PKF TOP TIP

If you have decided that the business is going to come to an end when you retire, 
you need to ensure that, when the time comes, you collect all the monies owed 
to you and realise the value of all your business assets, as these could be an 
important part of your retirement fund. Again, you will need to arrange this properly 
to minimise your tax liabilities and maximise your income in retirement.
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When considering a MVL, these are 
some of the issues to consider:

• Professional adviser – a MVL has 
to be dealt with by a licensed 
insolvency practitioner.

• Risk management – proceeding too 
quickly without adequate investigation 
and planning could leave both you 
and your advisers open to criticism 
and claims.

• Taxation – pre-liquidation tax planning 
is essential to minimise the tax costs 
or to resolve the competing tax 
requirements of those involved.

• Proper enquiry – you and your 
advisers need to ensure that proper 
enquiries are made and the statement 
of assets and liabilities refl ects all 
actual and contingent liabilities of the 
company that could rank for payment 
in a liquidation. Particular attention 
needs to be paid to:

 – taxation liabilities

 –  liabilities relating to property and 
particularly any old property 
leases which may have been 
assigned but where the lease 
term has not yet expired

 –  funding of pension schemes 
(fi nal salary schemes are 
very problematic)

 – employment liabilities

 –  guarantees given by the 
company, e.g. in respect of 
group banking obligations, or 
warranties in respect of goods 
or services supplied.

• Indemnity – depending on the 
circumstances, the proposed 
liquidator may require an indemnity 
from shareholders or other group 
companies, particularly where
there is an urgent need for an 
early distribution.

TAX IMPLICATIONS TO CONSIDER

The cessation of trade will trigger the end 
of a chargeable accounting period and 
your corporation tax liability will fall due 
nine months and one day afterwards. 
You should ensure that you make full 
provision for all your trading expenses 
as expenses post-cessation can only be 
offset against post-cessation receipts.
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Remember that any expenses incurred 
in connection with cessation will not 
generally be allowable although statutory 
redundancy and contractual severance 
payments will be allowable.

You should be careful about the timing 
of any pre-liquidation distributions. This 
is because any payments made by the 
company in advance of the liquidation are 
treated by HMRC as income distributions 
in the hands of the individual and taxed 
at an effective rate of up to 36.11%. 
By contrast, distributions made after a 
liquidation has started are treated as 
part-disposals of shares and taxed at 
a maximum effective rate of 28% or 
10% on the fi rst £5 million of gain where 
entrepreneurs’ relief is available.
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Exit route 6: 
innovative solutions

There are two other options that you may want 
to consider: a partial exit, or a joint venture with 
an overseas company that wants to enter the 
European or UK marketplace.

CHAPTER NINE
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PARTIAL EXIT

A partial exit is an option if you have 
a strong business that is attractive to 
investment groups or venture capitalists, 
and you also want to release some cash 
now but stay in the business until it has 
reached the next level of growth and 
profi tability. It could be called the ‘some 
cake now but plenty more later’ approach 
to exiting a business.

Venture capitalists are increasingly happy 
to look at the partial exit option which 
is effectively an MBO where the owner 
stays on as part of the management 
team. For example, if your business 
is worth £5 million, you could raise £2 
million for yourself by releasing 40 per 
cent of the equity to a VC. They will put 
a non-executive director into the 
company to work with you to grow the 
business further and prepare it for a 
subsequent sale.

The drawback of this route is that you 
have to keep working in the business but 
you will have a lump sum available to play 
with and the prospect of a greater return 
on the eventual sale. 

Private equity is focused on making high 
returns, so, if VCs do get involved, it is 
because they see the potential for this. 
However, their investment documentation 

may give them some signifi cant control 
mechanisms if things do not go well. 
You may lose control and have your 
shareholding diluted to the extent that, on 
sale, you get much less than you would 
have received if you had sold out at the 
time they invested. 

INTERNATIONAL ENTRANT

The second option is to fi nd an overseas 
company that is looking to enter the 
European market through a joint venture 
and/or to buy an option in a business. 
From the overseas entrant’s perspective, 
this option offers a low risk entry into 
the European marketplace for sales 
and distribution of their products 
and services.

If the initial joint venture is successful, 
the overseas company may buy 
your business.

While this sounds like a win/win option 
for both you and the overseas entrant, 
it requires considerable research/
investigation to identify and attract the 
right joint venture partner as well as plenty 
of luck with timing.

