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Tax considerations in financial planning 

As we start a new tax year, we thought the timing was appropriate to discuss with the three 
generations of the Smith family some of the tax considerations they should be taking into  
account within their overall financial planning. 
 
As your financial planners, there are two ways in which we will endeavour to boost the returns 
you receive from your investments. 
 
The first is how we go about constructing your investment portfolio. This will be based on your 
investment objectives, including the likely time horizon, and your risk profile. These guide us to 
how we allocate your investments across the main asset classes and which funds we select to 
hold within your portfolio. 
 
The second way is to consider how we can boost the net return from your portfolio by mitigating 
the impact of taxation on your investments. 
 
We will look at some of the ways we do this by discussing pertinent issues with the three  
generations of the Smith family. 



The Grandchildren 
 
For the youngest generation of the Smith  
family, most of whom are in their 20s, savings 
priorities are likely to be based on relatively 
short-term investment objectives, such as  
saving up for a deposit on a first home. 
 
However, with Workplace pensions now an 
obligation for all employers, the Smith family 
grandchildren should also have one eye on the 
long term and how they can maximise returns 
as they accumulate their retirement fund. 
Looking at short-term investment objectives, 
the grandchildren should be encouraged to set 
up a Lifetime ISA. These were introduced at 
the start of the 2017/18 tax year and they give 
young savers, aged between 18 and 39, a 
generous Government-funded bonus to help 
them save for their first property or for  
retirement. 
 
The savings grow free of tax in the same way 
as a standard ISA, allowing tax-free  
withdrawals provided the young Saver  
complies with the scheme’s rules. 
 
The Smith family parents and grandparents 
can alert younger family members to this  
opportunity and, possibly, even help them set 
aside money to claim this valuable top up. 
 
Under the Lifetime ISA, young savers can put 
away up to £4,000 per annum and, in return, 
receive a bonus worth 25% of the money they 
save, giving them a maximum benefit of 
£1,000 per annum. 
 
This is effectively free money from the  
Government and gives first time buyers a  
potential £5,000 a year in total towards their 
property deposit, plus interest or capital growth 
on top. 
 
Unlike normal tax-free ISAs, the savings in a 
Lifetime ISA can be used for only two things: 
to buy a first home or else kept for retirement. 
Savers can make withdrawals at any time,  
although 25% will be claimed back by the  
Government if they take money from their pot 
before the age of 60 for any reason other than 
buying their first home. 
 
 

For the more affluent younger investor, they are 
permitted to invest their remaining ISA allowance 
up to the £20,000 maximum into normal tax-free 
ISA. 
 
Turning to Workplace pensions, the minimum 
contribution must now be 8% of salary with the 
employer contributing a minimum of 3% of salary, 
leaving 5% as a minimum to be contributed by 
the employee. Some employers will increase their 
contribution providing that the employee does the 
same. 
 
It is worth stressing to the grandchildren that it 
makes sense to maximise the employer  
contribution as far as possible. In the same way 
as Lifetime ISAs, pension funds benefit from  
tax-free growth and a boost from the Government 
in the form of tax relief on their contributions. 
 
If the employer offers to increase their  
contribution by 3% to 6% of salary on the  
condition that the employee also increases their 
contribution by 3% to 8% of salary, turning down 
this offer is effectively equivalent to turning down 
a higher salary. 

 
The Parents 
 
The next generation of the Smith family are about 
to or are seriously considering retirement. Having 
devoted time and effort to their financial planning 
in the past, they have been successful in  
accumulating pension funds and tax efficient  
investments such as ISAs and are now looking to 
how they can utilise these funds in the most tax 
efficient way possible, to provide the income and 
capital they need in retirement. 

 



It is important that they take into account the 
following tax considerations: 
 
• All individuals have an Income Tax  

Personal Allowance in the 2020/21 tax year 
of £12,500, which means you can receive 
taxable income up to £12,500 in the current 
tax year without paying any Income Tax. 
For a married couple, it would be ideal if 
both spouses could receive a taxable in-
come of at least £12,500 in order to fully 
utilise this allowance. 

