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Property Matters22

The £7,500 limit is a maximum which can apply to either 
a property or a person, so if two individuals jointly own 
a property and take in a lodger, they must share the limit 
at £3,750 each.

Capital gains
Having a single lodger sharing the use of facilities such 
as the kitchen should not impact a taxpayer’s ability to 
claim private residence relief (below).

Main residence - other 
considerations
An individual’s or married couple’s only or main 
residence is generally exempt from CGT under a relief 
known as private residence relief. The exemption 
extends to grounds of up to half a hectare provided this 
is not used for any other purpose. 

Tax Planning

Larger grounds may also be exempt, as can the sale 
of part of the garden or grounds for development. 
However, professional advice is recommended to plan 
for the best outcome.

There must also be clear evidence of occupation as a 
main residence and not just ownership. Certain periods 
of absence from the property can be deemed to be 
periods of occupation and as such, can count towards 
the exemption from CGT. 

The exemption from CGT only applies where the whole 
property is occupied. Apportionment may be required 
where part of the property is used for business purposes 
or is let out with resulting gains being potentially taxable. 

Letting relief may apply where you have multiple lodgers 
or let out part of your home. We would be happy to 
discuss your specific circumstances with you.

More than one residence
Where an individual (or married couple) has two or 
more residences, only one residence at any one time can 
be treated as the main home for exemption. This is done 
by an election. Provided a particular residence has been 
the main residence at some time, then generally the last 
nine months of ownership is exempt. This applies even 
if another residence has become the main residence 
during this time.

Example

Joe’s house in Luton is his private residence, which he 
has owned for eight years. Fed up with commuting, he 
buys a flat in central London and elects for this to be 
his main residence. Exactly five years later he sells his 
home in Luton.

The Luton home is exempt for the first eight years 
whilst he was living in it and for the last nine months 
because, even though he had another home which 
was his main residence during this time, the last 
nine months is always exempt provided the home 
in question qualified as the main residence at 
some point.

8.75/13 of the gain on the Luton home will be exempt 
from CGT. Upon the eventual sale of the flat the whole 
of that gain will also be exempt.

The main residence exemption can be complex. Please 
contact us for further advice before making transactions 
in property.

Inheritance tax
The general growth in house prices has caused real IHT 
worries because retaining the family home in the estate 
when it is often the largest asset could result in an IHT 
liability of up to 40%. At the same time, finding a way 
to deal with it efficiently for IHT is difficult because 
individuals need a place to live. See ‘preserving the 
inheritance’ for further details.
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PRESERVING THE INHERITANCE
IHT has some unique features and may be charged on 
some lifetime gifts, not just on an individual’s death 
estate. In addition, the threshold for paying IHT (also 
called the nil rate band) is currently frozen at £325,000 
until April 2028 and has been at this level since 2009/10. 
Therefore, increasingly more estates are falling within 
the charge to IHT.

Planning to minimise IHT is something that many put 
off until it is too late and early attention to this tax is 
almost always worthwhile.

Practical tip

If you die without a Will, the intestacy provisions will 
apply and may result in your estate being distributed 
in a way you would not have chosen. Keep your Will up 
to date to reflect changes in the family situation. In 
particular, Wills need to be reviewed and amended as 
necessary on marriage/civil partnership or on divorce. 
The precise position depends on whether English or 
Scottish law applies.

Key features
•	 IHT is charged on a person’s estate when they die and 

on certain gifts made during their lifetime.

•	 The rate of tax on death is 40% and 20% on 
lifetime chargeable transfers. The first £325,000 is 
not chargeable.

•	 Many lifetime gifts are treated as ‘potentially exempt 
transfers’ (PETs). So long as the donor lives for at 
least seven years after making the PET there will be 
no possibility of an IHT charge whatever the size of 
the gift.

•	 There are numerous exemptions and reliefs.

So what’s the problem?
IHT is still a problem because:

•	 Many are simply not in a position to make substantial 
lifetime gifts because it will leave them with 
insufficient capital to live on. As a consequence there 
is likely to be significant value retained in estates 
on death.

•	 Despite the introduction of the residential property 
nil rate band, which gives some measure of relief, 
many individuals have a home which will use up the 
bulk of the nil rate band and any excess remaining 
assets, such as investments and cash reserves, may 
be charged to IHT at 40%. 

Mitigating the liability
Do not waste your exemptions. Regularly using IHT 
exemptions will build up funds outside of the estate 
without incurring an IHT liability.

