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An Introduction to the Briefing Note 

This Briefing Note provides a short summary of the relief available from 
capital gains tax available on the disposal of a business. It should not be 
relied upon as legal advice and you should contact us for advice on your 
specific circumstances. 

 

 

What is entrepreneurs’ relief? 
 Entrepreneurs’ relief is a relief from capital gains tax that is available 

to individuals and trustees. 

 It can be claimed for gains from the disposal of businesses, shares in 

personal companies and the associated or post-cessation disposal of 

business assets. 

 The effect of the relief is to apply a capital gains tax rate of 10% to 

the first £10 million of qualifying capital gains (after deduction of any 

related losses) realised on or after 6 April 2011 (to the extent that the 

lifetime allowance has not been used by claims for entrepreneurs’ 

relief on earlier disposals).  

What are qualifying capital gains? 
 
Qualifying capital gains arise from the disposal by an individual of: 
 
Shares or securities of a trading company (or holding company of a trading group)   
 

 For at least one year up to the date of the disposal, the individual must have: 

 held at least 5% of the ordinary share capital of the company, allowing them to exercise at least 

5% of the voting right; and 

 been a director or employee of the company (or a company in the same group). 

 Relief may be available even if the company had ceased trading. This is on the basis that the above 

conditions were satisfied for at least one year, ending with the date on which the company ceased 

trading, and the trading ceased within three years ending with the date of the disposal. 

 Special rules apply for shares acquired by employees on exercise of options under the Enterprise 

Management Incentive Scheme. 

The whole or part of a business as a going concern 
 

 The individual must have owned the business (whether as a sole trader or in partnership) for at least 

one year up to the date of the disposal.  

 Shares and securities and other assets held by the business for investment purposes or assets not 

used for the purposes of the business, will not qualify for relief. However, the following disposals will 

qualify for entrepreneurs’ relief: 
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 disposals by sole traders when converting to a partnership; 

 part disposals by existing partners when a new partner joins a partnership or there is a change 

in profit-sharing ratios; and 

 full disposals by partners 

Assets formerly used in a qualifying business which simply stopped, rather than being sold as a 
going concern 
 
The assets must be sold within three years after the business has ceased trading. The individual (whether as 
a sole trader or in partnership), must have owned the business for at least one year, ending with the date on 
which the business ceased trading. 
 
Personal assets used by a trading company or partnership 
 

 The assets must be owned by someone qualifying for the relief on a disposal of the business or shares 

(or other securities) in the company.  

 The individual must be withdrawing from the business. Withdrawal from the business means reducing 

their share in the partnership capital and profits or significantly reducing their shareholding in a 

company (anti-avoidance provisions apply).  

 The asset must have been used by the partnership or company for its business purposes for at least 

one year up to the date of the disposal of the business or shares (or other securities) and owned by 

the individual for three years. 

Lifetime limit 
 
The lifetime limit for entrepreneurs’ relief increased from £5 million to £10 million on 6 April 2011.  
 

Relief must be claimed 
 
Entrepreneurs’ relief must be claimed. The claim must be made on or before the first anniversary of 31 
January after the tax year of disposal. Therefore, if a disposal or deemed disposal is made on 1 May 2016 
(that is, in the 2016/2017 tax year), relief must be claimed on or before 31 January 2019. 
 

Shares of loan notes received as consideration for shares 
 
Unless the seller will meet the entrepreneurs’ relief criteria when the replacement securities are eventually 
sold, deferring the gain may not be beneficial. 
 

 To take advantage of entrepreneurs’ relief, the seller can elect to disapply the normal rules and 
include the value of the shares and loan notes received in the computation of the taxable gain. 
 

 Making this election will mean that tax must be paid on 31 January following the tax year in which he 
sells his personal company shares. 

 

Earn-outs 
 
 An earn-out is an arrangement where at least part of the purchase price on the sale and purchase of a 

business is calculated by referring to the future performance of the business being purchased. They 
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are commonly used as a management incentive where owner-managed businesses are sold and the 

managers continue to work in the business following the sale. 

 Claiming entrepreneurs’ relief may affect how earn-outs on a share sale should be structured.  A seller 

whose earn-out right is due to be satisfied in shares or loan notes may prefer to elect to crystallise a 

tax charge at the time of the share sale (rather than defer the gain ). 

         
 
If you would like to know more about this topic or our legal services, please contact Mark Williams on 01323 
435955 or mew@gabyhardwicke.co.uk  
 
Gaby Hardwicke Solicitors 
33 The Avenue  
Eastbourne  
East Sussex 
BN21 3YD 
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