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Welcome to the latest edition of our newsletter.
In our June edition we looked at inheritance tax 
(IHT). In today’s article we provide more detail on 
two relatively simple ways those with larger estates 
could mitigate their liability using investments you 
might already hold.
If you have any queries, please contact your 
adviser.

Kind regards,

Mark Holdsworth
Managing Director 
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World Stock Market Returns
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It’s been a good quarter for global equity markets, with the economic data continuing to point to a 
healthy global economy. In the US, job vacancies hit the highest level since 2000. In Japan, there are 
now more jobs available per applicant than at any point since 1974. In the UK, the unemployment rate 
is the lowest since 1975 and eurozone consumer confidence is at its highest since 2001.

Against this positive economic backdrop, central bankers have continued to indicate that they want to 
gradually reduce the level of monetary policy stimulus in place. The US Federal Reserve (the Fed) 
announced that it will start the process of “quantitative tightening”. This reduction in the size of its 
balance sheet will begin to reverse some of the quantitative easing (QE) that has been so supportive of 
bond prices in recent years. The Fed also continues to suggest that another rate rise is on the cards for 
December. Meanwhile, the European Central Bank (ECB) looks set to announce a further slowdown in 
the pace of its own QE programme and, not to be left out, even the Bank of England (BoE) has strongly 
suggested that it will raise interest rates before the year is out.
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Pension

If you have a personal pension or income drawdown plan, the death benefits are generally free of 
inheritance tax. If you can delay or stop taking an income from your pension & instead meet your living 
costs from other investments or cash savings, you could ensure more of your estate is passed on free 
from IHT. 

If you draw an income from your pension, you pay income tax on it. You are also depleting an asset that 
can be passed on to beneficiaries with no IHT issues.

If you draw an income from savings/cash/other investments, you generally pay no income tax & are also 
depleting an asset that will give rise to IHT if over the threshold.

It may sound strange for a retiree or someone approaching retirement but for anyone with an inheritance 
tax liability, your pension could be the last asset you touch.

ISA

So is there a way to hold ISA’s & make sure they can be passed on free of IHT?

Well yes there is. For some time now, ISA accounts have been able to invest in AIM (Alternative 
Investment Market) shares, typically smaller UK companies. Some AIM companies in turn qualify for a 
tax break called business property relief (BPR). Once an individual has held BPR qualifying shares for a 
period of over two years (and providing they still hold them on death) the asset can be passed on free of 
inheritance tax. 

Any existing ISA holdings (be they cash or stocks & shares ISA’s) or future contributions can be 
transferred to a specialist product investing in AIM shares and they will also continue to benefit from the 
normal tax efficient ISA rules (i.e. tax free growth and income). 

You should note that investing in AIM shares generally entails higher risk than a typical stocks and 
shares ISA portfolio but the higher risk needs to be considered against the potential loss of 40% 
inheritance tax on death.
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Question:  When is an ISA not tax free?

Answer:  On death (it forms part of your estate & will be subject 
  to IHT if you are over the threshold).


