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The annual allowance is capped at 
£40,000. If you have any unused 
allowances from previous years...

We have written before about the use of Business Relief qualifying 
investments to mitigate inheritance tax (IHT). In short, holding such 
investments for a minimum of two years and retaining them until death, 
means that they should be free of IHT.  Furthermore, these are one of the 
few IHT mitigation investments that can be taken out by Powers of 
Attorney, as the ability to make gifts is very limited without the approval of 
the Court of Protection. It is also one of the few IHT mitigation tools that 
can often be used for your more elderly clients.

But what if the owner of assets, such as tradeable shares, wishes to settle 
these into trust. This could be for a number of reasons, but usually to 
protect the assets and control how they are passed down the family. Any 
amount over £325,000 would immediately be subject to the Chargeable 
Lifetime transfer tax charge of 20%. So for example a settlement of 
£600,000 would need to pay £55,000 tax immediately, and more if the 
settlor died within seven years.

This charge can be effectively eliminated by investing in BR-qualifying 
shares and then settling those shares into trust after two years, at which 
point they should become exempt from inheritance tax. Furthermore, even 
if the settlor died within seven years, provided that the qualifying 
investments were still held, there would be no additional IHT charge on the 
trust assets.

It is also worth pointing out that the settlor would not have used any of their 
nil rate band, even if they were to die within the seven year period. This 
means that the executors would be free to use this to offset against other 
assets to further reduce the effects of IHT.

BR-qualifying investments are not suitable for everyone. Any 
recommendation should be based on a holistic financial review of your 
client’s financial situation, objectives and needs.

Since the onset of more flexible death 
benefits for pensions in 2015, defined 
contribution pensions have become an 
integral part of Inheritance tax... 

There is a growing realisation that there 
isn’t much point in investing for the 
future if that future isn’t going to be a 
safe, stable and sustainable one...

Tarvos News
During lockdown Cassie Millington 
managed to pass two more exams: 
Financial Planning Process and Financial 
Services Products & Solutions. She is 
now only one exam short of Chartered 
Status.
12 noon each working day sees the team 
take on a series of exercises, you will see 
us doing V-sits, press-ups, planks and 
squats to keep us fit during lockdown.

Tarvos Training
We can provide your firm with training 
on pensions and inheritance tax 
planning. Please contact us for 
information.
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Since the onset of more flexible death benefits for 
pensions in 2015, defined contribution pensions have 
become an integral part of inheritance tax planning. 
The main difference is that these pensions, which 
include the majority of workplace pensions and 
personal pensions, do not form part of a member’s 
estate and can be passed on by nomination to any 
person that the member nominates. This does not 
include Defined Benefit (final salary style) company 
pensions or some older type of pensions.

However it is worth looking at how they can be used 
effectively to reduce a client’s estate during their lives. 
Individuals are able to make pension contributions of 
up to £40,000 per annum or their relevant income, 
whichever is the lower. This is known as the annual 
allowance. Also carry forward provisions allow, if the 
circumstances are right, that allowances can be carried 
forward for up to three years. Therefore a contribution 
of up to £160,000 could be made in some 
circumstances. 

More interestingly these contributions can be made by 
an individual on someone else’s behalf. For example a 
parent for their children.  The income tax relief would 
be relevant to the children, so it is important that the 
son/daughter has the necessary income to support the 
pension contribution. The pension contribution would 
be treated as a gift and therefore a PET, with the 
recipient receiving the appropriate income tax relief, 
including higher and additional rate relief.

For many people this could be a way of gifting to 
children or grandchildren using the £3,000 annual gift 
allowance. Regular contributions could also be made 
out of surplus income.

Pensions and IHT 
Planning

Annual Allowance and 
Money Purchase 
Annual Allowance
The annual allowance is a limit on the amount that can be 
contributed to your pension each year and still receive tax 
relief. Contributions are limited to your earnings, but with 
a maximum cap of £40,000. If you have any unused 
allowances from the previous three tax years you can 
make these up by carrying them forward.

If you exceed the annual allowance in a year, you won't 
receive tax relief on any contributions you paid that 
exceed the limit and you will be faced with an annual 
allowance charge.  This is taxable at your marginal rate of 
tax as the annual allowance charge will be added to the 
rest of your taxable income for the tax year.

Once you have started to access your pension benefits 
from a money purchase or defined contribution pension, 
you can still make contributions to a pension and earn tax 
relief. However, once you have accessed benefits flexibly 
you will be subject to a lower annual allowance. 

