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Estate planning for
clients with a power
of attorney

Find out how this works in our client example below:

» Executive summary

Inheritance tax (IHT) planning can be difficult when a loved one has lost
mental capacity. An attorney will always want to make decisions that are
in the best interests of the donor, while also considering the choices the
donor might have made if they still had mental capacity.

Making gifts or utilising trusts can be difficult as an attorney may be making a
decision that limits the donor’s access to the capital.

Business Relief (BR) can offer a valuable solution for attorneys acting on behalf of donors who
have expressed a wish to undertake estate planning. Qualifying assets, such as AIM shares,
remain in the donor’s name and should reduce their inheritance tax liability, provided they are
held for at least two years and at the time of death. From April 2026 AIM shares will receive 50%
business relief, which is an effective rate of 20% based on prevailing rates.

» Alittle about Robin and his son Dave

Robin is a 79-year-old widower who has sadly lost his mental capacity. A few years ago, he was
diagnosed with dementia which is slowly worsening. At that time, Robin decided to sell his home and
move into care.

In addition, Robin wisely decided to put a power of attorney (POA) in place. He worked with his eldest son
Dave to discuss how he would like to manage his finances going forward. Robin informed Dave that his
priority was maintaining sufficient financial security to remain in his high-quality care home, while also
gradually addressing his estate planning needs. In response, Dave and Robin engaged a lawyer, who
prepared the necessary documents appointing Dave as Robin’s attorney.

» The problem

Robin’s condition deteriorated faster than his family or he expected. Unfortunately, it became clear
that Dave would have fo start managing his father’s financial affairs. After looking through his
father’s finances in detail, Dave realised that he had a significant IHT liability that his father may have
underestimated.

Dave found that his father had enough liquid assets to pay care home fees for well over a decade.
Knowing how strongly his father felt about IHT, he was confident that his father would have wanted to
ensure more of his assets could be passed on 1o his loved ones. This put Dave in an awkward position
as he would be one of the beneficiaries if he were to gift assets away and his father may not survive for
seven years.

Turn over to see the solution
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» The solution

Dave met with his financial adviser to go through his family’s case. The adviser assessed Robin’s need for
income, risk capacity, and the family’s objectives.

The financial adviser recommended that Dave invest some of Robin’s liquid assets into BR qualifying
investments; in this case a portfolio of AIM shares. The AIM shares would remain in Robin’s name.
Although it is not anticipated, Dave should be able to access the capital if required to fund care expenses.

» Conclusion

Robin invests £500,000 into an AIM portfolio. He holds the AIM portfolio for five years before he sadly
passes away. Although Robin lived for longer than doctors predicted at the start of his diagnosis, he had
plenty of excess cash that allowed Dave to easily pay for his care home fees on his behalf. In addition, the
AIM portfolio qualified for 50% BR, meaning the effective tax rate was reduced from 40% o 20%.

The value of investments can fall as well as rise. Investors may get back less than invested. Past performance is not a
reliable guide to the future. Charles Stanley is not a tax adviser. Tax treatment depends on the individual circumstances of
each person or entity, and may be subject to change in the future.

Charles Stanley is a trading name of Raymond James Wealth Management Limited, which is authorised and regulated by the
Financial Conduct Authority.
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How an AIM IHT Portfolio can pass an extra
£81,561 to Robin’s beneficiaries

Robin

Robin holds excess cash in the bank of £500,000

Charles Stanley AIM

Cash held in the Bank IHT Portfolio

£500,000 £495,000
Held in the bank with Invested into service
no fees or charges after 1% dealing fee

Robin passes away after five years

£638,141 £587,905
Value assuming a 5% interest rate Value after five years assuming 5% growth
from the bank for five years p.a and a1.25% + VAT management fee
£255,256 £117,581
Inheritance tax charge at 40% Inheritance tax reduced fo 20% charge
£382,885 £464,445

Passed to beneficiaries after 1%

Passed fo beneficiaries dealing charge to sell the portfolio

This example is for illustrative purposes only and it assumes that Robin’s
inheritance tax nil rate bands have been used.

Any growth or losses illustrated are likely to differ.

This example does not include any financial adviser fees.

The Charles Stanley AIM service has an Annual Management Charge

of 1.25% + VAT and 1% dealing commission. C H A R LE S
Portfolios over £1 million have lower charges which have not been

illustrated. A small proportion of the Charles Stanley AIM portfolio may be S TA N LE Y
held in cash which will not qualify for BR at the fime of death. A



