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Clients with unit linked investment bonds may be unaware that on
death any exit tax deducted from the bond pay-out is allowed as a
credit against any Inheritance Tax arising on value of the bond inherited.

In this Technical Post, Retirement Solutions highlight how this offset
can significantly reduce the effective Inheritance Tax (IHT) rate on the
bond value taken by the deceased'’s children.

Exit tax offset against
Inheritance Tax

Example

Aninvestor invests €100,000 in a unit linked investment bond. Seven years later, when the bond is worth
€140,000 before exit tax deduction, the investor dies and leaves all his estate to his son, who we will
assume has already used up his Class A CAT Threshold with other gifts and inheritances.

The exit tax deducted from the bond is assumed to be
41% x €40,000 = €16,400
so that the net payout on death is €123,600 which his son inherits.
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The exit tax offset relief against Inheritance tax works as follows:

The Inheritance Tax payable by the son on the bond value inherited is
calculated by reference to the pre exit tax value of the bond at death,
and not the actual after exit tax amount received, in this example, €140,000
Inheritance Tax is based on an assumed €140,000 inheritance and not

the €123,600 actually inherited

v

Inheritance tax (assuming Class A Threshold fully absorbed
by other gifts and inheritances): 33% x €140,000

€46,200

—

| Credit against Inheritance Tax for exit tax deducted

2

Inheritance Tax payable on the inheritance of the bond value €29,800

Inheritance Tax payable as a % of the value received by the son:

€29,800/€123,600 =
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The higher the growth achieved by the unit linked bond to the date of death,
and hence the higher the exit tax applying on death, the lower the effective
rate of Inheritance Tax applying to the value of the bond inherited.

This chart uses the same example above but with different levels of assumed
investment growth to the date of death from 10% to 100%, and shows the
effective rate of Inheritance Tax on the net (after exit tax) bond value received:
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Investment growth

If the investment growth of the bond (before exit tax) at the date of death was 70%
instead the 40% assumed above, the effective Inheritance Tax rate on the bond
value received on death would fall from 24.1% to 19.4%.

Therefore the higher the investment growth achieved, the lower the Inheritance Tax
on the bond value inherited, because of the benefit of being able to offset the exit
tax deducted against the Inheritance Tax liability.
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