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Tax Planning:
Essential Reading
Bob Cullen asks, “Is this the missing
piece of your tax planning jigsaw?”
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Tax Planning: Essential Reading
This is not a complete guide to tax planning. It
concentrates on an aspect which is very important
but is often overlooked. And that can be an
expensive mistake.
Here, Bob Cullen suggests a relatively simple and
cost effective solution that can save families tax over
multiple generations and protect assets against loss
in all too common circumstances.
It could well be the missing piece
of your tax and estate planning
jigsaw. And it could save your
family (or, if you are a professional
advisor, your client’s families) a
great deal of money.
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© Bob Cullen 2021 All Rights Reserved
Any redistribution or reproduction of part or all of the
contents of ‘Tax Planning:Essential Reading’ in any form
is prohibited other than the following:
•

you may print or download to a local hard disk
extracts for your personal and non-commercial use
only

•

you may copy the content to individual third parties
for their personal use, but only if you acknowledge
‘Tax Planning: Essential Reading’ as the source of
the material and Bob Cullen as the author

You may not, except with the express written permission of
the copyright holder, distribute or commercially exploit the
content. Nor may you transmit it or store it in whole or in
part on any website or other form of electronic retrieval
system.

www.professionalwillservices.co.uk
Tel: 01373 471117
Email: prowillservices@icloud.com
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About the Author
Bob Cullen has almost 30 years
experience advising about Wills,
Trusts and Lasting Power of Attorney
both directly to the public and also in
partnership with senior financial
professionals. He is a long-standing
member of the Society of Will Writers
and subscribes to the Society’s strict
Code of Practice which includes
continuous training and maintaining
adequate professional indemnity insurance. Bob is a
published author, having written articles for publications
aimed at professional advisors.
“I have used Bob Cullen for around 8 years to provide advice
for my clients in relation to Wills. Bob is a true professional
who makes a real effort to understand my clients needs. He
has tremendous empathy and patience and I have received
excellent reports from clients who have commented on his
thoroughness, professionalism and friendliness. In fact some
of the feedback has been nothing short of outstanding.”
Derek Timothy, Financial Consultant, Essex
“Bob always brings to bear a high degree of professionalism
and attention to detail in every case, no matter how simple or
complex. High standards of service levels are complemented
by a determination to ‘get it right’ for the client”.
Malcolm Shiers, Financial Consultant, Cornwall
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Introduction
A couple have three children and an estate valued at
£850,000 including a property worth £450,000 with no
mortgage. Their Wills leave everything to each other and then
to their children. They ask their financial advisor about
inheritance tax (IHT). He explains that they each have a
personal IHT threshold of £325,000 which is transferable to
the survivor plus a main residence allowance of £175,000
against the equity in the property which is also transferable.
The advisor tells them that with allowances of £1million
available to them, IHT will not be charged on their estate.
Yet when their daughter Sarah receives her inheritance her
estate is then in the IHT bracket which it would not otherwise
have been. While it is her estate that is taxed at her death, it is
her inheritance on which the tax is paid. And it was avoidable.
Their son David’s estate is not subject to IHT because he
divorced after his wife’s affair. His estate was considerably
reduced after his inheritance was included when arranging
the divorce settlement. And it was avoidable.
Their son Andrew runs a business but, due to circumstances
beyond his control, he has to declare bankruptcy. He has
already received his inheritance which must then be used to
pay his debts. Again, this was avoidable.
Of course, not all children are divorced or go bankrupt. Here,
that would simply have given the tax man a much bigger
windfall. Either way, a lot of money that took years to
accumulate is just thrown away. This booklet will explain how
it could have been avoided. Easily and cost effectively.
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Are You Making This Tax Planning Mistake?
Not everyone is aware that inheritance tax may be paid on assets
even where an estate is under the threshold. That is because the
estate may, when passed on to the next generation, either cause
IHT to be payable on their estates or, if the beneficiaries are
already liable to IHT, increase the amount payable. However,
while the additional tax is paid from the children’s estates it is
really the parent’s money on which the additional tax is payable
and where a solution can effectively be applied.
Also, where inheritance tax is payable on an estate people often
don’t consider that it may not be the total extent of the tax HMRC
take. That is because, as explained above, once it is part of a
beneficiary’s estate tax will be calculated again. Their spouse is
probably also due an inheritance which may push their joint
estate into the IHT trap even if you think there won’t be a
problem. So even where tax has already been paid it may
become taxable again. And at 40% again.
There is a solution often used by well informed families who take
wealth and asset protection seriously. Not everyone knows about
it but it is tried, it is tested, it is not expensive. And it works.
We recommend that you read the rest of this booklet.
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So What Is The Solution?
What if your beneficiaries had the opportunity to
take their inheritance without it becoming part of
their estate so it couldn’t be taxed again? What if the
money could be held in a special trust that enjoyed much better
capital tax treatment? Say, a ten yearly charge on everything
above the threshold at a maximum rate of 6%?
What if beneficiaries could take their inheritance from that trust
as a loan? That loan would be a debt to be repaid back to the
trust at their death, their inheritance never having been part of
their estate during their lifetime - even though they have had the
money. Then it couldn’t be re-taxed at their death. What if the
trust lasted for 125 years so the same thing can be done over
more than one generation?
What if, while the trust is running, the trustees (who could be the
family beneficiaries themselves) had the power to set up further
trusts and to also dictate the terms of those trusts so that if
changes in the law meant that the trust set up from the Will was
no longer tax efficient then they might have a chance to transfer
the money into another type of trust if that would be more
helpful? Would that be a good thing do you think? If the Trustees
could set up a separate trust for a beneficiary’s children then
that, too, might be very helpful.

