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Todays agenda

1 Options for corporate cash  

Working with accountants & solicitors 

2
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Octopus Choice in detail

4 What can Octopus do to help 
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Cash on the balance sheet
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• Poor returns 

• Loss of Business Property Relief

• Threat to Entrepreneurial relief

• Tax consequences of extracting cash from a business

• Targeted anti-avoidance rules  

Companies with excess cash – problems  
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Possible solutions 

Pension 

contributions

Dividend 

extraction funding 

VCT

Octopus 

Trading

Partnership

Octopus Choice
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1.Profit extraction = VCT 
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1As at August 2016.

What does this mean?

A small business owner who pays themselves a dividend of 

£65,000 and a £30,000 salary will pay £3,786 more in 

dividend tax this year.1

Introduction of a 
£2,000 tax-free 
dividend rule

Modernisation of dividend tax rules

Removal of notional 
10% tax credit on all 
dividends

Rates of dividend 
taxation increased:

• 7.5% basic rate

• 32.5% higher rate

• 38.1% additional rate
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• Note: VCTs are high risk and should be considered as long-term investments. Tax treatment depends on individual circumstances and can 
change in the future. Tax reliefs also depend on the VCT maintaining its qualifying status. 

Tax benefits of VCTs

Up to 30% 

income tax relief
Tax-free dividends Tax-free growth

Introduced by the government in 1995 

to encourage investments into smaller 

companies.

Tax reliefs are available on investments 

of up to £200,000 per year
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• Note: For illustration purposes only. 1The investment will be subject to an initial fee and annual management charges. Octopus can facilitate 
adviser charges and ongoing fees. 

Venture Capital Trust (VCT): Structure 

Investment1
Portfolio 

company 

B

Portfolio 

company 

D

VCT shares,

tax certificate 

and potential 

dividends

Portfolio 

company A

Portfolio 

company B

Portfolio 

company D

Portfolio 

company C

any agreed 

adviser 

charges
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For illustrative purposes only and assumes no gains or losses on investments. Assumes 40% tax payer.

Business owner: Tax-efficient profit extraction

Company Director 

currently receiving 

income of £50,000 

per year (40% tax 

payer)

Additional profit in 

company of £50,000 

that he would like to 

extract

Requires a tax-

efficient method of 

extraction
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For illustrative purposes only and assumes no gains or losses on investments. Assumes 40% tax payer.

Business owner: Tax-efficient profit extraction

Company profits £50,000 Dividend paid £50,000 VCT

£16,250 income tax 

liability

£33,750 Net

£15,000 income tax relief

£50,000 invested in VCT -

£1,250 additional tax =

£48,750 net 
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For illustrative purposes only. *Assumes no gains or losses on 
investments. you will need to consider the eligibility and timings of 
tax reclaims and tax liabilities depicted, and the impact of charges 
(i.e. initial fee and ongoing fees, including administration fee and an 
annual management charge), as relevant to the product(s) 
represented and/or any specific product you have chosen. 

Dividends cannot be guaranteed.

• £2.5k tax-

free 

dividends 

per VCT 

per year

• After 5 yrs, 

net income 

has 

increased 

to £12,500

• from year 6 

self funding 

*
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Invest £50,000 in VCT

Invest £50,000 in VCT

Invest £50,000 in VCT

Invest £50,000 in VCT

£50,000 sales proceeds from 
original VCT invested in

another VCT

Invest £50,000 in VCT

A
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£15,000 income
tax relief

£15,000 income
tax relief

£15,000 income
tax relief

£15,000 income
tax relief

£15,000 income
tax relief

£15,000 income
tax relief
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2. Loss of BPR = OTP
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Impact of a cash surplus

¹HMRC technical release to the Institute of Chartered Accountants in England 
and Wales (ICAEW), Chartered Institute of Taxation (CIOT) and The Society 
of Trust and Estate Practitioners (STEP), ICAEW Tax Guide 1/14.

An “excepted asset” is one that:

• has not been used in the business during 

the last two years; or 

• which is not required for future use in the 

business.

“Excepted assets” are subject to inheritance 

tax, even if the shares in the company that 

owns them qualify for business property relief.

HMRC technical guidance confirms that 

holding funds as a buffer is not a sufficient 

reason for cash not to be treated as an 

excepted asset¹.

Unless cash is held for an identifiable future 

purpose, it is likely to be treated as an 

excepted asset and will be subject to 

inheritance tax on a chargeable transfer of the 

company’s shares.
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Corporate BPR – how it works

The client company 

becomes a member of a 

trading partnership.

The company will be entitled 

to a profit share pro rata to 

its interest in the 

partnership.

The partnership carries on a 

BPR-qualifying business 

into which the company’s 

capital will be put to work 

alongside that of other 

partners.

