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Introduction
Hello, my name is Charles de Lastic.  

I have been a Specialist Inheritance Tax Planner for Bluebond Tax Planning for more than 18 
years, and we have helped hundreds of clients solve their Inheritance Tax problems. 
Inheritance Tax payments of billions of pounds are paid every year to HMRC. The relentless 
rise in house prices in and around London will only serve to increase this figure every year. 

The sad fact for all those people whose Executors pay often huge amounts of Tax to HMRC 
is that Inheritance Tax is one of the few Taxes that is totally avoidable irrelevant of the size 
of someone’s Estate – provided they take action to eliminate the Tax at least 10 years 
before they are likely to die. For example we have helped people whose assets total over 
£20 million avoid this Tax without paying huge fees for our advice and help with 
implementation.

In this guide we will look at what Inheritance Tax is and how you can eliminate it with sensible 
early planning using an experienced Inheritance Tax and Estate Planning Adviser.

Unlike many books, this Ebook is not meant as a DIY Tax guide – to accumulate all 
the knowledge required in order to eliminate your Inheritance Tax problem requires many 
years of study and experience. This book is designed to give you a basic foundation of 
knowledge so that you understand the context of the advice given to you by your chosen 
Adviser.

Bluebond Tax Planning aims to make solving your Inheritance Tax problems as simple 
as possible. The main issue you face is that solving your Inheritance Tax problem is 
multifaceted and involves expertise across various disciplines. You will need legal advice, 
tax advice and financial advice which can make it a complex problem to both understand 
and solve.

Solicitors advise on the legal aspects of Wills and Trusts. 

Accountants advise on the Tax. 

Financial Advisers advise on the financial products that can be used to mitigate Inheritance 
Tax. 

Very few people understand all three of these areas in sufficient depth to help you to 
solve your Inheritance Tax problems in one place. I have spent over 20 years learning all 
three areas in depth in order to provide a one-stop advice and implementation solution.

We make the process as simple as possible for you by bridging the advice gap between legal 
advice, Tax advice and financial advice and offering you comprehensive solutions while 
dealing with one adviser.

This comprehensive and integrated advice is what makes Bluebond relatively unique. 
We believe that before you can make a sensible decision around how to solve your 
Inheritance Tax, you firstly need a good understanding of how it works. 

Before we get started, I must point out that nothing in this guide can be regarded as financial 
advice which is regulated by the Financial Conduct Authority. (FCA)

Solicitors and accountants are not regulated by the Financial Conduct Authority, and as we 
cover the same areas, neither is Bluebond Tax Planning. The work that we do in helping you 
with Tax, Wills and Trusts is not regulated by the FCA, and nothing in this guide should be 
regarded as regulated financial advice. 

That being said, you will find this guide is probably one of the most comprehensive FREE 
resources in helping you to understand and avoid UK Inheritance Tax.

The purpose of this guide is to save you a considerable amount of time in trying to understand 
UK Inheritance Tax and to help you decide how best you should proceed. 

How can you get the most out of this guide?
One of the main benefits of an Ebook is that we have enclosed links to videos on our website 
which provide more in depth explanations to certain points. These videos should help 
enhance your understanding of the points being made.

Ideally, you should read the content of this guide at least twice. The first time simply gets an 
overall understanding of the themes and issues. On reading through the second time, write 
down all the questions that you have.

You can then book a free 30 minute one-to-one online call with me and send over a list of your 
questions to answer during our meeting. 

Alternatively, you can choose to purchase our even more comprehensive “How to Eliminate 
UK Inheritance Tax” video course which includes the ability to answer your questions on an 
online portal on an ongoing basis. This video programme is available on our website 
www.bluebond.co.uk for only a small one-time payment. This payment will also include a 60 
minute one to one consultation with me to answer questions on how you should go about 
solving your Inheritance Tax problem.

The benefit of this video programme system is that we are able to impart much more 
information and explain more complex situations which will improve your understanding. 
They may raise issues relevant to your situation that you may not have considered.

This greater understanding will put you in a strong position to determine whether you want 
to move forward with personal advice from us. 

I hope you find this guide useful and I welcome any comments and feedback on how you feel 
it may be improved. I look forward to talking with you should you decide to progress directly 
to get personalised advice from us.

Thank you. 

Charles de Lastic
Financial Planner 
Managing Director – Bluebond Tax planning
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What is Inheritance Tax?

Inheritance Tax is payable on the death of anyone domiciled (Born in the UK or father born in 
the UK) or deemed domiciled (lived in the UK for over 15 of the last 20 years) in the UK.

It is potentially payable on the worldwide assets of the deceased when the assets pass 
to someone else (although there is an exemption for assets passing between Civil 
Partners and spouses).

The Executors of the deceased person are responsible to value the Estate and pay the 
Tax within 6 months or Probate will not be granted. Probate is required or the assets can 
not be distributed to the Beneficiaries of the deceased persons Will.

This guide does not merely aim to explain the basics of how Inheritance Tax works, it seeks 
to give you valuable and practical guidance on how to avoid UK Inheritance Tax.

The added benefit of providing this information in the form of an Ebook is that it enables you 
to link directly to other informative websites.

If you want to find out more on the basics of what Inheritance Tax is and how it works, 
I suggest you visit the websites below:

UK Government
https://www.gov.uk/inheritance-tax
https://www.moneyadviceservice.org.uk/en/articles/a-guide-to-inheritance-tax

Money-Saving Expert
https://www.moneysavingexpert.com/family/inheritance-tax-planning-iht/

Compare the Market
https://www.comparethemarket.com/life-insurance/content/a-guide-to-inheritance-tax/

The first chapter in our guide is about Estate Planning. 

You will gain an understanding of how Estate Planning can protect your Estate against attacks 
other than Inheritance Tax using a Will together with Trusts. 

Please do not skip this chapter as it forms an essential part of our comprehensive solutions. 
For certain people, Estate Planning protection is a potentially more significant problem than 
Inheritance Tax.

Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Protecting
your Estate

Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a 
local Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems 
arise because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
 1 million pounds to those two children Richard and Jane
without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band (NRB) of 
£325,000 each = £650,000. Also, they have a further Residential Nil Rate Band (RNRB) 
allowance of £175,000 each = £350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds 
is being directed to them via a simple Will.

Now let's say, long after Mr & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different 
in different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left 
to their son is fully open to attack by his ex-wife's lawyers. There are many instances where 
half of that money and sometimes, even more, can go to her.  

Now that is not what Mr & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event 
of their children getting divorced, but a simple Will does not achieve that.  This is 
because money left via a Will forms part of that Beneficiary's (person who has inherited 
the money) Estate, i.e. it belongs to them and therefore forms part of their assets for 
divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even Limited Companies are not entirely protected. 

Let's say Jane's husband, had started this Limited Company and the business gets into 
difficulty. 

He signs a personal guarantee from the bank and believes this will solve his business 
problem and give him time to turn it around. However, the business still goes bust.  In that 
situation, all of their joint assets are then open to attack by the bank, even though they have 
a Limited Company.  

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary.  

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could leave your family bloodline 
altogether.

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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64%

Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million.  An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances.  

Now that's bad enough and could cost your family hundreds of thousands of pounds. 
That 40% is paid once your Probate is settled and the remaining money then goes on to 
your children and other Beneficiaries. If you have four or more children, HMRC could get 
more of your wealth than each of your children will.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left 
to your children which has already been taxed at 40%, then passes to your 
grandchildren which is taxed again at 40% thus making that a net 64% tax.  

That is an extreme level of tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have 
just set up a regular Will already have in place - unless they take action to resolve this 
problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video:

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of 
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of 
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of 
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients have ever had a problem 
with incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, 
this has been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients - the Trust company and lawyers we use have had 
hundreds of cases of money passed on through these Lifetime Trust arrangements. 
We are very confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills.  This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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What is a Trust?

Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent Solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best Lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die. 
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your Executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.   

A Limited Company also has three parties
The People who initially set up the Company
The Shareholders who own the value of the shares in the Company
The Directors who control the operations and assets of the Company 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
Sole Director who legally controls the Company (although my wife often thinks otherwise). A 
Limited Company is taxed separately and differently to an individual.  A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the Shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of Shareholders. Lastly it has 
Settlors who are the people who set up the Trust in the first place and put assets into the 
Trust.  

For a good over view watch the YouTube video below:

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
The initial settlement to set up your Lifetime Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if 
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the Settlor) live seven years 
after the date of the gift into Trust, your Nil Rate Band allowance of £325,000 is fully 
reinstated and can be utilised more than once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries.  
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a Limited Company which has Directors, Trustees control the assets of the Trust on 
behalf of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the Settlor (as in a lot of our recommended Trusts), their widow 
or widower can be a Beneficiary.

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a Director of my Limited Company, I control those assets as 
a Director. Still, I am also a Shareholder which means that I am entitled to the benefits of 
that Limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The Settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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How does a
Lifetime Trust
protect my Estate?

Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for 
a £10 note.  We instruct a Specialist Trust Company to write up the Trust on your behalf, and 
the £10 note is physically sello-taped into the Trust. The £10 means the settlement now 
exists, and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and 
not directly to the children. This means the new Will then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so 
a small amount to charity is something you should consider. There is even a tax advantage 
to this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you 
leave at least 10% of your 'Net Estate' to a charity. The 'Net Estate' is the Estate left 
after your allowances that would be Taxable. We will of course support you with how this 
works if it's something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is 
mainly for protection against the five problems previously mentioned, like divorce for 
example.  

