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£600,000 minus £325,000              =    £275,000

40% of £275,000                               =    £110,000

IHT is a tax on the value of your estate when you die.
Your estate includes everything you own, such as your
home and other properties, savings, investments,
jewellery and other personal possessions. From April
2027, any unspent pensions will also be included in
the value of your taxable estate.

Any outstanding debts you owe will be deducted from
the value of your estate before IHT is calculated.

If IHT is due, the beneficiaries of your estate will
usually have to pay HM Revenue & Customs (HMRC)
within six months of the date of death. After this date,
interest on the amount owed will start accruing.

The amount of IHT to be paid depends on several
factors: the total value of your estate, and who you
leave your estate to. Let's explore these in more detail.

The facts about IHT
WHAT IS  INHERITANCE TAX? HOW THE IHT THRESHOLD WORKS 

If your estate is worth less than £325,000, there's
no IHT to pay. This is because everyone has a
tax-free allowance (known as the nil-rate band)
of £325,000.

If your estate is worth more than this, IHT is
charged at a rate of 40% on anything above the
threshold.

For example, if your estate is valued at
£600,000:



If you're married or in a civil partnership, vou can
leave your entire estate to your spouse free from
IHT. This doesn't affect your own nil-rate band, which
means when your spouse dies, their estate could
benefit from both tax-free allowances, potentially up
to £650,000 before any IHT is due.

If you've been widowed, your estate may still benefit
from your partner's unused allowance, provided they
left everything to you. That can also double the
available threshold.

Unmarried couples don't get the same IHT benefits.
Each person is treated as an individual, with a
separate nil-rate band. You can't transfer any unused
allowance between you, even if you've lived together
for decades.

HOW YOUR MARITAL STATUS
AFFECTS IHT 

If the answer is yes, your estate may be able to claim another IHT
allowance: the residence nil-rate band. This was introduced in 2017
to reduce the amount of IHT paid when passing on the family home
to direct descendants (children, including foster and stepchildren, or
grandchildren).

The residence nil-rate band is currently £175,000. When combined
with the nil-rate band of £325,000, it means your estate could be
worth up to £500,000 before any IHT is due.

As with the standard allowance, married couples and civil partners
can transfer any unused residence nil-rate band between them,
provided the estate was left in full to the surviving spouse. This
means a surviving spouse could pass on up to £1 million IHT-free, if
the family home goes to direct descendants. 

However, the residence nil-rate band starts to taper for estates
worth more than £2 million. For every £2 over that threshold, £1 of
the residence nil-rate band is lost. This tapering is based on the total
value of the estate, not just the value of the home.

ARE YOU LEAVING YOUR HOME TO YOUR
CHILDREN OR GRANDCHILDREN?

The Autumn Budget 2025
announced that both the nil-

rate band and the residence nil-
rate band will remain frozen

until at least April 2031



Why are more estates
paying IHT?

PEOPLE ARE LIVING LONGER

The good news is that average life expectancy has
improved, and rising asset prices have pushed up
the value of people's savings and investments. Many
estates are now worth more simply because people
have had more time to accumulate wealth, which in
turn increases their chances of triggering an IHT bill. 

Over the last 20 years, annual IHT receipts have increased from
£3.3 billion in 2005-2006 to £8.2 billion in 2024-2025

In March 2025, the Office for Budget Responsibility (OBR)
estimated that IHT receipts for the 2025/26 tax year would
reach £9.1 billion. The OBR expects IHT receipts to increase to
£14.3 billion annually by 2029/30. Back in 2005/06, they
amounted to just £3.3 billion. So, why are more estates being
caught by IHT than ever before?



£

HOUSE PRICES HAVE SOARED

Property has played a major role in pushing estates above the IHT threshold. According to Nationwide's
House Price Index, the average UK home was worth £77,698 in April 2000. By April 2025, that figure had
risen to £270,867, nearly three-and-a-half times its 2000 level. House price growth has far outpaced
inflation, and that means even modest family homes can now tip an estate into taxable territory.