Provided the shareholder has owned shares in their company for more than 2 years, and that 

company itself qualifies for BPR, then the cash contributed should immediately cease to be an 

“excepted asset” = an immediate inheritance tax benefit 

1 2 3
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An overview of the Octopus Trading Partnership

Can restore Business 

Property Relief, which 

can be lost if a 

company holds cash 

or investments as a 

major part of its 

business.

Members can 

request liquidity 

at any time.

Opportunity 

for UK 

companies.

Targets capital 

preservation and 

investor profits of 

5% p/a.

Managed by same 

investment team as 

Octopus Inheritance 

Tax Service (£1.9b 

assets under 

management, 11-

year track record).

Performance targets are not a guarantee of what the investment will achieve. There 
is no market for capital subscribed into an unlisted limited liability partnership, you 
should expect it to take longer to be returned on request than selling listed shares. 



17

Trades as an LLP within the Octopus IHT service 

Targets a 5% pa return , profits  distributed annually  

.

UCIS status 

Octopus trading partnership – corporate BPR 

1

2

3
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3. Poor returns – possible solution 

Octopus Choice 
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Why work with professional connections?What are the rules of engagement?

Professional connections 
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Why have relationships with professional 
connections sometimes failed?

Unrealistic 
expectations 

Lack of clarity Silo mentality

Trust Culture Existing 
relationships 

Partner buy-in

Reactive rather 
than pro-active 

Reputational risk Poor targeting Poor follow-up Takes time
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Why now is the time to be working with 
professional connections? 

1
2
3
4
5
6
7
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Draft SRA Code

•

•

•
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How are advisers preparing for this?
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Due diligence statement

Status – explanation of independent / restricted 

Regulation 

Advice process

Services 

Fees & remuneration

Qualifications & accreditations

Awards

Experience

Client review process

Quality standards 

Disciplinary record 

Online portal

Working with other professionals 
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Collaborating with solicitors 

Financial 
advice
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Clients looking to settle assets into trust

1Providing trust holds solely BPR-qualifying investments. Other charges may apply.

• There is no Chargeable Lifetime Transfer (CLT) when 
settling a BPR-qualifying investment into trust.

• There are no periodic charges where a trust holds only 
BPR-qualifying investments.1

• There are no exit charges for BPR-qualifying 
investments.1
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Typical discretionary trust

Clients looking to settle assets into 
discretionary trusts

1Any fees and charges related to the BPR-qualifying investment will still apply.

BPR-qualifying investment into trust

No chargeable 
lifetime transfer

If investment is still BPR-qualifying, no periodic or 
exit charges1

20% chargeable 
lifetime transfer
(above nil-rate 

band)

Further charge to inheritance tax if settlor dies 
within seven years of settlement

Taper relief years 
4 – 7

may reduce 
inheritance tax

Trust assets outside 
of settlor’s estate for 

inheritance tax

6% periodic 
charge

6% periodic 
charge

6% pro-rata exit charge if capital is settled on beneficiaries 

20 years10 years7 years4 yearsSettlement
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How BPR-qualifying investments can interact with 
trusts

BPR and discretionary trusts

After two years, a BPR-
qualifying investment can be 

settled into trust with no 
CLT, regardless of how high 
its value is. There is also no 

periodic charge or exit 
charge.*

BPR and loan trusts

Original capital is subject to 
inheritance tax. If repaid loan 
capital is invested into BPR, 

once the BPR-qualifying 
investment has been held for 
two years, shares can be left 

free from inheritance tax 
upon death.

BPR and IPDI trusts

Making a BPR-qualifying 
investment can help balance 

the demand for income 
during a spouse’s lifetime, 

with the beneficiaries’ desire 
to maximise or preserve their 

inheritance.

*While the trust continues to own only BPR-qualifying assets.
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Clients with a power of attorney in place

• Trusts and gifts deprive clients of access to their 
wealth.

• Court of Protection is unlikely to agree to these types 
of solutions.

• BPR-qualifying investments remain in client’s name so 
do not require Court of Protection approval.
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Designated Professional Body (DPB) licence 

•

•

•
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How are advisers developing 
relationships with accountants?
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Collaborating with accountants

Financial 
advice

Clients restricted by the annual 
pension allowance

Clients at risk of 
reaching the lifetime 
pension allowance

High earners looking to reduce 
their income tax bill

Corporates looking for better 
returns on their capital

Contractors paying themselves 
dividends

Clients with a rental 
property portfolio

Business owners looking
to extract profits
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Inheritance tax planning: Sale of a business

• If the business is sold, the business 

owner loses their BPR inheritance tax 

exemption

• Window of 3 years to reinvest proceeds 

of sale and retain immediate 

inheritance tax exemption, through 

replacement property relief
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FAME reports
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How Octopus can be a valuable partner
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Go to octopusinvestments.com.

Tools and guides

Residence nil-rate band & gifting calculators Guide to untangling 
inheritance tax

Guide to VCTs
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Thank you

Please get in touch with your local Octopus business development 

manager with any further questions on 0800 316 2067 or by visiting 

octopusinvestments.com.