Once you have died leaving, lets say, just under one million pounds to your children,  
probate must be settled which we also help you with. 

So, assuming you have two children, if that one million pounds is to be paid out to 
your children, each of them will receive a cheque for around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal 
document says that the £500,000 which has just been given to them by the Trust was not 
a gift from the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand, so please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the 
children or Beneficiary but repayable on demand by the Trustees. 

Well, who decides that it is interest-free?
The Trustees decide because they control the Trust. At that point, you as the Settlors 
have died and they, your children, are the surviving Trustees. If you recall, 
they are also the Beneficiaries. Therefore, they are deciding to give themselves an 
interest-free loan, repayable upon demand by the Trustees i.e themselves. They can do this 
perfectly legally as the Trustees and Beneficiaries have different legal standings in UK law. 

In the same way as a Director of a company can decide to pay themself a bonus or a 
dividend from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The Trustees (your children) have complete control, acting together should one of 
the previously mentioned five problems, like divorce, ever arise where they need to protect 
those assets. 

Also, the Trustees have a very strong obligation under the Trustee Act to protect the assets 
in the Trust on behalf of ALL the Beneficiaries – including their children who are 
your grandchildren. 

What is the benefit of this interest free loan and how does 
it protect the assets?

If you would like to further enhance your understanding, please watch the following Youtube 
video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they 
have set up a Trust solution using our Advanced Wealth Retention Plan (AWRP).

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she 
says, "Richard, as you know, it is my legal obligation to protect the £500,000 that the 
Trust lent you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into 
the Trust."  

Richard, understanding how this works says, "Yes I agree - that is fine" and Richard 
liquidates some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as 
the money was used to pay off the mortgage. It could also be in investment – ideally in 
Richards name.

If  on your death, the money is going to be used to pay off a mortgage, we advise 
the Beneficiaries to get their spouse to sign that they understand this money being used to 
repay the mortgage or buy a new home, is a loan from the Trust. It will be explained that 
even though it is interest-free, it is repayable on demand by the Trustees. The spouse will 
have to be happy with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to 
recall the loan or not. Due to this, we usually recommend you have a non family Trustee 
who is not a Beneficiary and not one of your children. This non family Trustee can be the 
Trustee who is insisting the spouse signs and agree the money paid out is a loan from the 
Trust. After all, every Trustee has a legal duty to protect the assets of the Trust. This is 
simply a belt and braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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https://www.youtube.com/watch?v=AzlQkNufHBg


Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy (heaven forbid), if I was to get divorced from my wife and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and that I want 
£500,000 and my wife wants £500,000.  Barclays would want their £200,000 mortgage loan 
back first, and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust before Richard's divorce is 
settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control of the £500,000 money once again- with none having gone to his ex-wife.  

So that is how it works in the event of a divorce and some cases, depending on the size of your 
Estate, the money saved can be very substantial.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now, certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now, not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because the Trust owns the money. The Trustees control it, so they make 
sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, 
your grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to 
control that money and not give the money away too early to the Beneficiaries.  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's death, it cannot be taxed again. It has been taxed once 
possibly but cannot be taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above five points is how a Lifetime Trust works to protect your assets – it's the 
written Loan Agreement that effectively protects the assets. Hopefully, you can now see 
why we would advise most of our clients down this route unless they decide for some 
unique reason not to go forward.

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. 
as they would not be able to do this. Only you as the Settlor can do this and therefore the 
cost is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of 
these Lifetime Trusts alongside new Wills. With this advanced Trust planning also 
comes some Inheritance Tax savings as well. This will be explained in more detail in a  later 
chapter.

One of the most common questions is, "What happens if the children have not got the 
money to pay the Trust back?" Well, if they have not got the money during their lifetime, 
remember they are the Trustees, and they are controlling it, and they can decide not to pay 
it all back. So, there no negative implications at all. On the eventual death of your children, 
if they don't have the money to repay the Trust, the same principle applies. Also, you cannot 
chase a deceased person for the money, you can only chase the Estate, and if the Estate 
does not have sufficient funds to repay the Trust, then so be it. 

There are no negative implications from this planning at all. 

The Specialist Trust Company we use have produced several hundred of these 
Trust arrangements and have had a fair number of clients die, and there have been no 
negative outcomes to any challenges raised at all. It works and is not contentious as far as 
HMRC are concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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How big
could
your
Inheritance
Tax problem be?

Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure.  

At the moment, you have an allowance of £325,000 for each person which is called the 
Nil Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if 
you were to leave your entire assets to your spouse, that entire unused percentage 
allowance is transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB). This 
is £175,000 for each person subject to certain conditions and again it is transferrable in 
the same way as the Nil Rate Band.  

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for 
a few reasons.  Firstly, if two sisters are living together, for instance,  they are not 
able to transfer the assets between them. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, 
the allowance is reduced by one pound. This means that once your Estate is worth more 
than £2.7 million, you would have lost the RNRB entirely which has quite a big impact upon 
the overall Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If 
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this 
situation you should get in touch with an experienced Estate Planner to deal with this.

This means you could get three allowances for a couple if one of you has been 
widowed previously. This could result in a saving for Inheritance Tax of £130,000. Again, it 
is quite important you get good advice especially if you have children from previous 
marriages as that further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double.   

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount.  

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of 
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference.  

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who, at age 61, start with a taxable 
Estate valued at £1,213,000 (a £1,000,000 home and another property worth 
£500K plus investments) and thus a current Inheritance Tax liability of £485,200. After 
25 years the Taxable Estate (after allowing for growth in the allowances) is worth just 
under £4,000,000 with an Inheritance Tax liability of £1,593,171(the purple line on the 
graph). This adds just over £1 million to their Inheritance Tax bill over that 26 years. This 
actual calculation shows the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite 
a significant problem. If you are unsure of your eventual IHT liability, please use the 
link to our IHT Calculator.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die?

If you are thinking (hoping!) you are going to live to about 90, how old are you now? What 
are your health and lifestyle like? Consider this and make some projections but stay on the 
safe side.

To get a better idea of this, you can use our IHT Calculator. 

If you are sure that your joint Estate is never going to exceed £1 million and you are married 
or in a civil partnership, then you have not got an Inheritance Tax problem. However, I 
cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. After this, everything over that £1 million that 
you have not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If your Estate is likely to be between, £500,000 to £1 million, Estate protection planning 
is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.

30



Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to 
split the assets after your death in a different percentage rather than equally across all 
children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 
five problems) protection problems when there are no Inheritance Tax issues. It is 
merely a matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if 
you have more than one child is far higher, concerning the divorce rate at about 50% these 
days. Taking all five problems previously mentioned into account, it is a high probability 
that this planning would be extremely effective to protect the value of your Estate for your 
children in the long term.  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem.  

To be clear, the £2 million in the title refers to married couples or people who are in a 
Civil Partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only three are means of mitigating the 
Tax using advice, but all five are effective.  Within those areas, there are further solutions 
within the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries.  You have probably built your assets over the years, 
so you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the 
excess over a million and make sure you are under that figure. You could give away 
money during your lifetime to your children or anybody else and providing you watch the 
7-year rule, you are fine. 

There are other allowances you can use which we discuss later in this chapter. 

Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax 
completely. Even if you change your Will and gift any excess over £1 million to charity, 
there will be no Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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https://www.youtube.com/watch?v=3qMt8WM14PM
https://www.youtube.com/watch?v=Y865LbDHX2k&feature=youtu.be
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially 
Exempt Transfer or PET.  The 7-year rule says that if you die within seven years of making 
that PET, then that gift falls back into your Estate and is then chargeable for Inheritance 
Tax.  Bear in mind that within a married couple or Civil partnership, you are each entitled 
to an allowance of £3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax 
each year.

There is something called Taper Relief which is often misunderstood. Taper Relief applies 
three years after you have made a gift. It reduces the rate of the Inheritance Tax payable 
after three years by so after seven years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper Relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then 
the £100,000 would be subject to Taper Relief after three years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those five problems previously mentioned still exist. By just giving the money directly 
to your children you have not protected the money. Ideally, don't do that without taking 
advice as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned 
to your children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live seven years, 
your Inheritance Tax mitigation choices will be significantly reduced. The longer you leave 
it, the worse the problem gets.  Procrastination in this area is likely to cost your family 
thousands or potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift 
over £3,000 within seven years and one day. 

To learn more watch the video below:

How the Inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within seven years of a gift into Trust 
because it could drag the Chargeable Lifetime Transfer gift back into your Estate. This means 
if you make another gift within s years and 1 day of making a gift into a Trust, it extends the 
period up to almost 14 years.  

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. 
Allowances are not counted as part of your Estate but exemptions are – even though they 
are still not liable for IHT. This is relevant as some assets are exempt but as they are 
counted as part of an Estate they can reduce the RNRB allowances (and increase the IHT 
payable) if the estate is valued at over £2 million. 

I have already explained that everyone who is potentially liable to pay UK Inheritance 
Tax gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use 
your allowance one year, you can carry it forward one year only and gift £6,000 in that Tax 
year. This may not sound like much, but a couple could give away £6,000 a year for 20 years, 
which is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful allowance is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is 
to gift it every single year, those gifts are immediately exempt from Inheritance Tax. 
Yes, immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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https://www.youtube.com/watch?v=gn0TkUkBXQo


Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts.  I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a Director of a very 
large company and his pension was over £100,000 a year. Because he was widowed at the 
time and had very little expenditure, he could quite comfortably gift a lot of money. So we 
used this rule, and he gave away £50,000 per year. We set that up for him, and 
therefore he was putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give 
away using this rule provided it does not unduly reduce your standard of living, and 
you can prove the money gifted came from income and not capital. However, be careful 
about using this gift out of normal income rule. You have to deal with it according to the 
rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is 
available on working farms, and Woodland Relief is available on the timber on land but 
not the land itself. These are not often used.

