Passing wealth to
your loved ones

The two certainties in life are...
When it comes to inherence tax (IHT), death and taxes arrive at the same
time. With a standard rate of 40%, inheritance tax can significantly diminish the
estate you leave to your loved ones. There are a number of ways that you can
mitigate inheritance tax, you just need to know how.

How much inheritance tax are you likely to pay?
UK inheritance tax is a charge on the total value of UK domiciled individuals’
worldwide assets when they die. Certain assets, for example pensions, do
not sit in an individual’s estate and are therefore exempt from inheritance tax
until they are accessed.
It is important to distinguish between UK domicile and UK resident. Simply
living outside of the UK doesn’t mean HMRC won’t consider your estate
liable to inheritance tax.
Over £5bn was taken as Inheritance Tax in the UK during 2017/18.
The UK Inheritance Tax rate is currently 40%.
The UK Inheritance Tax nil rate band is currently £325,000. Therefore, if your
estate’s value is less than £325,000, you can pass it on without paying any
inheritance tax.

EXAMPLE
If your estate is valued higher than the nil rate band, say £400,000, the
excess (£75,000) over the nil rate band will be liable to IHT.
£75,000 taxed at 40% results in a tax charge of £30,000.
Therefore, you could pass on your nil rate band of £325,000, as well as
the excess minus the IHT charge.
£370,000 can be passed on from an estate worth £400,000.

There are some further stipulations that may reduce the IHT bill
payable…
You can pass all of your estate to a spouse or civil partner with no IHT
payable, regardless of the value.
Spouses and civil partners can pass their unused nil rate bands to each
other upon death.

EXAMPLE

Following on from the previous example, if your late spouse had
passed £200,000 on to your children upon death, they would pass on their
remaining nil rate band to you, £325,000-£200,000 = £125,000.
£125,000 of your late spouses’ nil rate band added to your £325,000
results in a nil rate band of £450,000.
With your nil rate band at £450,000 and your estate valued at £400,000,
there is no IHT to pay and the full £400,000 can be passed on.
If your estate includes your primary residence i.e. the home you live in,
you receive a further exemption to IHT. The 2019/20 primary residence
exemption is £150,000 each, rising to £175,000 in 2020/21*. In 2020/21
the total nil-rate band for those with a primary residence in their estate will
be £500,000, meaning a collective nil rate band of £1,000,000 for married
couples.
Funds held within a pension wrapper may also be passed on to a spouse or
dependants tax free as they often sit outside your estate and therefore, do
not count towards the IHT nil rate band.
*For estates with a net value of over £2m, the RNRB will be withdrawn at a rate of £1 for every £2
over the £2m threshold.

YOUR ASSETS

VALUE

Your home (after deduction of any mortgage)

£

Any other properties

£

Cash

£

Investments

£

Possessions

£

Life insurance (where not in trust)

£

Total assets

£

YOUR ALLOWANCES
100% of your primary residence value up to £150,000
£325,000 nil rate band
Total assets

£

Total Allowances

£

Excess over allowances

£

IHT Liability (40% of the excess)

£

*The value of the main residence nil rate band threshold is only applicable if your main
residence is given to a direct descendant and will be reduced, or taken away completely. If your
total estate is valued above £2 million on your death.
Please note tax rules are subject to change and benefits depend on personal circumstances.
The exact amount of tax payable will depend on your individual circumstances.

The foundations of estate planning
1
2
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It is important to prioritise your own security over inheritance tax
planning. You don’t want to stretch yourself too thin by gifting
your estate away too early. Considerations need to be made for
the cost of long-term care and the effect of inflation in particular.

A Will is your way to legally state how you wish for your estate
to be distributed upon your death. For those with assets in
multiple countries, a local will in each jurisdiction is necessary.
If you don’t have a legally binding will in each country where
you have assets, your estate will be distributed via the local
intestacy laws.

Alongside a legally binding will, you should appoint a Lasting
Power of Attorney that will make decisions on your behalf if you
become incapable in later life.

How can inheritance
tax be mitigated?
The basics
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1.Spend your money
As you spend your money, the value of your estate will reduce and therefore,
so will your IHT liability. This only applies to certain types of spending e.g.
experiences. If you were to purchase expensive cars, boats, art etc then the
value of these will stay in your estate.

2. Invest your money
Certain types of investment can be passed across generations without any
inheritance tax to pay. Business relief is available on certain investments and
provides up to 100% relief from IHT if you have held the shares for more than
2 years.

