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“Most investors are primarily oriented
towards return - how much they can
make and pay little attention to risk

- how much they can lose. My chief
concern is the quality of the businesses
we bwy because when I get that

right, returns have been more than

satisfactory”.

Tom Spain
Director




To find out more you can make an
appointment with us on our website at
or simply

pop into one of our conveniently located
offices in Market Harborough or Oakham.
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About Henry Spain Investment Services

Henry Spain Investment Services was
established in 2010 by Tom Spain, a Chartered
Wealth Manager and Stockbroker. We focus on
delivering a personalised and proactive wealth
management service by understanding the
financial needs of our clients. We know that
when it comes to Inheritance Tax advice, you
want plain-speaking, common sense ideas to
help you deal with the issues facing you and
your family. In this guide, we’ve focused on a
range of options, but you may also like to take a
look at Henry Spain’s guide to Business Relief for
a more detailed look at that particular solution.

Important Information

We focus on
delivering a
personalised and
proactive wealth
management
service

The information provided here is only a guide. It is designed to show you different

areas that can be investigated further. It is not to be relied upon to make financial

decisions. If you are unsure about any of the information here or would like

personalised recommendations then please contact Henry Spain Investment Services

directly. The information presented is correct as of August 2019.

Henry Spain Investment Services is authorised by the Financial Conduct Authority

and registered in England and Wales (humber 7118506).



http://www.henryspain.co.uk/contactus

Introduction

Inheritance Tax (IHT) is a tax payable
to Her Majesty’s Revenue and
Customs (HMRC) on money, property
or possessions that are passed on
when you die. This guide is designed
to help you understand a bit more
about IHT and bring to light possible
ways of reducing how much IHT your
beneficiaries will need to pay.

If you are unsure about anything or
would like some help putting these
actions in place, then call Henry Spain
Investment Services on 01858 898023
(Market Harborough) or 01572 897510
(Oakham).

" residence band if it is unused.

“ ¥ Inheritance Tax: The Basics

@8y Inheritance Tax is payable on your
"N home and any other owned property,

savings, investments, jewellery, art,
and even on some gifts made in your
lifetime. Your estate is subject to IHT if
it is worth more than the nil-rate band

| and the main residence band combined

i.e. £475,000 (rising to £500,000 in

| 2020 due to the increase of the main

residence band). Anything above this

s threshold is subject to a tax at 40%.

Marital Status and Inheritance Tax

If you’re married orin acivil partnership
you can leave your entire estate to
your spouse without incurring any IHT.
Doing so also means that your partner
inherits your nil-rate band and main

Example

Mr Adams has an estate worth £625,000 including his house which is valued at £350,000.
Since the estate is valued above the threshold of £475,000, £60,000 worth of IHT would
be due on his death. When Mr Adams passes away, he leaves his entire estate to his wife
who has her own estate worth £250,000. Mrs Adams inherits the £625,000 estate tax-free
and also receives her husband’s unused nil-rate band and main residence band. Her total
estate is now worth £850,000 which falls below the combined threshold of £900,000,
meaning that her beneficiaries will not be required to pay any IHT on her death if the
value of her estate does not increase.

Inherited Estate Value £625,000

Own Estate Value £250,000

Total Estate Value £875,000 The inheritance tax Mrs Adams’

Less joint NRB of £650,000 £225,000 Pere/iciories will pay on her
— death with the addition of her

Less joint MRB of £300,000 -£75,000 |, .. . o cstote nirate band

Amount due in IHT f£0 and main residence band

Key Points :

e When the main residence band is combined with a partner’s, the whole family home
must be worth at least the value of the joint allowance. This is currently £300,000.

e The main residence band can only be inherited providing your partner passed away after
5th April 2017.

e |f the combined estates (inherited and own) are valued at greater than the joint nil-rate
bands and the main residence bands, then the 40% IHT charge still applies on the excess

e |Ifitlooksasthough yourestate will be subject to IHT then consider one of our IHT planning
options on the next few pages.



Calculating Inheritance Tax

Before you begin to think about how to reduce your inheritance tax, the first step is to

work out how much, if any, you’ll need to pay.

You can do this easily by using an online calculator, or you can work it out by hand. If you’d

like to work it out yourself, you need to estimate the value of your estate. Once you’ve
done that, you need to subtract the 2019 IHT threshold (£325,000) known as the nil-rate
band and multiply what remains by 40%. Try our handy IHT calculator located at the back

of this guide.

