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Introduction

= Difference between inheritance, estate and gift tax

o Estate tax: Donor based approach (UK, USA)

o Inheritance tax: Recipient based approach (Italy, Ireland, France, Germany, Spain

etc.)

o Almost all countries that do have inheritance/estate tax do have corresponding

gift taxation
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Introduction

= Historic overview
o Inheritance taxation is an old levy - already known in ancient Rome
o Reintroduced in Europen countries in the 17th and 19th Century
o UK: death duty as early as 17th century and estate tax introduced in 18th century
o USA: stamp duty in 18th century; estate taxation since 1916 permanent part of US tax law

o Today: most OECD countries (24 out of 38) have inheritance/estate taxation

= Pros and Cons of inheritance taxation
o Equity considerations: Enhancement of equality of opportunity
o Tool to fight wealth inequality
o Incentive for younger generations to work and save
o Encourage charitable giving
o Negative effect on transfer of family businesses
o Inheritance taxation only a tax for the middle class?
o Double taxation — inheritance tax on accumlated wealth which has been subject to tax already

o Administrative complexity
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Estate, Inheritance, and Gift Taxes in Europe
Estate, inheritance and gift tax levies in EU Member States and European OECD Countries, as of 2022
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Unlimited and Limited Inheritance Tax Liability
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Unlimited and Limited Inheritance Tax Liability

Unlimited inheritance tax liability

= Unlimited inheritance tax - tax on worldwide assets:

o Deceased/donor is a tax resident, national or domiciled in a country
v In most OECD countries unlimited inheritance tax liability: Tax residence of deceased/donor
v' USA: also citizenship
v Ireland and UK (prior to April 2025): Domicile required

o Heir/beneficiary is tax resident in a country

v In a few OECD countries unlimited inheritance tax liability: also heir/recipient is tax resident (e.g.

Ireland, France, Finland, Germany, Spain)
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Unlimited and Limited Inheritance Tax Liability

Unlimited inheritance tax liability

Geceased tax resident in:\ ' . / \

Belgium, Denmark, Shares in UK company Apartment in Tel Aviv
Finland, France, Germany,

Heir tax resident in:

Greece, Hungary, Ireland -

(domicile), < |[TaX on worldwide ass etS]| >| Finland, France, Germany,
Italy, Japan, Korea, Ireland, Lithuania, Poland or
Luxembourg Netherland, Spain etc.

Slovenia,
Switzerland, UK or USA
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Unlimited and Limited Inheritance Tax Liability

Unlimited inheritance tax liability

= Unlimited inheritance tax liability - tax on worldwide assets

o Extended unlimited inheritance tax liability: “tail provision”

German citizen
ﬁ Provi;cm
German inheritance tax on
worldwide assets for another 5
years after leaving

GERMANY AUSTRIA
Inheritance tax No inheritance tax
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Unlimited and Limited Inheritance Tax Liability

Unlimited inheritance tax liability

» Tax residence of an individual, domicile, deemed resident and tax treaty residence

o What is tax residence? - determined according to domestic tax law
o What is domicile? — Ireland, UK (before April 2025), USA

o Tax residence — according to a Double Tax treaty on Inheritance — “tie breaker rules”
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Unlimited and Limited Inheritance Tax Liability

Limited inheritance tax liability

» Limited inheritance tax: tax on specific assets located in a country

o Typically situs assets: immovable property and shares in a corporation controlled

and managed in that country

o Typically not situs assets: household items, jewelry, or art pieces and in some

countries not bank accounts
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Unlimited and Limited Inheritance Tax Liability

Limited inheritance tax liability

Deceased tax resident in
Germany:

Unlimited inheritance tax
liability — inheritance tax on

\_

worldwide assets in Germany.

