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Money matters

More and more estates 
are now subject to paying 
inheritance tax (IHT), 
but much can be done to 
mitigate liability by using 
the available allowances.
The two main allowances are the nil rate 
band and the residential nil rate band.

The main nil rate band has been £325,000 
since 2009 and is frozen until 2026. Each 
person gets a nil rate band, and for a married 
couple/civil partners, any nil rate band not 
used on the first death is available for use 
against the second estate.

The second part is the residential nil rate 
band, set now at £175,000 per person, if their 
net estate is not more than £2m. This is for 
use against a person’s home left to a direct 
descendant.

Once someone’s net estate is beyond £2m, 
the band reduces by £1 for every £2 the estate 
is over that threshold. So, for an estate of 
£2,200,000, the threshold would reduce by 
£100,000 to £75,000. Once an estate is worth 
more than £2,350,000 this additional nil rate 
band is lost.

There are provisions to use this nil rate 
band even if a person has ‘downsized’ or even 
sold their property before death. As long as 
this happened after 8 July 2015, the former 
home would have qualified for the residence 
nil rate band, and some of the estate passes to 
direct descendants, some or all the residential 
nil rate band can be claimed. However, it is a 
complex area requiring care to get maximum 
benefit.

Like the main nil rate band, the residential 
nil rate band can be carried over to a spouse if 
not used on the first death. So, on a combined 
net estate of less than £2m, with a home 
worth more than £350,000 in the estate, the 
total nil rate bands available could total £1m.

The important point here is that if your 
estate is over £2m, but not by much, thought 
should be given to making lifetime gifts, or 
making provisions in your wills to not leave 
everything directly to your spouse. This will 
ensure maximum reliefs are available by the 
beneficiaries of your estate.

Any IHT planning should of course follow 
from advice specific to your estate and should 
be combined with ensuring your Wills are as 
tax efficient as possible to ensure all reliefs 
are available.

 

Inheritance tax nil rate bands

HMRC 
continues 
to issue 
‘discovery’ 
assessments

Making 
allowances 
count

HMRC has introduced a legal measure 
enabling it to continue using “discovery” 
assessments to recover tax owed by 
individuals who fail to report and pay 
liabilities relating to the High Income Child 
Benefit Charge (HICBC), Gift Aid donations 
and pension charges. 

This measure was included in the Finance 
Act 2022, which received Royal Assent in 
February this year, and can be applied 
retrospectively to 30 June 2021.

This follows a tax tribunal case in June 
last year, which found the tax authorities 
did not have the power to recover an 
individual’s HICBC by issuing a discovery 
assessment.

However, HMRC is challenging the 
Tribunal’s decision through the Court of 
Appeal and says that, while waiting for the 
outcome, the new measure enables it to 
recover tax owed.

In November HMRC pointed out that the 
retrospective measure “…makes a technical 
clarification to clarify the law to provide 
legal certainty and maintain the status quo”.

The legislation does not currently apply 
to people who previously received a 
discovery assessment and appealed before 
30 June 2021.

If you feel you may be affected by this 
issue, please get in touch with us.