THE NIL-RATE BAND

Not everyone pays the same rate of IHT. An
estate is only subject to IHT if it is valued
above the nil-rate band, which is the
maximum value an estate can be worth
before IHT has to be paid. For 2019, the
threshold is £325,000. So, if the total value
of your estate is below this level, then
your estate is not subject to IHT. However,
if your estate is valued above this then the
excess is taxed at 40%. If you leave over
10% of your estate to charity, your IHT rate
is reduced to 36%.

THE MAIN RESIDENCE BAND

If your home is worth over £150,000 and
you intend to pass it on to your children or
grandchildren, then you will also receive
an additional allowance of £150,000
known as the main residence band. This
allowance was introduced in line with
rising house prices. It’s £150,000 for 2019,
but it is due to rise by £25,000 next year
where it’ll reach £175,000 (at which point,
your home must be worth more than
£175,000 to make use of it).

With the addition of the main residence
band, individuals can have a total nil-rate
band of up to £475,000. If your estate is
worth less than this value, you won’t be
subject to any IHT, but if it’s worth more,
then anything above the threshold will be
taxed at a rate of 40%.

A\

Mr Smith’s estate worth
Less £325,000 nil-rate band

Less £150,000 main residence band

Amount liable to IHT
Amount due in IHT (40%)

EXAMPLE

With the main residence band in place,
Mr Smith’s estate will be subject to less
IHT. His estate is worth £500,000 and
includes his house which is worth more
than £150,000 that he plans to leave to
his children. Subtracting the nil-rate band
leaves £175,000 liable to IHT, but we can
also subtract a further £150,000 due to his
estate being eligible for the use of the main
residence band. This means that £25,000
is now subject to IHT, and Mr Smith’s
children will have to pay £10,000 to HMRC
instead of £70,000 — the value they would
have paid had the new residence band not
been in place.

£500,000
£175,000
£25,000

£25,000
£10,000



WRITING A WILL

Without a will you won’t get a say in
what happens to your estate. It is often
wrongly believed that if you’re married
then your entire estate will be inherited
by your spouse on death. Unless you
have a will in place that states this, your
estate is subject to intestacy laws since
you will have passed away ‘intestate’
(without a will) which may distribute
your estate differently.

A will is an essential part of inheritance
tax planning. It enables you to decide
who benefits when you pass away, how
they benefit and when. It is important
to keep your will up to date so that
it reflects your current tax position,
assets, and wishes. Getting married or
divorced or having children can affect
your existing will, and you will need to
update it in these circumstances too.

It is best to seek legal advice when
creating a will, although you can just
write one yourself. Seeking legal advice
helps to ensure that the will is legally
binding so that your wishes can be
followed properly.

FIVE WAYS TO REDUCE INHERITANCE TAX

Although the addition of the main residence band makes the possible amount subject to
inheritance tax look more promising, for some people further actions need to be taken. At
Henry Spain, we propose a number of ways to help you reduce your IHT. These are: Gifts,
Whole of Life Assurance, Trusts, Business Property Relief, and Pensions.




NO. 1- GIFTS

ANNUAL EXEMPTIONS

There are some annual exemptions that
can be used to reduce the amount of IHT
to be paid. Each tax year you may give up
to £3,000 worth of gifts that are not subject
to IHT. If the annual exemption wasn’t used
the previous year, then it can be carried
forward so that you have a maximum
exemption for the current year of £6,000.

You can also gift up to £250 as many times
as you like without being taxed. Keep in
mind that you can only gift £250 once to the
same person, and you cannot gift someone
£250 if you’ve used your £3,000 annual
exemption on them already.

EXEMPT GIFTS

Gifts given between married couples or
civil partners are free of IHT, as long as they
live in the UK permanently. Additionally,
there is no IHT payable on gifts (such as for
Christmas) made from the income of an
individual (after tax) so long as the giver has
enough money to maintain their normal
lifestyle. Gifts to help with other people’s
living costs or to charities are also exempt.
Gifts to others on their wedding day are
tax-free and can be used in conjunction
with other gifts e.g. wedding and birthday
gifts. You can give up to £1000 per person,
£2,500 for grandchildren, and £5,000 for
your child.