J

Shares in UK company

4 )

\_ J

Chalet in French Alps
2\

Real Estate in France:
Limited inheritance tax
liability — inheritance tax on
value of Chalet in France

Apartment in Tel Aviv

Heir tax resident
in Austria

J

DR. JUDITH TAIC
TAX LAW OFFICE

13



Unlimited and Limited Inheritance Tax Liability

* To sum it up:

O

O

O

Unlimited inheritance tax liability means tax on worldwide assets
Triggered, if either the deceased or in some jurisdictions also the heir is a tax resident

Triggered in Ireland and up until now in UK, if deceased domiciled in UK or Ireland; USA
also citizenship

Extended unlimited inheritance tax liability — “Tail Provision”
Tax residency determined according to domestic tax law

If conflict of residency, then allocation of residence according to “tie breaker rules” of
applicable inheritance tax treaty

Limited inheritance tax liability on “situs assets”
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Exemptions and reliefs
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Exemptions and reliefs

Personal tax-free allowances

* Tax exemption thresholds
o Almost all countries provide tax exemption thresholds allowing a certain amount of wealth to be
passed on to beneficiaries tax-free

v Surviving spouses fully exempt from inheritance taxation in some countries (e.g. Denmark, France,

Hungary, Ireland, Japan, Lithuania, Luxembourg, Poland, Portugal, Slovenia, Switzerland, UK and USA)

v" Children of the deceased enjoy often the highest tax-free threshold

v Other family members and unrelated heirs have less favorable tax-free threshold amounts

o Life time gifts might be aggregated and deducted from the threshold amounts
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Exemptions and reliefs

Asset and purpose related exemptions

» Tax relief for certain asset types

o Main residence of the deceased
o Family businesses

o Private pensions

o Life insurance payouts

o Agricultural land and farms

o Cultural and historical assets

o Charitable giving
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Exemptions and reliefs

= To sum it up:

Even though there is inheritance tax liability (either unlimited or limited) not the
whole value of the estate and not all assets are subject to inheritance tax, either
because a certain amount could be transferred tax free (personal exemption

amount), or because the specific asset enjoys tax benefits.
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Inheritance and Gift Tax Rates

= Flat tax rate

o Some countries apply a flat tax rate without consideration of the relationship between the deceased/donor and the
heir/beneficiary and not depending on the value transferred (ireland: 33 %; Hungary: 18 %; Portugal: 10 %; UK: 40 %; USA: 40 %)

o Some countries apply a different flat tax rate depending on kinship (italy: 4% to 8 %; Denmark:15 % to 36.25 %)

= Progressiv tax rate

o Majority of countries use progressiv tax rate: where the marginal rate rises with the value of the inheritance and where
higher tax rate schedules apply to more distant family and non-relatives (e.g. Belgium, Chile, Finland, France, Germany, Greece,

Japan, Lithuania, Luxembourg, Netherlands, Poland, Slovenia, Spain and Switzerland)

o Progressive tax rates encourage taxpayers to distribute wealth among more heirs

= Effective tax rate

o Normally effective tax rate is substantially lower than the statutory tax rate
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Inheritance and Gift Tax Rates

Deceased German citizen and resident
Value of the estate — € 4 Mio

Heir: Daughter A Heir: Daughter B

Tax resident in Germany

Value transferred € 2 Mio
Personal Allowance: € 400,000
Tax base: € 1,600,000

Tax rate: 19 % for € 1,600,000
Tax to be paid: € 304,000
Effective tax rate: 15.2 %
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Relief from Double Inheritance Tax
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Relief from Double Inheritance Tax

Double taxation?

= Double taxation?

o In cross border inheritance cases, double taxation can occur when two or more countries try to tax the
same transfer of assets

o Example: A Belgium citizen living in Spain inherits a participation in a UK company from this
grandfather who was a resident in Belgium. In this case Belgium applies inheritance tax to the

investment in the UK company because the deceased was a resident in Belgium. Spain might impose

inheritance tax on the heir since the heir is a resident of Spain and as the asset is located in the UK,

there may even be UK estate tax due.
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Relief from Double Inheritance Tax

Double taxation?