In 2020-21, this is £4,000.  This is called the money 
purchase annual allowance (MPAA). 

The money purchase annual allowance allows you to 
receive tax relief on contributions of up to 100% of your 
earnings or £4,000, whichever is the lower. 

The money purchase annual allowance is only triggered if 
you have accessed the pension “flexibly” this means:

To retain the full £40,000 annual allowance, you can take 
a 25% tax-free lump sum and buy an annuity or start a 
drawdown plan without taking an income. 

However, If you have triggered the money purchase 
annual allowance, you can't carry forward any unused 
allowances from previous years.

If you are tempted to access your pension as potentially a 
short-term solution, please remember you could limit the 
amount of future contributions you can pay back in and 
therefore it is always recommended that you take 
financial advice.

Uncrystallised Funds Pension Lump Sum

You start taking an income from your pension through 
income drawdown
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Responsible 
investing, the way 
forward?
There is a growing realisation that there isn’t much point 
in investing for the future if that future isn’t going to be a 
safe, stable and sustainable one. Where we choose to 
invest our money is one of the most powerful ways to 
make a difference. Having begun to integrate 
sustainability into many other aspects of our lives (for 
example by increasing recycling, switching to renewable 
energy suppliers or shopping with brands viewed as 
ethical), more investors are looking at reflecting these 
same values in their financial investments.

Responsible investment provides the opportunity to 
achieve financial returns and integrate values linked to 
responsibility and sustainability while, at the same time, 
uniting with other investors around the world to become 
a powerful force for change. As well as financial factors, 
environmental, social and governance (ESG) factors are 
considered when analysing investments, and emphasis is 
given to those businesses that are committed to finding 
solutions to global challenges.
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Those clients receiving large settlements following a 
serious injury often have a variety of complex financial 
needs that need to be taken into account in any financial 
plan.  As soon as an award is agreed, clients should seek 
advice to ensure they are prepared with a proper plan 
when the funds arrive.  In an ideal world this should be 
done even earlier. This way, the recipient sees the receipt 
of the award as part of a natural process and they know 
what they are going to do with the money before it 
arrives. 

This should include a review of whether setting up a 
personal injury trust is appropriate.  We are aware of the 
pressures of receiving a large, often life changing sum of 
money. These pressures can come from close family 
members and friends and a PI trust allows the 
responsibility for making payments to be passed to the 
trustees.

Undoubtedly there will be bills or debts to pay, however 
the planning process will ensure that clients consider their 
‘needs’ as opposed to ‘wants’, consider their short, 
medium and long term requirements and whether 
different strategies should be implemented to deal with 
these.  

Maximising taxation efficiencies including inheritance tax 
planning should be included in a holistic advice process.  
Where care needs must be paid for it is extremely 
important that an appropriate liability matching strategy 
is imposed and reviewed regularly as care costs only 
increase in value and usually at above inflation rates.  We 
find our role with personal injury clients is not only to 
advise but to educate, provoke thought and manage 
expectations using a range of tools including cashflow 
projections.

Investors can seek to influence companies by investing in 
certain industries or companies that don’t align with their 
own views of responsibility or sustainability. 

Equally, investors can seek out and invest in companies 
that do align with those values and offer attractive 
prospects for future returns. Investors are an important 
source of financing and companies need the ongoing 
support of investors to grow, so by restricting, or 
providing financing, investors can influence corporate 
decision making.

When tackling the sustainability challenges that the world 
faces, applying the same values to financial investments as 
we do to other aspects of our lives has the potential to 
have a marked impact in making progress. Although action 
is being taken by governments and policymakers, we are 
all collectively responsible for facing these global 
challenges, and ordinary investors are key in acting as a 
powerful force for change whilst safeguarding our own 
financial futures.

Working closely with our numerous investment partners, 
we are able to offer investment solutions that meet the 
responsible/sustainable requirements of the vast majority 
of investors. 

Contact us to find out more.

Personal Injury 
Awards and financial 
advice
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Contact us...

Ruth Dolan 
APFS IMC

rd@tarvoswealth.co.uk

Simon Ludden 
DipPFS BA (Hons) Law

stl@tarvoswealth.co.uk

Tracy Furminger
AFPS

tf@tarvoswealth.co.uk

Nick Dodd
DipPFS

nd@tarvoswealth.co.uk


