“Where there’s a Will, there’s a way!” 

While our mortality is not something that we like to dwell on, there is inevitability about it and while we hope that it will happen later rather than sooner, it is an event that we should all make provision for. The first step in this process is to make a Will.  If a person dies without making a will, they are said to have died intestate. 

Under Intestacy, no formal expression of the individuals’ wishes has been made and therefore their assets are distributed in accordance with the 1965 Succession Act. This act gives priority to the deceased person’s spouse and children. If the person did not have a spouse or children, it passes to family members such as parents or siblings, nieces and nephews or to remoter next of kin. 

An estate includes any assets that you hold on death, such as bank accounts, stocks and shares, property, land, car, jewellery etc. It is therefore advisable that everybody makes a will and updates it periodically as your situation changes. For example parents who have another child should amend their will to include the new addition to the family.  

Dying intestate could result in unnecessary costs (including taxation costs) and distribution of the estate in a manner that was not intended. Making a Will ensures that your family and beneficiaries (anyone who receives an asset from your estate) are spared the expense and worry of a potentially complicated and prolonged administration of your estate under the Succession Act 1965. 

Factors to consider when making a Will:

Making a Will can be very emotional and requires careful deliberation. It is important to be aware of the taxation implications involved for beneficiaries. By planning ahead you can optimise the thresholds and reliefs available to your next of kin and substantially reduce or even eliminate the tax that will become payable on receiving their inheritance. 

What is Inheritance Tax?

Inheritance tax (also know as Capital Acquisitions Tax or CAT) is paid when you receive an asset as a result of a death. It is paid by the person who receives the asset (beneficiary) and practically all assets are taxable – cash, property, land, proceeds of life assurance policies etc. 

How is the Tax Liability calculated?

In order to understand how the tax is calculated we must first consider the Tax-Free Thresholds available for Inheritance Tax purposes. Thresholds are normally inflation linked but were reduced following the mini budget 2009. There are 3 Threshold Groups depending on your relationship to the deceased.

Group 1: €434,000 where the beneficiary is a child of the deceased, or minor grandchild (if the parent is dead). In this case the grandchild is allowed to ‘Step into the shoes’ of their parent who is deceased and avail of the thresholds that would have been available to them. In some cases this threshold can also apply to a niece or nephew who have worked in the family business for a period of time. 
Group 2: €43,400 where the recipient is a brother, sister, niece or nephew or linear ancestor /descendent of the benefactor or where the gift is made by the child to the parent.

Group 3: €21,700 applies in all other cases. This is known as the ‘stranger’ threshold. 

It is important to note that these thresholds are the upper limits of the amount that you can receive tax-free and is cumulative in that it applies to all benefits received, either in the form of gift or inheritance since 05 December 1991. 

What are the rates of inheritance tax?

Up to the threshold amount

NIL

Balance



25%

This rate has been increased from 20% to 22% in the Budget 2009 and to 25% in the mini-Budget 2009.

There is no inheritance tax payable on inheritances between spouses and this exemption is unlimited. There is no necessity to claim this exemption and you don’t have to fill in an Inheritance Tax forms. 

There are a number of CAT relief’s that you may be entitled to claim, including Agricultural Relief, Business Relief and Dwelling Home Relief. These reliefs can reduce the amount of inheritance payable dependent on meeting specific criteria. 

Plan Ahead:

By making a Will and structuring it in a tax efficient manner, you are ensuring that the ultimate liability for the beneficiary is minimised. Forward planning is crucial for passing on personal wealth to the next generation without eroding the assets you have accumulated over your lifetime. 

Speak to your Financial or Tax advisor to determine the tax liability that your beneficiaries would incur on your death. By developing a tax efficient strategy and maximising the reliefs available to you, you can dramatically reduce the tax bill of your beneficiaries. In addition, once you know how much that liability is going to be, you can make provision for this in the form of a Section 72 policy if desired.  

Section 72 policies (previously know as Section 60 policies):

Under this option, advance provision can be made for the tax exposure by effecting a Life Assurance policy to provide tax-free funds on death, to pay the Inheritance Tax bill.

A Section 72 life assurance policy is similar to any life assurance policy which you take out for a certain sum assured and pay a monthly premium related to the amount of cover in place, your age and health. The major difference is that on taking out the policy you must state specifically that the policy is being set up for S72 purposes. If it is a joint life case, the case must be structured on a Joint Life Second Death basis so that the policy becomes payable on the death of the second spouse. 

The proceeds of the policy are exempt from Inheritance tax provided they are used to pay the tax due. It is worth noting that if the policy provides more money than is needed to pay the inheritance tax the excess will be taxable. By taking out a Section 72 policy, the estate will be protected from Inheritance tax on death and the dependents will not be forced to sell part or all of their Inheritance or borrow funds to pay the tax bill.

There are a number of Revenue Rules that need to be met in order for Section 72 relief to apply so it important to speak to your Financial Adviser or Tax Adviser when effecting such a policy. 

We hope you find these articles informative and welcome any feedback or queries you may have. Should you wish to contact us, please phone the Tralee office for Eoin or Bairbre on 066 712 6333 and the Killorglin office for Caroline on 066 976 1275 or by email as above. 

To view past articles and recent PSC Wealth Plus publications, including our ‘Guide to PSC Wealth Plus Products & Services’, please log onto our news section at www.pscwealthplus.com
PSC Wealth Plus is regulated by the Financial Regulator as a Multi Agency Intermediary and as a Mortgage Intermediary.
