Bridging
the gap

A guide to inheritance tax planning using menu
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Has your business been
affected by the tightening up of
defined benefit pension transfer
legislation and the end of staging
for auto-enrolment? Inheritance
tax (IHT) planning can provide
an opportunity for you to help
plug this gap. The magic million
pounds of IHT nil rate band for
a couple might sound like a lot,
but more and more people are
being caught by IHT.

The opportunities available to you

IHT planning using menu – lifetime gifts

Consider your clients who have larger property or
investment portfolios. These wealthier clients are most likely
to have a potential IHT liability. This gives you a great
opportunity to provide holistic advice and to recommend
solutions to help mitigate against this.

When a client makes an outright gift to a person in their
lifetime, there’s no IHT to pay at that time. But it may be
a potentially exempt transfer (also known as PET) unless a
valid exemption applies. Examples of exemptions are gifts to
a spouse and using the annual exemption of £3,000.

By talking to your clients about IHT, you’ll have access to
the trustees and the beneficiaries - potentially your next
generation of clients. So not only are you addressing your
clients’ current needs, you’re also helping to future proof
your business.

Any gifts made more than seven years before death are
exempt and won’t be included in the value of your client’s
estate. But PETs made within seven years of death will be
considered part of the client’s estate again. Unless they fall
within the client’s nil rate band or are covered by a different
exemption, the beneficiary of the gift becomes liable to IHT.
In this case, the rate of inheritance tax reduces over
the period on a sliding scale. This reduction in rate is
commonly known as taper relief. The table below shows
the tax your client’s beneficiary will be liable for depending
on the years between the gift and death.
Years between gift and death

Tax paid

Less than 3

40%

3 to 4

32%

4 to 5

24%

5 to 6

16%

6 to 7

8%

7 or more

0%

“Any gifts made more than
seven years before death
are exempt and won’t be
included in the value of
your client’s estate.”
The most common way of protecting the beneficiaries of these
gifts from the potential tax liability is to set up life insurance
plans to cover the reducing liability. These are known as ‘gift
inter vivos’ plans. These plans have a fixed seven-year term,
with cover reducing in steps to match the reduced liability
as taper relief takes effect. Although the cover reduces, the
premium typically remains fixed for the whole seven years.
This gives your client the peace of mind that their gift won’t
mean a large tax charge for their beneficiary.

Our Menu Plan could be a great way of
setting up a gift inter vivos plan.
Here’s an example:
Mary, 75, who has never been married, decides to gift
£450,000 to her niece. She hasn’t made any other gifts in her
lifetime except using her £3,000 a year annual exemption.
Mary knows that if she dies within seven years, then her
niece will be responsible for the IHT on £125,000 (the
amount the gift exceeds the current £325,000 threshold level).
The amount of IHT will taper down but Mary doesn’t want
her niece to have to pay anything.
A gift inter vivos plan for the tax liability on this amount is
therefore a suitable solution. In this instance a policy starting
with £50,000 of cover (40% of £125,000) which then reduces
by £10,000 each year after year three would be recommended.
Cover

Term (years)

Premium

£10,000

3

£16.37

£10,000

4

£16.37

£10,000

5

£16.37

£10,000

6

£17.50

£10,000

7

£18.64

Total initial premium including
£2.60 plan charge

£87.85

Source: Royal London Personal Menu Plan, Life Cover, May 2022.
Client is 76 next birthday, non-smoker, Life cover, level lump
sum, figures shown (other than the total £87.85) don’t include
£2.60 plan charge.

This means that for the first three years the total amount
of cover matches the IHT liability. But over years
four to seven, the remaining cover reduces in line with
taper relief to reflect the reducing IHT liability, in turn
reducing the premium.

The next steps
We have the tools available to help
support your ongoing conversations:
Trusts
› Use our ‘Find the right trust’ tool to help you identify
the right trust structure and form for your client
› Has your client thought about who the trustees should
be? Here are some things to consider:
• A trustee should be someone your client trusts to
carry out their obligations (e.g. partner, other family
member, friend)
• Trustees must carry out certain obligations and
duties so the position shouldn’t be taken lightly
• The client should ensure that the trustees are fully 		
aware of their intentions
• Trustees must be over 18 (16 in Scotland), mentally
able and mustn’t be bankrupt

Underwriting
› Use our pre-sale underwriting tool to get an accurate,
indicative decision
› For enquiries involving more complex medical scenarios,
you can contact our underwriters directly to discuss the
case ahead of submitting an application to help manage
your clients’ expectations
› Check our medical and financial underwriting limits
- we’ll ask your client to take certain medical tests and
provide financial evidence depending on the amount of
cover they want
› We may need to go for something called a ‘capacity
check’ – this is for larger cases where we need to consult
our reassurer before deciding on whether to accept it

For more information on inheritance tax planning, speak to
your usual Royal London contact or visit
adviser.royallondon.com/protection

Royal London
55 Gracechurch Street, London, EC3V 0RL
royallondon.com
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