MITIGATING INHE R ITA NCE TAX
10 SIMPLE STE PS


PLANNING AHEAD


PROPOSING

Work out the value of your estate and the size of any potential IHT bill. Then think about where you want your money
and property to go to – and why. If you are facing an IHT exposure then it is never too early to start considering
strategies to bring that exposure down.
• Could you afford to give away any of your assets during your lifetime?
• How much income will you need to live on comfortably?
• What about care fees?
Anything you pass on to a spouse, or registered civil partner, is free of Inheritance Tax. However, legacies between
unmarried couples in excess of the NRB are not tax free, which can present a particular problem when a couple jointly
own their home. This can lead to bereaved partners or cohabitees having to pay an IHT bill just to continue living in
their home.

You cannot be taxed on money that was never yours, so it is worth ensuring that as much as possible is outside your
estate:
• If you are married or in a registered civil partnership, consider transferring assets to your spouse or registered civil
partner to ensure that the full amount of each of your NRBs can be utilised, particularly if this is a second marriage or
registered civil partnership and each spouse wants members from their ﬁrst family to beneﬁt.



MINIMISING YOUR
ESTATE

• Pilot trusts can shelter the proceeds of life assurance or company death in service beneﬁts from erosion due to IHT
and can also protect them against life events befalling the surviving spouse or registered civil partner. Consider the
following:
o write any new life insurance plans under trust;
o arrange to transfer any existing life policies into trust;
o if your employer pays a death in service beneﬁt, complete a nomination form to make sure any money
goes directly into trust and not into your estate;
o ensure that you review all pilot trusts if you change policy provider or employer.
• Someone who beneﬁts from a legacy can divert that gift to another person, by executing an “instrument of variation”
within two years of the death of the donor. This may help to avoid any double taxation of that legacy.

For most of us, our family home is our biggest asset – and most at risk to satisfy an IHT bill. HMRC has clamped down
on schemes to avoid the ‘gifts with reservation’ rules, which had allowed people to give away homes, but still live in
them. Now, income tax can be charged for living rent-free in a home you once owned.
However, with proper advice there are still ways to reduce IHT. The most popular option is downsizing to release
equity to other family members. There are also speciﬁc additional IHT allowances available including the Residence
Nil Rate Band (see above).


CONSIDERING YOUR
HOME
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DIVERSIFYING YOUR
INVESTMENTS


CONSIDERING
TRUSTS


UTILISING ANNUAL
IHT ALLOWANCES


INSURING
AGAINST IHT



MAKING CHARITABLE
DONATIONS

Most couples who own a home together do so as joint tenants. This means that, if one person dies, the other
automatically becomes the outright owner of the property. The alternative is to ‘sever’ the joint tenancy and register
as ‘tenants in common’, each owning half the property absolutely. This means that on death, your share may be left to
someone else – or to a Will trust - to keep down the size of your partner’s estate.

Some investments are given favourable treatment for IHT purposes, including shares in unquoted businesses and
those listed on the AIM, farms and farmland, and woodlands. Any favourable tax treatment may have to be weighed up
against the risks attached to such investments and their (usually limited) liquidity.

Apart from Will trusts, there are several kinds of lifetime trust which may be effective in carrying out your plans and
saving IHT. These trusts can be expensive to establish and run, however, and should not be used without ﬁrst seeking
specialist advice.

There are various reliefs, exemptions and allowances applicable to lifetime giving. Depending on the timing of the gift
in relation to the time of death, up to 100% IHT can be avoided.

If you are able to estimate the size of your IHT bill, you might want to consider taking out insurance to cover all or
part of it. Setting up a speciﬁc whole-of-life insurance policy written into trust can provide a lump sum on your death
which lies outside your estate. The premiums paid for the policy are treated as a gift from income and will also be free
from IHT. The advantage of insuring against IHT as opposed to reducing the size of your taxable estate is that you
retain ownership of your wealth – and the ability to use it should the need arise.

All testamentary gifts to registered UK charities are free of IHT. In addition, if you make donations equivalent to 10%
of your overall estate, HMRC will in turn apply a discounted rate of 36% IHT to your remaining taxable assets.

Also known as Spending the Kids’ Inheritance – in other words: it’s your wealth and if the idea of leaving a large
amount to HMRC makes you uneasy, there’s no more enjoyable way to reduce that tax bill than to spend your money
yourself…


GOING SKI-ING
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