POTENTIALLY EXEMPT TRANSFERS
(PETs)

You can make gifts at any point in your
lifetime known as potentially exempt
transfers (PET). Providing that the donor
does not die within 7 years of making the
gift, the full amount is exempt from IHT. If
the gift was given within those 7 years then
the gift is included in the giver’s estate and
will be subject to IHT if that estate is valued
greater than the nil-rate band. Gifts given
3 years before passing are subject to the
full IHT rate of 40%. However, if they were
made between 3-7 years before death
then different rates apply. This is known as
taper relief. Please refer to the table for a
breakdown of IHT rates.

However, making gifts has its drawbacks.
This option would not be suitable for those
who are in ill health, or for those where
it seems unlikely that 7 years will elapse
before the donor dies. Additionally, 7
years is a long period to have loss of access
to capital and this is the minimum amount
of time required before the amount given
becomes fully exempt from IHT.

YEARS BEFORE DEATH THE RATE OF

GIFT WAS GIVEN IHT
LESS THAN 3 40%
3-4 32%
4-5 24%
5-6 16%
6-7 8%

7+ 0%
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NO.2 - WHOLE OF LIFE ASSURANCE

Whole of Life Assurance is a life insurance
policy. Providing that premiums are
paid, beneficiaries will receive a pay-out
following the holder’s death. Over the
holder’s lifetime, the policy accumulates
a cash value which pays out a set amount
upon the death of the holder.

If the life insurance policy is correctly
written into a trust, an amount will be
paid equal to the IHT liability which
will allow the beneficiaries to pay the
bill and retain the whole amount of the
inheritance. This means that the amount
paid out by the policy remains outside of
the estate where it is not subject to IHT.

This option is usually not suitable for the
very elderly or those that are in ill health
as underwriting is not always possible in
these circumstances. Further, this can be
one of the most expensive options for
reducing IHT. Premium payments must
be paid for the remainder of the policy
holder’s life, and they are often subject
to increase.

NO.3 - TRUSTS

A trust is a legal arrangement where money or assets are managed by trustees for the
benefit of a specified number of individuals. They can be created during your lifetime or
can be written into a will.

Trusts are treated as taxable entities in their own right. They are often set up to take
advantage of tax laws but can also be used for other reasons such as providing support for
family members that may need it

Trusts can be used to defer Capital Gains Tax, and they are frequently used to reduce IHT
across several generations.

Different types of trust have differing tax treatments. The most common types used for
inheritance tax planning are Discretionary Trusts and Interest in Possession Trusts. Lifetime
gifts put into these types of trusts are taxable for IHT but will not be charged so long as
the gift is below the nil-rate band. Gifts above this amount are taxed at 20% on the excess.

Where non-cash assets such as shares of property are gifted into these trusts, there is a
chargeable disposal for Capital Gains Tax purposes. However, this can be postponed so
that either the trust or the beneficiaries pay the charge.

ADVANTAGES OF TRUSTS

e They provide some IHT relief

e You maintain control of assets within the trust
* You obtain annual income from certain trusts
e You can avoid probate delays

e You can make gifts up to your nil-rate band

DISADVANTAGES OF TRUSTS

e They can be expensive with set up fees and annual charges

e Tax rules change over time adding a degree of complexity

e Tax charges mean that trusts aren’t as tax efficient as they once were
e There may be potential issues with trustees
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NO.4 - ALTERNATIVE INVESTMENT
MARKET (AIM) BUSINESS RELIEF

Business Relief (BR) is 100% IHT relief
that applies to qualifying business
property. Established in 1976, BR applies
to certain unquoted trading businesses
and companies listed on the London Stock
Exchange’s Alternative Investment Market
(AIM). Investing in these companies for
over two years before death leaves your
beneficiaries with shares that are free
from Inheritance Tax.

At Henry Spain, we offer a 100% equity BR
Portfolio, helping you to reduce IHT liability
whilst retaining control over capital.

Our AIMBR Portfoliois comprised ofaround
20 companies which qualify for BPR. The
companies in which we choose to invest
are a specific selection of established,
smaller, high-growth companies. We opt
for a diversified set of companies between
market sectors to help dilute some of the
risk. Holdings are managed and analysed
on a regular basis by our investment team.
They work to identify new opportunities
as well as possible threats to the portfolio.
Through this investment option, investors
not only receive IHT relief, they are also
offered the potential for returns above
inflation, income in the form of dividends,
and control over their capital.

13

KEY BENEFITS

SIMPLICITY: Our IHT solution allows you to invest in exempt assets without the need
for a complicated trust structure, or insurance underwriting.

QUICK: Relief from IHT using BR is relatively quick since capital is exempt after just two
years. Other methods such as gifting can take 7 years before becoming exempt.

