Pensions and IHT

... guiding clients through the maze
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This content is based on our understanding of current taxation, legislation and HM Revenue & Customs practice all of which are
liable to change without notice. The impact of any taxation (and any tax reliefs) depends on individual circumstances.

Where content includes case studies or examples these are for illustration purposes and are not recommending a specific course
of action.

Past performance is not a reliable indicator of future performance. The value of an investment can go down as well as up and
your client may get back less than they’ve paid in.

No reproduction, copy, transmission or amendment of this presentation may be made without our written permission.



Learning objectives

By the end of this session, you will be able to:

|dentify clients
impacted by the
changes to pensions
and IHT.

Describe the current

pensions and IHT
landscape
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Timeline

Consultation

response
Technical
Consultation Consultation Consultation —
begins ends draft bill Finance Bill Finance Act
—
Oct 2024 Jan 2025 July 2025 Late 2025 Spring 2026

Rules apply to deaths on or after 6 April 2027



Rumsfelding

SCOPE OF COLLECTION

CHARGE TO IHT OF IHT CHARGE

NO CONSULTATION CONSULTATION



The change to IHT on pension schemes

Power of Disposal

Estate entitled

(with some Discretionary

exceptions) Disposal

Quiside-eTTate

Within estate

Within estate Within estate




Schemes impacted

UK Registered Qualifying 515

schemes

Pension Non-UK Pension
Schemes Schemes




Issues, in a nutshell

“You must pay Inheritance Tax by the end of the sixth

month after the person died.”
HMRC

No pension / non pension estate interaction Amend deadlines / payment on account




The fundamental change

Personal
Reps

Pension

Beneficiaries
Schemes

) g

HMRC will continue to work with industry experts to develop and refine the PR-led process, and will publish further guidance tools
and process maps to support PRs, PSAs and beneficiaries ahead of implementation in April 2027.
Summary of responses



All for one and one for all...

...HMRC will work with the pension industry to
provide clear guidance and support for pension
beneficiaries in respect of their Inheritance Tax
liability, options for paying, and their
responsibility to the wider estate...

HMRC summary of responses 21 July 2025



New process

Stage 1 Stage 2 Stage 3 Stage 4 Stage 5

Death benefit

Information PRs determine if AT
distribution

exchange IHT account
required

File account
Amendments

Pay IHT

Values and - IHT information

beneficiaries Request beneficiary

details IHT payment

PRs & PSAs PRs & PSAs All PSAs & Bens PRs & Bens

Stage 4




Exempt

5 things fully out of scope

Trivial

Dependants Commutation

Benefits to Benefits to Scheme Death in Lump Sum

Spouse Charity PEnSions Service Death

Benefits

Everything else is In SCOPE (incl Unauthorised Payments)



The legislation
N\

Lump sum death benefits, pension death benefits
and guarantee periods included in estate

\

& No other legislation varying the value of the
estate
?

Residence Nil Rate Band and 10% Charity
reduction in play?

[

Exempt pension reduce RNRB?




IHT calculation

Net Estate (after liabilities)

+ Pension values
settled property*
+

Lifetime gifts within 7 years of death

RNRB Taper

1]

Exemptions

Reliefs

Available RNRB(s)

Available NRB (s)

* where there is settled property and tax due the bill is proportioned between the estate and the settlement



Tax due

Nil Rate Band Inheritance Tax
apportioned across || attributed to each
each component component

Exact calculation TBC



Paying IHT

Personal
Reps

Recovery
from
beneficiaries

Same
beneficiaries?

Pension
Scheme

Pension
Inheritance
Tax Payment

Scheme

Prior to
setting up
benefits?

Beneficiary

Requests
benefits /
own
resources

Income tax
refund on IHT
amount




Annuities — initial consultation thoughts

Single life

spouse/civil partner

Joint Life
non spouse/civil partner

Guarantee period
Discretionary “disposal”

Value Protection Lump Sums
Discretionary “disposal”

Guarantee period
Estate “disposal”

Value Protection Lump Sums

Estate “disposal”



Annuities — going forward

Single life Guarantee period

Estate “disposal”

Joint Life Value Protection Lump Sums
spouse/civil partner Estate “disposal”

Joint Life
non spouse/civil partner

Guarantee period

Discretionary “disposal”

Value Protection Lump Sums
Discretionary “disposal”

Remember there’s no annuity in a Fixed Term Annuity



“Risk Benefits”

life policy products
offered by an employer are not
In scope

Initial HMRC consultation



Risk Benefits

Death In Service Payments

payable in respect of a member of the
scheme in the event of the member’s
death

is not payable unless the member is an
active member of the scheme, and in
employment of a description specified in
the terms of the scheme, immediately
before their death.




Pensions — IHT events — Transfer of Value

_ Pension
Changein changes

benefits
(incl death benefit

changes)

a transfer of value is a disposition made by a person (the transferor) as a result of which the
value of his estate immediately after the disposition is less than it would be but for the
disposition; and the amount by which it is less is the value transferred by the transfer.

$3(1) IHTA1984

Will the only one left be buying an annuity? What about pre April 2027 events?



Reliefs

(4)
Property to which a person is treated as beneficially entitled under subsection
(1) is, irrespective of the assets comprised in it, not to be regarded as—

(a) relevant business property for the purposes of Chapter 1 of Part 5
(business property relief), or

(b) agricultural property for the purposes of Chapter 2 of Part 5 (agricultural
property relief).

draft s150A IHTA1984






£100 of pension beyond April 2027

£100 £100 £100 £100

£60 £60 £60 £60
£60 £48 £36 £33

40% 52% 64% 67%

40% for pre 75 deaths and non pension assets



Segmenting your clients assets

Expect to be unused and will

Client’s heirs have IHT and / or income tax

liability

May be required to meet

Client’s Peace of Mind
own needs

Client’s Needs Expected to be used to meet

needs




IHT planning

SPEND

NIL RATE BANDS




To act or not to act — Initial consultation

Avoiding post 75 income tax

Gifting taxed money Consolidation

disadvantage

Expression of Wish Divert funding Annuity Purchase

(pre April 27 deaths)

Segment clients Business Relief




To act or not to act - now

Avoiding post 75 income tax
disadvantage

Expression of Wish
(pre April 27 deaths)

Segment clients

Business Relief

Consolidation




Thank you for your time

Get in touch with your usual M&G contact if you need further help



M&G plc, incorporated and registered in England and Wales. Registered office: 10 Fenchurch Avenue, London EC3M 5AG. Registered number: 11444019. M&G plciis a
holding company, some of whose subsidiaries are authorised and regulated, as applicable, by the Prudential Regulation Authority and the Financial Conduct Authority.
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