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An important change made this April to entrepreneurs’ relief hit directors who wind up a solvent 
company. They can no longer claim entrepreneurs’ relief if they continue to work in the same trade as 
the company in the following two years after the liquidation. A record number of solvent companies 
were wound up in March in anticipation of this change. 

Several types of assets can qualify for entrepreneurs’ relief. These include all or part of a business 
owned by a sole trader or business partner, including the business’s assets after it closed, and shares (or 
securities) in a company where the person making the disposal has at least 5% of the shares and voting 
rights. The business or company being disposed of must be trading to qualify for the relief. For a sale of 
shares or securities, the seller must have been an employee, a director or some other office holder of the 
company being sold or one in the same group. 

The new rule will affect situations where a shareholding director sells the goodwill and other business 
assets out of their company and then puts the company into liquidation and takes the proceeds as a 
capital gain taxed at just 10%. In such circumstances, the buyer of the underlying business might well 
expect the outgoing owner to continue working as a consultant for a changeover period. This could now 
present a problem and you should be aware of this possibility when negotiating a deal. It is essential to 
get advice on this matter. 

Sole traders or business partners must have owned the business for at least one year before the date on 
which they sell or close it. The business assets must then be disposed of within three years to qualify for 
relief. 

Changes to entrepreneurs’ 
relief for directors 
Entrepreneurs’ relief is important for all business owners, because 
the capital gains tax charge on qualifying assets is only 10%. There 
is an overall lifetime limit of £10 million on the amount of gains on 
which you can claim the relief, and you can claim as often as you 
like up to this level. ‘Disposal’ could be a sale or gift or even the 
liquidation of a personal company. 

The 0% starting rate of tax applies to savings 
income, such as bank deposit interest. The 
maximum 0% starting rate band is £5,000 
and is given in full on your savings income if 
your non savings income is no more than the 
personal allowance of £11,000. But it will not 
be available if non savings income exceeds the 
personal allowance plus the £5,000 starting rate 
band – that is a total of £16,000.

There is also the new savings allowance. For 
basic rate taxpayers, the allowance is £1,000, 
making the total potential tax free amount of 
savings income £17,000. 

If you happen to slip by a pound into the higher 
rate band, only £500 of savings income will be 
tax free. And if you are in the 45% tax bracket, 
you lose the allowance altogether.

In addition, from April this year, the first £5,000 
of a person’s dividend income is tax free.

It could make sense to spread savings and 
dividend income around your family – where 
possible – to maximise the benefits of having 
tax-free income. 

Get in touch with us – we are here to help.

Tax saving 
opportunities
on 
investments  
Valuable opportunities have 
opened up recently to save tax 
on investments. Many people 
will now be able to have up to 
£17,000 of income tax free. If 
they also receive dividends, up 
to £22,000 of their income could 
be tax free as a result of the 
new tax-free £5,000 dividend 
allowance. 



This year, there are more 
reasons than normal why your 
PAYE code could be incorrect. 

HM Revenue & Customs (HMRC) might have 
coded out the estimated tax on your dividends 
rather than waiting for you to pay the tax on 
the 31 January 2018 deadline. However, HMRC 
will have based the estimate on your income 
for last year before the tax rules changed. 
Interest is now paid gross, so HMRC may also 
have included this in your coding – even if it is 
covered by the tax-free savings allowance. 

You can, of course, have dividends or interest 
removed from your PAYE code.

To mitigate the potential risks of leaving 
the EU, former Chancellor George 
Osborne trailed a cut in corporation 
tax to 15% or less. His successor, Philip 
Hammond, has made no commitments 
but intends to focus on other measures 
which may follow in the Autumn 
Statement, normally in early December.

Once the UK has left the EU, constraints 
on some tax changes may be removed. 
VAT will almost certainly continue, but 
could diverge from EU VAT law, for example by extending the zero rate. Changes to the rules for 
supplies made to or from EU member states will probably be needed, and companies that sell directly 
to EU consumers may have to set up warehouses within the EU to continue to benefit from the 
current rules. 

Leaving the EU should make it easier for the government to give tax and other incentives to UK 
businesses. However, customs procedures and duties may be imposed on businesses trading with the 
EU if the UK leaves the EU customs union without entering into a free trade agreement. 

Much could remain the same if the UK joins the European Economic Area. We will keep you informed 
so that you can make best use of the opportunities that may arise and mitigate any difficulties. 

Loan rates rise for close companies
The rate of ‘temporary’ tax charged on loans to participators in 
close companies has been increased from 25% to 32.5%, with the 
increased rate applying to loans made on or after 6 April 2016. 

Wrong PAYE code?
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The 32.5% charge only applies to participators (basically shareholders), whether or not they are 
directors. You may think that this does not affect you, but it is surprisingly easy for a director’s 
current account to become overdrawn. 

A typical strategy would be to cover the debt by declaring a dividend, but this will not be possible if 
company profits are insufficient.

Although it’s a good idea to simply avoid overdrawing your loan account, there might be a situation 
when you really need a short-term company loan. With careful timing, you can make use of company 
funds for up to 21 months without having to pay the 32.5% charge. And if a charge is paid, timing is 
also important when it comes to repayment. 

Doing this just before the company’s year-end, rather than just after, results in a one year earlier 
tax repayment. If your spouse or partner is also a director and their loan account is in credit, then 
that balance could be used to offset your overdrawn account. However, for this to work, the two 
accounts must effectively be operated jointly. We are here to help so please get in touch.

Implications of Brexit for tax and business 
The vote to leave the European Union has triggered a period of 
uncertainty for the UK economy. The implications for business tax 
will depend on what the future relationship between the UK and EU 
will be. 

Read the fine print 
on trivial benefits 
Since 6 April this year there has 
been no need for employers 
to account for tax and NICs 
on trivial benefits provided 
to directors and employees. 
Of course, as with everything 
tax, it’s never quite that 
straightforward.

The cost of providing the individual benefit 
cannot exceed £50. There is an overall annual 
cap of £300 applied to directors of close 
companies —  as most small companies are. The 
cap also applies to trivial benefits provided to 
family members of those directors. 

An average cost can be used to establish 
whether the £50 limit is met. So if five 
employees attend a meal costing a total of 
£240, the cost per head can be taken as £48
.
There is no exemption for cash or cash vouchers, 
and the benefit has to be provided for a non-
work reason such as a birthday, social event or 
a gift on the birth of a new baby. The benefit 
cannot be given in recognition of a job well 
done or for any other work-related reason such 
as providing a working lunch, late night taxis or 
a team-building event.

Also, there must be no contractual entitlement 
to the benefit and it cannot be provided under a 
salary sacrifice arrangement.


