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Copyright

The rights of Sarah Bradford and Tax Insider Ltd to be identified as the authors
of this report have been asserted in accordance with the Copyright, Designs and
Patents Act 1988.

© 2026 Tax Insider Ltd

Disclaimer

This ‘Tax Insider’ guide is produced for general guidance only, and professional
advice should be sought before any decision is made. Individual circumstances
can vary and therefore, no responsibility can be accepted by the contributors
or the publisher, Tax Insider Ltd, for any action taken, or any decision made to
refrain from action, by any readers of this guide. All rights reserved. No part of
this guide may be reproduced or transmitted in any form or by any means. To
the fullest extent permitted by law, the contributors and Tax Insider Ltd do not
accept liability for any direct, indirect, special, consequential or other losses or
damages of whatsoever kind arising from using this guide.
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About Sarah Bradford

Sarah Bradford (BA) Hons, FCA, CTA (Fellow) is a Chartered Accountant and
Chartered Tax Adviser. She is the director of Writetax Ltd, a company providing
technical writing services on tax and National Insurance.

Sarah writes widely on tax and National Insurance and regularly contributes to:

e Business Tax Insider;
e Property Tax Insider; and
e Tax Insider Professional.

She is also the author of:

e Tax-Efficient Profit Extraction For Companies;
Directors’ Loan Accounts Explained;

Property Company V Property Trust;

Tax Efficient Ways to Grow a Property Portfolio;

How To Maximise Deductions For Business Expenses;
101 Business Tax Tips;

101 Practical Tax Tips; and

101 Employee And Employer Tax Tips.

All these guides are available for purchase from Taxinsider.co.uk.

About this guide

This guide looks at the exit and successions strategies available to business
owners and the tax implications of each.

Most people do not want to work for ever and a business owner will need to
plan for their retirement and how they are going to fund that. They will also
need to think what they are going to do with their business when they retire.

The options that are available to the business owner will depend on the nature
of the business and whether it is operated by a sole trader, a partnership or a
company, and also on the business owner’s personal circumstances.

A business owner will also need to think about what will happen to their
business if they die. They will need to make a Will to ensure that the business
is dealt with in accordance with their wishes.

In this guide we look at the tax implications of passing a business or the
business assets on during the business owner’s lifetime, of selling the business
or business assets and of passing the business or business assets on when
the business owner dies. We highlight the importance of planning ahead and
outline the various tax reliefs available.

The guide considers tax efficient exit and succession strategies for sole traders,
partners in a partnership and for limited companies, such as personal and
family companies.

The guide is based on the law as at 28 February 2026, as it applies for the
2026/27 tax year. Rates and allowances used in this guide and in the examples
are those for 2026/27.
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The need for an exit strategy and
succession planning

To ensure that the business is brought to a close or passed on in a tax
efficient manner, it is important to have an exit strategy in place.

It is also important to plan ahead for what will happen to the business
should the business owner die and to ensure that provisions are in place to
ensure that this happens in a tax efficient manner.

Many reliefs depend on conditions being met for a qualifying period.
Consequently, it is important to plan ahead to ensure that the qualifying
conditions are met on the planned exit date.

Will planning is essential to ensure that your businesses passed on as you
wish and also in a tax efficient manner.

1.1 Nature of an exit strategy

An exit strategy is a plan for when the business owner either leaves or
sells the business, and may form part of the business owner’s retirement
planning.

To benefit from the tax reliefs that are available when a business is sold
or passed on, there are conditions that need to be met for a period of time.
Planning ahead allows time to ensure that the conditions are met.

Where the business is to be sold, it is important to allow time to prepare the
business for the sale to ensure that the best price is achieved.

Planning ahead and putting an exit strategy in place also provides peace of
mind and allows for a smooth transition or closure of the business.

There are various options for exiting a business, which include selling the
business or its assets, or passing it on to family members. Alternatively, a
management buy-out or the sale to an employee ownership trust could be
considered. Where the business is operated through a limited company, the
company may be able to buy back the shares.

The optimal strategy will depend on both the nature of the business and the
business owner’s personal circumstances.

When putting together an exit strategy for your business, it is important to
take professional advice.