FROZEN TAX THRESHOLDS 

The nil-rate band has been frozen for a long time. In fact, the last time it was raised, from £312,000 to
£325,000, was in April 2009, when Gordon Brown was Prime Minister. Back then, the average UK house
price was £154,066, comfortably below the main IHT threshold. Since then, property values have risen
sharply while the nil-rate band has stayed the same. The residence nil-rate band has also failed to keep
pace with rising house prices. As a result, more estates now fall within the IHT net, and with both IHT
allowances fixed at current levels until April 2031, that trend is set to continue.

FAMILY STRUCTURES ARE INCREASINGLY COMPLEX

Modern families don't always fit the traditional rules. Rising numbers of cohabiting couples, blended
families, and second or third marriages mean estate planning is often more complicated than in the past.
For example, cohabiting partners can't transfer unused IHT allowances, which can lead to unexpected tax
bills for the surviving partner.
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Outstanding mortgages

How much do you owe?

Any loans or overdraft

Any other financial obligations

£

£

Credit card debts

£
£
£
£

TOTAL 2 £

£

Property (including main residence)

How much is your estate worth?

Savings and investments (including ISAs)

Life assurance policies (not in trust)

Other assets

TOTAL 1

£
£
£
£
£
£

Single

What’s your marital status?

Married or in civil partnership

Widowed

£
£
£

Subtract Total 2 from Total 1 to get your net worth: £

An inheritance you received or are likely to receive

Working out your potential IHT liability



Then you’ll likely use up your nil-rate band, and
anything above that could be taxed at 40%.

Then no IHT is likely to be due. But things can change.
Asset values can grow over time, especially if house prices
rise or you continue to build up savings and investments.
It's worth keeping an eye on your estate's overall value,
especially if you haven't made a plan.

Is the potential value of your estate
currently more than £325,000?

Is the potential value of your estate
currently less than £325,000?

If you're married or in a civil partnership, are you planning to leave
everything to your partner?
If so, your unused IHT allowances could be passed on. potentially doubling
the amount that can be IHT-free when they die.

If you've been widowed, did your partner leave their entire estate
to you?
You may be able to combine their unused allowances with your own,
increasing your estate's tax-free threshold.

If you own a home, are you planning to leave it to your children or
grandchildren?
If so, your estate could qualify for the residence nil-rate band.

OTHER QUESTIONS TO CONSIDER. . .

These questions can be complex, and the
answers depend on your circumstances.

A financial adviser can help you
work out your estate's likely
IHT liability, and whether
you’re making full use of the
available allowances.



If you die before the age of 75,
your beneficiaries can usually
access any unused pension
funds tax-free. But if you die

after 75, any withdrawals they
make will be taxed at their

marginal income tax rate. For
beneficiaries paying additional

rate tax, this could be an
effective tax charge of 67%.

Defined contribution pensions work
differently. You build up a pension pot
over time, and at retirement, you can

normally take up to 25% tax-free, then
draw down the rest as income.

Currently, if any of your pension pot
remains when you die, it can be
passed on to your beneficiaries

without triggering IHT. But from April
2027, that will change. Any unused

pension funds will be included in your
estate and may be liable for IHT.

If you have a final salary or
defined benefit pension, this pays

a guaranteed income for life,
based on your salary and years of
service. When you die, it usually
provides a reduced income for

your spouse or civil partner.
These pensions don't usually

form part of your estate and can't
be passed on as a lump sum.

DEFINED
CONTRIBUTIONS

PENSIONS

INCOME TAX
MAY ALSO

APPLY

DEFINED
BENEFIT

PENSIONS

What about pensions and IHT?
At present, most private pensions fall outside of estates for IHT calculations. But this is changing. In the
Autumn Statement 2024, the Chancellor confirmed that from April 2027, after you die any unspent pension
pots will be included in the value of your estate, and potentially subject to IHT.