GROWTH AND INCOME FOCUSED: AlM-listed companies can offer potential for
growth above inflation, and income in the form of dividends.

CAPITAL ACCESS: As a client, you will retain the ability to draw on capital or growth at
any point, whenever you need to.

KEY RISKS

INITIAL CAPITAL RISK: Investor’s capital is at risk; you may not get back the amount
you invested.

TAX RULE CHANGES: This guide explains the current legislation, there is no guarantee
that this will not change in the future.

NOT ALL INVESTMENTS QUALIFY: In certain circumstances, some investments
and cash will not satisfy BR criteria and thus, may fall into the estate upon death and be
taxable.

LIQUIDITY RISK: AIM shares are typically smaller companies with less actively traded
markets, and therefore may experience occasional problems with liquidity.

Investing in an AIM portfolio should be regarded as a higher risk, long-term investment.
We recommend that this IHT solution should only be considered alongside an existing
estate planning strategy. Remember, you should only invest if you have financial security
independent of any investment made. Speak to one our advisors about whether this
solution could be right for you by getting in touch on 01858 898023 (Market Harborough) or
01572 897510 (Oakham).
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NO.5- PENSIONS

Pensions have become a more efficient
method of IHT planning following recent
changes in legislation. If you are under 75
when you pass away, your beneficiaries
can receive your pension free of UK tax.
If you are over 75, then the rules are
slightly different. The money left behind
is charged at the beneficiaries’ marginal
tax rate. This can be reduced if smaller
amounts are withdrawn per tax year, or if
the beneficiaries wait until their taxable
income becomes lower. It is important that
you nominate who you want any money
left behind in your pension to go to. If you
don’t do this, there’s no guarantee that

your money will go to the right people.
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A common solution to the IHT problem is
to put as much money into your pension
as possible since this means that you can
receive tax relief on income and gains
inside it. However, despite the increased
tax efficiency of pensions, they should
not be seen as a standalone IHT planning
option. The yearly allowance for pension
contribution is £40,000 and the lifetime
limit for the value of tax-free assets in a
pension is £1,055,000. If you put more
than £40,000 into your pension each year
or have a total pension worth more than
£1,055,000 (greater than the lifetime
allowance) then the excess could be subject
to a tax at 55% on withdrawal of capital and
25% on income. Additionally, you can only
make tax relievable contributions to your
pension up until age 75. Thus, the pension
approach to IHT reduction is somewhat
limited. If you'd like to find out more, take
a look at our Pensions: The Basics guide,
or seek advice from one of our Wealth
Managers by getting in contact.

WHAT YOU NEED TO DO:NEXT

Have a look at the list below. If any of the items are answered with a ‘no’ or ‘unsure’ then
this is a great place to start. Get in touch with one of our Wealth Managers and begin
reducing your inheritance tax liability now. The sooner you act, the better placed you are.

+1
¥ 4
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CHECKLIST
Have you calculated the value of your estate ?

Have you made a will ?
Is it up to date ?

Are you married/in a civil partnership and
using your joint nil-rate band ?

Have you got children or grandchildren to make
use of the main residence band ?

0 . . . .
“* Are the life assurance policies you hold written
: into a trust ?

Are you making use of annual exemptions and
gifts ?

@ Areyou investing in BR approved companies ?

i Do you have a personal pension ?

. If yes, have you completed a nomination form
‘f to appoint beneficiaries ?
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Risk Warnings: Certain investments carry a higher degree of risk than others and are, therefore, unsuitable for
some investors. The value of investments, and the income from them, can go down as well as up, and you may
not recover the amount of your initial investment. Where an investment involves exposure to a foreign currency,
changes in rates of exchange may cause the value of the investment, and the income from it, to go up or down.
Opinions constitute our judgement as of this date and are subject to change without warning. Neither Henry
Spain nor any connected company accepts responsibility for any direct or indirect or on sequential loss suffered
by you or any other person as a result of your acting, or deciding not to act, in reliance upon any information
contained in this Brochure. Before contemplating any transaction, you should consider whether you require
any advice from a financial adviser which we would be happy to provide. Tax benefits and allowances described
in this brochure are based on current legislation and HM Revenue & Customs practice and depend on personal
circumstances. These may change from time to time and are not guaranteed. Henry Spain is authorised and
regulated by the Financial Conduct Authority. Registered in England and Wales No. 7118506. Registered Office:
49a High Street, Market Harborough, Leicestershire, LE16 7AF.
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