Business Relief (Formerly Business Property Relief)

A trading business that is privately owned is exempt from Inheritance Tax using 
Business Relief (BR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

Business Relief also applies at the moment to investments in an Alternative Investment 
Company or AIM stocks which carry a high potential for capital loss. Caution should be taken 
as these are risky investments, and there is little point in saving Inheritance Tax only to lose 
the capital on the investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of Business Relief investment are very high, and on an 
individual trading company, there is no limit. The main point here is, should you chose 
to invest into plans that attracted Business Relief, be very aware of the risks involved. 

Find out more about this by watching our video Business Relief to avoid Inheritance Tax.

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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https://www.youtube.com/watch?v=0j5ImJN71rE&t=1s


Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
the expected tax liability. HMRC is quite happy
if you put insurance into place because they 
get the tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life 
insurance:

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After seven years, you simply stop the 
second policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after ten years and so should only be used for assets you intend to gift 
away directly or into a Trust. These maximum plans just give you time for those gifts to fall 
out of your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you 
make the gifts immediately and want to cover the potential Tax liability over the coming 
seven years.

All of the above five solutions require experienced advice.  This is because, within each one 
of those, there is a multitude of options. It is like fitting a good suit - It is about getting 
it tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Solutions for
Estates over
£2 million

Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist Adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 in IHT at the current date (Tax year starts 
6th April 2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple Lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below:

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of tax saved a year.

Also, there is currently a discount for Inheritance Tax on the value of the property 
when the second spouse dies. This is because the property is deemed to have a lower 
value as it is owned by two separate parties. The two parties are the Trust holding 
part of the main residence value and the recently deceased second spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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https://www.youtube.com/watch?v=ktq2frVF9To&t=22s


Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, the point here is that as you also get into more complex planning.

At this level of Estate value, it is also about avoiding all types of tax - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a Buy to Let property across to one of 
your adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also 
have to pay 20% or 40% Income Tax on the income from that buy to let property. In this 
event, the other taxes can sometimes exceed the Inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay 
no extra type of tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a Discretionary or Reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax Planners, 
Accountants, Lawyers and Financial Planners. – A network that Bluebond has already built 
and utilised for many clients.

To understand more please watch the video below:

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

It could also be in property, and even then the type of property, ( commercial or residential) 
will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine the 
planning to avoid any extra Tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an Estate 
of over £2 million, your children will have to pay hundreds of thousands of pounds in Tax 
unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of Tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings will 
be worthwhile. 

Also, for Estates over £2 million, I would emphasise you pay attention to the 7 years gap 
between giving assets away and the planning becoming effective. Please make sure you take 
action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making 
the right decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as 
easy as possible for us or anyone else to help you.
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https://www.youtube.com/watch?v=LF8SRGblPiU


Estate Planning is an area where many people don't appreciate they have a potential 
problem. 

Estate planning is about making sure that all the assets in your 
Estate go to the right people at the right time. It is also about 
ensuring that those people will retain those assets over the 
long term.

This planning is done by using Lifetime Trusts alongside new Wills.  

Firstly, it is essential to understand that there are problems associated with simple Wills. 
These problems are most likely to occur if you have had your Wills drawn up by a local 
Solicitor or Will writer. This is not the fault of the Solicitor or Will writer.  The problems arise 
because a simple Will is not as effective as writing a Will in conjunction with Trusts.

To explain what I mean - Let's start by questioning, what does your Will actually say? In a 
nutshell, your Will probably says "I leave everything to my spouse and then on his/her death 
on to my children in equal measures."

This is fine,- it pretty much defines what you want, and it is better than no Will at all. Having 
no Will at all is a problem in that your assets then fall into intestacy. Intestacy is a set of rules 
written by the government which determines how your Estate is distributed if you die without 
a Will. Unfortunately, this means that the right people would not get the right assets at the 
right time. 

The intestacy rules explained:
https://www.citizensadvice.org.uk/family/death-and-wills/who-can-inherit-if-there-is-no-will
-the-rules-of-intestacy/

This means making a basic Will should be an essential activity for everybody.  

However, basic Wills do have severe limitations, and that is what this particular chapter is 
going to help you understand.  

You should also watch this video on – The problems with Basic Wills

Five main problems may occur as a result of just writing a simple Will and leaving everything 
to your children directly.

Problem 1 : Divorce

What happens if your children get divorced?

Let's say Mr. & Mrs Jones have two children, 
Richard and Jane.  Mr and Mrs Jones own 
their home worth just over £500,000 and 
have assets of a further £200,000. 

They know that by using their standard 
Inheritance Tax allowances of the basic Nil Rate Band 
and the Residential Nil Rate Band, they can leave
just under 1 million pounds to those two children
Richard and Jane without paying any Inheritance Tax.

This is because they have a basic allowance called the Nil Rate Band of £325,000 each = 
£650,000. Also, they have a further Residential Nil Rate Band allowance of £175,000 each = 
£350,000. So £650,000 added to £350,000 = £1 million.

This means each child would get £500,000 Tax-free. However, that half million pounds is 
being directed to them via a simple will.

Now let's say, long after Mr. & Mrs Jones have died, having left the money to their son 
Richard, he gets divorced from his wife Mary.

So what happens to the money that has been left in the event of his divorce?  It's different in 
different cases.

Most importantly, as far as you and the Jones' are concerned, that half million pounds left to 
their son is fully open to attack by his ex-wife's lawyers. There are many instances where half 
of that money and sometimes, even more, can go to her.  

Now that is not what Mr. & Mrs Jones, and probably you, would want if your children ever get 
divorced?

Most people would want their hard-earned money to stay with their children in the event of
their children getting divorced, but a simple Will does not achieve that.  This is because 
money left via a Will forms part of that Beneficiary's (person who has inherited the money) 
Estate, i.e. it belongs to them and therefore forms part of their assets for divorce. 

There is simply no protection for those assets. Once passed to 
your children, they cannot protect it – but you can.

So divorce is problem number 1. And with around a 50% divorce rate in the UK, 
it's a pretty big problem!

Problem 2 : Bankruptcy

The next issue that could arise is that let's say it is 
not Richard this time, but his sister Jane 
who has the problem.  

Her husband starts a business and unfortunately, 
that company goes bankrupt. The scary statistic is 
80% of new business fail in the first five years.

Well, the money that Jane has been left directly through
a simple Will (and may be used to pay off their mortgage), 
forms part of their joint assets. Therefore, that money is then 
liable in a bankruptcy hearing to being attacked by their creditors. 

So again, a significant issue and even limited companies are not entirely protected. 

Let's say Jane's husband, had started this limited company and the business gets into 
difficulty, 

He signs a personal guarantee from the bank and belives this will solve his business problem 
and give him time to turn it around. However, the business still goes bust. In that situation, 
all of their joint assets are then open to attack by the bank, even though they have a Limited 
Company. 

Problem 3 : Remarriage

Now, this is NOT something that most people would think about.

So let's say Richard does not get divorced from his wife, Mary, but instead, he dies before 
Mary. 

Now Mary, let's say in her 60s, gets remarried to somebody else. When she dies having only 
written a simple Will, she leaves the money to her new husband. Remember a regular Will 
says – I leave everything to my spouse and then on to my children in equal measures.

However, that new husband never having raised the original Mr and Mrs Jones grandchildren 
could easily cut them out of the Will entirely. This situation arises more often than you would 
think. So if this scenario were to play out, the money that you leave to your children, hoping 
that it then gets passed on to your grandchildren, could  leave the family bloodline altogether

I am confident that isn't what you would want. You probably want your hard-earned money 
to go to your children and then on to your grandchildren and not be passed outside of your 
family.  A basic Will does not achieve that. It merely directs where the assets pass on your 
death and offer no protection at all for your family.

Problem 4 : Early Inheritance

This is an interesting and ill-considered area. The vast majority of people who have young 
children do not even appreciate they are walking around with this particular problem. 

If your adult children were to die early leaving young children (your grandchildren), any 
money that you have left to your children would then go to your grandchildren when they 
reach the age of 18. Either by intestacy rules or a simple Will. 

Now, let's presume your children are reasonably well off in their own right. The money that 
you have left to them just adds to that pot. In this situation, there is a high possibility when 
your grandchildren are 18; they could inherit well over a million. An 18-year-old inheriting a 
million is not a sensible strategy and can quite often have a negative impact on their own life.  

In the vast majority of cases, they are just not mentally mature enough to deal with that kind 
of money, and it will probably get wasted away. I am again certain you do not want your 
money to create this problem for your grandchildren.

Problem 5 : The 64% Tax rate

What is the 64% Tax rate?
So if you decide not to take action early 
enough and you do end up paying Inheritance 
Tax, there will be a 40% Tax rate on your assets, 
after your allowances. 

Now that's bad enough and could cost your family hundreds of thousands of pounds. That 
40% is paid once your probate is settled and the remaining money then goes on to your 
children and other Beneficiaries. If you have four or more children, HMRC could get more than 
each of your children.

Let's say, as in the previous scenario, your children are reasonably comfortably off in their 
own right. They have an Inheritance Tax problem themselves, the money you have left to 
your children which has already been Taxed at 40%, then passes to your grandchildren which 
is Taxed again at 40% thus making that a net 64% Tax.  