You should consider carefully what each 
party will bring to the joint venture, how 
it will be managed, how the respective 
commercial confi dentiality of both parties 
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will be maintained and how it will be 
dissolved if things do not work out, or 
after an agreed period. As you might 
expect, you will require advice from a 
lawyer with experience of international 
contracts and corporate fi nance advice 
on the structure of the entity.

TAX IMPLICATIONS TO CONSIDER 

These solutions generally involve a partial 
sale from a tax perspective. There may 
be more complex structuring involved 
depending on the investor and the 
documentation but it is likely that any 
sale of shares will trigger a capital gain 
for the shareholder.

Some of the international joint venture 
options may not involve disposals at 
all. In this case, you should take tax 
advice to ensure that there will be an 
equitable distribution of after-tax returns 
from the joint venture for you and your 
prospective partner.

Often ‘out of the box’ options involve 
setting up a new company to take over 
yours, which can then provide leverage 
to fi nance the purchase. Care needs to 
be taken in these scenarios because 
there is anti-avoidance legislation which 
may mean that what you think you are 
receiving as a capital gain is actually an 
income receipt for tax purposes.
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Business and family 
wealth preservation 
planning

Making a controlled exit from a business should 
result in a planned and seamless transformation 
into the new life that you wish to lead.

CHAPTER TEN
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Adequate planning will ensure that an 
acceptable lifestyle can be maintained, 
with protection of your capital wealth and 
income built in to the transition. 

For many individuals and families, the 
minimisation of tax on their estate assets 
is of great importance. To achieve this, 
you should work with an Independent 
Financial Adviser (IFA) and tax advisers 
to review the options for achieving the 
maximum retention of your assets after 
exit. Generally, we would recommend 
that you should start preparing at least 
three years before your actual business 
exit, especially if you have been 
extracting profi ts by way of dividends 
rather than salary. 

Together, you should consider the 
following planning issues:

• review of your existing pension 
arrangements

• the use of tax-effi cient investment 
schemes

• investment portfolio management

• estate planning

• using trusts to protect assets.

EXISTING PENSION ARRANGEMENTS 

What is your current situation? Are you 
paying the right amount of contributions 
into the right pension for you?

The ‘A Day’ rules, introduced in April 
2006, gave greater scope than before to 
make substantial pension contributions. 
The annual limit is set at £255,000 for 
2010/11, while the lifetime limit on the 
total value of an individual’s fund is set 
at £1.8 million. 

However, restrictions are due to be put in 
place from April 2011 to limit the tax relief 
available on contributions to registered 
pension schemes. The annual limit 
will reduce £50,000, with the lifetime 
limit on the value of pension funds 
reduced to £1.5 million from April 2012. 
‘Anti-forestalling’ rules are in place in 
2009/10 and 2010/11 to limit the tax 
relief available on increased or new 
pension arrangements entered into by 
‘high income earners’ (defi ned, from 9 
December 2009, as those earning at 
least £130,000 a year).

Within the overall rules and limits of 
the current pension regime, there are 
a number of structures, for example 
self-invested personal pensions (SIPP) 
or small self-administered schemes 
(SSAS), that offer considerable fl exibility. 
In addition, pension arrangements set up 
under the pre-2006 regime can continue 
to be highly effi cient. Therefore, reviewing 
your pension plans at least fi ve years 
before you plan to retire and sell your 
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business is highly recommended, to 
ensure your retirement income will meet 
your expectations. 

Funding signifi cant pension contributions 
from your company is the most cost-
effi cient way to extract value from the 
company; within the annual allowance 
there is no income tax for the owner 
(although charges can apply under 
the anti-forestalling rules described 
above) and there are no NIC costs for 
the owner or the company. Currently, 
it is also possible for the company 
to claim tax deductions for pension 
contributions made for employees. 
However, the company must prove 
that any contributions made are wholly 
and exclusively for the purposes of the 
business. In some circumstances, large 
company contributions may be subject 
to ‘spreading’ provisions, partially delaying 
a deduction. 

If you want to increase the level of 
your pension contributions, it is worth 
remembering that it is possible for a 
company to borrow in order to make 
pension contributions, although this may 
make it less attractive to a purchaser.

For smaller companies, although large 
pension contributions can be tax-
effi cient, they will, of course, reduce 
the net  profi ts of your company. 