1.2  Succession planning

No-one knows when they are going to die. It is therefore important to have
a plan in place as to what will happen to the business should the business
owner die. Planning ahead is also important to mitigate inheritance tax
liabilities and to take advantage of available reliefs. On death, the business
or business assets could be passed on to family members or sold and the sale
proceeds distributed to the beneficiaries of the Will.
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It is important to make a Will as in the absence of a Will the intestacy
provisions will apply and these will not necessarily provide the best result.

When putting a succession strategy in place, it is important to take
professional advice.

Exit strategies and succession planning
for sole traders

A sole trader is a self-employed individual who owns and runs their own
business. Operating as a sole trader is the simplest form of a business. The
sole trader is responsible for all the debts of the company and is able to
keep all the profits after paying tax. Unlike a company, an unincorporated
business has no separate legal identity.

A sole trader pays income tax on the profits on their business, which form
part of their overall taxable income. If a sole trader makes a gain on the sale
of a business asset, a capital gains tax liability may arise (although reliefs
may be available).

A sole trader has unlimited liability and is personally liable for all the
business debts.

There are a number of exit strategies available to a sole trader. They can
simply close their business down; they can sell or pass on their business
assets (including the goodwill) to someone else for them to take over the
running of the business.

The sole trader should also plan ahead as to what will happen to their
business assets should they die to ensure that their assets are passed on in
a tax efficient manner.

2.1 Closing down an unincorporated business

If a sole trader does not want to pass on the business, they can simply close
it down when they want to stop working. Unlike a company, there is no
formal procedure - the sole trader can simply stop taking on any additional
work and pay the outstanding debts.

If the business has assets, these may be sold or given away. The tax
implications of selling assets is considered at 2.2, while the tax implications
of giving away assets or selling them at an undervalue is considered at 2.3.

2.2 Sale of business assets

As an unincorporated business is not a separate legal entity it cannot be sold
‘as a business’. Rather, the sole trader will sell the business assets, which
may include goodwill. A sole trader may also sell their business assets if
they close the business.

Where business assets are sold, a capital gains liability may arise. However,
this may be reduced if Business Asset Disposal Relief (BADR) is available. If
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the assets are sold at a loss, the sole trader will be able to set the loss against
chargeable gains that they realise in the same or a future tax year.

2.2.1 Business Asset Disposal Relief for sole traders

Business Asset Disposal Relief (BADR) is a capital gains tax relief that
reduces the rate of tax payable on the gain. The relief was previously known
as Entrepreneurs Relief.

From 6 April 2026, the rate of capital gains tax on gains eligible for BADR
is 18% - the same as the rate of capital gains tax applying where income
and gains fall within the basic rate band. Where the gain would otherwise
be charged at the higher capital gains tax rate of 24%, BADR reduces the tax
payable by 6%.

Each individual has a lifetime limit of £1 million for BADR. Spouses and civil
partners each have their own BADR £1 million limit. Married couples and
civil partners can take advantage of the rules that allow then to transfer
assets between them at a value that gives rise to neither a gain nor a loss to
maximise the BADR available. However, it is essential to plan ahead so that
the transferee spouse/civil partner meets the eligibility conditions for the
qualifying period.

As far as individuals are concerned, BADR is available where there is
a material disposal of business assets. A disposal of business assets is a
disposal or all or part of the business or an identifiable part of it or a disposal
of assets, or of interest in such assets, which were used for the purposes of a
business which has now ceased and were in use by the business at the time
of cessation. Business assets will include the business premises, plant and
machinery and goodwill. However, if the sole trader transfers their business
to a close company in which they retain a stake of at least 5%, BADR is not
available on the goodwill.

The disposal must be a ‘material disposal’. Where the disposal is of all or
part of the business, the individual making the disposal must have owned
it throughout the two years to the date of disposal. Where the disposal is of
assets which were used in a business which has now ceased, the following
conditions must be met:

o the assets were in use by the business at the time of cessation,;

e the business was owned by the individual making the disposal for
a period of two years immediately prior to the date on which the
business ceased; and

o the disposal takes place within three years of the cessation of the
business.

The date on which the business ceases will usually be clear. It should be
noted that the three year window following cessation during which the
assets must be disposed of in order to secure BADR is a statutory limit and
HMRC have no discretion to extend this period.

The relief is not available for the sale of random assets while the business
continues - the business must be disposed of or ceased.
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