Ways to reduce an IHT bill

Making a Will        

Gifting your assets                    

Settling assets into trusts                   

Insurance policies                  

Investments that qualify for Business Relief                  



A Will is one of the simplest and most effective ways
to take control of what happens to your estate when
you die. Yet according to the 2025 National Wills
Report by The National Will Register, only 37% of UK
adults have made one, a fall from around half in
previous years.

Without a valid Will, you'll be treated as having died
intestate. That means your estate will be divided
according to fixed legal rules, not necessarily in line
with your wishes. It may also mean more of your
estate ends up with the taxman, and your loved ones
could face confusion, delay, or even legal disputes.

Making a Will



The rules of intestacy vary across the UK. In England and Wales:

If you're married or in a civil partnership and have no children, your
spouse or partner inherits everything tax-free.
If you're married with children, your partner inherits the first £322,000
and half of anything above that. The rest goes to your children.
If you're single or a single parent, your estate passes to your closest
surviving relatives in a fixed order, starting with children, then parents,
then siblings. Without a Will, the courts may also decide who gets
parental responsibility for your children.
If you're part of an unmarried couple, your partner won't automatically
inherit anything no matter how long you've been together.
If you have no surviving relatives, your estate passes to the Crown.

Making a Will ensures your assets go to the people and causes you care
most about. It's usually best to make your Will through a solicitor or
another qualified professional, who can ensure it is valid and accurately
reflects your wishes. And if you choose to leave at least 10% of your net
estate to charity, your estate may qualify for a reduced IHT rate of 36%
instead of 40%.



Gifting your assets
Giving away money or possessions during your lifetime
can be a good way to reduce the value of your estate
and lower a potential IHT tax bill. But there are rules to
follow, and it's important to understand how the
exemptions work.

YOUR ANNUAL GIFTING ALLOWANCE

Each tax year, you can give away up to £3,000 without
it counting towards your estate for IHT purposes. This
is known as your annual exemption. If you don't use
it, you can carry it forward for one year, but no more
than that. You can also give small gifts of up to £250
to as many people as you like each year. However,
you can't combine the £250 small gift exemption with
your £3,000 annual exemption for the same person.

WEDDING GIFTS

Weddings come with their own gifting rules.

 up to £5,000 to a child
 up to £2,500 to a grandchild or great-grandchild
 up to £1,000 to anyone else getting married

Any gift left to a registered charity is IHT-free.
The same applies to gifts made to political parties,
housing associations, museums, universities, and
institutions such as the National Trust.

GIFTS LEFT TO CHARITIES



YOUR ANNUAL GIFTING ALLOWANCE

Each tax year, you can give away up to £3,000 without
it counting towards your estate for IHT purposes. This
is known as your annual exemption. If you don't use
it, you can carry it forward for one year, but no more
than that. You can also give small gifts of up to £250
to as many people as you like each year. However,
you can't combine the £250 small gift exemption with
your £3,000 annual exemption for the same person.

Any gift left to a registered charity is IHT-free.
The same applies to gifts made to political parties,
housing associations, museums, universities, and
institutions such as the National Trust.

GIFTS LEFT TO CHARITIESNumber of years between
gift given and death

Proporion of IHT payable
on the gift

Three to four years 

First three years 

Five to six years 

Six to seven years 

Over seven years 

Four to five years 

80%

100% (no taper relief)

40%

20%

0% (no IHT due)

60%

KEEP RECORDS OF GIFTS IN A SAFE
PLACE

If you decide to give away money or assets during your
lifetime, it's important to keep a clear record. Make a
note of what was given, when the gift was made, and
who received it. These details can help your executors
show that the right exemptions apply, and avoid any
unnecessary IHT.

HOW TAPER RELIEF WORKS

If you die within three years of making the gift, the
full 40% IHT rate could apply. If you die between
three and seven years of making the gift, the
amount of IHT payable is reduced on a sliding scale
(see the chart below). However, taper relief only
applies to the amount of the gift that exceeds the
nil-rate band. When calculating IHT, your nil-rate
band is first used against any gifts made in the
seven years before death, so taper relief only helps
if those gifts total more than £325,000.

