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WHAT IS INHERITANCE TAX? 
Inheritance Tax (IHT) is a tax which is paid to the Inland 
Revenue on death where the value of an estate exceeds an 
individual’s tax-free allowance (the nil rate band). This  
tax-free allowance rose to £325,000 in April 2009, and is 
changed every year in the budget.  
 
There are two ways to reduce the IHT payable where an 
estate exceeds £325,000: 
• In your lifetime 
• In your Will 
 
  

LIFETIME TAX PLANNING  
If you gift assets away and die within seven years of making 
the gift, the value of cash/ assets when gifted will still suffer 
IHT on your death. This is called the seven-year rule.  
 
The following gifts are not subject to this seven-year rule:-  
(a) The annual exemption - currently £3,000. If you did 

not give away £3,000 last year, then this tax year you 
can give away a total of £61000.  A husband and wife 
each have their own allowances for this purpose. 

(b) Gifts to a charity, certain political parties, and to your 
spouse or civil partner.  

(c) Excess income unspent each year may be given 
away, no matter what the total, provided the giving is 
regular.  The word ‘excess’ is important because if 
you give income away, and then have to resort to 
capital sources to keep you in the lifestyle to which 
you are accustomed, the relief does not apply. Any 
gifts of income you make would then still fall back into 
your estate under the seven-year rule.  

(d) Marriage gifts of £5,000 to a child by each parent and  
of £2,500 to a grandchild by each grandparent.  

(e) Gifts not exceeding £250 to any number of individuals 
in any tax year. Care is required if it is wished to 
make use of this relief in addition to the annual  
exemption (above). The total number of people who 
may benefit is not limited.  

 
Certain businesses and agricultural holdings attract relief 
from IHT at a rate of either 100% or 50%.   
  
WRITING INSURANCE POLICIES INTO TRUST  
 (i)  If you have an existing life policy which pays out on 
death, you may be able to arrange with the insurance  
company to write it in trust.  
(ii) The effect of placing a policy into trust, and surviving 
seven years, is that the value of the policy, when it pays out 
on death, does not form part of your estate and does not 
suffer IHT.  
(iii) You can take out a policy of insurance which will pay 
out on death for the specific purpose of using the proceeds 
to pay any IHT bill.  
 
INVESTMENTS 
There are certain investment products which may enable you 
to invest a sum of money, and which result in the capital you 
have invested being discounted immediately for IHT  

 
The basic information set out below is not 
intended to provide all the answers, and 
should be read in conjunction with the  

detailed advice provided.  
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children (or to other members of the  
family) on the first death. This  did,  
however, present the difficulty that those 
assets ceased to be available for the use 
of the surviving spouse, who might well 
need these funds to live on.   
 
The use of a nil rate band (or ‘mini’)  
discretionary trust enables assets up to 
the nil rate band allowance to be left into 
such a trust on the first death. The  
surviving spouse will be one of a ‘pool’ of 
beneficiaries capable of benefiting from 
this discretionary trust. Those assets will 
therefore be available for the use of the 
surviving spouse at the discretion of the 
trustees – but do not then form part of the 
estate of the surviving spouse on his/her 
death. Although the surviving spouse only 
enjoys the income/capital of the  
discretionary trust fund at the discretion of 
the trustees, and that discretion cannot 
be fettered, in practice the trustees will be 
carefully chosen and will exercise their 
discretion against the background of a 
‘Letter of Wishes’ giving guidance as to 
how the deceased spouse envisages 
them using that discretion. The surviving 
spouse will commonly be mentioned in 
the Letter of Wishes as the principal  
person in whose favour the Trustees’ 
discretion is expected to be exercised. 
 
The ‘debt scheme’ represents a further 
gloss on the discretionary trust  
ar rangement  by a l lowing the  
executors/trustees to accept an IOU or 
mortgage from the surviving spouse, with 
or without interest. In practical terms, and 
if this arrangement is implemented, the 
discretionary trust has no assets on which 
to bite other than the IOU, and the  
surviving spouse effectively has  
unfettered use of the assets of the first 
spouse to die. The surviving spouse’s 
estate is then reduced by the value of the 
debt – as well as the spouse’s own nil 
rate band - when he or she dies.  
 
