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Inheritance tax (IHT) has been in the news 
recently, with the chancellor’s surprise 
announcement that emergency service workers 
killed in the course of duty will be exempt 
from IHT. Of course, this would mean that 
their estates would have to be worth more than 
£325,000, as otherwise, there would have been 
no IHT anyway as the estate would have been 
covered by the nil rate band (NRB).

Unless you die defending the Queen and 
country, you are still very much within the IHT 
regime. At a crippling 40% on the excess of your 
estate worth over £325,000, it can be sizeable, 
more so when you realise IHT is payable on your 
lifetime savings (or your home funded from your 
lifetime savings!) on which you have already 
paid income tax – so it is tax on taxed savings.

A lot can be said for the host of exemptions 
that are available and it is certainly important 
not to overlook these as useful planning tools. 
Having said that, if you are worried about leaving 
behind a nasty IHT liability, and the fact that it 
will erode your estate, take some time to read the 
following advice.

Gift worth
When you are working out how much your 
estate is worth (or, at least, your personal 
representatives are) you will have to include any 
gifts you have made in the seven years prior to 
your death, unless they are covered by any of 
these exemptions:

1. Gifts to exempt beneficiaries/donees
Most commonly, this includes your spouse/civil 
partner, qualifying charities and UK political 
parties. The key thing here is that gifts to your 
unmarried partner are not exempt – no matter 
how long you have been together.
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2. Gifts to anyone up to £3,000 per tax year 
(the annual exemption)
These are not included in your estate even if 
they were made within seven years of your 
death. Don’t panic if you did not use last 
year’s – you are allowed to carry these gifts 
forward for one year, but beyond that, use it 
or lose it!

3. Other gifts excluded from the seven-year 
rule are:
a. Gifts on marriage/civil partnership, subject 
to these caps:
i. Parents – £5,000 each
ii. Grandparents – £2,500 each
iii. Anyone else – £1,000 each
If you are about to be married, it is definitely 
worth dropping hints!
b. Small gifts. Of course, this is subjective – 
what is small to a billionaire would make our 
eyes pop, so HM Revenue & Customs (HMRC) 
has introduced a limit of £250
c. Regular payments that are part of your 
normal expenditure. This is actually a really 
useful one, as long as you can prove that the 
gifts are out of your income after tax and not 
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your saved up capital, and that your standard 
of living is not negatively impacted or savings 
depleted, by virtue of you making these gifts.
4. As we have already said, if you make a gift 
and then die more than seven years later, that 
gift should have dropped out of your estate 
altogether. However, it would be unfair if you 
died, say, six years and 11 months after making 
a gift, for the whole gift to be included within 
your estate. This is why HMRC includes only 
a proportion of the gift in your estate if you 
die within three and seven years of making it. 
There is a sliding scale that operates – so the 
longer you live, the less of your gift falls within 
your estate.

Making a will
If there is one thing you really should take 
away from this article, it is the need for careful 
planning. Any inheritance tax planning has to 
start with a will, so if you have not made one 
– make sure you do this, as soon as possible. 

If you do not make a will, not only is there 
less scope for IHT planning, but, perhaps more 
importantly, you cannot choose how your estate 
is divided up – this is done in accordance with 
the laws of intestacy, which may mean that 
people whom you don’t want to benefit from 
your death end up doing just that, and people 
who you would like to have left something to, 
get nothing. 

A will also allows you to leave instructions for 
who is to look after your children, so making a 
will should definitely not be delayed.
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