GIFTING ISN'T RIGHT FOR EVERYONE

Reducing your estate through gifting can be a helpful way
to lower your potential IHT bill. It also gives your loved
ones the chance to enjoy their inheritance while you're
still around to see it. But gifting is not without risks. If you
die within seven years of making a large gift, the gift will
use up any available nil-rate band and there could still be
tax to pay. And many people feel uneasy about giving
away money they might need later, especially if it means
losing control over how that money will be spent.

Before making significant gifts, it's a good idea to speak
to a financial adviser. They can help you weigh up the
options and decide what's right for your circumstances.



Trusts are one of the oldest forms of estate planning, having
been around for centuries. Assets are placed into the trust by
the owner of the trust, or the 'settlor'. Those assets are then
held or managed by 'trustees' appointed on behalf of the
people who are named to benefit from the trust - the
'beneficiaries'.

Why use a trust?
Trusts are useful when you want more control over who
benefits from your estate and when.

For example, you might use a trust to:
Leave assets to children or grandchildren, but only grant
them access when they've reached a certain age.
Give someone an income or the right to use certain assets
(such as property) during their lifetime, while ensuring those
assets are passed to someone else later.
 Set certain conditions or restrictions on how your estate is
distributed among beneficiaries.

These are the most common trusts used for estate
planning purposes

Settling assets into
trusts 



Loan Trusts
With a loan trust, the settlor lends money to the trustees, who invest it on behalf of the beneficiaries.
The growth on the investments sits outside of the settlor's estate for IHT purposes, but the original
loan remains repayable, so the settlor can still access that capital during their lifetime.

Discretionary trust
A discretionary trust is often used to leave assets
to several beneficiaries, such as children or
grandchildren, while keeping control over how
and when those assets are accessed. The
trustees manage the assets and decide when to
pass them on, typically once beneficiaries reach
a certain age. If the settlor survives for seven
years after placing assets into the trust, those
assets fall outside of their taxable estate.
However, IHT charges may still apply when the
trust is set up, on each ten-year anniversary, and
when assets are distributed to beneficiaries.

Immediate post-death interest trusts
An IPDI trust gives someone the right to benefit
from an asset, for example, by living in a property
or receiving rental income from it, for the rest of
their life. After they die, the asset passes to a
different beneficiary.

These trusts are often used where someone has
remarried but wants to ensure children from a
previous relationship still inherit the asset. For
instance, a spouse might be allowed to remain in
the family home for life, before the property
passes to the children.

Discounted gift trusts
With a discounted gift trust, the settlor
(owner of the trust) makes a gift into the
trust but continues to receive regular
payments for life. The value of the gift is
'discounted' based on the settlor's age,
health and other factors, reducing the value
of their taxable estate straight away.
However, if the capital payments are not
spent, the remaining capital could still be
liable for IHT after the settlor dies.

IHT charges on trusts
Since 2006, certain types of trust have been
subject to charges when the trust is created,
on each ten-year anniversary, and when assets
are transferred out to beneficiaries. In
addition, some trusts are treated in a similar
way to lifetime gifts. This means that if the
person setting up the trust dies within seven
years of settling assets into it, the value of
those assets may still be counted as part of
their estate for IHT purposes. If the combined
value exceeds the available nil-rate band, it will
use up that allowance and may also create an
IHT liability. This in turn could mean there is no
available nil-rate band to use against other
assets in the estate.

ARE TRUSTS
WORTH
CONSIDERING?

Trusts can be a very effective
way of controlling how your
estate is passed on as well as
reducing your taxable estate.
They are also very helpful if
your family circumstances are
a little more complex, or your
wishes for your estate are not
straightforward. But they're
not for everyone. Trusts can
be costly to set up and
manage, and the rules are
complex, particularly when it
comes to tax.

If you're considering using a
trust, it's worth talking to a
solicitor or chartered
accountant who can help you
understand what's involved
and whether a trust is the
right option for you.



