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Business Protection

Shareholder protection - company
buyback of shares
This flowchart shows the process for setting up shareholder protection on a company
buyback basis.
Shareholders should take advice before adopting this method of shareholder protection, and involve their auditors,
tax advisers and lawyers throughout. The information is based on our understanding of current legislation, taxation
law and HM Revenue & Customs (HMRC) practice, which may change.
Choose the appropriate option agreement for the type of cover being taken out – usually a double option.
The shareholders should take their own legal advice to arrange for their solicitor to draft a bespoke option
agreement and to make sure this agreement meets their requirements.
The directors check the company can meet the legal requirements of the Companies Act for share buyback. See
our Shareholder protection – company buyback of shares technical factsheet for more information.
Company takes out policies on the lives of the shareholders – usually written to the shareholders’ retirement date.
The benefit amount should equal the value of the shareholding.
Tax treatment of policy
payments and proceeds
Company makes policy
payments – no tax
relief as not wholly and
exclusively a business
expense. Premium
equalisation not
required.
Policy proceeds aren’t
subject to corporation
tax as the share
buyback is a capital
expense.

Tax treatment of sale and purchase of shares
Income tax treatment

Capital gains tax (CGT) treatment

Purchase of shares treated as an income
distribution by the company. The distribution
is the price paid by the company over the
original subscription cost.

A number of conditions have to be
met. The company can apply to HMRC
for advance clearance, confirming
CGT treatment will apply.

Critical illness
If the company
buys back
the shares on
the diagnosis
of a critical
illness, the
shareholder
will be liable
to tax at their
marginal
dividend tax
rate.

If CGT treatment applies, there will
be an uplift to probate value for the
shares on death. This means there’s
unlikely to be much, if any, CGT
payable when the company buys back
the shares on death.

Death
If the company buys
back the shares on
the death of the
shareholder, then the
personal representatives
will be liable for the tax
liability during the estate
administration period
and the beneficiaries will
then be taxed at their
marginal income tax
rate when the personal
representatives pay the
income to them.

aegon.co.uk
PROT379484 04/21

Company must notify HMRC within
60 days of the share buyback.
If the company is controlled by five
people or less, it will need to consider
applying for transactions in securities
advance clearance from HMRC when
capital leaves the company.
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