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Estate Planning
and Inheritance Tax
Protecting your wealth
for future generations

Contact us: 01494 817151 | advice@fmifa.com | www.fmifa.com
Penn Barn, By the Pond, Elm Road, Penn, Bucks HP10 8LB
Authorised and regulated by the Financial Conduct Authority (FCA) – 485423. Wills & Trusts are not regulated by the FCA.
FMIFA is a member of the Institute of Professional Will writers and compliant with their Code of Practice.
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About us
Financial Management (fm) are a firm of independent financial planners,
founded in 1991. We provide high quality financial solutions to both individuals
and businesses; our ethos
is centred upon providing the highest possible level of service to our clients.
We are experienced in helping you think through your issues, opportunities
and future goals to create a personalised financial plan and investment
portfolio. Working with us gives you the confidence that comes with a better
understanding of your financial position. We’ll help you understand your
options and build a plan to meet your personal and professional ambitions and
aspirations. This personalised plan will be regularly reviewed to respond
to changes in your circumstances.
Our friendly and highly professional team has many years in the financial
services sector. Whether it is retirement planning, investment and saving
advice, pensions, inheritance tax, estate planning, mortgages, equity release
or employee benefits, we have the knowledge and the expertise to help with
your particular needs.
All our fees and charges are clear and unbundled and we do all we can to be as
cost conscious as possible. We hide nothing – and we believe across the board
our charges represent great value to you.

In this guide we explain
what Inheritance Tax is and
who pays it. We also cover
the different options you
have when it comes to
protecting your wealth for
future generations – from
simple cash gifts to complex
trust arrangements.
4
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What is
Inheritance Tax?
“Inheritance Tax is a
voluntary levy paid by
those who distrust
their heirs more than
they dislike the
Inland Revenue.”
Roy Jenkins,
Labour Chancellor
Times have changed since
the 1980s when former
Labour Chancellor
RoyJenkins uttered his
infamous words. However,
the main principles of the
statement remain the same.
Inheritance Tax can be
managed and minimised
where possible.
Every year HMRC receives
billions of pounds in
Inheritance Tax payments.
April 2017 saw the
introduction of the muchwelcomed additional
allowance for passing on
the family home, but even
so Inheritance Tax remains
a consideration for many
people – especially with
rising house prices and the
freezing of the nil rate band.
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Inheritance Tax is a tax charge on any part of your estate that exceeds
your personal allowance (also know as the nil rate band). Your estate is the
combination of your property, savings and investments, other assets and any
gifts you gave away in the seven years leading up to your death.
The executors of your estate (as appointed in your Will) are responsible for
valuing your estate and completing an Inheritance Tax return when you die.
They must also pay the Inheritance Tax bill within six months of your death –
otherwise probate will not be granted, and the rest of your assets cannot be
distributed in line with your Will.
How much is Inheritance Tax?
Inheritance Tax is usually charged at 40%. This drops to 36% if you give
away at least 10% of your estate to charity.
The nil rate band
The nil rate band is your personal allowance that is free from Inheritance Tax.
It is £325,000 per person for 2018/19 to 2020/21. Any unused allowance
can be transferred between married couples and civil partners when they
die, meaning you could potentially pass on up to £650,000 without your
beneficiaries paying any Inheritance Tax.
The residential nil rate band
The residence nil rate band is a new allowance for passing on the family
home. The allowance for 2020/21 is £175,000. As the allowance can be
transferred between spouses, this means married couples and civil partners
could potentially leave £1 million to the next generation with no Inheritance
Tax to pay.
The allowances is tapered down for people with larger estates – it will reduce
by £1 for every £2 that your estate is valued over the £2 million mark. The
residence nil rate band only applies to the family home (not a second home
or buy-to-let property) and can only be used when passing on assets to
direct descendants.
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Inheritance Tax
bill explained
Estate
planning
strategies:
Make
outright gifts
Make gifts
in trust
Keep your
assets while
reducing the
size of your
estate
Manage
Inheritance Tax
by investing
effectively
without
making gifts

This example Inheritance Tax bill shows how an estate is valued
in the 2020/21 tax year.
Assets

