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Clients looking to 
integrate Venture 
Capital Trusts 
(VCTs) into estate 
planning 

VCTs can help clients manage income tax 
on pension withdrawals and support tax 
efficient estate planning. This scenario 
shows how advisers can use VCTs and 
Business Relief to maximise wealth 
transfer for clients.
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Client planning scenario



Meet Angela, who wants to manage income 
tax and plan her estate
Angela is 65 and has a sizeable pension pot of 
£800,000, significantly more than she needs for her 
own retirement. She had planned to pass this on to 
her loved ones free from Inheritance tax (IHT), however 
has heard of the new rules where after 6 April 2027 
pensions will be subject to IHT. 
She wants to withdraw from her pension to regain 
some estate planning flexibility. She has already 
withdrawn her full tax-free cash allowance, so is looking 
for planning options that can help her manage income 
tax on further withdrawals and put planning in place to 
pass on more wealth tax efficiently, passing on more to 
her loved ones. 

An estate planning solution
Angela’s adviser assessed her needs, appetite to 
risk and recommended a strategy that makes use 
of Venture Capital Trusts (VCTs) and Business Relief, 
which remain valuable tools for clients like Angela, and 
could meet all her objectives: 
•	� Income tax relief on pension withdrawals: VCT 

investments provide 20% relief on the amount 
invested, which can be offset against income tax 
such as those on pension withdrawals.

•	� IHT exempt gifts out of income: VCTs typically 
pay out regular dividends that when gifted could 
be exempt from IHT under the gifts out of income 
rules. Importantly, dividends received from VCTs are 
free from dividend tax which further increases their 
tax efficiency. 

Angela’s adviser suggests that she withdraw £200,000 
from her pension and invests in a VCT, such as 
Octopus Apollo VCT.

Income tax relief
Because she has no tax-free cash left and is a 45% 
marginal rate taxpayer, she will pay income tax on this 
withdrawal, leaving her with £110,000 to invest in a 
VCT. She chooses to top up her VCT investment to the 
maximum for the tax year, making her total investment 
£200,000. She does this knowing this should provide 
her with 20% income tax relief of £40,000 to offset 
against tax on withdrawal from the pension.

Gift out or surplus income
Over the next five years, the VCT targets a 5% 
dividend each year, potentially providing her with a 
total of £50,000 in tax-free income over five years.
This regular, tax-free dividend income can be gifted to 
her family as “gifts out of income”. As these gifts do 
not affect her standard of living, they are immediately 
exempt for inheritance tax purposes and do not use up 
her nil rate band (NRB). This allows Angela to pass on 
wealth efficiently, without waiting for the usual seven-
year period that applies to other gifts.

Final IHT planning
Her adviser explains that VCT shares held on death 
do not qualify for IHT relief. To get full IHT efficiency 
on the pension withdrawal, after five years (which 
is the minimum period required to keep the initial 
income tax relief) she could reinvest the funds in an 
unquoted Business Relief solution such as the Octopus 
Inheritance Tax Service (OITS). 
In five years, Angela will be 70 and worries that 
gifting the asset might leave her exposed to IHT if she 
dies within seven years. Her adviser clarifies that by 
investing in an unquoted Business Relief solution, 
after just two years Angela’s investment should attract 
100% relief from IHT of £80,000. 
With new rules on pensions, many traditional routes 
for passing on wealth have become less effective. 
However, VCTs remain a valuable tool. While VCTs do 
not remove assets from the estate for IHT purposes, 
they can provide a flexible, tax-efficient way to 
generate income that can be gifted. The tax-free 
capital gains on disposal of VCT shares after the 
five-year minimum holding period, can provide a tax 
efficient way to recycle proceeds from matured VCTs 
into new offers such as Business Relief, unlocking 
further IHT relief.

About this scenario
We created this tax planning scenario to help advisers develop suitable planning strategies for clients. It does not 
provide advice on investments, taxation, legal matters, or anything else. As you know, tax-efficient investments 
aren’t suitable for everyone. Any recommendation should be based on a holistic review of a client’s financial 
situation, objectives, and needs. Before recommending an investment, you should also consider the impact of 
charges related to the product, such as initial fee, ongoing fees, and annual management charges. 



How it works in practice:

Notes and assumptions: 
•	 �Tax rates and allowances are correct for the tax year  

6 April 2026 to 5 April 2027.
•	� From 6 April 2026, a £2.5 million Business Relief (BR) 

allowance was introduced for qualifying agricultural 
property and unquoted business assets. Amounts 
up to this allowance receive 100% relief from 
inheritance tax. Qualifying investments above this 
allowance attract relief at 50% (as do all qualifying 
AIM‑listed shares). 

	� You can read more about Business Relief on the HM 
Revenue & Customs (HMRC) website at hmrc.gov.uk 
– simply type ‘Business Relief’ into the search box.

	� Before 6 April 2026, BR applied without any cap to 
all qualifying investments.

•	� For ease of comparison, we’ve assumed no gains 
or losses on the assets referenced, no fees paid for 
financial advice and no product fees have been 
included, which may apply.
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An important reminder about risks
• �BR-qualifying investments and VCTs are high-risk. The value of an investment, and any 

income from it, can fall as well as rise. Investors may not get back the full amount they invest.

• �Tax treatment depends on individual circumstances and tax rules could change in the future.

• �Tax relief depends on portfolio companies maintaining their qualifying status.

• �The shares of unquoted companies could fall or rise in value more than shares listed on the 
main market of the London Stock Exchange. They may also be harder to sell.



BR-qualifying investments are not suitable for everyone. Any recommendation should be based on a holistic 
review of your client’s financial situation, objectives and needs. This communication does not constitute advice  
on investments, legal matters, taxation or any other matters.
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About Octopus

Octopus Investments was founded in 2000 with the 
aim of being a financial services company that puts 
its customers first. 

From the very beginning, Octopus has invested in 
people, ideas, and industries that aim to change the 
world and unlock a brighter tomorrow. The company 
has built expertise in sectors that make a real 
difference in financial planning, such as renewable 
energy, smaller companies, and healthcare.

Octopus is proud to be a Certified B 
Corporation™, meaning its social and 
environmental performance, accountability 
and transparency have been assessed 
and certified. Octopus believes there is no 
trade-off between ‘doing good’ and making 
money, and that business can pursue 
purpose as well as profit.

If you’d like to discuss how these 
planning scenarios apply to your 
clients, or to find out more about 
how Octopus can support you, call 
our Business Development Managers 
on 0800 316 2067, email support@
octopusinvestments.com or visit 
octopusinvestments.com

For information on our 
other scenarios, please visit: 
octopusinvestments.com
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