That is an extreme level of Tax for anybody to pay, yet this happens all too frequently. 
Unfortunately for their grandchildren, this is what the vast majority of people who have just 
set up a regular Will already have in place.- unless they take action to resolve this problem.

So those are five problems with using standard Wills, even when they are well written which 
often we find they are not.

Divorce | Bankruptcy | Remarriage of spouse | Early inheritance | 64% Tax 

How are the five major problems solved?  

You will be pleased to know there is an excellent solution - 
Writing new Wills together with a Lifetime Trust for each 
person – I emphasise Lifetime Trusts and not Trusts written 
into a Will.

For a more in depth explanation please watch this Youtube video

Is Estate Planning more important than Inheritance Tax planning?

We will talk about Trusts in the next chapter.

Why new Wills? 

Very simply the Wills, instead of saying: I leave the money to my spouse if I die before them, 
will leave £325,000 to one Lifetime Trust on first death and the remainder of the assets to the 
surviving spouse. 

Then unless you leave some money directly to a charity and some small items to friends, 
everything is left to the other Trusts on the second death. This means that under our advice, 
all of your assets will pass into several Trusts. These Trusts will be set up on the inception of
our planning.

I emphasise the purpose of this planning is not to save Inheritance Tax although there is a 
mechanism within this Estate Planning to achieve a small Inheritance Tax saving too. 
Depending on the number of years between the first death and when the remaining spouse 
dies, it does save more than enough to cover the fees we charge for setting up this type of
planning for most clients. This means if there is a five-year gap, the costs of this setup are 
offset by Inheritance Tax savings five times over.

However, for this current moment, you should understand that the whole purpose of 
combining new Wills and Lifetime Trusts is for the protection of your assets against the five 
previously mentioned problems and not Inheritance Tax saving. 

Why new Wills when you could just adjust existing ones?

The vast majority of Wills written before 2015 do not comply with new legislation (due to the 
new Residential Nil Rate Band Allowance) and so bringing them in line is worthwhile irrelevant 
of any other requirements.

Also you do not want one firm of lawyers having written a set of Wills and then another set of
lawyers drafting new Trusts. This is because if it goes wrong, you then have two sets of 
lawyers arguing with each other. We have seen this on several occasions when Beneficiaries 
of people who are not clients approach us for help after their parents die.

We simply would not take that risk, and so we strongly recommend new Wills for our clients 
as it avoids a lot of money and time wasted. With only one firm of lawyers writing the Wills 
and the Trusts together, this means it is all under their one Professional Indemnity Insurance, 
and there is absolutely no doubt as to who is at fault if the legal wording is questioned.

Because we use very high-quality lawyers, none of our clients has ever had a problem with 
incorrect wording of Wills or Trusts. As we have been doing this for over 18 years, this has 
been tested several times on the deaths of several of our clients.

To be fair, it's not just our clients.- the Trust company and lawyers we use have had hundreds 
of cases of money passed on through these Lifetime Trust arrangements. We are very 
confident they work well.

Just to give you a bit of advanced warning on an unusual point.  We ask people who we are 
helping to write new Wills to consider if they wish to make a small gift to charity when 
completing their Wills. This simple request has resulted in hundreds of thousands eventually 
going to charity which otherwise might not do. 

It's one way of helping contribute to society, but of course, it is your money, and it will be your 
decision.

In summary, we recommend to all new clients they rewrite 
their Wills and also set up a number of Lifetime Trusts to 
ensure their Estate is correctly protected against the five 
previously mentioned problems.

In the next chapter, we will talk about Lifetime Trusts -  what they are and how they work to 
solve those five problems.

It pays to understand the basis of this because all good Inheritance Tax planners utilise Trusts 
to quite a high degree in the planning they do. This is because they are a very useful and 
low-cost method of mitigating Inheritance Tax and protecting your Estate.

So what is a Trust?  
You could think about a Trust as a sophisticated strongbox. You pay to create the box in the 
first place, and its strength depends on the quality of the legal wording within the Trust and 
so excellent solicitors are essential.

It can be a relatively simple Trust or a complicated Trust, and the setup charges reflect that 
complexity. Our recommended Lifetime Trusts can take all types of assets, and they offer a 
high degree of flexibility. As they are quite complicated in their legal wording, we use some 
of the best lawyers in the country to draft them, but at a much lower cost than you could get 
directly due to the volume of business, we place with them.

There are three parties to a Trust
The Settlors –  are the people who place assets in the Trust – the assets of these people will 
be Taxed for Inheritance Tax on death if they take no action.

The Trustees  - are the people who control the Trust.  The Settlors, their adult children and 
one other Trusted person who is not a Beneficiary are usually appointed as Trustees or 
reserve Trustees.

The Beneficiaries – are the people who will be in receipt of the assets. This is usually their 
children, grandchildren and great-grandchildren – but not the spouses of the Beneficiaries.

The Settlors should set up the Trust as early as possible. With our clients, this is usually done 
at the start of the process as the planning is immediately effective. This is important because, 
unless you have a serious medical condition you don’t know when you are going to die.
Once set up, you can choose to make gifts of money or other assets to the Trusts during your 
lifetime. On your death, your executors will place all your assets inside them.

The Trustees (that’s usually the Settlors and adult children) hold the keys to the box. In other 
words, they control it, and the Beneficiaries (children and grandchildren) own whatever is 
inside the box.  

When you die, your Will directs your assets to your Trust or number of Trusts rather than 
directly to your children.  In our analogy of the strongbox, on your death, your Will then 
instructs the hand over of the keys to the Trustees (your children) who can then open the box 
because they now have control of the assets.

However, your adult children acting as Trustees can ALSO be entitled to the assets that are 
held in the box because they are ALSO the Beneficiaries. 

Can they be both Trustees and Beneficiaries? – Yes. This is usually the case as it helps to keep 
the setup and long term cost down. Even though professional Trustees could be appointed, in 
the vast majority of cases, this is not a requirement and usually avoided due to the extra cost 
it entails.

Another way to think about a Trust is to consider it as a separate legal entity under UK Law, 
similar to a Limited Company.  

A Limited Company also has three parties
The people who initially set up the Company
The Shareholders who own the value of the share
The Directors who control the operations and assets of the Company. 

They can all be the same people. 

For instance, I set up Bluebond. My wife and I own all the shares of Bluebond, and I am the 
sole Director who legally controls the Company (although my wife often thinks otherwise).
A Limited Company is Taxed separately and differently to an individual. A Limited Company 
can own assets in the same way as an individual can own assets. Should a Limited Company 
go bankrupt, the assets are then liquidated for the benefit of the creditors, i.e. whoever is 
owed money by the Company.

However, the shareholders don’t owe any other money to the Company creditors other than 
the value of assets that are held within the Company. Thus the liability of the Company is 
limited to the value of its assets which is why they are called Limited Companies. 
With this in mind, think of a Trust in the same way to a Limited Company as a separate legal 
entity. It has Trustees instead of Directors. Beneficiaries instead of shareholders. Lastly it has 
Settlors who are the people set it up the Trust first place and put assets into the Trust. 
For a good over view watch the Youtube video below

What exactly is a Trust?

How do you set up a Trust? 
This is usually done by lawyers as getting the legal clauses correct is essential. Once you 
agree to proceed with setting up your own Trusts, we will do this for you using a specialist 
Trust company working with very high-quality lawyers.

There are four elements to setting up a Trust. For the Trust to 
exist, all four must be in place. 

First of all, there are the Settlors who have to be named. These are the people, like 
yourselves, who place money or other assets into a Trust to protect those assets and/or save 
Inheritance Tax – you do this during your lifetime or via your Will on death.

Second - those assets or money placed into the Trust are called settlements. The essential 
difference between a Lifetime Trust and a Will Trust is that in the Lifetime Trust, the first 
settlement is placed during lifetime whereas a Will Trust does this on death.
A lifetime settlement to set up your Trust will only be £10. 

A crucial difference is that a Will Trust does not exist when the Trust is written as one of the 
four essential elements is missing. The Will Trust only gets set up as a Trust on death when 
the settlement occurs. The problem is there is a fair probability that the rules around Trusts 
may change between now and when you die. Therefore, by setting Trusts up now, we know 
exactly what the rules are on those Trusts and what rules are almost certainly going to be 
applied to those Trusts going forward.

In some cases, changes happen immediately but very rarely does it retrospectively apply if
Tax laws change.  So effectively, once our Trusts are set up, we have the safety of knowing 
exactly what we are dealing with. In other words, we are dealing with current rules and not 
future rules - which I think is quite important.

This level of future certainly is why we believe Lifetime Trusts settled with £10 are superior 
to Will Trusts to protect your assets. 

There is another huge benefit to Lifetime Trusts. In addition to the £10, a further settlement 
of up to £325,000 ( any more would be liable to an immediate Tax charge of 20%) can be 
placed into a Lifetime Trust during your lifetime. If you (as the settlor) lives seven years, 
your Nil Rate Band allowance of £325,000 is fully reinstated and can be utilised more than 
once. 

This is one of the reasons why it is important not to delay in 
dealing with your Inheritance Tax problems. If you deal with it 
before 65, you can be reasonably certain in most cases that 
one of you will live to 80 and so you get to use your Nil Rate 
Band twice and possibly three times. That’s a big chunk of 
money placed outside of the Estate and solves the problem 
for most people.

Thirdly there are the appointed Beneficiaries. 