We have just described some major benefits of a
Flexible Life Interest Trust in your Will
The beneficiaries can take their inheritance, spend it, then pay it
back to the Trust incurring no inheritance tax liability.
They have had their cake, they have eaten it
and returned it to the cake tin to be eaten again
by their children and their children’s children.
The Trust can last up to 125 years giving plenty
of scope to save tax for the family.
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How Can This Be Arranged?
Special provisions can be set up in the Will of each spouse/
partner so that separate independent Trusts can be set up from
their individual estates. The separate Trusts each have their own
tax threshold which will maximise the tax savings. The trusts
give your family the opportunity to act on appropriate
professional advice in order to plan the distribution of family
wealth as effectively as possible. Your beneficiaries then have the
opportunity to monitor their personal inheritance tax liability
and to take their inheritance as a loan or series of loans to be
repaid back into the trust at their death (effectively passing the
benefits of the Trust to yet another generation).

The Trustees Can Be Given Special Powers
The Trustees would have the power to
set up a different Trust or Trusts,
dictate the terms of those Trusts and
then transfer the funds into them if
legislative changes made the original
Trusts less effective. This could be done
for one or all of the beneficiaries or a
beneficiary’s share could simply be given to them if the
circumstances of that particular family did not require a Trust. If
a beneficiary had set up their own family Trust then that
beneficiary’s share could be transferred into it.
The trust would also help ring-fence a beneficiary’s inheritance
against possible divorce or bankruptcy. This is possible because
the benefit of a discretionary trust with multiple potential
beneficiaries is that not one penny forms part of the personal
estate of any individual. Even money they arrange to receive
from the Trust is not part of their estate if it is granted as a loan.
It is an incredibly flexible arrangement due to the powers
granted to the Trustees under the special Trust terms. And it can
be included in any Will.
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125 Years Of Protection!
The trust can run for up to 125 years but can
be terminated at any time if appropriate.
Trustees have the power to appoint other
trustees and that power should be used to
appoint those who will carry on the trust. It
is often appropriate to appoint beneficiaries.
The beneficiaries will, ultimately, be separate households whose
situations and goals may differ. It may cease to be appropriate for
there to be a single trust for all beneficiaries especially when it
comes to the trust passing to a further generation. The authority
given by the trust for trustees to set up further trusts and to
determine the nature and terms of those trusts allows alternative
trust arrangements to be used if either legislation, taxation or the
circumstances of the beneficiaries change sufficiently to warrant
it. This can be a major advantage.
The trust allows advantage to be obtained depending on the
actions taken under its flexibilities. Any inflexible solution may
prove to be inappropriate and costly. Instead, flexibility is what is
needed because we really don’t know what the future will bring.
It is essential that advice is sought following death when setting
up the trust and that all arrangements are regularly reviewed.
The savings can be substantial.

A Summary Of The Advantages:
*
The Trust is ideal for protecting your estate from
inheritance tax being payable twice (on both your and your
beneficiaries estates) and has the ability to benefit more than one
future generation.
*
It protects the estate of the first to die in the event the
surviving spouse goes into care as the assets of the first to die are
owned by the trust while still protecting the survivor. The trust
also prevents the assets of the first to die passing to a new spouse
if the survivor remarries.
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*
The trustees can loan a beneficiary’s inheritance to them
so it does not have any effect on the size of their own estate. It
then becomes a debt on their estate not an asset so it will never
form part of their estate and can not be taxed all over again at
their death. Instead it can be paid back into the Trust upon their
death so it can be loaned to the next generation to achieve the
same tax saving.
*
It helps protect the beneficiaries against losing their
inheritance or part of it to divorce or bankruptcy in addition to
providing the tax advantages.
*
Legislation and circumstances change. The Trust is
constructed so that the trustees (whoever you wish to appoint)
would have the power to set up further trusts and to also dictate
the terms of those trusts so that if changes in the law meant that
the trust set up from the Will was no longer tax efficient then
they might transfer the money into another type of trust if that
would be more helpful. The trustees could choose to end the
trust early and distribute the assets to the beneficiaries if that is
expedient.
*
It is the most flexible arrangement one can make. It
provides safeguards not provided by other types of trust while
allowing trustees to “duck and dive” to a great extent during the
administration of the trust even up to a period of 125 years. The
terms of the trust which give this degree of flexibility MUST be
set out in the Will as the Will is, effectively, the trust document
giving the various necessary powers to the trustees.
*
It is an extremely cost effective way of providing this
degree of forward planning and flexibility and the savings can be
substantial.
*
A ‘Memorandum To My Trustees’ (which we prepare)
highlights the provision in the Will that the principle beneficiary,
during their lifetime, is the surviving spouse/partner and that
nothing should be done that would undermine their security.
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Thank You For Reading This Booklet
You may well have some questions
after reading this information, In fact,
I shall be very surprised if you don’t.
Please feel free to contact me to discuss
them or to enquire how these
arrangements might be of benefit
to yourself and your family.

Helpline: 01373 471117
A similar article, also by Bob Cullen, appeared in
the magazine “Personal Finance Professional’.
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