 
• There is no obligation to higher rate tax until 

taxable income for the year exceeds 
£50,000. So, if pension income can be  
adjusted so that overall taxable income is 
£50,000 or less, this will create further tax 
savings. 

Modern pension legislation allows significant 
flexibility in how benefits are taken from  
defined contribution (sometimes called 
“money purchase”) pension schemes. Pension 
benefits can be realised in full or in part and, 
when some or all of the fund is realised, 25% 
can be paid tax-free. 
 
This should enable defined contribution  
pension plan holders to manage how they 
draw benefits from their pension funds, so as 
to provide the financial resources they need in 
retirement, whilst paying as little in tax as  
possible. 
 
There is not the same flexibility for those who 
have the greater certainty of defined benefit 
(sometimes called “final salary”) pension  
benefits, but due consideration should still be 
taken on how best to manage other  
investments around the certainty of a  
guaranteed pension income. 
 
With regard to their ISAs, they know that any 
money that is drawn from these is payable 
free of tax and so can be used to supplement 
income if required or to help fund larger capital 
expenses. 
 
The Grandparents 
 
Let us assume that the Smith grandparents 
have managed their income tax efficiently  
 

 

throughout retirement and now have only two 
tax concerns within their overall financial  
planning. 
 
The first is that they hold a share portfolio, which 
is not inside an ISA, within which there have 
been significant capital gains which will lead to a 
liability to Capital Gains Tax (CGT) upon  
encashment or gifting away. The second is that 
they are concerned about their liability to  
Inheritance Tax (IHT).  
 
With regard to their potential liability to CGT, 
they know that there would no longer be a  
liability on death as it would be replaced by a 
potential liability to IHT.  
 
As a result, they might have already decided to 
leave the portfolio alone until death, even if,  
ideally, they would like to sell the portfolio, so 
that they can use the proceeds for other  
objectives, such as helping their family  
financially whilst mitigating their liability to IHT. 
 
When there are sudden falls in stock markets as 
we have seen recently, it may be wise to review 
this decision because the CGT liability is likely 
to have fallen significantly.  
 
Furthermore, if they feel that there is a  
possibility of them living seven years, they could 
sell the portfolio and pay CGT at 10% or 20% on 
the capital gains and then give the money to 
their family, offering the potential of avoiding a 
40% tax liability on the total value of the share 
portfolio. 
 



With regard to the objective of mitigating their IHT liability, they should look to take advantage of  
exemptions such as annual exemption of £3,000 per donor or gifts on marriage of a grandchild, which 
can be £2,500 per grandparent. 
 
It is also worth remembering a key exemption from IHT which is often overlooked. Any income that 
they receive which is surplus to their normal spending needs can be given away and be  
immediately exempt.  
 
This can be a very useful tax planning tool in later years as pension income increases in line with  
inflation whilst their living expenses fall.  

Summary 
 
Whilst we have only touched on a few different tax planning scenarios, we hope this has given you an 
insight into how sensible tax planning can help to boost returns from our savings. 



If you have received this email in error, please contact us on the email below with your correct details or removal request  
neilmiller@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. 

Market data 

  
Market 
  

  
Value at start 

of 2020 
  

  
Current 

situation 

  
Comments 

  
  
Interest Rates 
(BOE base rate) 
  
  

  
  

0.75% 
  

  
  

0.1% at 
30/04/20 

  
  
The official bank rate is 0.1%. 

  
  
House Prices 
(Nationwide) 
  
  
  

  
  

House prices 
increased by 
1.4% in 2019 

  
  

House prices 
up by 0.7% 
at 30/04/20 

  
  
Annual house price growth up by 3.7%.  

  
  
UK Share Prices 
(FTSE 100) 
  
  
  

  
  

7604.30 

  
  

5897.91 
at the close on 

30/04/20 

  
 
The FTSE 100 rose by 225.95 points in 
April. This is a rise of 3.83%. 
  


