
Inheritance Tax 

Planning to protect your wealth



As a growing proportion 
of the population find 
their estates above the 
inheritance tax (IHT) 
threshold, HMRC are 
collecting an ever- 
increasing amount in IHT 
each year. A record £5.2 
billion collected in the 
2017/18 tax year is proof 
that it is more important 
now, than ever before, to 
plan ahead.

Through careful planning it is possible 
to take actions which, over the 
course of several years, can have a 
substantial effect on how much of 
your wealth you can pass on.

Not every option is suitable for 
everyone, and it is very much 
dependent on an individual’s situation. 
But it is important to start planning 
early to make the most of your wealth 
during your lifetime, and reduce the 
tax burden for your loved ones after 
you have gone.

IHT overview

When someone dies the government 
assesses the value of all their assets 
less their debts to calculate how much 
inheritance tax is owed.

The current UK rate of IHT is 40% 
for UK domiciled individuals on their 
worldwide assets. Non-UK domiciled 
individuals are subject to IHT on 
any UK based assets including UK 
residential property owned either 
directly or indirectly through a 
company.

Each individual is entitled to a ‘nil rate 
band’, meaning the first £325,000 of 
their chargeable estate is excluded 
from IHT. The current nil rate band 
rate has remained the same since 
April 2009 and has been frozen until 
April 2021.

In some circumstances, it is possible 
to combine the available nil rate 
bands of spouses or civil partners. 
This is explained in the residence and 
domicile section.



Changes to the nil rate band – main residence nil rate 
band

From April 2017 an additional allowance – the ‘main residence’ nil rate band 
– began to be phased in. This is only valid on a residence where the recipient 
of the home is a direct descendant (a child, stepchild or grandchild) of the 
deceased.

For deaths between 6 April 2018 and 5 April 2019 the additional allowance is 
£125,000 of the value of the home. The allowance will increase each year until 
2020 when it will be £175,000.

Tax year Standard nil 
rate band

Additional 
main 
residence nil 
rate band 

Total nil rate 
band (singles)

Total 
combined nil 
rate band for 
spouses and 
civil partners 

2017/18 £325,000 £100,000 £425,000 £850,000

2018/19 £325,000 £125,000 £450,000 £900,000

2019/20 £325,000 £150,000 £475,000 £950,000

2020/21 £325,000 £175,000 £500,000 £1,000,000

On an estate that exceeds a gross value of £2m, the residential nil rate band 
will taper by £1 for every £2 that the net value exceeds £2m. It is best to seek 
advice if this is likely to affect you to consider what planning can be undertaken.



Domiciled and non-domiciled

If the UK is your permanent home 
or you have UK residence status, it 
is likely, for UK tax purposes, that 
you are UK domiciled. This means all 
your worldwide income and gains are 
taxable under the UK tax regime.

An individual who is non-UK domiciled 
can be ‘deemed domiciled’ for IHT 
purposes if they have been a UK 
resident for at least 15 out of 20 
tax years. This is also true for those 
who were born in the UK with a UK 
domicile of origin, have obtained 
domicile elsewhere, and later resume 
UK residence.

Estates transferred between spouses 
or civil partners who are both UK 
domiciled are exempt from IHT. 

If an individual’s entire estate is left 
to their spouse, it is also possible to 
transfer their unused nil rate band 
to make a combined nil rate band 
of £650,000, or up to £1m by 2021 
if your estate qualifies for the new 
residential nil rate band as well.

If spouses have differing domiciles it is 
more complicated. Tax-free transfers 
of estates between spouses or civil 
partners are limited to £325,000, in 
addition to the £325,000 nil rate band. 
Non-UK domicile spouses can opt to be 
treated as UK domiciled for complete 
exemption purposes, however this can 
expose their worldwide estate to IHT.



Potentially exempt transfer (PET)
You can make any number of gifts which 
are fully exempt from IHT if you survive 
for seven years after the date the gift 
was given.

Annual exemption
Up to £3,000 per year can be gifted 
free of IHT. If the allowance from the 
previous tax year is not utilised it can be 
carried forward.

Small gift exemption
You can give up to £250 per annum to 
as many people as you wish and the gift 
will be immediately exempt from IHT.

Gift in consideration of marriage
As a wedding gift, you can give, free of 
IHT: 

• £5,000 to your children
• £2,500 to your grandchildren
• £1,000 to any other person. 

For the money to be considered a 
legitimate gift in consideration of 
marriage, it must be given on or shortly 
after the day of the wedding, and the 
marriage must go ahead.

Regular gifts out of surplus income
If you have an income from 
employment, shares or investments, 
pensions or a second property, you can 
regularly gift surplus, post-tax income 
and it will become immediately exempt 
from your estate for IHT purposes.

You can gift as much as you wish, 
as long as you retain enough income 
to cover your expenditure and your 
usual standard of living. You must also 
establish a regular pattern of giving to 
ensure it qualifies for tax relief.

Gifts to charity
During your lifetime or on death 
charitable gifts are IHT free. Also, the 
40% rate of inheritance tax is reduced 
to 36% if you leave at least 10% of 
your estate to charity, which includes 
charities, museums, universities or 
community amateur sports clubs.

Lifetime gifts

The easiest and simplest way to reduce your estate for inheritance tax purposes is to 
make outright gifts of money or assets during your lifetime. With any assets that are 
gifted, advice should be sought as to whether the gift could create a capital gains 
tax liability.

There are several types of lifetime gifts that have the potential to be IHT free.



Business property relief

Business property relief (BPR) is an 
investment incentive. It is available 
to those who have owned shares in a 
qualifying trading company, or own a 
trading interest.

Once BPR qualifying shares have been 
owned for at least two years, they can 
be passed on free from inheritance 
tax on the death of the shareholder.

Pensions

When an individual passes away 
before the age of 75, and before 
taking any pension benefits, there 
is no IHT charge on a lump sum 
payment from their pension at death.

Individuals who are over the age of 
75 when they die and have drawn 
funds from their pension are covered 
by different rules. The IHT charge will 
depend on when and how the pension 
funds were paid out.

Trusts

Setting up a trust during your 
lifetime can be an excellent way to 
reduce your estate for inheritance 
tax purposes, as well as a way of 
protecting the assets for your family’s 
future.

There are many considerations to 
take into account when planning with 
trusts. We help clients understand the 
options and opportunities this type of 
planning provides, so they can pass 
wealth to the next generation in a 
controlled way.



Planning for IHT

The most appropriate inheritance tax planning options depend on your 
individual situation. Early planning is essential to make the most of the available 
exemptions during your lifetime and to protect your wealth for the future of 
your beneficiaries – whether they are family, friends or your favourite charitable 
causes.
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