After April 2020

Family home

£800,000

Second property

£500,000

Car

£30,000

ISAs

£200,000

Cash savings

£250,000

Jewellery and other assets

£145,000

Gifts made within the last seven years

£75,000

Total estate value

£2,000,000

Less nil rate band

-£325,000

Less deceased spouse’s nil rate band

-£325,000

Less married couple’s residence allowance

-£350,000

Estate value to be charged 40% Inheritance Tax
Total Inheritance Tax bill

£1,000,000
£400,000

Estate planning - a definition
Estate planning involves passing on more of your assets to the next generations
by reducing your potential Inheritance Tax bill. The first step is often to speak
to a financial planner to find out if you are set to leave behind an Inheritance
Tax bill.
You can then use a combination of different strategies:
✔ Make outright gifts
✔ Make gifts in trust
✔ Keep your assets while reducing the size of your estate
✔ Manage Inheritance Tax by investing effectively without making gifts

4
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Importance of
making a Will
Making a Will is one
of the most important
things you will ever do:
Lets you leave clear
instructions about how your
estate is to be distributed
Allows you to make specific
bequests to individuals
Helps with the tax-planning
process to potentially minimise
inheritance tax
Lets you choose your
own executors
Enables you to appoint
guardians to look after your
children, if they are
under the age of 18
Avoids your closest relatives
having to apply for Letters of
Administration
Ensure unmarried
partners benefit
Allow children from a previous
marriage to share your estate
Prevent any family disputes
Speed up the probate process

Be prepared
Writing a Will does not have to be morbid, nor does it have to be difficult. It is
one of the most important documents that you will ever need to make and
doesn’t need to be expensive or overly complex. We aim to make this service
affordable and straightforward as we recognise this is a key component of
having a financial plan.
Prevent financial hardship
When making a Will you can name the beneficiaries (including charities and
friends if you so wish) and you will know with certainty who will inherit from
your efforts. If you do make a Will then the legal process in dealing with your
affairs will be easier and much less painful at a time when your loved ones will
need all the help that they can get. If you don’t make a Will then on your death
you will have died intestate. This can cause difficulties for your loved ones who
may suffer financial hardship and distress at a time when they least need it.

Do you have a Will?
YES

NO

All actions will follow
what is documented
in your Will

Do you have
a wife, husband
or civil partner?

NO

Your estate is shared equally
between your children (or the child’s
share is passed to grandchildren if
any child is deceased).

Your estate is shared equally
between your parents, or the whole
of your estate passes to the
surviving parent.

YES

YES

Do you have
children?

Is your estate
worth more than
£270,000?

NO

YES

Are your parents
still alive?

NO

Control who inherits
Without a Will you will have no control over who will inherit what you own.
Spouses may not receive everything, and charities, friends and unmarried
partners may receive nothing. Review the main rules of intestacy in the
flowchart opposite.
To take care of your children
If you do make a Will you can appoint guardians of your choice who will look
after your children until they reach the age of eighteen. If you do not make a
Will and you are a parent of young children, you will have no control over who
looks after them should anything happen to you. In such circumstances, the
courts will appoint someone on your behalf – someone that you may not have
chosen.
Taking the worry and uncertainty away from your loved ones
A Will can help you have peace of mind and security for yourself and your family.

Do you have any
children (step
children do not
qualify under
intestacy rules)?
NO

Your estate is shared equally
between your brothers and sisters
(or their share is passed to their
children if any sibling is deceased).

YES

Do you have any
brothers, sisters,
nephews or nieces?
NO

Your estate is shared equally
between your remaining
grandparents.

YES

NO

Your estate is shared equally
between your aunts and uncles.

YES

Your husband, wife
or civil partner
inherits everything.

NO

YES

Your husband, wife
or civil partner
inherits everything.

Your husband, wife
or civil partner
inherits personal
property, £270,000
plus half of
the remainder
absolutely. The
other half of the
remainder is shared
between your
children (or passed
to grandchildren
if any child is
deceased).

Are your
grandparents
still alive?

Do you have any
aunts and uncles?

NO

The Crown
takes all.
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YES

Main rules
of intestacy
Follow this chart to see what would
happen to your estate if you are
considered UK domiciled and die
without leaving a Will in England and
Wales on or after 1st October 2014.
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“Our care for the decisions you
make will be reflected in clear
and understandable advice. This
will help you make informed
choices sensitive to all the
considerations that may arise
when writing your Will.”
Kelly Wilkes

Lasting powers
of Attorney
A Lasting Power of Attorney
(LPA) allows you to choose
the people you trust and
know very well to be in
charge of your financial
affairs, medication, living
arrangements and more
Without an LPA in place an
application to the Court of
Protection to appoint a Deputy is
required if you become mentally
incapacitated and unable to
make decision for yourself
A time-consuming process,
taking much longer than
registering your Power of
Attorney with the courts
High costs for an application
to the Court of Protection and
Professional fees will be circa
£1000 plus a further £400
per application. Plus high
annual supervision costs,
approximately £320 per year
The Court may not appoint the
same person that you would have
chosen for yourself. The Courts
may appoint a court official if
they believe that the applicant is
not suitable to act as a Deputy
This incurs further fees