You can get 100% Business Relief on:
•
•

a business or interest in a business
shares in an unlisted company

You can get 50% Business Relief on:
•
shares controlling more than 50% of the voting rights in
		
a listed company
•
land, buildings or machinery owned by the deceased
		
and used in a business they were a partner in or
		controlled
•
land, buildings or machinery used in the business and
		
held in a trust that it has the right to benefit from

Investing directly for your children is another way to mitigate your inheritance
tax liability whilst passing wealth through the generations of your family.
A Junior ISA is a simple way for UK residents to mitigate their IHT liability.
Adding a maximum of £4,368 per annum to a Junior ISA, mitigates both the
IHT liability and also any tax on capital gains made within the ISA.
Junior Pensions are another way for UK residents
to pass on wealth. A maximum annual
contribution of £2,880 receives 20% tax
relief, totaling a £3,600 annual investment.
Capital gains tax do not apply to the
gains made within the junior pension
and the value of the gift will fall out
of the estate once it becomes
exempt.

3. Gift your money
Gift warnings
If you are gifting for IHT purposes, you must lose control of the asset in full.
In turn, the recipient gains full control of the asset therefore you need to
consider if they will act responsibly. You also lose all rights to benefit from
the asset.

Gifts fall into 3 categories:

3.1

3.2

3.3

Exempt Transfers

Potentially Exempt
Transfers

Chargeable Lifetime
Transfers

Immediately free of
IHT

Can become IHT free
over time

May result in an
immediate IHT charge

3.1 - Exempt Transfers
There are a number of gifts that you can make which will be immediately
exempt from inheritance tax.
Your annual exemption – each tax year you can gift up to £3,000 to
anybody you like. You can also gift any unused allowance from the previous
year.
Marriage – married couples can transfer any assets between themselves
during their lifetime or on death.
Small gifts – you can gift anyone up to £250 each tax year, provided you
haven’t already given any other gifts to the same person during the same
year.
For a wedding – you can give your children up to £5,000, grandchildren up
to £2,500, and anyone else up to £1,000 when they get married.
From extra income – if you have extra income (after tax) that you don’t
need, you can make regular gifts. You’ll need to keep a record of these.
To charities or political parties – If you leave at least 10% of your net estate to
charity in your will, the rate of IHT applied to your estate reduces to 36%.

3.2 - Potentially Exempt Transfers
When you make a gift that doesn’t fall into any of the immediately exempt
categories, IHT can still be mitigated as long as you live for 7 years. If you
don’t survive for 7 years after making the gift, the IHT liability will be based
on the time period between the gift and death.
Inheritance Tax Taper Relief
Years Between Gift and Death

Inheritance Tax Rate

Less than 3 years

40%

4-5 years

32%

5-6 years

16%

6-7 years

8%

More than 7 years

0%

3.3 - Chargeable Lifetime Transfers
A Chargeable Lifetime Transfer is a gift that doesn’t fall into the above
categories, so IHT it may be charged immediately. Gifts to a discretionary
trust are a common example.

The big hitters of IHT planning
Trusts
Trusts can be used to mitigate tax whilst still retaining a level of
control over the assets. The level of control is dependent on the
type of trust used, we have referenced a few below:
A bare or absolute trust is often used to pass wealth to children
or grandchildren. The beneficiaries are nominated at outset along
with a set date on which the trust will pay out. This can ensure that
younger members of the family do not come into wealth until they
are responsible enough to handle it.
A discretionary trust allows more control over the ongoing
management of the assets as you can name yourself as a trustee.
You can postpone the decision on who will benefit and how much
they will receive. Gifts to discretionary trust are chargeable lifetime
transfers.
A loan trust is different in that the amount that is valued to the trust
remains in your estate, but the growth achieved sits outside the
estate and is therefore IHT free. Loan trusts are used to slow down
the growth in an estate and resultantly the IHT liability.
Discounted gift trusts are particularly popular as they can provide
immediate IHT savings as well as a regular income. A gift is made
into the trust which is then split into two. One part of the gift is
treated via potentially exempt transfer rules. The second part (the
discount) is used to provide an income and is considered liable to
IHT at 20% immediately. The proportion of discount is based on
your age and health status.
Trust planning is complex and often irreversible therefore you
should consult a financial planner if you are considering this area.

Pensions
Pensions are the greatest gift from the government in regard to inheritance
tax planning. Money held within pensions does not fall into your estate
upon death, therefore it is not included when calculating your IHT liability. A
common aspect of IHT planning is liquidating other assets before pension
benefits, in order to reduce the total estates IHT liability.
The taxes applied to your pensions upon your death depend on; the type of
pensions you have, the value of your lifetime pension savings and your age
when you die.
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