This may have an impact on its sale 
value unless your exit strategy is clearly 
explained to potential purchasers. 

Retirement income 

The amount of your pension will, 
obviously, depend on the amount in 
your pension fund. 

Traditionally, having taken the maximum 
tax-free cash, the balance in the pension 
fund would be used to purchase an 
annuity with the level of pension income 
depending on the type of annuity chosen 
(e.g. fl at rate or increasing with infl ation). 
However, the introduction and ongoing 
development of fl exible benefi ts has 
created new options that will be attractive 
to a wide range of people.

The income drawdown and phased 
income drawdown options allow you to 
decide on the level of income that you 
would like to take, subject to the overall 
minimum and maximum amounts laid 
down by the Government Actuary’s 
Department (GAD). This fl exibility allows 
you to phase in your pension benefi ts, 
taking into account your personal 
circumstances and any other income 
streams you may have. 
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It is worth remembering that, for most 
pension schemes, it is currently possible 
to start drawing your pension benefi ts from 
age 55.

It is important to balance the investment of 
your pension fund against the other assets 
you own and the income they produce. 
Depending on the exit strategy you have 
chosen, you may be able to retain income 
from the business property, shares in 
the company or other investments in the 
purchasing company. However, spreading 
the risk of your investments is vital and 
you should take detailed advice from an 
Independent Financial Adviser. 

Final salary scheme – are you one
of the lucky ones?

The traditional fi nal salary scheme is aimed 
at providing its members with an income 
equivalent to two thirds of their fi nal salary 
when they retire, in most cases after 40 
years of service. However, the proportion 
of the current working population in the UK 
who will be able to retire on this maximum 
two thirds of their pre-retirement income is 
less than two per cent.

For the remaining 98 per cent of the 
population, the only certainty is that our 
income in retirement is likely to be less 
than two thirds of our working income and 

less than the amount anticipated when the 
pension schemes were originally set up. 

It is unwise to place too great an emphasis 
on the perceived value of one’s business 
to be able to make up any shortfall in 
pension income, as it may not happen. 

Therefore, PKF’s fi nancial planning 
specialists carry out a review of the type of 
arrangements that may exist in the average 
SME or ‘closely held’ company. These are 
likely to include any or all of the following:

• Small Self-Administered Scheme 
(SSAS)

• Executive Pension Plan (EPP)

• Self-Invested Personal Pension (SIPP)

• Group Money Purchase Scheme

• Final Salary Scheme

• Personal Pension Plan (PPP)

• Stakeholder Pension Plan

• Retirement Annuity Contract

• Employer Financed Retirement Benefi t 
Scheme (EFRBS).

TAX-EFFICIENT INVESTMENT SCHEMES

With low deposit rates and the anticipation 
of lower equity growth than we have 
become accustomed to, it is important to 
ensure that the management of investment 
portfolios is focused on either building 
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capital growth or generating income, 
depending on your requirements. Ensuring 
that a portfolio is tax-effi cient is vital 
although funds should only be committed 
for sound investment reasons and not for 
tax benefi ts alone.

Each of the following may have a place in 
a portfolio but professional advice must 
be sought to ensure that the underlying 
investment is matched to the investment 
goal, falls within an acceptable risk profi le, 
and does not swap one form of taxation for 
another:

• Individual Savings Accounts

• Venture Capital Trusts

• Enterprise Investment Schemes

• investment bonds, unit trusts 
and OEICs

• offshore investment.

These fi ve are the most common vehicles 
for developing a tax-effi cient portfolio, but 
remember that tax effi ciency will count for 
little without understanding the investment 
objective and attitude to risk that should 
dictate the investment strategy. In order to 
build a workable, fl exible, effective long-
term strategy, you must seek appropriate 
professional advice.

INVESTMENT
PORTFOLIO MANAGEMENT

This is traditionally regarded as a service 
provided by stockbrokers who administer 
and trade a range of equity, gilt, bond and 
cash holdings within parameters set by 
the investor.

While these holdings may still form the 
core of a client’s investments, they should 
not be viewed separately from wider-based 
assets that may incorporate property and 
collective investments (bonds and unit 
trusts). You may use a specialist to handle 
individual elements of your invested assets 
but they must be considered together to 
ensure that a global view is taken and that 
correct weighting is given to reach the 
stated investment criteria.

