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Utilisation to Preservation 
 
In last month’s newsletter, we talked about the three generic phases of financial  
planning, namely the accumulation phase, the utilisation phase and the preservation 
phase. 
 
We explained how we, as financial planners helping our clients, find the transition from 
one financial planning phase to the next both fascinating and challenging and we looked 
specifically at the transition from the accumulation phase to the utilisation phase, which 
we can most simply describe as ‘retirement’.  
 
In this month’s newsletter, we will look at the transition from the utilisation phase to the 
preservation phase. There is no simple way of describing this transition period (such as 
‘retirement’ which encapsulates the accumulation to utilisation phase) because the  
transition can take many years. It will typically take time for us to appreciate that we no 
longer need to worry about outliving our wealth but need to turn our attention to  
preserving the surplus wealth which will outlive us! 
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From Utilisation to Preservation 
 
As we highlighted last month, the greatest worry 
in the utilisation phase is that we will exhaust our 
capital before we die and that our income will be 
insufficient to meet our lifetime needs.  
 
We explained how best to cope with these  
challenges by careful planning, regular monitoring 
and disciplined reviewing of the evolving situation.  
 
Based upon our experience of dealing with many 
clients, in many different scenarios, over many 
years, we will typically be able to identify when a 
client has reached a point where there is a strong 
probability that there are more than sufficient  
assets to meet their lifetime needs.  
 
At this point in time, we will introduce to our client 
the idea of starting to consider how best to  
preserve wealth for future generations. This  
involves both directing the wealth to the desired 
beneficiaries and avoiding paying Inheritance Tax 
(IHT). 
 
Again, from experience, we will find that a number 
of clients are not ready to take action when we 
first raise the issue because they are  
understandably still concerned about their own 
future financial security. 
 
However, over time and with regular review  
meetings, clients will begin to feel more confident 
and will start to consider ways of preserving their 
wealth.  
 
So, as with both the accumulation and utilisation 
phases, actions can be taken over time to 
achieve the overall objectives of a) ensuring that 
there is sufficient wealth to meet a client’s lifetime 
needs whilst b) preserving any surplus wealth for 
future generations. 
 
In other words, an overall strategy can be  
formulated, implemented, monitored and  
reviewed throughout the remainder of a client’s 
lifetime to help preserve wealth for future  
generations. 

A generic strategy for preserving wealth 
 
The concept we are advocating is that a strategy 
for wealth preservation will sit alongside and 
work in partnership with the strategy formulated 
for utilising our wealth, as explained in last 
month’s newsletter.  
 
The wealth preservation strategy should be  
focused upon income and assets which are  
surplus to our own requirements. For example, 
we would advise against seeking ways of  
preserving the main family home for future  
generations as it is clearly essential for our own 
needs and cannot be described as being surplus 
to our requirements.  
 
Furthermore, planning with your own home is 
often very complicated and can incur significant 
legal costs. There is also a significant chance 
that this type of planning will be challenged by 
HMRC at some point later. 
 



How can we identify what is surplus? 
 
· Identifying surplus income 
 
This should be a straightforward exercise. Having 
calculated the income we receive from our  
pensions and our capital assets, we can then  
estimate our future spending - exaggerating the 
likely outgoings as explained last month - and see 
if there is any surplus. 
 
If no strategic action is planned for this surplus 
income, the probability is that it will increase the 
value of our capital assets. For example, if a cash 
deposit account is paying us interest which we 
are not spending, the interest will simply increase 
the capital value of the deposit account. The 
same would apply for any investment portfolio. 
 
If we already have sufficient capital to provide for 
our lifetime needs (as identified from our  
utilisation strategy), the capital accumulated from 
surplus income is likely to be subject to IHT when 
we die, which will be on top of the Income Tax we 
paid when we first received the income. 
 
This means a higher rate taxpayer might pay £40 
of Income Tax on £100 of surplus gross income 
received, which will increase their estate by £60. 
This will in turn incur IHT at 40% on death,  
reducing the net value to be passed to future  
generations to £36. An effective overall tax rate of 
64% on the surplus income! 

· Identifying surplus capital assets 
 
Our utilisation strategy should also help us to 
identify assets which are going to be surplus to 
our future needs.  
 
Property such as our own home or a holiday 
home that we continue to use should, in our 
opinion, not be included as surplus assets.  
However, rental property where the income  
generated is surplus to our needs or a holiday 
home which we no longer use, could be  
regarded as surplus property assets. 
 
