Tax Effective Giving

Leaving Money to a Charity in a Will

People can leave money or property to charity following their death by making provision for this in their will. – known as a legacy or a bequest. This may be a Pecuniary Legacy which is a specified sum of money, or a specified item of value such as a painting, property or shares. Alternatively, it may be a Residuary Legacy; which means a percentage of the net value of the estate once the executors have paid all the necessary outgoings and other legacies and bequests.

The tax effectiveness of making a legacy in favour of the LMS-Patriot Company Ltd. is that it is completely free of Inheritance Tax (IHT). 

Legacies are the largest source of voluntary income for UK charities and while 2/3 of us support charities only one in seven wills include a charitable bequest.

How the tax relief works.

When someone dies, all assets and liabilities pass to their estate. If the value of the estate - after settling outstanding liabilities - exceeds a certain limit then IHT is charged at 40% on the balance. The individual limit is £325,000 (the nil band). For a surviving spouse or civil partner, any unused element of that nil band can be added to their own nil band. This increases the tax threshold for the estates of married couples or civil partnerships to £650,000. Certain assets are excluded from the calculation, for example anything left to a spouse or civil partner.

Example

Mary died in April 2010. She left £40,000 to her favourite charity and the rest of the estate to her son.

Total value of estate 
£500,000

Less:

Household bills            
£1,500               

Funeral expenses        
£3,500

Legacy to charity                 
  £40,000

Total                                                                                       
 £45,000 

Net value of the estate                                                           
£455,000           

IHT threshold (2010/11)                                                         
£325,000

Balance of estate chargeable                                                
£130,000              

Inheritance Tax @ 40%                                                         
 £52,000 

Without the legacy of £40,000, additional IHT would be payable.

In order to leave money to a charity a donor needs to make a will or amend an existing will. You should seek professional advice from a solicitor or will writer. Please contact The LMS-Patriot Company for contacts.

For more information generally about wills and charities visit www.rememberacharity.org.uk 

Please note that this material is given in good faith for information only and must not be taken either explicitly or implicitly as legal or financial advice. The donor should discuss this with his own advisors. It is current to April 2011.
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