Following the Finance Act 2007, the use 
of such ‘mini discretionary trusts’ may 
become less common although they may 
continue to offer significant benefits in 
‘ring fencing’ the assets in the trust 
against claims e.g. for retirement home 
fees or if the surviving spouse remarries 
and then divorces or goes bankrupt.  

purposes (Discounted Gift Schemes). Even 
with these investments, you can draw an 
income.  
 
TAX PLANNING WITHIN YOUR WILL  
Using the Spouse Exemption 
A husband and wife are now able to use 
any unused nil rate band on the death of 
the first of them to die by carrying it  
forward to the second death.  A Will  
leaving everything to the surviving spouse 
on the first death will therefore mean there 
is no Inheritance Tax to pay on the first 
death and that up to £650,000 will currently 
pass tax free to children or other members 
of the family on the second death. 
   
If spouses own assets jointly (i.e. as what 
is called ‘joint tenants’ as distinct from 
‘tenants in common’), then, regardless of 
what the Will may say,  those assets  
automatically pass to the co-owner. 
 
WHAT IS THE RATE OF INHERITANCE 
TAX?  
IHT is paid on an individual’s estate at a 
rate of 40% of the figure over and above 
£325,000. This means that a substantial 
proportion of an estate can go to the Inland 
Revenue if appropriate tax planning steps 
are not taken. 
  
NIL RATE BAND DISCRETIONARY 
TRUSTS / ‘DEBT SCHEME’ 
Prior to the Finance Act 2007  the purpose 
of such trusts  was to enable parties who 
are married, or partners under a civil  
partnership, to take advantage of the  
Inheritance Tax nil rate band (currently 
£325,000) available on the death of the 
first to die.   
 
If husband and wife  left their respective 
estates to each other on the first death, 
and then to their children on the second 
death, there  would be no Inheritance Tax 
liability on the first death by virtue of the 
surviving spouse exemption. Nevertheless, 
the estate of the surviving spouse would be 
swollen by the assets of the deceased 
spouse, and only one IHT nil rate band 
allowance  would be available to be set 
against the combined values of the two 
estates on the second death. The simplest 
way of overcoming this difficulty, and  
making use of a further nil rate band  
allowance on the first death, would be to 
leave assets up to the value of the nil rate 
band from time-to-time, direct to the  

We will be glad to help at every stage of the process. 
Please feel free to contact either Alan Dobbins, Dawn 
Parkes or Caroline Billings for a free initial discussion 
over the telephone, entirely without obligation. They 
will be delighted to hear from you. 

Alan Dobbins 
Joint Head of Private Client and 
C o m m e r c i a l  P r o p e r t y 
Department with a particular 
interest in commercial property 
and high-profile conveyancing, 
tax and trust.  
 

 
 
Dawn Parkes 
Partner at Hatch Brenner since 
1991, and  head of the probate 
department. Handles all aspects of 
wills, probate, trusts and tax 
planning. Previously specialised for 
many years in matrimonial matters. 
Dawn was educated at King 
Edward VI Grammar School, in Lincolnshire, and 
studied Law at the University of East Anglia. She 
holds the Society for Trust and Estate Practitioners’ 
certificate. Leisure interests include reading, 
badminton, food, and holiday travel. 
Contact Tel: 01603 674516 

 
 
Caroline Billings  
Joined Hatch Brenner’s private 
client department in 2009, and 
specialises in wills, probate, 
trusts,  tax - planning, enduring 
and lasting powers of attorney, 
and Court of Protection matters. 
She studied at the College of 

Law, York, and subsequently qualified as a solicitor in 
2004 after completing her training contract in Bury St 
Edmunds and Ipswich. Caroline is a member of the 
Society of Trust and Estate Practitioners (STEP). She 
arrived at Hatch Brenner from a Suffolk-based firm, 
and has spent all of her working life in East Anglia. 
Caroline is a qualified glider pilot, and in addition to 
flying she enjoys many other sports including squash, 
netball and snowboarding. 

Hatch Brenner LLP is a limited liability partnership regulated by the Solicitors Regulation Authority and 
registered in England and Wales with registered number OC343110. The registered office is 4 Theatre Street 
Norwich NR2 1QY. A list of members may be inspected at any of our offices. The term ‘Partner’ is used to refer 
to a Member of Hatch Brenner LLP. 
 
The content of this brochure is for general information only. As always, specific professional advice should be 
taken on each individual matter. Copyright in this publication belongs to Hatch Brenner. 



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /DAN <>

    /DEU <>

    /ESP <>

    /FRA <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /PTB <>

    /SUO <>

    /SVE <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



