s
FIRST EQUITABLE

GLOBAL WEALTH MANAGEMENT

Pensions and

Inheritance Tax
from 2027

A practical guide to rebalancing
retirement, tax and legacy

October 2025




Table of
Content

03
Introduction

ora
The Changes

05
Practical Impact

06
Your Framework

o7
Planning Routes

17

Execution

18
Conclusion

www.first-equitable.com




\

Introduction

Why this matters

From 2027, the position of pensions within estate planning changes
materially, with unused pension wealth brought into the inheritance-tax
calculation. Coupled with the prolonged freeze of key thresholds, the
reform widens the range of estates affected and challenges long-
standing assumptions about how retirement pots should be managed
across later life. The emphasis moves toward recalibrating plans so that
income needs, tax efficiency and legacy aims are considered together,
and so that executors have clear instructions, valuations and liquidity
when administration begins.

For households that have sensibly prioritised preserving pension capital
while spending other assets, the shift does not imply rapid withdrawals.
What it calls for is a more deliberate balance: a pattern of decumulation
and structuring that sustains lifetime security, manages overall tax
across the horizon, and leaves an estate that is straightforward to
administer—with documentation and cash resources aligned to the
new framework.
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The Changes

The rule change In
plain English

From 6 April 2027, most unused
pension pots and pension death
benefits will be counted within the
taxable estate for [IHT. The
longstanding exemptions  for
transfers to a spouse or civil
partner and for gifts to charity
remain in place, but the default
treatment of pensions at death
flips from “usually outside” to
“generally inside” the IHT
calculation.  Responsibility  for
reporting and paying any IHT
attributable to pensions will sit
with  personal representatives
rather than pension providers.

In practice, that means executors
will  need timely, “as-at-death”
valuations from each scheme,
clarity on who ultimately bears the
tax, and enough liquidity to meet
the standard six-month  IHT
payment deadline. The change
coincides with the freeze of the nil-
rate band (£325,000) and residence
nil-rate band (£175,000) until 5 April
2030, which quietly pulls more
families into scope as asset values
rise.
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Practical Impact

What this means
for estates

For many households, the
comfortable pattern of the last
decade, spend down I[ISAs and
unwrapped assets first, preserve
the pension as a flexible reserve or
a bequest, will no longer be
universally optimal. Dying with a
large, unused pension can now
increase the IHT bill, so sequencing
matters. The right order of
withdrawals depends on
sustainable cash-flows, marginal
income-tax bands over time (not
just this tax year), survivor needs
and longevity assumptions, and
the desire to avoid leaving an
outsized pension pot that is now
within charge. Estate composition
also matters. Property, pensions,
ISAs, business interests and trusts
interact under the rules, and
beneficiaries’ identities and timings
(spouse vs. children vs. charity; first
death vs. second death) can alter
the outcome as much as headline
values. Administration is part of the “
story: clean nominations and

expressions of wish, coherent wills

and trust deeds, and an agreed Dylng with a Iarge,
plan for how any pension-linked unused pension can Now
IHT will be funded can spare increase the IHT bi”,SO
executors from forced sales at .

difficult moments. seqguencing matters.
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Your Framework

A decision framework:
questions before
tactics

Effective planning starts with a few
clear questions.

First Question

What level of income do you
genuinely need, now, later, and in
survivorship, and how resilient
does that income need to be?

Second Question

Which combination of
withdrawals, gifts and bequests
keeps total taxation (income tax
plus IHT) efficient across the whole

horizon rather than optimised in Third Question
oneyear?

Who should receive what, and
when: are you deferring IHT to the
second death, supporting living
heirs earlier, or carving out a
charitable legacy?

Final Question

Where will liquidity come from to
settle IHT and expenses on time,
and is the governance,
nominations, wills, powers of
attorney, trustee minutes, current
and consistent?
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Planning Routes

Routes to explore

With those answers in hand, several avenues can be explored, usually in
combination. Each route is outlined at a high level—its purpose, typical
use cases, and principal trade-offs—without drifting into step-by-step
instruction. Taken together—measured drawdown, partial annuitisation,
gifts from surplus income, insurance in trust to provide liquidity,
charitable design, Business Relief, and targeted trust structures—they
form a toolkit that can be arranged to reflect cash-flow requirements,
risk tolerance, beneficiary objectives, and timing. The concluding
synthesis shows how these components interact to produce a coherent,
durable plan under the 2027 rules.

