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Dear Moy 2 | o

Further to our conversation please find enclosed the summary of our discussion

aroung Tncome Retease and Inheritance Tax.
I hope you will find this useful and look forward to your decision on how you wish to

procead with the matter.
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1, Introduction and Summary
Thank you for asking me to advise you, This report is to expfain:

» my understanding of your needs
my recommendations to meet those needs and the reasons for them,

.
It is important that you read the report carefully and check that it matches your
understanding of our meetings. Please also bear in mind that this information is
based on the current tax legistation and could change in the future.

2. Important Infor ion

It is impartant that you understand my advice, which is based on the information
vou have supplied. If any Informatian has changed or is incorrect then please let me
know 2s soon as possible.

I have also Indluded with this letter a copy of our Terms of Business document. This
explains my status as an Adviser and the information about you that we store in our

records,

3. Inheritance Tax Rules

Inkeritance tax in Spain is levied on assets passed to a spouse or to family members.
Il you are resident in Spain the tax is tevied on your worldwide assets. However,
there is a small exemption and this applies to each inheritor,

As you will see from the enclosed 1 have calculated that the approximate value of
your estate lacared in Spain is €224,000. Taking into account mainly the fixed assets
{your property} this means currently you have a potential tax liability of €10,807 for
MUg.and €12,422 for M on first death. (See Appendix 1)

There are a number of ways that could be used to reduce this. These are:

1/ Spanish Company

2/ Offshore Company/Family Trust
3/ Gift

&/ Ureation of g debt

L1/ Spanish Company

This recent method can be quite advantageous if you own several properties. The
constitution of a Company ta own property means that on death the property is not
owned by any one individual and therefore is not subject to Inheritance Tax.
However, the setting up cost can be high with a transfer tax of 1% of the property
value and legal fees. You wonid also need an Accountant (Gestoria) to prepare the
yearly accounts, which would obviousty mcur an annual charge together with any
corporation tax due. If you have a property overseas this can become part of the
Company but would entail a lengthy and expensive legal process.

As you dic not want high up front cost this oplion did not fit your circumstances.

3.2 Offshore Company/Family Trust

This works in the same way as a Spanish Company except the famities’ wealth
passes into the hands of the Company, which is constituted, in an Offshore
jurisdiction, Again there is large setting up cost and annual maintenance charges.
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This was a oreferred route before the Government introduced the facility described
atove with regard to setting up Spanish Cempany. If the Company has been set up
with the facility of a Trust, this is not recognised by the Spanish Autharities.
However, this methed could be a suitable route if vou own many properties

ovarsaas.

2.3 Gift

This is where you gift an asset such as property to your irheritors reserving the right
te live in the property. Unfortunately the Spanish Gift Tax is the same as Inheritance
tax and effectively you would be paying the tax anyway!

In your case if you were ta do this you would have to pay the tax of €36,315 plus
legal fees on your property in Spam.

The other important factor to consider is that you lose control over your asset and
were you to gift any asset to an inheritor you would also have to consider the
implications of the possibility of divorce {if applicable} or death of that persan.

2.4 Creation of debt

This is one of the more convenient ways to mitigate a substantial proportion of an
Inheritance fax lishility. By putting o legally registered charge against the property
this reduces the net estate. This plan is known as SITIRS (Spanish Inheritance Tax
end Income Relesse Scheme) which can have certalin guarantees added to the plan
chosen and also a faciiity to drawdown 2 small proportion of income if required,

As you will see from the enclosed document by having a cnarge registered against
the property of 100% of its value the potential savings could be 97 %% in reduction

of tax (see Appendix 2},

There are iegal fees ta set this up which can be added to the legal registered charge
which amount to approximately 3-3.5% of the ioan amaount. In effect the only
upfront costs are the valuation fees or the administration fee depending on which
scheme you choose. The loan offered by Rothschild has the following:

5 year renewable Euro foans

Interest rale - 3 month variable or S year fixed

Interest only loans; no capital repayments required until end of loan period
Interest rolled up until end of lpan period

No upper age limit and no proof of income required

75% maximum Loan to value

Lender’s collateral - charge over both property and investment fund

«  Valuation fee of €567

The loan offered by Surrendertink has all the above but with the following:

= Up to 100% loan to value
¢ Administration fee of €1,000 which Includes the valuation,
+ Interest paid quarterly

Ihis scheme has the flexibility of deciding the degree of savings you wish to make in
respect of mitigating Inheritance Tax.