Grandfather- Belgium inheritance
deceased _ tax on worldwide assets
resident in Belgium because country of

residence of deceased

UK inheritance tax
because shares of
company located in UK

Spain inheritance tax
on worldwide assets
received by heir —
resident of Spain

Grandson-
heir

Belgium citizen
living in Spain
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Relief from Double Inheritance Tax

Double Inheritance Tax Treaty

= Double tax treaty with respect to inheritance and gift tax
o Limited number of double tax treaties on inhertiance

o Allocation of taxing rights

v' Country of Residence : primary right to inheritance tax on worldwide assets (Art. 7 of the draft Model OECD

Treaty)
v" Country of location of specific assets allowed to tax as “source country”
» Situs assets: Immovable property and business assets belonging to a permanent establishment

v' Country of Residence: Taxation of other assets

» Not situs assets: bank accounts, jewelry, art collection, shares in a corporation or interests in a partnership etc.
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o Relief from double taxation — tax credit in most cases




Relief from Double Inheritance Tax

Double Inheritance Tax Treaty

Example to illustrate the allocation of taxing rights and the granting of a tax credit under the German/French inheritance
tax treaty.

Assume X, a German citizen and resident passes away in Germany leaving among other assets a Chalet in the French
Alps to his grandson C resident in Germany.

As an art collector X kept a valuable art collection in the Chalet and some valuable Jewelry pieces in the safety deposit box.

Germany as the resident state of the deceased according to domestic German tax law and the inheritance tax treaty
between France and Germany has the primary right to tax the worldwide assets of X, regardless where the assets are
located.

France, as “source country” will be allowed to tax the value of the Chalet, but not the art collection nor the Jewelry.
Germany will assess the inheritance tax on the worldwide assets and will grant a trax credit for the taxes paid in France for
the value of the Chalet.
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Relief from Double Inheritance Tax

Double Inheritance Tax Treaty- Germany & France I /

Double Tax Treaty
Germany

Primary taxing right on

worldwide assets

& &
[Grandfather- deceased ] Jewelry Art Collection }

tax resident in Germany

France
inheritance tax on
"situs asset”

[g:(arr:a(;?doer:]_t ?nei(;erman ] Chalet in Tax Credit (on Chalet)
g French Alps Germany will give tax
credit for French tax
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Relief from Double Inheritance Tax

Unilateral Relief

= Unilateral Relief from double taxation

o Unilateral relief: most countries have domestic provisions to mitigate double taxation for tax

residents
o Tax credit for taxes paid on assets situated abroad

o Unilateral relief is incomplete — proper planning crucial!
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Relief from Double Inheritance Tax

Unilateral Relief

Deceased tax

German inheritance tax

resident in _
Germany on worldwide assets
country of residence of
deceased
= = (- Double taxation )
DeutscheBank = No double inheritance tax treaty

= No tax credit for domestic assets
= Unilateral relief does not eliminate
double taxation

- J
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German bank account

s

Spain inheritance tax
on worldwide assets
received by heir —
resident of Spain

Heir tax resident
in Spain
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Gift taxes and their integration with inheritance taxes

= Almost all countries that do have inheritance/estate tax also tax gratuitous tansfers “inter vivos

gifts”
» |ntegration of gift taxes with inheritance and estate taxes: threshold amounts

o The exemption threshold for inheritance tax is reduced by value of gifts received during donor’s life-time
(Example: USA)

o Some countries provide for a small tax free threshold for gifts renewable each year (Example: Denmark,

Lithuania)

o Some countries provide larger thresholds renewable every few years (Example: France every 15 years EUR
115,000; Germany every 10 years EUR 400,000 to every child and EUR 500,000 to spouse)
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Strategies for mitigating inheritance tax liability

= Bequests to certain heirs and bequests of certain assets

= Emigrating to a location with lower or no inheritance or estate taxes

* Holding private assets through a business

= Gifting bare ownership of an asset, while retaining usufruct until death
= Taking advantage of renewable gift tax exemptions

= Preferential tax treatment for charitable giving

= Use of common law trusts
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LLM Taxation (NYU), TEP

’, " Rechtsanwiltin — Germany
; A N Y Attorney at Law — New York
“ X 1 Advocate — Tel Aviv
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drjtaic@law-intax.com
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