\\/ 4
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Re-optimising income vs legacy
(drawdown & annuity)

How It works

The 2027 change means dying with a large, unused pension can
increase the estate's IHT exposure. Re-optimising simply means
taking retirement income in a way that funds your lifestyle while
avoiding an unnecessarily large pot at death. In practice, that often
blends flexi-access drawdown (keeping control of invested capital)
with partial annuitisation (swapping a slice of capital for a
guaranteed income). Because annuity income is just that, income
rather than a capital pot, it doesn’t sit in the estate as an untouched
fund. The balance between drawdown and annuity is tailored to
your cash-flow needs, risk appetite and health.

When it helps

It's most effective where pensions are comfortably in surplus to
lifetime spending needs. The goal isn't to “empty the pension,” but
to avoid dying with a pot that's larger than necessary.

What to watch

Drawdown sequencing should be modelled carefully to avoid
pushing you into higher income-tax bands or selling risk assets at a
bad time. Annuitisation improves certainty but reduces flexibility;
options such as joint-life, escalation and guarantee periods affect
both income and value for beneficiaries. The right mix is personal.
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Gifts out of surplus income

How It works

UK rules allow genuinely regular gifts made from surplus income
to fall outside the estate immediately, provided they form a
settled pattern, are actually made from income (not capital), and
do not reduce your standard of living. In real life, that might look
like standing orders to adult children, monthly payments to help
with school fees, or paying premiums on a life policy written in
trust.

When it helps

This is powerful for households whose reliable income (pensions,
rentals, dividends) exceeds spending. Over time, it can move
meaningful value out of the estate without using up nil-rate
bands or waiting seven years.

What to watch

Documentation matters. Keep clear records showing the gifts,
the income they came from, and that your own spending needs
were still met. Irregular, ad-hoc transfers or gifts that obviously
dip into capital won't qualify and may instead be treated as
potentially exempt transfers (PETs) with seven-year rules.
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Life insurance written in trust
(llguidity without inflating the estate)

How it works

A whole-of-life policy, typically joint-life, second death, is arranged so
that proceeds are paid to trustees outside the estate. The sum
assured is sized to the modelled IHT liability (including any
attributable to pensions) so executors and beneficiaries have cash to
settle tax without forced sales. Premiums can sometimes be funded
from surplus income, linking neatly to the previous route.

When it helps

This is attractive when asset sales would be slow, tax-inefficient or
emotionally difficult for heirs, and where stable income can
comfortably support premiums.

What to watch

Get the trust right at the outset (including who benefits and how
decisions are made), decide between guaranteed or reviewable
premiums, and revisit the sum assured as rules and asset values
change. Underwriting, medical disclosures and insurer strength all
matter over a long horizon.
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Charitable structuring (shaping the
rate you pay)

How It works

Leaving at least 10% of the net estate to charity can reduce the
IHT rate on the remainder from 40% to 36%. In some estate
compositions, the combination of a charitable slice and the lower
rate on the rest can increase what non-charitable heirs receive in
net terms, especially where there are illiquid assets or
concentrated gains.

When it helps

This suits families with philanthropic intent who are open to
designing their legacy rather than treating charity as an
afterthought. It can be implemented through straightforward
will clauses or via donor-advised funds.

What to watch

The 10% test is calculated across estate “components,” so
drafting and arithmetic matter. You also need to be comfortable
that the charitable portion is locked in; this isn't a device for last-
minute tinkering.
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Business Relief (BR) (mitigating IHT
via qualifying assets)

How it works

Qualifying business assets, such as certain unquoted shares or
portfolios that invest in qualifying businesses, may attract Business
Relief after a two-year minimum holding, reducing or eliminating
IHT on those assets while you still own them. Dedicated BR
portfolios aim to meet the conditions while offering professional
mManagement.

When it helps

BR can be a fit where there is tolerance for illiquidity and volatility,
and a clear intention to hold assets through life rather than “just
before death.” For some, it complements other routes by relocating
a slice of wealth into BR-qualifying exposure.

What to watch

Rules evolve, qualification is not automatic, and assets can be
volatile or hard to sell. Manager selection, diversification and
understanding what could disqualify relief (e.g., too much cash or
non-trading activity in a company) are critical. BR is a tool for the
right client—never a blanket solution.
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Trusts (control, timing and moving
growth outside the estate)

How It works

Different trust designs solve different problems:

e Aloan trust freezes the value of the asset you lend to the trust
INn your estate; future growth accrues to beneficiaries outside
your estate, while you retain access via loan repayments.

e A discounted gift trust allows you to make a gift into trust
while carving out a right to fixed withdrawals; an actuarial
“discount” reflects the retained right, potentially reducing the
immediate transfer value for IHT purposes.

e A discretionary trust places assets under trustee control for a
class of beneficiaries, keeping future growth outside your
estate and allowing distribution at the right times.