The main exemptions are:

•	 an annual allowance of £3,000 per donor per year 
(can be carried forward for one year only if unused)

•	 small gifts not exceeding £250 in total per donee per 
tax year

•	 gifts made out of surplus income that are typical and 
habitual

•	 gifts made in consideration of marriage up to £5,000 
if made by a parent, £2,500 by grandparents and 
£1,000 by others

•	 gifts to charities, whether made during lifetime or 
on death

•	 gifts between spouses and registered civil partners, 
whether made during lifetime or on death.

Note that spouses/civil partners each have their 
own exemptions.

Planning in lifetime
If possible you should make absolute gifts in your 
lifetime. A gift to an individual will be a PET so there 
will be no liability if you survive seven years. Even if 
you fail to survive for all of that period there may be 
a tax saving because the charge which will arise on 
the PET will be based on the value of the asset when it 
was originally gifted and not on the value at the date 
of death. If the value of the gift is below the threshold 
there will be no charge on the PET but the gift will 
use up some of the nil rate band (NRB) on death. This 
means that there may be more tax to pay on the assets 
still in the estate on death.
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Tax Planning

Each spouse/civil partner can take advantage of the 
NRB. Furthermore, gifts between them are generally 
exempt. Therefore it pays to use this exemption to 
broadly equalise estates so that both partners can 
make full use of exemptions and the NRB.

Remember that you cannot continue to benefit in any 
way from the asset gifted because this will render the gift 
ineffective for IHT purposes. You cannot, for example, 
give away your home to your children but continue to 
live in it rent free.

Use available reliefs
Important reliefs of up to 100% are available on business 
assets such as shares in a family trading company or on 
agricultural property. It is important that these reliefs 
are utilised because once the asset concerned is sold the 
relief will be lost. They can only be used in connection 
with transfers that are chargeable to IHT.

Consider using trusts
As stated previously, many lifetime gifts are PETs (so may 
be removed from the charge to IHT entirely). However, 
the donor ceases to have any control over what the 
beneficiary does with the gift. 

This is where trusts can be useful. Most transfers into 
trust are immediately chargeable to IHT but if the value 
of the assets transferred into trust within a seven-year 
period is below the NRB, there is no charge. Where 
above the NRB, a lower IHT rate applies to lifetime gifts 
than the death estate.

The rules are complex but significant tax savings can be 
achieved with careful planning. Please get in touch if you 
are interested in making gifts to trusts.

Use the NRB on death
On death, assuming the NRB has not already been 
utilised in the last seven years, it pays to ensure that it is 
not wasted. This gave rise to practical problems in that 
if assets equal to the NRB were bequeathed to children 
in the Will, the surviving partner may be left short of 
funds. The rules were therefore altered several years 
ago to allow the proportion of unused NRB on the death 
of the first spouse to be transferred to the estate of the 
surviving spouse. The transferred NRB can only be used 
against the estate of the second spouse on death.

Use the main residence nil rate band (RNRB)
An additional nil rate band, the RNRB, may be 
available where a residence is passed on death to direct 
descendants such as a child or a grandchild. The RNRB 
is £175,000 in 2024/25 and is frozen until April 2028. The 
RNRB can only be used in respect of one residential 
property which has, at some point, been a residence of 
the deceased.

Any unused RNRB may be transferred to a surviving 
spouse or civil partner. 

The RNRB is also available when a person downsizes or 
ceases to own a home on or after 8 July 2015 and assets 
of an equivalent value, up to the value of the RNRB, are 
passed on death to direct descendants. 
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There is a tapered withdrawal of the RNRB for estates 
with a net value (after deducting any liabilities but before 
reliefs and exemptions) of more than £2 million. The 
withdrawal rate is £1 for every £2 over this threshold.

Example

Tom died leaving the whole of his estate of £800,000 
to his wife Pru. A few years later Pru died leaving her 
whole estate of £1,100,000 to her children including 
the family home worth £600,000.

As Tom’s estate was left to Pru, 100% of his NRB and 
RNRB is available. This is in addition to Pru’s own NRB 
and RNRB. Therefore IHT on Pru’s death would be 
calculated on just £100,000 (£1,100,000 - [£325,000 x 
2] - [£175,000 x 2]).

Charitable giving
Legacies to registered charities will reduce the value of 
the chargeable estate and thus save 40% IHT. 

In addition the legacies may result in a lower IHT 
liability on the estate which remains chargeable. A 
reduced rate of IHT applies where 10% or more of a 
deceased’s net estate (after deducting IHT exemptions, 
reliefs and the nil rate band) is left to charity. In those 
cases the 40% rate will be reduced to 36%. 

Use life assurance
Life assurance arrangements can be used as a means of 
removing value from an estate and also as a method of 
funding IHT liabilities. A policy can be arranged to cover 
IHT due on death. It is particularly useful in providing 
funds to meet an IHT liability where the assets are not 
easily realised like family company shares.
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