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YOUR GUIDE TO...
Inheritance Tax

Inheritance tax (IHT) has been described as ‘voluntary’
for the very wealthy (because they can afford to give
wealth away during their lifetimes), but a serious
problem for the merely comfortable (because they
need to keep personal wealth to fund their retirement).
Large numbers of ‘comfortable’ people have found that
historical increases in property values mean that their
estates will be liable for IHT when they die.

IHT is currently payable where a person’s taxable estate
is in excess of £325,000. Therefore, if you own your own
house and have some savings, life assurance policies or
other assets, your estate could be liable.

What does it mean for you — and your family?

When you die, tax will be payable on the combined value of your
death estate and any gifts made in the preceding seven years which
have not qualified for one or other of the lifetime gift reliefs.

The tax is payable from your estate, so if you want to make sure
that the taxman’s slice is kept to the minimum, you need to start
planning now.

How we can help

We can help you put together a personal plan for minimising
the IHT on your estate, using one or more of the following
key strategies:

 gifts in your lifetime, including trusts

*  atax-efficient Will

* life assurance.

This guide provides information and tips on reducing your liability
to IHT. For one-to-one advice, you need to contact us — we will be
pleased to help.



Effective IHT Planning

It could be said that the art of IHT planning is to give away as
much as possible during your lifetime, while still keeping enough
to ensure that you and your spouse can live a comfortable and
fulfilling retirement.

The full rate of tax is 40% on the estate value in excess of
£325,000. Taxable gifts made up to seven years before death are
added back into your estate and tax is calculated on the inclusive
value. But to the extent that such lifetime gifts made between
three and seven years before death exceed the tax threshold, the
associated tax is discounted by up to 80%.

To enable long-term objectives to be met, it is necessary to start
making decisions about your finances and your family now. The
earlier you start planning, the better.

What you need to consider:

* Your assets and your estate

Your ‘estate” means everything you own. This will include: your
home and land; your business; shares and securities; cash;
savings accounts; antiques; collections; and anything else

with any value. Any legally incurred liabilities you have will be
deducted, such as: mortgages; overdrafts; loans; outstanding
bills and even funeral costs. We can help you to calculate the
value of your assets now, and estimate how this value may
change over the coming years.

* Your financial security

You need to make sure that you and your spouse are properly
provided for, particularly in retirement. It would not make sense
to give assets to your children only to find that in later life you
need to ask for some or all of them back.

* Your family’s future needs

You need to think about what degree of control you would
want your children to have over any assets you may transfer
to them. You also need to work out how much your spouse
would need if you were to die first. This would, of course, have
to be reflected in your Will. In addition, you need to find out
the intentions of parents or elderly relatives regarding their
own assets.



IHT Strategies

The nil-rate band

Perhaps the most important relief from IHT is the nil-rate band.
This means that an IHT rate of nil is applied to the first part of
your taxable estate, which falls within the £325,000 band. The
band has been frozen at £325,000 until April 2021.

From 6 April 2017, an additional nil rate band will be introduced
for each individual to enable a “family home” to be passed wholly
or partially tax-free on death to direct descendants, such as a
child or grandchild. The ‘residence nil rate band” will initially

be £100,000 in 2017/18, rising each year thereafter to reach
£175,000 in 2020/21.

Four IHT planning pointers

Transfers between spouses

Transfers of assets between spouses are exempt from IHT.
g This includes both lifetime transfers and transfers made
O on death. However, other lifetime gifts may be more

tax-efficient — and there are restrictions if one spouse is

non-UK domiciled (contact us for more details).

Lifetime gifts

Many smaller or regular lifetime gifts are exempt from IHT,
and larger gifts may become exempt after seven years (talk
to us about the rules), so a strategy of making gifts in your
lifetime can substantially reduce your taxable estate on
death. You can also take out life insurance to cover any IHT
which might be due following your death within seven years
of making larger gifts.

Two

Trusts

Trusts allow you to make gifts without giving the recipient
complete control over the asset and/or the income it
generates. That control can be vested in the hands of the
trustees (who might include you). Most gifts into trust will
result in an IHT liability, depending on the nature, timing and
terms of the gift and the value of other chargeable gifts in
the preceding seven years. Ten-yearly and exit charges may
also arise. You can also create a discretionary trust in your Will
to allow your trustees to decide how your assets should be
distributed, given a (non-binding) letter of wishes and taking
into account all relevant circumstances at the time.

Three

Life assurance policies

Life assurance policies could be written into trust so that
the proceeds do not form part of your estate on death.
The most common assignees are spouses, family members,
and trusts.

Four



IHT Strategies

Your business

In general, a business you control will attract business property
relief of 100%. Your business can be passed on with no IHT
payable. Assets owned by you but used by a partnership in
which you are a partner, or a company you control, attract
business property relief of only 50%. Similar reliefs apply to
agricultural property.

Your Will

Careful Will planning is essential for everybody. A well-drafted
Will can ensure that the wealth you have built up during your
lifetime benefits the right people on your death — and it can also
be structured to save tax.

There is a concession for married couples and registered

civil partners. With effect from second deaths on or after

9 October 2007 the unused percentage of the nil-rate band from
the first death estate can be carried forward and added to the
nil-rate band available to the second. The combined threshold for
couples is therefore set at a maximum of £650,000 for 2016/17.
This arrangement applies no matter how long ago the first

death occurred.

Your pension funds

Recent developments on pension pot flexibility include important
tax changes on death benefits. Although this does not directly
affect the IHT position, this could form an important related
aspect of planning your estate, so please speak to us.

Charitable giving

Generally, all gifts to charity are exempt from IHT. This includes
outright gifts and transfers into charitable trusts, although foreign
charities are excluded. It is worth noting that it can be more
tax-efficient to make a tax-free gift from your estate than for a
gift to come from a beneficiary’s share of the after-tax estate. A
reduced rate of 36% can apply to death estates, where 10% or
more of the net estate is left to charity.

There are many ways to reduce the IHT payable on your death,
through lifetime planning and action — please speak to us if IHT
is a concern.

Whatever action you choose to take is your decision, but
the sooner you decide to plan, the better — contact us
now to discuss your requirements.



Qur Services

In addition to the full range of taxation, accounting and
auditing services, Cohen Arnold is able to offer you
assistance and guidance in all the following areas:

e Financial Due Diligence
e Tax planning and mitigation
e HM Revenue and Customs investigations

¢ Information Technology and
computer consultancy

e Finance raising for both corporate and property
acquisitions

e Company formation and administration
in all jurisdictions

e Comprehensive charity services
e Business start-up advice

e PAYE and VAT administration services

This guide is for general information only. No responsibility is taken for any action
taken or refrained from in consequence of its contents. Always seek professional
advice before acting.
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