
Inheritance Tax
What is Inheritance Tax?
Inheritance Tax is usually paid on an estate when somebody dies. It’s also sometimes payable 

on trusts or gifts made during someone’s lifetime. If your estate is valued at less than the nil 

rate band threshold (£325,000 in 2014-15) and you have not made significant gifts in the seven 

years before you die you will not have to pay tax. If your estate is worth more than this then tax 

is payable at 40% on the amount over this threshold or 36% if the estate qualifies for a reduced 

rate as a result of a charitable donation in your will.

Transferable nil rate band for married couples and civil partners
Since October 2007 married couples and registered civil partners can effectively increase the 

nil rate band threshold on their estate when the second partner dies - to £650,000 in 2013-14. 

Their executors or personal representatives must transfer the first spouse or civil partner’s unused 

Inheritance Tax threshold or ‘nil rate band’ to the second spouse or civil partner when they die.

Reducing your Inheritance Tax bill by giving to charity
From 6 April 2012 if you leave 10% or more of your net estate to a ‘qualifying charity’ your estate 

may qualify to pay Inheritance Tax at a reduced rate of 36%. 

There are different ways that you can own assets such as money, land or buildings and the way 

that you own the assets and with who affects the way they’re treated when deciding whether 

the reduced rate of tax can apply. 

Exemptions and reliefs
Sometimes, even if your estate is over the threshold, you can pass on assets without having to 

pay Inheritance Tax. Examples include:

Spouse or civil partner exemption. Transfer between spouses or civil partners are exempt from 

inheritance no matter what their value is.. 

Charity exemption. Any gifts you make to a ‘qualifying’ charity - during your lifetime or in your 

will - will be exempt from Inheritance Tax. A donation to charity in your will may also reduce the 

rate that tax is paid at to 36%. 

Potentially exempt transfers. If you survive for seven years after making a gift to someone the gift 

is generally exempt from Inheritance Tax no matter what the value. If you die within seven years, 

and the total value of gifts you made is less than the Inheritance Tax threshold, then the value of 

the gifts is added to your estate and any tax due is paid out of the estate.

If you die within seven years of making a gift and it is valued at more than the Inheritance Tax 

threshold Inheritance Tax will need to be paid on its value, either by the person receiving the gift 

or by the representatives of the estate.

If you die between three and seven years after making a gift, and the total value of gifts that 

you made is over the threshold, any Inheritance Tax due on the gift is reduced on a sliding scale. 

This is known as ‘Taper Relief’.
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Annual exemption. You can give up to £3,000 away each year, either as a single gift or as 

several gifts adding up to that amount - you can also use your unused allowance from the 

previous year but you use the current year’s allowance first. 

Wedding gifts/civil partnership ceremony gifts

Wedding or civil partnership ceremony gifts are exempt from Inheritance Tax, subject to certain limits:

• parents - £5,000 each

• grandparents and great grandparents - £2,500 each

• anyone else - £1,000 each

• You have to make the gift - or promise to make it - on or shortly before the date of the 

wedding or civil partnership ceremony.

Small gifts exemption

You can make small gifts up to the value of £250 to as many individuals as you like in any one 

tax year. However, you can’t give one person more than £250 and claim that the first £250 is a 

small gift. If you give an amount greater than £250 the exemption is lost altogether and the gift 

becomes part of your £3,000 annual exemption.

You also can’t use your small gifts allowance together with any other exemption when giving to 

the same person.

Regular gifts or payments that are part of your normal expenditure

Any regular gifts you make out of your after-tax income, not including your capital, are exempt 

from Inheritance Tax. These gifts will only qualify if you have enough income left after making 

them to maintain your normal lifestyle.

You can also make exempt maintenance payments to your husband, wife or civil partner, your 

ex-spouse or former civil partner, relatives who are dependent on you because of old age or 

infirmity; your children, including adopted children and step-children, who are under 18 or in 

full-time education

Agricultural Property Relief 

This relief is available for land, and farmhouses and buildings associated with that land, which 

are used for the purposes of agriculture and have been owned by the person on whom any 

inheritance tax is to be levied for a period of 2 years if they are in occupation of the land and 

buildings themselves or for a period of 7 years if occupied by others. It is only available for the 

agricultural value and there are certain conditions that must be met.

Business Property Relief 

You can claim Business Relief on a business or an interest in a business including unlisted shares 

(shares that aren’t listed on a recognised stock exchange), including shares that are traded on 

the Alternative Investment Market.  There are certain qualifying conditions for this relief and the 

asset must have been owned for a minimum period of two years.