Clearly, deposit rates, equity markets 
and, possibly, personal objectives are 
in a constant state of fl ux and ongoing 
monitoring is crucial. Although we would 
not seek to advise on the global situation, 
we can arrange professional stockbroking 
and other services that include:

• discretionary facilities

• execution only

• advice and dealing
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• share exchange facility

• CGT valuation

• regular valuations and reports

• full tax reports at year end

• negating or, at least, mitigating the 
inheritance tax due to HMRC 

• ensuring that an acceptable lifestyle is 
maintained before assets pass to 
nominated benefi ciaries.

ESTATE PLANNING

Generally speaking, the best solution is 
usually a simple one. Having said this, a 
degree of complexity is often unavoidable 
and the strategy might have to incorporate 
a combination of the following measures:

• exempt transfers

• potentially exempt transfers

• inheritance tax reliefs (particularly 
business property relief)

• loan arrangements

• making provision for the liability.

Inheritance tax has long been seen as 
a voluntary tax and much can be done 
to ensure that hard-earned assets pass 
to nominated benefi ciaries rather than 
HMRC. It is a sobering thought that, in the 
tax year 2010/11, HMRC would be the 
major benefi ciary where a divorced person 

dies leaving an estate valued at £1 million 
(before the nil rate band is applied) to three 
children equally. The taxman would benefi t 
to the tune of £270,000 while each of the 
children would only receive £243,333.

USING TRUSTS 

Although trusts are often thought of as 
elaborate arrangements only relevant to 
the extremely wealthy, they are really quite 
straightforward and simple. Having said 
that, changes to the inheritance tax rules 
in recent years have made their use 
less effective.

In the past, discretionary will trusts were 
used frequently as a means of the settlor 
using his or her nil rate band exemption 
without the surviving spouse losing the 
ability to access the assets settled into 
trust. Since 9 October 2007, widows and 
widowers are entitled to the proportion of 
the IHT nil rate band unused by their late 
spouses or civil partners on their death. As 
a result of these changes, it may be more 
benefi cial to leave assets to one’s spouse 
or civil partner in order to preserve his or 
her unused nil rate band. However, for 
larger estates, the fl exibility offered by the 
use of trusts is likely to make them
an essential part of most tax-effi cient 
estate plans. 
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GLOSSARY

GLOSSARY
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BALANCING CHARGES

Withdrawal of some or all of the capital 
allowances previously given. They arise 
when fi xed assets stop being used 
in your business. Balancing charges 
may be made on the general capital 
allowances pool if the proceeds of sale 
of pooled assets exceed the tax written 
down value of the whole pool or where 
the business in which the assets are 
used ceases trading.

BUSINESS PROPERTY RELIEF

A relief from inheritance tax arising in 
respect of certain types of business 
asset. These include all unquoted 
shareholdings, certain quoted 
shareholdings and interests in 
trading businesses.

BUY-IN MANAGEMENT BUY-OUT 
(BIMBO) 

This is a hybrid of an MBO and MBI and 
combines the knowledge of the existing 
team with the additional expertise of a 
person from outside the company with 
strong management and leadership skills.

CLOSE COMPANY 

A company which is controlled by fi ve 
or fewer shareholders, treating any 

separate shareholders from the same 
immediate family as though they were 
one shareholder. The majority of private 
companies are ‘close’. Ask the company 
auditors for confi rmation if you are 
not sure.

A close investment holding company is a 
close company that does not exist wholly 
or mainly for the purpose of carrying 
on a trade on a commercial basis, or 
carries on one of a number of specifi ed 
investment activities.

DUE DILIGENCE 

The process of investigation, performed 
by investors, into the details of a potential 
investment, such as an examination of 
operations and management and the 
verifi cation of material facts. 

ENTERPRISE INVESTMENT 
SCHEME (EIS)

A tax-advantaged scheme which enables 
individuals to roll over capital gains by 
investing proceeds into the shares of 
certain small trading companies and/or 
to get income tax relief at 20 per cent 
on the funds invested. There are strict 
rules on which companies and individuals 
qualify and on the amounts that can be 
invested by any one individual.
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ENTERPRISE MANAGEMENT 
INCENTIVES (EMI)

A tax-effi cient and HMRC approved 
share option scheme which can be 
offered to selected employees of the 
company setting up the scheme. There 
are restrictions on the type of companies 
that can set up the scheme and the 
amount of options that may be granted to 
individual employees.

