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Inheritance Tax – The basics

Inheritance Tax (IHT) on death is calculated on your worldwide estate1. This means all your assets such as your house and its contents, savings accounts, life insurance policies, stocks, shares, and other investments, cars, boats – even the house in the sun, and including the value of some trusts under which you are entitled to receive the income.  Some pensions and death in service payments are caught too.

IHT on gifts you make during your lifetime is calculated on the amount by which the value of your estate is reduced. Any gifts you make not covered by the exemptions listed below (other than to Trusts) will be exempt from IHT if you survive for seven years (these are called Potentially Exempt Transfers or ‘PETs’). Lifetime gifts in excess of the nil-rate band (explained below) to Trusts are taxed at 20%. Tax at 40% is payable on PETs or gifts to Trusts in excess of the nil-rate band where you survive three years or less. Where you survive more than three but less than seven years the tax is reduced. This is Taper Relief.

Gifts made in the previous seven years are also taken into account, both for IHT on death and on lifetime gifts. Discounts of up to 100% apply to business assets and agricultural property. Gifts to spouses2, charities and political parties are exempt. The rest is taxed – the first £325,0003 (commonly called “the nil-rate band”) at nil per cent (so no tax is actually payable), the remainder at 40% on death (unless taper relief applies). Spouses and registered Civil Partners can pass the benefit of their “unused” nil-rate band to their surviving spouse or partner. 

There is a separate IHT regime that applies to “Relevant Property Trusts”, which are taxed every 10 years, the excess over the nil-rate band being taxed at 6%.

If the value of your estate is likely to increase in the future - so will the IHT bill; and your beneficiaries will not receive any money until they have paid at least some of the tax up front!

Exemptions for Lifetime transfers
You can mitigate the amount of IHT by using exempt gift allowances, potentially exempt transfers (PETs) and Will trusts. These options are explored in more detail below:

Exempt Gift Allowances
You are entitled to make gifts totalling £3000 in any one tax year, completely free of IHT - the Annual Exemption.  Once you have used up the current year’s allowance, you can mop up any unused exemption from the previous year.


You can also make gifts to any number of individuals of up to £250 – the Small Gifts Exemption.
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Each parent can make a wedding gift of up to £5000 to each child – grandparents can each give up to £2500. This is the Marriage Gift Exemption.

Normal Expenditure
Normal expenditure out of surplus income is tax free. This can be a

Out of Income
valuable exemption.

Will Trusts
Instead of relying on the “transferable nil-rate band”, married couples & registered Civil Partners can create a Discretionary Trust in a Will under which the value of assets up to the nil-rate band pass into the trust, with the surplus passing (either outright or under another type of Trust) to the spouse or partner. This can reduce tax on the death of the survivor by up to £130,000. The spouse or partner can still access these monies if need be – normally through interest free loans which are granted by the trustees. The introduction of the transferable nil-rate band has led some people to think that these trust arrangements are unnecessary, because the tax saving on the second death will be broadly similar, or sometimes more generous. However, these trusts are still popular, because (i) once they are set up, the trust can help succeeding generations save tax – for up to 80 years; and (ii) the arrangements are a good shelter from residential care costs should the survivor need to go into a care home.


Unmarried couples can also mitigate tax by using Discretionary Trusts.

What services do we offer?

At Bray & Bray we are committed to providing you with efficient, cost-effective and timely legal advice to suit your needs and circumstances.  We offer a variety of services tailored to meet your needs whether for tax planning, will drafting or trusts.  Our Wills, Probate & Trusts team are committed to writing and drafting documents in clear, plain English wherever possible. If you would like to know more about what steps you can take to protect your estate and minimise the amount of inheritance tax you could be paying then we would be delighted to discuss the options with you further.

Contact Details

Rebecca O’Malley 
Spa Place, 36-42 Humberstone Road, Leicester LE5 0AP

0116 254 8871
romalley@braybray.co.uk
Martin Hill

51 High Street, Market Harborough, Leicestershire LE16 7AF

01858 467181

mvthill@braybray.co.uk 

Kate Gladwin

33 Station Road, Hinckley, Leicestershire LE10 1AP

01455 639900

crgladwin@braybray.co.uk
1 If you are domiciled, or deemed domiciled, in England & Wales; otherwise the tax only applies to your UK assets.

2 If you are domiciled in England & Wales, but your spouse is not, gifts to the spouse are only exempt as to the first £55,000.

3 For tax year 2009/10
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