The Beneficiaries could be named either directly (my son Adam and my daughter Sarah) or 
indirectly (my children and my grandchildren) as a class of Beneficiaries. 
Effectively, if some of your grandchildren are not even born yet, by naming them as part of 
the class of Beneficiary “ my grandchildren”, they are automatically included as Beneficiaries 
of any Trust that you set up. 

Last but not least, there are the Trustees of the Trust. So as previously mentioned, similar 
to a limited company which has directors, Trustees control the assets of the Trust on behalf
of the Beneficiaries.  

Trustees can also be Beneficiaries and Beneficiaries can be Trustees. If you or your spouse 
wants to be a Beneficiary, but you both settle the Trust, that is not possible if you want to 
save Inheritance Tax. 

However, if one person is the settlor (as in a lot of our recommended Trusts), their widow or 
widower can be a Beneficiary

Your children who are Beneficiaries of the Trust that you set up can also be Trustees. This 
means after you pass on, they can then control the Trust on behalf of themselves.

In the same way, as I am a director of my Limited Company, I control those assets as a 
Director. Still, I am also a shareholder which means that I am entitled to the benefits of that 
limited Company. Similarly, Trustees can be Beneficiaries.

Summary
The settlor settles the Trust by placing assets known as the settlement into the Trust. 
Usually £10. They also appoint the Trustees (usually yourselves and your children plus one 
other Trusted person) who control the Trust on behalf of the Beneficiaries (often your 
children and grandchildren). 

When you die, all the assets you own are passed to your Trusts 
via your Will.

This means they are protected down the line from the five problems (such as divorce) as 
previously mentioned.

In the next chapter, we explain how to utilise a Lifetime Trust to help save Inheritance Tax 
and avoid those five problems.

We set up Lifetime Trusts for nearly all of our clients as a 
default mechanism for protecting their Estate against the five 
problems we outlined in the previous chapter.

These should be set up during your lifetime and not as part of a Will when you eventually die. 
The differentiation is quite important.

As the Trusts are set up during lifetime and opened with just £10, we literally ask you for a 
£10 note.  We instruct a specialist Trust company to write up the Trust on your behalf, and the 
£10 note is physically sello-taped into the Trust. The £10 means the settlement now exists, 
and the Trust now also exists because all four elements of a Trust are in place. 

The elements are The Settlors (yourselves), classes of 
Beneficiaries (your children and grandchildren), Trustees 
(usually yourselves and your adult children) and lastly, £10 as 
the settlement for each Trust. This is different from a Will Trust 
where the settlement is placed into the Trust only when you 
actually die rather than now.

We will advise and help you to write a new Will and some Trusts. The number of Trusts will 
depend on your assets and the number of children you have. All the Trusts will be written with 
you as the Settlors and normally also as Trustees. Your adult children will also usually be 
Trustees and Beneficiaries along with your grandchildren (whether they are born yet or not). 

These Lifetime Discretionary Trusts will exist for 120 years after inception and so are likely to 
outlive your children and probably your current grandchildren.

Your new Will states that you are going to leave the assets to the Lifetime Trusts and not 
directly to the children. This means the new Wills then becomes very simple. 

Firstly, you decide and record in your Wills what items or amounts of money you are going to 
give directly to people who are not direct descendants. For example, you may say  - "I leave 
my golf clubs to my buddy Jim at the Golf Club" or "my classic car to my friend Joe."
You may also want to leave a certain amount of money directly to charity, and this amount or 
percentage of your assets will be written into your Will.

The vast majority of our clients are actually leaving their children quite large sums and so a
small amount to charity is something you should consider. There is even a Tax advantage to 
this. You can cut the Inheritance Tax rate on your Estate from 40% to 36%, if you leave at 
least 10% of your' Net Estate' to a charity. The Net Estate is the Estate left after your 
allowances that would be Taxable. We will of course support you with how this works if it's 
something is of interest to you.

Over the last 15 years, this simple request has already resulted 
in hundreds of thousands being left to charity that might 
otherwise have not occurred. Asking this question on all new 
Wills is one way of Bluebond trying to contribute back to 
society. 

The choice, is of course, yours – it is 
your money after all - but this early mention
of the possibility will allow you to consider
it in more depth before coming to the point
of making a decision.

After direct gifts and gifts to charities, 
the rest of your assets will be 
directed to the Trusts for the benefit 
of your children, grandchildren and 
great grandchildren.

Should you choose to split the assets 
unequally this can also be achieved by having separate Trusts for each of your children. 

How does that work?
Remember, this Trust planning strategy is not just about saving Inheritance Tax, but is mainly 
for protection against the 5 problems previously mentioned, like divorce for example. 

Once you have died leaving, lets say, just under one million pounds to your children, probate 
must be settled which we also help you with. 

So, assuming you have two children,if that one million pounds is to be paid out to your 
children, each of them will receive a cheque for  around £500,000.  

However, at that point, we ask them to sign one extra legal document. That legal document 
says that the £500,000 which has just been given to them by the Trust was not a gift from 
the Trust, but it is an interest-free loan from the Trust .

This part is really important to understand so, please pay close attention to this point. 

The loan agreement says that the money loaned is interest-free for the lifetime of the children 
or beneficiary but repayable on demand by the trustees. 

Well, who decides that it is interest-free?
The trustees decide because they control the Trust. At that point, you as the settlors have died 
and they, your children, are the surviving trustees. If you recall, they are also the 
beneficiaries. Therefore, they are deciding to give themselves an interest-free loan, repayable 
upon demand by the trustees i.e themselves. They can do this perfectly legally as the trustees 
and beneficiaries have different legal standings in UK law. 

In the same way as a director of a company can decide to pay themself a bonus or a dividend 
from the company profits. 

The trustees (your children) have complete control, acting together should one of the 
previously mentioned five problems like divorce ever arise where they need to protect those 
assets. 

Also, the trustees have a very strong obligation under the Trustee Act to protect the assets in 
the Trust on behalf of ALL the beneficiaries – including their children who are your 
grandchildren. 

What is the benefit of this interest free loan 
and how does it protect the assets?
If you would like to further enhance your understanding, 
please watch the following Youtube video:

Is Estate planning more important than Inheritance Tax Planning

Let's take the first example of those five problems.  

Problem 1 : Divorce

Let's go back to Mr and Mrs Jones.

They have left £500,000 to Richard and £500,000 Jane, their children. This time they have 
set up a Trust solution using our Advanced Wealth Retention Plan. (AWRP)

Let's imagine Richard begins divorce proceedings.

Before he starts proceedings, he talks to his sister Jane, who is also a Trustee and she says 
"Richard, as you know, it is my legal obligation to protect the £500,000 that the Trust lent 
you. Therefore, as a Trustee, I propose we recall the loan of £500,000 back into the Trust" 

Richard understanding how this works says "Yes I agree - that is fine" and Richard liquidates 
some assets and they give the £500,000 back to the Trust.  

Where does the £500,000 come from? 
It depends on how the £500,000 was spent. In most cases, it is in Richard’s house, as the 
money was used to pay off the mortgage. It could also be in investment 
– ideally in Richards name.  

If on your death, the money is going to be used to pay off a mortgage, we advise the 
Beneficiaries to get their spouse to sign that they understand this money being used to repay 
the mortgage or buy a new home is a loan from the Trust. It will be explained even though it 
is interest-free it is repayable on demand by the Trustees. The spouse will have to be happy 
with that as otherwise the loan would not be made. 

As your children are in fact the Trustees, they are themselves making the decision to recall 
the loan or not. Due to this, we usually recommend you have a non family Trustee who is not 
a Benificiary and not one of your children. This non family Trustee can be the Trustee who is 
insisting the spouse signs and agree the money paid out is a loan from the Trust. After all, 
every Trustee has a legal duty to protect the assets of the Trust. This is simply a belt and 
braces approach.

However, irrelevant of how much money Richard and Mary as husband and wife own together, 
that half a million pounds is owed to the Trust and there is a signed legal document to that 
effect before the loan is made.  There is no doubt the Trust owns this money. It has just been 
lent on an interest-free basis to Richard and his sister Jane.

As an analogy,(heaven forbid)  if I was to get divorced from my wife, and I had a mortgage 
of £200,000 with Barclays, I could not declare my house is worth £1 million and I would want 
£500,000 and my wife has £500,000. Barclays want their £200,000 mortgage loan back first, 
and then we get to split the remaining £800,000 between us.  

This is precisely the same. 

So, in the event of a divorce, the money goes back to the Trust 
before Richard's divorce is settled.

After the divorce is settled, Jane (in her capacity as a Trustee) says to her brother Richard, 
"Would you like your half a million pounds back". He (in his capacity also as a Trustee) agrees 
with Jane – so both Trustees agree. On repayment where a new loan agreement is drawn up, 
he has got control The £500,000 money once again- with none having gone to his ex-wife. 

So that is how it works in the event of a divorce and some cases depending on the size of your 
Estate the money saved can be massive.  

Problem 2 : Bankruptcy

Bankruptcy is exactly the same. Who owns the money? The money is owned by the Trust. 
Therefore, it cannot form part of the bankruptcy hearing because the person does not own it.

So, if any of your children or their spouses go into business and the business fails, this money 
will then not be lost because it has always been owned by the Trust. 

Problem 3 : Remarriage of surviving spouse

We also considered if Richard did not get divorced from his wife Mary, but he died before her, 
leaving Mary the money. However, after using the Trust legal agreement, Mary does not own 
the money now, it is owned by the Trust. Therefore, the money goes back into the Trust. 