What if something happens during your lifetime?
Most people acknowledge it is important to organise their affairs in the event
of their death, but it is equally important to make provisions to organise your
affairs should you become unable to look after yourself, an ever-increasing
possibility given the advances in medical care. A Lasting Power of Attorney
can be particularly useful in the event of mental or physical incapacity caused
by factors such as an accident, old age or illness.

n

A Property & Financial Affairs Power of Attorney is a document that
enables you to appoint people of your choice to look after your financial
affairs in the event of mental or physical incapacity, perhaps due to old
age, illness or accident, whether temporary or permanent.

n

Health & Care Power of Attorney is a document that enables you to
appoint people of your choice to deal with your personal and medical
affairs if you are unable to manage them yourself. This includes the
power for your Attorneys to make decisions about life sustaining
treatments for you too.
It is important that such arrangements are made when you are fit
and healthy since the Law states that such arrangements cannot be
made after the event, which can leave families with all sorts of practical
problems.

Neither document can be used until it is registered with the Office of the
Public Guardian, taking approximately 8-12 weeks. You and people that you
elect are notified at that time.

The Court fees ultimately
depleting “The Patients” estate
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Making
outright gifts
Taper Relief
0-3 years
No reduction
3-4 years
20%
4-5 years
40%

Gifting is often the most straightforward (and cheapest) form of estate
planning. This can be for a specific purpose such as paying for a child’s
school fees or a house deposit, or a more general passing of savings on
to future generations. Gifts can have different Inheritance Tax treatments
depending on the value of the gift, when it was made and who it was given to.

How much money can you afford to give away?
When making gifts there is often a trade-off between wanting to pass your
savings on and keeping enough money to live comfortably for the rest of your
life. This means it can be difficult to know how much money you can afford to
give away.

Tax-free gifts
Certain gifts leave your estate immediately after being made and are
therefore free from Inheritance Tax:

fm’s Cash Flow Forecasting
Our cash flow planning tool can take in your data and deliver a snapshot of
the future and help you shape your retirement and gifting plan to make the
very most of your assets.

n

Gifts to your husband, wife or civil partner (as long as the UK is their
permanent home)

n

Gifts up to the value of £3,000 a year (your annual gifting allowance).
The £3,000 can be split between as many people as you like and if you
don’t use it, you can carry it forward one year for a maximum allowance
of £6,000.

n

Small gifts of up to £250. You can make as many of these gifts as you
like but they can be no more than £250 per person.

n

Regular gifts out of excess income, as long as they won’t affect your
normal lifestyle.

n

Gifts to charities, museums, universities, sports clubs and some
political parties.

5-6 years
60%
6-7 years
80%
+7 years
No Inheritance
Tax to pay

This is helped by the way we use ‘expected rates of investment return’.
This back tested method of fund management enables us to build-in more
accurate predictions for you, making the cash flow plan as realistic and
robust as possible.

fm can help calculate
the long-term impact any
gift could have on your
savings and investments
– so you’ll know how
much you can give away
without affecting your
lifestyle.
We can’t be certain about
what the future holds but
we can make sensible
assumptions and could
show you how much you
may be able to pass on
by using our Cash Flow
Forecasting tool.

fm

Potentially exempt gifts
Any gifts that are not immediately tax-free are considered potentially
exempt. You need to survive for a minimum of seven years before these
gifts leave your estate completely.
If you die within seven years of making a potentially exempt gift, it will count
as part of your estate and there may be Inheritance Tax to pay on it. However,
if you gave away more than the nil rate band then you could benefit from
taper relief. This reduces the amount of Inheritance Tax over the seven years.
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Managing IHT
without making gifts
Find out more about
other tax-efficient
investments:

Many forms of estate planning involve making gifts, so that the assets leave
your estate. However, there are several ways to manage Inheritance Tax while
holding onto your assets.
Claiming Business Relief
Investments or assets that qualify for Business Relief (BR) potentially leave
your estate after just two years. After this you can continue to own them and
sell them for your benefit.