Insurance policies 
Using a life policy to help pay an inheritance tax bill is a
common, if somewhat traditional, estate planning tool. It
doesn't reduce the IHT due on your estate, but it can
provide the funds needed to cover it There are two main
types of life policy used in this context: whole of life and
fixed term insurance.

Life policies are usually included as part of your taxable
estate when you die. However, if the policy is written in trust,
the payout will usually fall outside of your estate and won't
attract tax, provided the trust is set up correctly. As with all
financial products, different policies suit different needs. If
you're thinking about using life cover as part of your estate
planning, it's worth speaking to a financial adviser who can
help you find the right structure for you and your family.

ARE LIFE POLICIES FREE FROM IHT?



Whole of Life

A life assurance policy, also
known as whole-of-life cover,

provides lifelong protection. As
long as you keep up the
premiums, the policy is

guaranteed to pay out a fixed
lump sum when you die. This

can be used by your
beneficiaries to help settle any

IHT owed on your estate

Fixed Term 
insurance

By contrast, life insurance,
often called term insurance,

covers you for a fixed
period. If you die within that
term, the policy pays out. If
not, it doesn't. This kind of
cover can be useful if you
expect only a temporary

IHT liability

WHAT’S THE DIFFERENCE?



Investments that qualify
for Business Relief
WHAT IS  BUSINESS RELIEF?

Business Relief was introduced in 1976 to make it easier for family-
owned businesses to be passed from one generation to the next,
without triggering a large IHT bill that could force the family to sell
the business. Today, almost 50 years later, Business Relief is an
established part of estate planning, and not just for business
owners.

If you own shares that qualify for Business Relief, their value may
be exempt from your taxable estate provided they were held for at
least two years, and were still held at death.

HOW DOES IT  REDUCE IHT?

No. You can invest in Business Relief-qualifying companies by
choosing a dedicated investment manager to invest on your
behalf in companies they reasonably expect to qualify for
Business Relief. Provided you hold the investment for two years
and still own it at the time of death, your estate can claim full IHT
relief on its value.

DO I  NEED TO RUN A BUSINESS TO BENEFIT?

For qualifying shares in
unquoted companies:

Your estate can receive 100% relief
on up to the first £2.5 million of

share value. Any value above this
threshold qualifies for 50% relief.

For qualifying shares in
companies listed on the

Alternative Investment Market
(AIM):

50% relief is available, regardless of
the value of the shares.



Why use Business Relief as part of your estate planning?

You want faster IHT-exemption:
Business Relief-qualifying investments can be a quicker and more flexible way to reduce IHT than many other
options. While gifts and trusts typically take seven years to fall outside of your estate, Business Relief-qualifying
shares can become exempt after just two years. That makes them especially attractive if you are starting estate
planning later in life, or where seven years feels too long to wait.

You don't want to lose control over your wealth:
Unlike gifts, these investments remain in your name. That means you retain control, and if your circumstances
change, you can choose to sell the investment and access the capital, subject to liquidity as liquidity is not
guaranteed. Just be aware that once withdrawn, the value of the investment would fall back into your estate and
become subject to IHT again.

You want a simple estate planning option:
For many, owning an investment is a much simpler route than setting up a trust or arranging life insurance,
particularly where health or age might make those other options more difficult. And when the time comes,
claiming Business Relief is usually a straightforward process handled by the executor of your Will or the
administrator of your estate. 

You want to transfer wealth tax-efficiently between you and your spouse or civil partner:
The Autumn Budget 2025 confirmed that from April 2026, the allowance for 100% rate of Business Relief will be
transferable between spouses and civil partners. This means the surviving spouse can add any unused allowance
to their own £2.5 million allowance, resulting in a potential combined allowance of up to £5 million.



Your legacy

Your legacy is more than a simple
transfer of wealth - it’s the opportunity
to secure your family’s inheritance,
ignite economic growth and inspire a
better tomorrow.
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