Now certainly you would think that Richard would ask his sister or somebody else who he 
appointed as a Trustee (perhaps his own children provided they are over 18) to make sure his 
wife is looked after in the event of his death, prior to her.

The main point is she cannot appoint that capital to any new husband. The money goes back 
into the Trust and then eventually on to Richards children, who would be your grandchildren 
if it is your Trust. 

Problem 4 : Early Inheritance 

Now not nice to consider, but what happens if you have left money to your children, and one 
of them is killed in a car crash, along with his spouse leaving your grandchildren under 18?

Well at aged 18, the money you have left your children, therefore, cannot go directly to your 
grandchildren because remember who owns the money. The Trust owns the money. The 
Trustees control it, so they make sure that the grandchildren don't get the money too early.

Remember - who are the Beneficiaries? It is not just your children, - it is your children, your 
grandchildren and your great-grandchildren. Therefore, the Trustees are allowed to control 
that money and not give the money away too early to the Beneficiaries  

Problem 5 : The 64% Tax

Lastly, the 64% Tax - exactly the same scenario. Who owns the money? The Trust owns the 
money. Therefore, on your children's' death, it cannot be Taxed again. It has been Taxed once 
possibly but cannot be Taxed twice, because your children never owned it; therefore, the 64% 
Tax would not apply. 

All of the above 5 points is how a Lifetime Trust works to protect your assets – it's the written 
LOAN agreement that effectively protects the assets. Hopefully, you can now see why we 
would advise most of our clients down this route unless they decide for some unique reason 
not to go forward

Imagine if you were to ask your children, "Is it worth me spending a couple of thousand 
pounds to protect, £500,000 on your behalf? I am confident they would say yes. It means you 
are protecting them against that money walking in event of a divorce, bankruptcy etc.. as 
they would not be able to do this. Only you as the settler can do this and therefore the cost 
is minimal in terms of the potential savings. 

For the reasons given, almost every single client that we help implements one of these 
Lifetime Trusts alongside new Wills. With this advanced Trust planning also comes some 
Inheritance Tax savings as well. This will be explained in more detail in a later chapter.

One of the most common questions is "What happens if the children have not got the money 
to pay the Trust back?" Well, if they have not got the money during their lifetime, remember 
they are the Trustees, and they are controlling it, and they can decide not to pay it ball back. 
So, there no negative implications at all. 
On the eventual death of your children, if they don't have the money to repay the Trust, the 
same principle applies. Also, you cannot chase a deceased person for the money, you can only 
chase the Estate, and if the Estate does not have sufficient funds to repay the Trust, 
then so be it. 

There are no negative implications from this planning at all. 

The specialist Trust company we use have produced several hundred of these Trust 
arrangements and have had a fair number of clients die, and there have been no negative 
outcomes to any challenges raised at all. It works and is not contentious as far as HMRC are 
concerned.

So that is Lifetime Trust planning and certainly worth considering for everybody who has got 
an Estate worth at least a few hundred thousand pounds and above.  

As a final point to remember - Trusts and Tax Planning are 
complex issues, and the devil is in the detail. For this reason, 
always use an experienced practitioner to help you and your 
family protect their wealth.

In the next chapters, we will discuss Inheritance Tax in more detail. 

How to solve your Inheritance Tax problem
The first step in solving this is to determine the actual size of the problem. 

How do you go about doing this? 

Very simply, add up the value of all of your assets. This should include everything you own 
including assets abroad. However, be careful of foreign assets especially in America, France, 
and Spain. America’s Tax system is difficult to deal with and France and Spain do not 
recognise Trusts and you would need to deal with them separately.

After you add up everything that you have now, you then need to subtract your Nil Rate Band 
allowances and Residential Nil Rate Band allowances (if you own a property you live in) for the 
total figure. 

At the moment, you have an allowance of £325,000 for each person which is called the Nil 
Rate Band (NRB). That is transferable between spouses and Civil Partners. For example, if you 
were to leave your entire assets to your spouse, that entire unused percentage allowance is 
transferred to the surviving widow or widower. 

If however, you were to leave let’s say £100,000 directly to your children, approximately 30% 
of the allowance would not be transferable but the remainder would be.

This concept of transferring the allowance percentage is important because the Nil Rate Band 
will currently increase over time, admittedly only by the Consumer Price Index which is 
normally lower than the Retail Price Index. Therefore, the NRB will not rise as fast as your 
assets are likely to increase over time.  

Today you also have a new allowance called the Residential Nil Rate Band (RNRB)which is 
£175,000 for each person subject to certain conditions and again it is transferrable in the 
same way as the Nil Rate Band. 

This is only an allowance if you own your property or have recently sold a property and you 
had to go into a care home (although that is a little bit more complicated). 

You must leave the value of the property up to £175,000 each directly (not through a Trust) 
to a direct descendant such as your children, grandchildren, or adopted children. No one else 
can use this allowance.

If you add those two figures together (£325K+£175K) you get half a million pounds per 
person as allowances.

Now, most people would say this way of working out the allowances is not entirely fair for a 
few reasons. Firstly, if two sisters living together, for instance, they are not able to transfer 
the assets. 

Most importantly, if you don’t own your property, you don’t get 
the Residential Nil Rate Band at all.

There is a further complication with this Residential Nil Rate Band. If your assets exceed £2 
million when the second spouse dies, for every two pounds the Estate is over £2 million, the 
allowance is reduced by one pound. This means that once your Estate is worth more than 2.7 
million, you would have lost the RNRB entirely which has quite a big impact upon the overall 
Estate.  

Whilst that gives you an overview of the two allowances, it is a little bit complex in the way 
the Residential Nil Rate Band works which is why experienced advice is essential. 

There is another interesting anomaly around your allowances that should be considered. If
you were widowed previously, you may be able to utilise your previous spouse’s allowance by 
some quite clever wording within your Wills and Trusts.   If you find yourself in this situation 
you should get in touch with an experienced Estate planner to deal with this.

This means you could get three allowances for a couple if one of you has been widowed 
previously. This could result in a saving for Inheritance Tax of £130,000. Again, this is quite 
important you get good advice especially if you have children from previous marriages as that 
further complicates things.

Now coming back to correctly calculating what your asset base is. In pretty much every case 
I have seen, all online calculators work on the current situation, not the future situation. They 
ask you to fill in your assets and they add them up and then they take off the allowances and 
tell you what your Inheritance Tax is. 

The problem is, of course, is that it is telling you what your Inheritance Tax is today.  It is not 
telling you what your Inheritance Tax is going to be when you eventually die. Think about it, 
the problem does not exist today, the problem only exists when you eventually die.

If you are in your 60s and you live another 25 years, your assets could increase dramatically. 
In fact, they could more than double. 

I quite often hear people say they cannot see that level of increase really happening.

To make the point consider this - 

If you owned your house 20 years ago, what was the value then, and what is the value now? 
I think you can quite easily see it has probably doubled and therein lies the issue.  It is the 
projection forward of the value of your Estate that is paramount. 

How do you calculate the future value of your Assets?
You cannot without a very sophisticated spreadsheet or complex software. We pay for this 
software and if you choose to proceed with us, we will calculate your potential Inheritance Tax 
liability properly for you. We will calculate the problem based on what we believe the 
allowances are likely to increase by. Then, we would agree with you on the estimates of how 
much your assets will increase annually on average.

Let’s say your house increases by 4% a year, your cash increases 0.5% a year and your 
investments increase at 3% a year. Once we agree to those figures with you, we can then 
calculate that liability. Knowing the extent of the real problem is a good starting point for 
deciding on the best strategies to solve the problem.

People are often very surprised to learn how big their Inheritance Tax liability is likely to be 
but if you agree with the input figures, you pretty much have to agree with the output. 

Could your Estate double every 15 years? 

That’s not unreasonable at all. It depends on what you own, If you own a fair amount of
property, this is a very reasonable conclusion. Bear in mind your Inheritance Tax allowances 
are likely to only increase by Consumer Price Index CPI (1.5% on average) whereas your 
house and other property may be increasing by 3%-5% a year. Big difference. 

So as a rule of thumb - if one of you are going to live 15 more years, double that Inheritance 
Tax bill and if you are going to live another 25 years, then triple it.  

The following graph shows the end result of a couple who at age 61 start with a Taxable Estate 
valued at £1,213,000 (a £1,000,000 home and another property worth £500K plus 
investments) and thus a current Inheritance Tax liability of £485,200. After 25 years the 
Taxable Estate (after allowing for growth in the allowances) is worth just under £4,000,000 
with an Inheritance Tax liability of £1,593,171.(the purple line on the graph) This adds just 
over £1 million to their Inheritance Tax bill over that 26 years. This actual calculation shows 
the Inheritance Tax bill multiplied by x 3.15 over 26 years.

In many cases we are talking about very significant sums and that it is why it is a major 
problem for a lot of people going forward. The main point is once you know how it works, 
make sure you do the projections forward to work out what your actual liability is likely to be. 
Then determine how big your Inheritance Tax problem is going to be.

It’s possible that you are reading this information concerning your parents and believe that 
you/they don’t have an Inheritance Tax problem right now. However, once you do the 
projections or ask us to do them for you, you will find that you might have quite a significant 
problem. We are here to help you solve that problem.

So that is Inheritance Tax and how it is calculated. In the next chapter, we will now go on to 
solving the problem.

Estates under £1 million
The £1 million refers to the value of Estates of married couples or people in a civil partnership 
when the last person eventually dies as this is when the Inheritance Tax is applicable in most 
cases.  