Liquid cash in the form of cash savings or  
investment portfolios which we will not need to 
call upon during our lifetimes can be identified as 
surplus. Also, we should not overlook tax-
efficient savings such as ISAs. Whilst these may 
be efficient vehicles for avoiding Income or  
Capital Gains Tax (CGT), they are not exempt 
from IHT, a tax with potentially a much higher 
take for HMRC, especially when we consider 
that CGT is only levied at 10% or 20%. 
 
· Understanding IHT allowances, reliefs and 

exemptions 
 
It is not the purpose of this newsletter to go into 
detail about IHT legislation and how we can use 
this to help us avoid paying too much IHT.  
However, it is worth identifying a couple of key 
points for consideration when planning our 
wealth preservation strategy. 
 
Firstly, there is an exemption called the ‘normal 
out of income exemption’ which is often over-
looked in newspaper articles about IHT. This 
exemption allows us to ‘give away’ surplus  
income with no need to live a certain number of 
years in order for no IHT to apply. So, using our 
earlier example, our higher rate tax payer could 
give away their £60 net income which would  
immediately be exempt from IHT. 
 
Secondly, when giving away capital, there are a 
number of exemptions which enable us to give 
away relatively small sums, such as the annual 
exemption of £3,000. However, for larger gifts of 
capital, the important thing to remember is that 
we will have to live 7 years from the date of the 
gift in order for it to be exempt from IHT. 
 



· Retaining control of our wealth 
 
For many of us, ‘giving away’ our wealth to future 
generations may seem to be the exact opposite of 
preserving! 
 
However, to avoid IHT and, in so doing, to help 
preserve wealth for future generations, IHT  
legislation requires that a ‘transfer’ is made away 
from our estate. 
 
It is possible to transfer assets out of our estate 
without making a direct transfer to an individual. 
Instead, assets can be transferred into trust and 
we, as the settlors of the trust, can also be  
trustees so that we can control the management 
and timing of distributions from the trust fund.  
 
For most wealth preservation strategies, we 
would not want to be included as a beneficiary as 
this would not be seen as a ‘transfer’ away from 
our estate under IHT legislation. 

Summary 
 
In summary, here are the steps which we would 
recommend are followed in the formulation of a 
wealth preservation strategy. 
 
1. Through a disciplined approach for managing 

our wealth utilisation strategy, we may reach 
a point when we appreciate that some of our 
income and some of our assets are likely to 
be surplus to our future requirements. We can 
then start to formulate a wealth preservation 
strategy to work alongside our utilisation  
strategy. 

 
2. Identify how much income and which assets 

are surplus to our own needs. This will not be 
a one-off exercise but will evolve over time. 

 
3. Identify who we would like to benefit from the 

preservation exercise and when we would 
want them to actually receive any transfers of 
wealth. 

 
4. Work with our financial planner to understand 

IHT legislation and to identify how we can use 
the legislation to our advantage. 

 
5. Understand how trusts might help us with the 

overall strategy. 
 
6. Formulate a plan and then ensure that this is 

monitored, reviewed and adjusted as required 
on a regular basis. 

 
As ever, we can work with you through these 
steps to ensure you can achieve your wealth 
preservation objectives. 



Market Value at the 
start of 2017 

Current 
situation   Comments 

Interest Rates 
(BOE base 
rate) 

0.25% 0.25% at 
31.07.17 The Bank of England Base Rate remains at 0.25%. 

House Prices 
(Nationwide) 

House prices 
increased by 
4.5% in 2016 

The annual 
change in 

house prices 
is 2.9% at 
31.07.17 

Annual house price growth at 2.9%, little changed from 
June. Modest 0.3% increase month-on-month. 

UK Share 
Prices 
(FTSE 100) 

7142.83 
7,372.00 

at the close on 
31.07.17 

 
The FTSE 100 increased in value by 0.81% in July.  
 

If you have received this email in error, please contact us on the email below with your correct details or  
removal request info@breedelliott.co.uk 
 
The information contained in and transmitted with this email is confidential and/or privileged and intended only for the 
person to whom it is addressed. Any unauthorised use, retransmission, dissemination or action undertaken based on 
this information by persons, or entities other than the intended recipient, is strictly prohibited. 
 
The information contained in this newsletter is for information purposes only and does not constitute advice, if you 
don't understand any of its contents we recommend you seek Independent Financial Advice. 


