Helping out the
next generation
A quick guide to intergenerational pension planning
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Are you looking for ways to
future-proof your business
and build your client bank?
With £5.5 trillion expected to
pass to the next generation in
the UK in the next 30 years1,
perhaps the solution lies in your
existing client bank – or more
specifically, your clients’ children
or grandchildren.
Providing family-level
planning to your clients
gives you the opportunity
to build your client bank
and generate additional
income for your business.
1 Passing on the Pounds report, Kings Court Trust, 2017.

What generations make up your client bank?

14.6 million

of the UK population
are baby boomers
(aged 55 to 74)2.

13.2 million
of the UK population are
Generation X (aged 40 to 54)2.

13.4 million
of the UK population are
Millennials (aged 25 to 39)2.

2 2018-based National Population Projections, Office for National S
3 Intergeneration advice: Seizing the opportunities presented by we
4 The Great Wealth Transfer, Octopus Investments, January 2019.

What about clients with an inheritance tax (IHT) problem?
The over 70s now aren’t like the
over 70s of previous generations –
they’re often healthy and busy, with
many of your clients able to go on
several holidays a year. However,
the ongoing coronavirus pandemic
has left many people unable to go on
holiday, which could have significant
tax implications for your clients.

Let’s take a cruise holiday as an example.
The typical cost for two weeks in the Caribbean with
a deluxe balcony cabin and premium economy flights
is around £6,000 per couple (based on prices available
on 1 November 2021). Before the pandemic, many
over 70s were enjoying three cruises a year – spending
nearly £20,000 a year. For some clients, having
reduced outgoings due to the coronavirus pandemic
has been a welcome saving. For other clients who
already have an IHT problem, this means they could
be facing a huge IHT bill.

Where will your future clients come from?

Around

£327 billion
is set to be passed from baby
boomers to around 300,000
younger potential clients over
the next decade3.

2/3

of beneficiaries expecting to
inherit more than £250,000
don’t have an adviser4.

And

46%

of advisers don’t have any relationship with
their clients’ children.3.

38%

of inheritors haven’t
discussed inheritance
with an adviser3.

40%
★★★★★
of inheritors
aren’t satisfied
with their adviser3.

49%

of inheritors are either not
sure or wouldn’t use the
adviser of their donor3.

Statistics (ONS), published 21 October 2019.
ealth transfer, Brooks MacDonald, May 2019.
.

Contributing into a pension on behalf of a child or
grandchild is a great way to reduce IHT for your
client’s estate – it gives the recipient a pension for the
future and creates an opportunity for you to develop
relationships with family members and build up
your client bank.

Turn the page for an example of how this works
in practice.

“£5.5 trillion is expected
to pass to the next
generation in the UK
in the next 30 years.”

Intergenerational pension planning case study – Martin (age 63)
About Martin
Martin’s a widower. He’s a retired consultant, with a final salary
pension of £60,000. He only needs £35,000, so he has significant
disposable income and a potential IHT problem.

MARTIN

MARIA

He has one daughter, Maria, who has three children under 12
(a 6-year-old daughter and 4-year-old twins) and a yearly salary of
£60,000. This means she’s hit by the High Income Child Benefit
tax charge, which effectively cancels out the amount of child
benefit she receives.
The child benefit tax charge is currently £21.15 a week for the
eldest child and £14.00 for each additional child. So Maria
will need to pay a child benefit charge of £2,555.80 (£21.15
for her eldest daughter + £28.00 for the twins x 52 weeks in a
year = £2,555.80).
This means that for the £10,000 Maria earns over £50,000, she
only sees £3,498.20 after income tax and the child benefit tax
charge is deducted (£10,000 - £54 basic rate income tax - £3,892
higher rate income tax - £2,555.80 child benefit charge).
She knows pension contributions would be a good way to escape
the trap and reduce her adjusted net income, but she doesn’t have
any disposable income.

Engaging with beneficiaries
Here’s some tips on how to engage with beneficiaries:
• Ask clients to bring their adult children to meetings,
as they’re the ones most likely to inherit your
clients’ assets.
• Clients’ children may not have significant wealth
to invest at this stage, but they’re likely to have
protection needs. This could be an opportunity
to begin a business relationship with them.

• Include children as trustees if applicable. Holding
significant roles in the process may encourage
them to see you as an advice partner rather than
their parent’s adviser.
• For wealthier parents or even grandparents, gifts
out of normal expenditure to a LISA for first
home purchase can help. Including the recipient
in the plan on an ongoing basis may also help you
retain them as a client.

How Martin will help his grandchildren

How Martin will help his daughter

Martin will contribute £2,880 (£3,600 gross) a
year into a pension for each of his grandchildren
until they reach age 18, which is within the annual
IHT exemption. This will reduce the value of
Martin’s estate, whilst building up a pension for
his grandchildren.

If Martin sets up a regular pension contribution for
Maria of £8,000 (£10,000 gross), it will be treated
for tax relief purposes as if it was made by Maria.

By contributing the maximum he can until his
grandchildren reach age 18, Martin’s estate will
reduce by £115,200 (£2,880 x 12 years for his eldest
granddaughter + £2,880 x 14 years for each twin
x 2). This is a potential IHT saving of £46,080
(£115,200 x 40%).
At age 18, his eldest granddaughter’s pension savings
could be worth £43,400 and the twins’ pension
savings could each be worth £50,900 5. And at age
65, his eldest granddaughter’s pension savings could
be worth £110,000 and the twins’ pension savings
could each be worth £130,000, without them
contributing another penny5.

This means that the same rules in relation to relevant
earnings will apply and the maximum payable is
either £3,600 or up to Maria’s relevant earnings,
minus any pension contributions being made. This
will be deducted from Maria’s adjusted net income,
which means her adjusted net income will reduce to
£50,000 – so she’s no longer hit by the child benefit
tax and receives the full amount of child benefit.
Maria can also claim £1,946 higher rate tax relief
on the pension contribution (on top of the £1,946
claimed by the pension provider), so instead of
having £3,498.20 in her bank account, she’ll now
have £8,000 (£3,498.20 income after tax and
child benefit charge + £1,946 higher rate tax relief
+ £2,555.80 she’s saved from no child benefit tax
charge), plus a pension contribution of £10,000.

“Providing family-level planning
to your clients gives you the
opportunity to build your client
bank and generate additional
income for your business.”
5 Figures are based on a Royal London illustration, assuming investment in Governed Portfolio 4, investment growth of 2.5% a year
above inflation and no adviser charge. These figures are a simple example and don’t include the effect of compound interest. The value
of the investment can go down as well as up, so the grandchildren could get back less than the original investment.

To find out more about intergenerational pension planning,
speak to your usual Royal London contact or visit our website at
adviser.royallondon.com

Royal London
1 Thistle Street, Edinburgh EH2 1DG
royallondon.com
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