As explained in the previous chapters, you get a £325,000 Nil Rate Band allowance per person 
and should you also own a property in the UK; you get an additional allowance of £175,000 
for each person called the Residential Nil Rate Band.

Both of those together add up to £500,000 each and therefore £1 million for a married couple. 
If you have done your calculations and believe your assets to be under £1 million, you may 
think that you do not need to take any action in relation to Inheritance Tax.

So the question I would ask you here is - are you absolutely sure?

In other words, have you done your projections calculations?

What is your Estate worth now, and what is it going to be when your spouse is likely to die? 

If you are thinking (hoping!) you are going to live to about 90, how old are you now, what are 
your health and lifestyle like?. Consider this and make some projections but stay on the safe 
side.

If you are sure that your joint Estate is never going to exceed one million pounds and you are 
married or in a civil partnership, then you have not got an Inheritance Tax problem. However, 
I cannot stress enough the importance of checking your projection is correct. The cost of 
getting it wrong is prohibitive for your children. Everything over that £1 million that you have 
not accounted for is going to get charged at 40%.

However, if you are correct, at the moment you do not have any Inheritance Tax problems 
unless rules change -  and of course, that is always a possibility.  

If, however, your Estate is likely to be between, £500,000 to £1 million, Estate protection 
planning is required.

If you are going to be leaving your children under £1 million between you, you should still look 
to protect that money against the five problems as mentioned earlier. The costs of doing that 
are quite small relative to the protection and peace of mind that that gives you and your 
family.  

Children from previous marriages
If you have got children from previous marriages, it may be the case that you want to split 
the assets after your death in a different percentage than equally across all children.

Different couples choose to do things differently. Some assets 
are left to some children, and other assets are left to other 
children. That would need to be determined, and a simple Will 
would not clarify this properly and can easily be challenged. 
So, it does need some proper Trust planning to make sure that 
this situation is dealt with properly. 

There are lower cost Trust solutions for solving those family bloodline (remember the 5 
problems) protection problems when there are no Inheritance Tax issues. It is merely a 
matter of doing good Estate planning, but do not underestimate that benefit.

If you have only got one child, the value of Estate planning is considerable. The value if you 
have more than one child is far higher, concerning the divorce rate at about 50% these days. 
Taking all five problems previously mentioned into account, it is a high probability that this 
planning would be extremely effective to protect the value of your Estate for your children in 
the long term .  

In the next chapter, we will get on to people who have current or projected assets 
over £1 million and therefore have Inheritance Tax problems.

Unless your assets which are exempt from Inheritance Tax, in nearly all cases where your 
Estate is valued over £1 million, you will have an Inheritance Tax problem. 

To be clear, the £2 million in the title refers to married couples or people who are in a civil 
partnership. If you are divorced or single, the amount is half of this.

When you get to this level of Estate value, it is essential to be sure of your calculations in 
terms of determining what the Estate is likely to be. The Inheritance Tax is chargeable on the 
second death, which may be in 20 or 30 years. As such, you have to make projections to 
make sure that your calculations are right. 

To give you an overall understanding of the Inheritance Tax and how it is structured, I have 
included a link to my video on the topic on Youtube.

The only 3 ways to avoid Inheritance Tax

Essentially the solutions fall into five separate areas. Only 3 are means of mitigating the Tax 
using advice, but all five are effective. Within those areas, there are further solutions within 
the solutions - but effectively five main areas.  

Solution 1 : Spend it!

The first solution is to spend your money.  A perfectly sensible route depending on how much 
you want to leave your Beneficiaries. You have probably built your assets over the years, so 
you have every right to spend it. 

If your Estate is going to be over £1 million, then you could just enjoy spending the excess 
over a million and make sure you are under that figure. You could give away money during 
your lifetime to your children or anybody else and providing you watch the 7-year rule, you 
are fine. 

There are other allowances you can use which we discuss later in this chapter.
Watch my video below to bring some ideas together on using your available allowances.

How to avoid Inheritance Tax at zero cost 

You could make gifts to charities as these gifts are exempt from Inheritance Tax completely. 
Even if you change your Will and gift any excess over £1 million to charity, there will be no 
Inheritance Tax liability on your Estate on those charitable gifts.

Spending or giving your money away is one sure solution to avoid Inheritance Tax.

Solution 2 : Direct gifts 

All direct gifts which exceed your 
allowance of £3,000 per year are 
considered Potentially Exempt 
Transfers or PETS and fall into 
the scope of the 7-year rule.

What is the 7-year rule and how does it work?
You are entitled to a £3,000 a year allowance which you can give free of Inheritance Tax to 
anyone. Any gift over £3,000 from capital would be deemed to be a Potentially Exempt 
Transfer or PET.  The 7-year rule says that if you die within 7 years of making that PET, then 
that gift falls back into your Estate and is then chargeable for Inheritance Tax. Bear in mind 
that within a married couple or civil partnership, you are each entitled to an allowance of
£3,000, meaning that you can jointly gift £6,000 free of Inheritance Tax each year.

There is something called Taper Relief which is often misunderstood. Taper relief applies three 
years after you have made a gift. It reduces the rate of the Inheritance Tax payable after three 
years by so after 7 years it is down to zero.

Be careful on this point. Many people get it wrong because they misunderstand the rules

Taper relief only applies to gifts over £325,000 which as you 
know is the Nil Rate Band. It does not apply to gifts within the 
Nil Rate Band.

If you gifted £300,000 and you die six and a half years later, that whole £300,000 will fall back 
into your Estate for Inheritance Tax purposes. If however you gifted £425,000 then the 
£100,000 would be subject to Taper Relief after 3 years and not the full £425,000.  

With direct gifts, there are also other issues. If you gift money to your children directly, 
especially large sums, all of the previous problems that we talked about the five problems on 
death still apply. 

All of those 5 problems previously mentioned still exist. By just giving the money directly to 
your children you have not protected the money. Ideally, don't do that without taking advice 
as to your other choices. A gift to a Lifetime Trust which then gets immediately loaned to your 
children is much more effective.

If unfortunately, you think due to medical reasons that you are not going to live 7 years, your 
Inheritance Tax mitigation choices will be significantly reduced. The longer you leave it, the 
worse the problem gets.  Procrastination in this area is likely to cost your family thousands or 
potentially millions depending on the size of your eventual Estate.

Solution 3 : Gifts into Trust

Another set of gifts is lifetime gifts into Trust. These are Taxed differently to direct gifts. The 
7-year rule still applies in almost the same way but this time it is called a Chargeable Lifetime 
Transfer or CLT.

In this particular case, if you gift over £325,000, the excess is charged immediately at 20%. 
Yes, that is immediate. So obviously we have never advised clients to make gifts over 
£325,000 into a Trust because clients, quite rightly, would not want to pay the 20% Tax.  

Why "almost" with regard to the 7-year rule?
You have to be very careful with gifts into Trust because they can drag in other gifts over a 
period of time. It is a little bit complicated as to how the Inheritance Tax rules work, but in 
most cases, the rule for you is do not make a gift into Trust and then make another gift over 
£3,000 within 7 years and 1 day. 

To learn more watch the video below

How the inheritance Tax 7 year rule works

You must not make a Potentially Exempt Transfer within 7 years of a gift into Trust because it 
could drag the Chargeable Lifetime Transfer gift back into your Estate. This means if you make 
another gift within 7 years and 1 day of making a gift into a Trust, it extends the period up to 
almost 14 years. 

If you ignore this rule, you could end up paying more Inheritance Tax on gifts you believed 
were outside of your Estate. 

Solution 4 : Allowances and Exemptions

The next area to help avoid Inheritance Tax is using your allowances and exemptions. There 
does not seem to be any clear definition of the two words, and therefore they can be regarded 
as interchangeable. 

I have already explained that everyone who is potentially liable to pay UK Inheritance Tax 
gets an annual allowance of £3,000 to gift away free of Inheritance Tax. If you do not use your 
allowance one year, you can carry it forward one year only and gift £6,000 in that Tax year. 
This may not sound like much, but a couple could give away £6,000 a year for 20 years, which 
is £120,000 and produce a potential saving for Inheritance Tax of £48,000.

Another very useful exemption is something called the gifts out of normal income rule.

If you make an ongoing gift from income (I stress income, not capital) and the intention is to 
gift it every single year, those gifts are immediately exempt from Inheritance Tax. Yes, 
immediately – no 7-year rule is applied.

How can you make Gifts out of Income in practice?
You could write up a document saying "I am going to gift £xxx a month/year to my children 
and pay the declared money into their pensions or bank accounts. I am going to do this every 
month/year from now on, and I can afford that from my income." Income is anything on 
which income Tax is potentially payable. - Earnings, rental income, investment dividend 
income, or pensions.

The main point here is to record your expenditure carefully, record your income carefully, 
write up documents to explain your intention. Sign and have the documents witnessed. Keep 
those documents with your Will so if it is ever challenged by HMRC then effectively your 
executors can prove that you took all the right steps.  

To give you an example, we had a client in the past who was a director of a very large 
company and his pension was over £100,000 a year. Because he was widowed at the time and 
had very little expenditure, he could quite comfortably gift a lot of money. So we used this 
rule, and he gave away £50,000 per year. We set that up for him, and therefore he was 
putting £50,000 a year outside of his Estate immediately. 

The main takeaway is that there is no limit to the amount of income that you can give away 
using this rule provided it does not unduly reduce your standard of living, and you can prove 
the money gifted came form income and not capital.