When it helps

Trusts are useful when you want to control timing and access,
protect younger or vulnerable beneficiaries, and move growth
out of the estate gradually rather than at one go.

What to watch

Trusts come with their own tax regimes (entry, periodic and exit
charges under the relevant property rules), ongoing governance
and paperwork. They're best deployed for a specific purpose with
good drafting, rather than as a generic wrapper.
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Cross-border or engineered solutions
(specialist only)

How it works

Some providers promote combinations, e.g., preference shares in a
corporate or protected-cell structure, paired with annuities and
targeted BR exposure, sometimes offshore, aimed at achieving IHT
efficiency while providing income. The conceptual idea is to
transform personal capital into instruments that may qualify for
relief or sit outside the estate, while delivering cash-flow back to the

family.

When it helps

Only where there is compelling commercial substance, robust multi-
jurisdiction legal and tax advice, and the client fully understands the
risks. These can be legitimate, but they are not “shortcuts.”

What to watch

Assume intense anti-avoidance scrutiny. Pay attention to UK tax
treatment, reporting obligations, regulatory permissions, currency
risk, provider solvency and exit routes. If the rationale is primarily tax,
it's likely the wrong route.
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Executor liguidity and governance
(the quiet enabler)

How It works

Whatever mix you choose, the estate needs cash at the right
time. That might be a pre-positioned cash reserve, a life policy in
trust, or clearly identified assets that can be realised quickly.
Equally, up-to-date nominations for pensions, well-drafted wills,
powers of attorney, and crisp records for gifts out of income
ensure the plan actually works when it's needed.

When it helps

Always. Liquidity and paperwork are what turn a sound plan into
a smooth administration.

What to watch

Probate timelines, valuation processes and HMRC deadlines
rarely bend to convenience. Clarity, and a single source of truth
for documents, saves heirs time, cost and stress.
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Planning Routes

Bringing it together

Each route addresses a different part of the problem: cash-flow in life, value
at death, control over who benefits, and liquidity for those who have to make
it all work. The most effective plans combine several routes in measured
proportions, then revisit them as rules and family circumstances change. If
you'd like us to map these options to your specific numbers, and show how
they interact across income tax, IHT and investment risk, we can build that

picture with you.
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Implementation

themes

Implementation is less about clever
structures than disciplined
execution. Start by mapping the
full estate, including each pension
by scheme and benefit type, then
model multiple withdrawal
sequences both before and after
April 2027. Pre-fund liquidity so
executors are not forced sellers
within six months of death. Keep
contemporaneous records,
especially for gifts out of income,
and ensure nominations, wills and
trustee paperwork tell a consistent
story. Finally, review the plan
annually and after each Budget or
Finance Act; rules, markets and
family circumstances change, and
the most durable plans are the
ones that are kept current.

wGOAL
«PLAN
«ACTION

Implementation is less
about clever structures
than disciplined
execution.
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Conclusion

The bottom line

Bringing pensions into the IHT net from April 2027 resets the default for
legacy planning. The answer is rarely radical, it is coordinated: the right
mix of drawdown, giving, liquidity and structures, supported by
modelling and meticulous records. Families who start this conversation
early tend to make simpler, more durable decisions, and leave heirs with
clarity when it matters most.

\
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Disclaimer

Important notice

The content of this guide is for general information purposes
only and should not be construed as a solicitation or an offer
to purchase or sell investments or related financial
instruments. This guide has no regard for the specific
investment objectives, financial situation or needs of any
specific investor.

The content should not be relied upon in its entirety and
although every effort has been made to provide accurate
information, there can be no guarantee that it will remain
accurate in the future. We cannot accept any responsibility
for any losses as a result of acts or omissions taken in respect
of this content.

Investment involves risk. The value of investments and the
income from them can go down as well as up and investors
may not get back the amount originally invested. The
investments described in this document may not be suitable
for all investors. The tax treatment of all investments depends
upon individual circumstances and the levels and basis of
taxation may change in the future. Investors should make
their own investment decisions based upon their own
financial objectives and financial resources and if any doubt,
should seek advice from an investment advisor.

First Equitable is authorised and regulated by the Financial
Conduct Authority FRN:782577. The FCA is the independent
watchdog that regulates financial services in the United
Kingdom.
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Contact Details

Speak to us

e 3rd Floor, 14 Castle Street, Liverpool, L2 ONE
@ +44 (0) 151 236 9973
@ Info@first-equitable.com

m linkedin.com/company/first-equitable
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