ENTREPRENEURS’ RELIEF

A relief from capital gains tax on the 
disposal, in qualifying circumstances, of 
certain business assets, including assets 
used in an unincorporated trade and 
shares in trading companies. The relief 
reduces the effective rate of CGT on 
qualifying disposals to 10% on the fi rst 
£5m of eligible lifetime gains.

EXECUTIVE PENSION PLAN (EPP)

This is a Defi ned Contribution 
Occupational Pension Scheme. Where 
transitional protection has been obtained, 
the maximum contributions that can be 
paid are based on the age of employee, 
length of service with the employing 
company and the salary. 

EXEMPT TRANSFERS

Transfers that are not subject to 
inheritance tax.

FINAL SALARY SCHEME

Pension benefi ts are calculated on the 
length of service with the employer and 
the salary. Based on these two factors 
and the accrual rate within the scheme, 
pension benefi ts are guaranteed, 
regardless of movement in the underlying 
fund or changing annuity rates.

EMPLOYER FINANCED RETIREMENT 
BENEFIT SCHEME (EFRBS)

Previously called unapproved pension 
schemes, or Funded Unapproved 
Retirement Benefi t Schemes (FURBS), 
these are occupational schemes that 
build up retirement benefi ts perhaps 
alongside approved pension schemes. 
Such schemes do not receive the tax 
reliefs available to approved pension 
schemes but are not subject to many of 
the restrictions imposed on contributions 
to registered schemes.

GIFTS RELIEF

A mechanism that allows a CGT liability 
to be deferred where it arises on the gift 
or transfer of certain business assets at 
undervalue, such as to a family member. 
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The capital gain arising is effectively 
transferred to the donee who can pay it 
when he or she eventually disposes of 
the asset.

GAD

The United Kingdom Government 
Actuary’s Department (GAD) is a unique 
organisation – a government department 
and yet an actuarial consultancy 
operating on commercial lines giving 
independent professional advice within 
the public service. There are actuaries 
in public sector roles in many countries, 
but in few places are there such strong 
concentrations of actuaries who advise 
on such a comprehensive range 
of topics.

GROUP MONEY PURCHASE SCHEME

A company scheme governed by the 
standard rules. 

HEADS OF TERMS 

A legal document that sets out the main 
details of an agreed deal including, 
for example, the total consideration, 
the timing of payments and any key 
conditions attached to delivery of the 
proposed offer. The heads will often 
include some form of exclusivity period 
to complete the deal.

LIMITED TRADE AUCTION

The approach of a small number of 
potential buyers in order that knowledge 
of the potential sale is kept to a limited 
audience and hence confi dentiality 
is protected.

MANAGEMENT BUY-OUT (MBO) 

The purchase of a company by the 
management team that already runs 
the business.

MANAGEMENT BUY-IN (MBI)

An MBI is similar to an MBO except that 
an external management team purchases 
the company.

NIL RATE BAND

A term applicable to inheritance tax. This 
is the amount of a person’s estate, or 
of a gift into trust, that is exempted from 
inheritance tax in certain circumstances.

PERSONAL PENSION PLAN (PPP)

A pension scheme under which 
contributions are limited to a percentage 
of salary. The maximum contributions are 
100% of annual earnings up to an annual 
limit and with an overriding maximum fund 
value (lifetime allowance): 
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51 – EXTRACTING VALUE FROM YOUR BUSINESS

Year Contribution Lifetime 
   allowance

2008/09 £235,000 £1,650,000

2009/10 £245,000 £1,750,000

2010/11 £255,000 £1,800,000

NB. The contribution limit reduces to 
£50,000 from 2011/12 and the lifetime 
limit to £1,500,000 from 2012/13 –
see page 42.

POTENTIALLY EXEMPT TRANSFERS

Outright gifts that fall outside a person’s 
estate after seven years. 

SELF-INVESTED PERSONAL 
PENSION (SIPP)

A personal pension that allows an 
individual to ‘self-invest’ the fund into any 
of a number of investments as prescribed 
by HMRC.

SMALL SELF ADMINISTERED
SCHEME (SSAS)

An executive pension plan that allows 
the trustees greater investment control. 
Investment options allowable include 
commercial property and loans to 
the employer.

STAKEHOLDER PENSION PLAN

A personal pension plan under which 
the only charge is an annual management 
charge capped at 1.5% for the fi rst 
5 years and 1% thereafter.
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