However, be careful about using this gift out of normal income rule. You have to deal with it 
according to the rules and record it accurately for it to work.

Other exemptions are Agricultural Relief and Woodland Relief. Agricultural Relief is available 
on working farms, and Woodland Relief is available on the timber on land but not the land 
itself. These are not often used.

Business Property Relief (BPR)

A trading business that is privately owned is exempt from Inheritance Tax using Business 
Property Relief (BPR). Again, you have to be careful this only applies to a trading business and 
not an investment business.

This means you cannot have properties in a Limited Company and expect that to be outside 
of Inheritance Tax. HMRC would class that as an investment company, and therefore, the 
whole value would be in your Estate.

BPR also applies at the moment to investments in an alternative investment company or AIM 
stocks which carry a high potential for capital loss. Caution should be taken as these are risky 
investments, and there is little point in saving Inheritance Tax only to lose the capital on the 
investment.

There are also types of plans where you can invest in single companies usually advised by 
Independent Financial Advisers. These plans also carry a high degree of risk as you are 
investing in single companies, but it does depend on the trade of the company. You should not 
buy these types of plans without getting experienced advice.

The limits on these types of BPR investment are very high, and on an individual trading 
company, there is no limit. The main point here is, should you chose to invest into plans that 
attracted business property relief be very aware of the risks involved. 

Solution 5 : Whole of Life Insurance

You can insure against the risk using Whole of Life 
Insurance. This is not avoiding Inheritance Tax as 
the policy is designed to provide the funds to pay
 the expected Tax liability. HMRC is quite happy
 if you put insurance into place because they 
get the Tax paid, no matter what. 

Again, take care here as the insurance has to 
be written into a Trust; otherwise, the resulting 
benefit just adds to your Estate, which simply 
makes the Inheritance Tax worse. There are different types 
of insurance, but these can be very expensive over the years.

As an example, we had one client who was paying over £600 a month into an insurance plan 
as set up by his accountant. I explained that as he was only 56 years old, he could live 
another 35 years or so. By paying £600 a month (which is also going to increase over time), 
he will end up spending the equivalent of the Tax he was trying to save.

If you add up the entire premiums over the next 30 years, this is a costly method of avoiding 
the Tax. However, it is worth looking at as part of a potential solution.

Look at my video to explain the differences between different types of whole of life insurance

Why you should buy two Life Insurance plans instead of one

One option is that you could buy a standard Whole of Life plan to cover assets you expect to 
keep long term which exceeds your NRB and RNRB allowances such as the value of your home 
and chattels (cars, furniture, etc.). You could then use a second maximum Whole of Life plan 
to cover assets you expect to gift away into a Trust. After 7 years, you simply stop the second 
policy. 

This type of maximum plan is significantly cheaper initially, but the premiums potentially 
double or triple after 10 years and so should only be used for assets you intend to gift away 
directly or into a Trust. These maximum plans just give you time for those gifts to fall out of
your Estate. A similar plan is called a gift inter-vivos plan. This may be useful if you make the 
gifts immediately and want to cover the potential Tax liability over the coming 7 years.

All of the above 5 solutions require experienced advice.  This is because, within each one of
those, there is a multitude of options. It is like fitting a good suit - It is about getting it 
tailor-made for you.

The question is - What is right for you as opposed to what is right generally? Putting all the 
different strategies together is essential and this is where experience is vital and makes a 
huge difference to the eventual Tax savings.

Inheritance Tax solutions for couples with Estates over £2 million or single people with Estates 
over £1 million are treated slightly differently, and this is what this chapter will cover. 

In this instance, early planning is essential because the 
problem is far more substantial. The type of Estate Planning 
you need to carry out is more complicated than a mainstream 
Solicitor deals typically with, and you need experienced advice 
on the legal, Tax and financial aspects from a specialist adviser.

When the second person of a married couple dies, if your Estate is worth over £2 million, you 
start to lose the Residential Nil Rate Band allowance. For every £2 of the Estate value over £2 
million, you lose £1 of the RNRB allowance. 

So at £2.7 million for a married couple, you would lose the whole of the Residential Nil Rate 
Band allowance. That will mean 40% will be charged on that lost allowance and the cost to 
your children is around and extra £140,000 at the current date (Tax year starts 6th April 
2020). 

Once you go over £2 million, then you have got to do something a little bit different compared 
to people with lower value Estates. Most of the time, this level of wealth revolves around a 
high house value. In this case, we are generally dealing with houses which exceed £650,000 
in value or are likely to exceed £650,000 when the second person dies.

This type of planning will involve setting up multiple lifetime Trusts.

The benefit for married couples of some more complex Estate planning using multiple Lifetime 
Trusts is that it also saves some Inheritance Tax. Not a huge amount, but the Inheritance Tax 
savings would undoubtedly exceed the fees you will be charged for setting up your plan.

To get a fuller explanation of how this works watch the video below

How to save Inheritance Tax on the value of your main residence

If there was a gap between each spouse dying of at least one year, you could expect to save 
around £4,000 per year of Inheritance Tax on this particular type of planning. This is achieved 
by placing £325,000 of the main residence in one Lifetime Trust when the first spouse dies.

If, as expected, the value of the property grows (around 3-4% a year) faster than the growth 
in the value of the NRB (around 1-1.5%) a year, then that difference is captured in the Trust. 

If your home grew at 3% in the year after the first spouse dies, that equates to 3% of 
£325,000 = £9,750 of growth in the Trust and not in the surviving spouse Estate. 40% of 
£9,750 =£3,900 of Tax saved a year.

Also, there is currently a discount for inheritance Tax on the value of the property when the 
second spouse dies. This is because the property is deemed to have a lower value as it is 
owned by two separate parties. The two parties are the Trust holding part of the main 
residence value and the recently deceased 2nd spouse to die.

The main thing here is that even with Estates over £2 million, you have still got to use the 
strategies discussed in the previous chapters.

This involves mitigating the Inheritance Tax using the different exemptions, using gifts 
directly or gifts out of normal income. 

However, here the point also is that as you get into more complex planning.

At this level of Estate value, it is also about avoiding all types of Tax, - it is not just the 
Inheritance Tax. 

For example, would it be worthwhile transferring a buy to let property across to one of your 
adult children and paying 28% Capital Gains Tax? Bearing in mind that they then also have to 
pay 20% or 40% income Tax on the income from that buy to let property. In this event, the 
other Taxes can sometimes exceed the inheritance Tax.

The aim should be to help people with larger Estates to avoid all forms of Taxes as much as 
possible. That is why all the planning has to be bespoke, and the ultimate aim is to pay no 
extra type of Tax at all.

Very high Value Estates

High-value Estates which are significantly over £2 million will require more complex planning. 
Due to this complexity, this planning is beyond the scope of the aims of this Ebook because it 
depends upon those the different types of assets. For example we could help you set up a 
Family Investment Company.

The best strategy for a wealthy family with investable assets exceeding £2 million (especially 
people with large property portfolios) can often involve combining the structures of Family 
Investment Company and a discretionary or reversionary Trust.

Setting up these companies effectively requires close cooperation between Tax planners, 
accountants, lawyers and financial planners. – A network that Bluebond has already built and 
utilised for many clients

To understand more please watch the video below

Why You Should Use a Family Investment Company to avoid Inheritance Tax on large Estates

We do, however, cover this and other strategies in our much more detailed video course which 
is available on our website. 

There are a wide range of alternative solutions for different people depending upon what their 
assets are and the value of those assets. Assets could be mainly in ISAs, bonds, or pensions. 

There are a wide range of alternative solutions for different people depending upon what 
their assets are and the value of those assets. Assets could be mainly in ISAs, Bonds, or 
Pensions. It could also be in property, and even then the type of property, (commercial or 
residential) will make a difference to the most suitable advice. 

Once we have established the type of assets in the Estate, we then need to determine 
the planning to avoid any extra tax and most importantly, how to avoid the Inheritance Tax.

Of course, fees will be charged for time, effort and expertise, but when you have got an 
Estate of over £2 million, your children will have to pay hundreds of thousands of pounds 
in tax unless you get good advice and take action on that advice.

In this scenario, the fees charged are insignificant compared to the Tax saving.
Nobody has avoided a lot of tax without getting into some degree of complexity. Yes, you are 
going to have to be committed to the planning and jump some hurdles, but the savings 
will be worthwhile.   

Also, for Estates over £2 million, I would emphasise you pay attention to the seven year 
gap between giving assets away and the planning becoming effective. Please make sure you 
take action quickly, or your children will be giving large amounts to HMRC when you die.

Hopefully, you recognise the importance of making the right 
decisions to solve your Inheritance Tax problem. 

Take action and act early, so you make it as easy as possible 
for us or anyone else to help you.
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Next Steps on How to Avoid Inheritance Tax
I hope this Ebook has been of help to you to understand Estate Planning and 
Inheritance Tax better.

However, irrelevant of how much you know it is impossible to replace my 18 years of 
full time work and experience advising clients in this specialist area. Experienced 
advice is essential to ensure you implement the best solutions as small errors could end 
up costing your family thousands of pounds in tax.

At this stage, you could decide to book a free online 30-minute meeting with myself - 
Charles, using the booking facility on our website. 

During this free no obligation meeting we can cover any questions you have and 
explore potential solutions to your Inheritance Tax problem.

Just use this link below to book a meeting directly into my diary at a date and time to 
suit you.

https://www.bluebond.co.uk/contact-us/

I look forward to talking to you.

5 Palmerston Drive, Wheathampstead, Herts, AL4 8FE

www.bluebond.co.uk
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