
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

INHERITANCE TAX ON PENSIONS 
- Have you considered what this means for you? 
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What’s Changed? 

Historically the accepted advice when looking at Inheritance Tax planning 
was to use your non-pension investments to fund retirement where possible 
and leave your pension intact as this was not subject to Inheritance Tax. 
From 6 April 2027 this will no longer be the case. Any funds not drawn from 
your pension ‘pot’ will be in the Inheritance Tax net unless these funds are 
left exclusively for the benefit of your spouse, civil partner or to charity. 

 

Double Tax? 
 
In addition to the Inheritance Tax charge, if the deceased was 75 or older at 
the date of death, their beneficiaries will need to pay Income Tax on any 
subsequent withdrawal from whatever is left in the pot following the payment 
of the Inheritance Tax. In some instances a further 45% income tax will be 
payable to access the funds meaning that some beneficiaries may only end 
up receiving 33% of the fund. 

 

What Can You Do? 
 
The key thing is to understand how the new rules will affect you. This can 
only be done by undertaking a review of your Inheritance Tax position under 
the new rules. This is particularly important if you are approaching the age 
of 75 and it is likely that your beneficiaries will face an Income Tax charge 
as well as an Inheritance Tax charge. 

 

Planning 
 
All of the following planning points could have tax consequences and 
should not be undertaken without taking comprehensive tax advice. 
 
There are still opportunities to plan to mitigate the additional Inheritance Tax 
exposure, and these could include: 
 

• Looking at the assets held in your pension scheme. The new rules 
do not allow a pension scheme to claim Business Relief or 
Agricultural Relief on its assets, so should they remain in the 
pension wrapper? 

• Make gifts of non-pension assets to reduce the value of your overall 
Estate. 

• Consider taking your tax-free cash from your pension and make 
cash gifts out of this. 

• Consider making drawdowns. Your income tax exposure on these 
amounts may be less than that of your beneficiaries. 

• Consider the Gifts out of Income exemption in conjunction with 
taking income from your pension. Gifts out of surplus income are 
Inheritance Tax free but they have to meet specific criteria. 
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Greater Scrutiny Ahead for Law Firms Holding Client Money 
 
 
Following a recent consultation, The Solicitors Regulation Authority (SRA) have concluded that it is necessary to strengthen 
the safeguards to protect client money. 
 
One of the key proposed changes is that all law firms that hold client money will now be required to submit an annual 
accountants’ report to the SRA. 
 
This is a significant shift from current practice, meaning that: 
 

- Although the exemptions under Rule 12 – 12.2(b) are retained, exempt firms will be required to submit a report 
confirming that they are exempt and the reason why. 
 

- Annual accountants’ reports would need to be submitted to the SRA regardless of whether they are qualified or 
unqualified, with financial penalties for late submissions. 

 
This increased visibility should allow the SRA to identify potential risks earlier and intervene more proactively where potential 
concerns exist. 
 
A second proposed change is targeted towards higher risk firms, which is defined as those with turnover exceeding £600,000 
or holding more than £2,000,000 in client money. These firms will be required to ensure a clear separation exists between 
senior decision-makers and those carry out the COFA and COLP compliance roles. 
 
The changes remain subject to approval by the Legal Services Board; however, if approved, they are expected to come into 
force in early 2027. 
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FRS 102 Lease Accounting Changes – Is Your Business Ready? 
 
 
Significant changes to lease accounting under FRS 102 are coming into effect for accounting periods beginning on or after 1 
January 2026. These amendments, introduced by the Financial Reporting Council (FRC), will bring UK GAAP much closer to 
the requirements of IFRS 16 and are expected to affect millions of UK businesses. 
 
Under the current rules, businesses distinguish between operating leases and finance leases. Operating lease costs – such 
as many property, vehicle and equipment rentals – are typically recognised as an expense in the profit and loss account as 
payments are made. Finance leases, however, are recognised on the balance sheet as both an asset and a liability. 
 
The revised FRS 102 removes this distinction for lessees. As a result, most leases that are currently treated as operating 
leases will need to be brought onto the balance sheet. Businesses will recognise a right-of-use asset representing their use of 
the leased asset, together with a corresponding lease liability reflecting future payment obligations. 
 
While the change is largely accounting-driven, it could have a noticeable impact on key financial metrics. EBITDA is likely to 
increase as rental expenses are replaced by depreciation and finance costs. At the same time, gearing ratios may rise due to 
the recognition of lease liabilities, and net current assets may reduce because part of the liability must be classified as current. 
These changes could also affect banking covenants and other performance measures used by lenders and stakeholders. 
 
There are some exemptions. Short-term leases (those with a lease term of 12 months or less at commencement) and certain 
low-value asset leases may continue to be accounted for off-balance sheet. However, businesses will need to carefully assess 
their lease portfolios and exercise judgement when determining whether exemptions apply. 
 
With implementation approaching, now is the ideal time to review existing lease arrangements, understand the impact on your 
financial statements, and prepare for any implications on reporting, financing and business performance measures. 
 
If you would like more information or would like to assess how these changes may impact your business, please 
contact Kingswood.  
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