Gne of the other benefits with these schemes is the cash release fadility. The
sciiemes have the following:
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Rothschild
5 9 imtial cash release and up to 3% income subject to fund performance.

{In yaur case this could be €1G,000 initial cash releasa and up to €6,000 per
annum depending on fund performance)

The remaining funds after the frst cash rejease are invested into the Capital plus
Protected Fund, which provides:

» a3 capital guaranteed medium to long term euiro denominated fund with
exposure to equities, hedge funds and bonds

«  Minimum 100% participation fn the fund during the term

» Notes issued by Societe Generale , which alse provides a 107% capital

guarantee af 10 year maturity
«  Managed by Lyxor Asset Management who have approximately €55 billion

under management.

Surrenderfink

« 29 initial cash release and a guaranteed income of 2% per annum for 4
more years({This would be €4,000 per annum )

« Or 5% on completion and 2% per annum for 4 years and then 2% for 5
years subject to fund performance.{This wouid be €10,000 on completion ang

€4,000 per annum)

The remaining funds after the first cash release are invested into the Premier
Balanced Fund (private client sub-funds) which provides:

= Medium to long term growth fn excess of the loan interest rate

= Portfolio includes a range of assets including cash, bonds, sguities, UK
commercial property, and hedge funds

» Manzged by Capital International Ltd-based in the Isle of Man and is a
mermber of the London Stock Exchange. Clients Include Axa (IOM) Ltd,
Clencal Medical Intemnational, Scottish Widows, and Zurich Finandial Services

Ltd
4.Recommendation

Taking ipm account your preferences and objectives and the credibifity of the
Companies involved T would recommend the SITIRS scheme as the option to give
you extra cash and potentially reduce any Inheritance Tax due.

2. Other

Itis impprtant that you have an up to date Spanish Will for your assets allocated
here. It is goud to hear that you have done so.
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INHERITANGE TAX CALCULATION (BEFGRE)

Cliants. Johns

Client 1 (Memmee)  Client 2 (Vs
[ TOTAL TAX DUE 10807 12422 A/"
Equivalent to tax of % 10.2 10.7
Property 100000 100000
Contents(3%) B000 60G0
Car elc o 10000
Other : Apartment o 0
N 0 ¢
S f n
Total Estate 108000 116000
minus Exemp. 15957 16957
minus mortg.floan 4] a
MNet Estate i 80043 100043
Tax charge 91685 9165
Margt % =50 3256
TOTAL TAX 10807 12422
MNet Eatate 79236 8v621
Tax raters 2008
Tax Base | Tax | Marginal %
2] G 7 65
T893 11 a5
15980 1240 935
23068 2037 102
1555 2852 14.05
39343 3735 11,9
R 7400 ABRE 1275
55518 5703 136
E3005 5740 f4.45
7807 a4 153
refel 9188 15.15
115757 15606 18.7
159634 23063 2125
239389 40011 255
398777 80655 29.75
77555 195261 24
Inkeritors
|Existing Anames Spouses chifldren GCousingfilncles  Moi Relutives
0 o 4025ETR 100 i SREF 200
402678 te 2007380 105 18578 510
2007388 1o 4020770 110 17471 220
Mure thar $020770 1.20 1 905G 240
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INHERITANCE TAX CALCULATION (AFTER!

Clients: Johns
[ TOTAL TAX DUE 0 385
Equivaient to tax of %% 0.0 0.3
Property 100000 100000
Cantents(3%) 6000 BO00
Car etc 4] 10000
Qther : Apartment ¥ o
it G
0 o
Tolal Estate . 108000 116000
minds Exemp. 15857 15857
minug morty.floan 95000 5000
MNet Estate 4857 5043
Yax charge 1] 385
Margl % 4]
TOTAL TAX ) 285
Net Fstate 4857 4658
Tax rates 2G0&
Tax Hase | Tux | Marginal %
0 0 ¥ B5
7093 &1t B
16580 1290 g 35
229648 2037 102
31055 2E52 11.05
39843 3135 11.5
47830 4635 1275
55918 5705 136
£3905 6750 14 45
F1852 44 153
THEA0 8166 16.15
119757 15506 18.7
158634 23063 2125
239385 4KH 1 25.5
Ig8ryr BOGSS 29.75
To7E5E §r375 1 34
Inheritors
Existing Asaets Spoumes chiidron Cousinsftinclea Hon Rulatives
0 kg A0GTE 1.40 19862 200
402678 o 2007380 1.05 1.6676 210
2007388 ta 4020770 1,10 1.FaT 1 220
More tham 4020770 120 | 805t 2 ap)
appd
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