Release
Equity

fm

You can potentially claim Business Relief on:
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Retirement options

n

The value of shares held in a privately owned business

n

A variety of investments, which qualify for BR across a range
of risk profiles.

n

Unquoted shares such as those listed on the Alternative
Investment Market (AIM)

n

Investments that qualify for Business Relief are usually complex –
so they tend to suit experienced investors who have access to
independent financial advice

fm

Your retirement options
How you can take your
pension benefits

fm

Independent Financial Advice
Contact us: 01494 817151 | info@fmifa.com | www.fmifa.com
Penn Barn, By the Pond, Elm Road, Penn, Bucks HP10 8LB
Authorised and regulated by the Financial Conduct Authority
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Life Insurance
One of the simplest ways to manage Inheritance Tax is to take out a life
insurance policy that pays a lump sum to your beneficiaries when you die.
They could use this money to settle the Inheritance Tax bill without the stress
and upset of having to sell the family home or your other possessions.
There are different types of life insurance, which in our opinion might
sometimes provide a short term solution for some families, however the fact
that one can never be sure what level the premiums might rise to, means this
route can never provide the ultimate answer.
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Passing on
a pension
Are you interested in
passing on a pension?
Get in touch with us,
if you are interested in
passing on a pension or
would like to know if you
can fund your retirement
without accessing your
pension.
Book a no-obligation
consultation by
calling 01494 817151,
emailing info@fmifa.com
or visiting fmifa.com

Pensions don’t form part of your estate and are therefore free from
Inheritance Tax. With the removal of the controversial pension death tax in
2015, they can now be used to pass on an inheritance, tax-efficiently.
Pensions are free from Inheritance Tax
Money left in your pension when you die does not form part of your estate
and isn’t included when your Inheritance Tax bill is calculated. If you can use
other income sources to fund your retirement, you may be able to pass your
pension on to your beneficiaries tax-free.
Income Tax on pension withdrawals
Depending on how old you are when you die your beneficiaries may still have
to pay tax on the money. If you die before age 75 your pension can be passed
on tax-free. If you die after your 75th birthday, your beneficiaries may need to
pay Income Tax at their marginal rate.
If you’ve bought an annuity
If you have already used your pension to buy an annuity there will not usually
be any more payments after your death. However, this may be different if
you have a joint-life annuity or have chosen a minimum guarantee period or
value protection.

Age of
deceased

Pension in
Drawdown
or Accrual

How death
benefits
are paid?

Lump sum
Under 75

All benefits
Pension

75 and
over

14

Lump sum
All benefits
Pension

Who benefits
can be paid to?

How death
benefits
are taxed?

Any
beneficiary
nominated

No tax
charge

Any
beneficiary
nominated

Taxed at
marginal
rate
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Making gifts
in trust
Will Trusts:
Help people who cannot
look after the money themselves;
too young, disabled, ill-health,
going through bankruptcy,
lack experience.
Protect property with a
Life Interest Trust
Avoid disinheriting the children
of a first marriage if the surviving
spouse/partner re-marry
Minimise the cost of care if the
surviving spouse/partner needs
to go into a care home.
Create flexibility to deal with
income needs with a Flexible Life
Interest Trust
Preserve Inheritance Tax
allowance of the deceased
spouse to use on the death of a
surviving spouse
Provide greater peace of mind

Trusts make it possible to give gifts to others while keeping control over the
money. Usually when you set up a trust you can choose who receives the gift
and when. With certain trusts you can also make gifts while continuing to
benefit from the money in some way.
Gifts to people who cannot look after the money themselves
One of the main benefits of trusts is the extra control that you keep over the
money. This is useful if you want to make a gift to someone who would be
unable to look after it for themselves.
In these cases, it may not be ideal to give the gift directly. However, with
a trust you could give the gift while keeping control over how, when and
in what circumstances it is received.
Making gifts while taking an income
Some trusts allow you to give money while taking an income from it
through regular withdrawals. You can decide how much money you would
like to withdraw and how often, but once the trust is set up you cannot
change your mind. The remainder will be paid to the beneficiaries of the
trust upon your death.
Part of the money will immediately fall outside of your estate for Inheritance
Tax purposes, with the remainder leaving your estate completely after seven
years. The rules can be particularly complicated, so you should consider
speaking to a qualified financial planner, if this is something you
are interested in.
Keeping an investment while giving away the growth
Another option is to ‘loan’ an investment into trust and have any future
growth built up for the beneficiaries. You can choose who receives the
growth and when it will be paid. You are also able to take the gift back
at any time.
The original investment will still count as part of your estate for
Inheritance Tax purposes, but any future growth will belong to the
beneficiaries and is immediately outside your estate. This makes it a good
option if you want to help the next generations but aren’t ready to give
away your money completely.
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Speak to an expert
We spend our days helping
clients with estate planning
and Inheritance Tax. The
easiest way to find out how
we can help you is to book
an initial consultation.
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