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3 Inheritance tax 

Summary 
Inheritance tax (IHT) is levied on the value of a person’s estate at the time of their death. 
The tax is charged at 40% above the nil-rate band (NRB), which is £325,000 for 2021/22.1  
In 2019/20 the tax raised £5.1 billion; receipts are forecast to be £6.0 billion in 2021/22.2 
It is estimated that the tax was paid on 23,000 estates at death in 2019/20, representing 
around 3.8% of all deaths.3 

When calculating the taxable value of a person’s estate, transfers made out of someone’s 
estate within seven years of their death are included. There are some gifts which one can 
make in the last seven years of one’s life which do not attract tax. In addition certain gifts are 
exempt from tax irrespective of their size, and irrespective of whether they are made during 
one’s life, or made under the terms of one’s will.  

From the late 1990s there was a steady growth in the receipts from IHT and the numbers 
of estates liable to pay it, strongly linked with the growth in house prices.  By the middle 
years of the decade commentators were predicting that very many more families would 
have to make provision to pay for the tax in future, though even at this point, at the peak 
of the UK housing market, tax was paid on around 6% of all estates at death.  In 2007 
the Labour Government responded to these concerns by introducing a new transferable 
allowance for spouses and civil partners.  The cost of the new relief was considerable – 
about £1 billion in 2008/09 – though less than the Conservative Opposition’s proposal for 
a new £1m tNRB which, at the time, was estimated to cost £3.1 billion.  By comparison, 
total receipts from the tax in 2007/08 were £3.8 billion.4 IHT receipts dropped quite 
sharply with the onset of the recession and the associated slump in house prices, 
mitigating public concerns about the burden of the tax.  

In its agreement published after the 2010 election, the Conservative-Liberal Democrat 
Coalition Government set out its priorities in tax policy – including the aim of raising the 
personal allowance in a number of steps to £10,000 – adding that it would “prioritise this 
over other tax cuts, including cuts to Inheritance Tax.”5 Over the five year Parliament the 
tax was left largely unchanged. In its 2011 Budget the Government announced that the 
tax-free threshold would be frozen at £325,000 until April 2015,6 and in the 2013 Budget 
it confirmed that the threshold would remain frozen at this level until April 2018.7 

Over this period annual receipts slowly grew, with the recovery in the economy and 
growth in house prices, which in turn lead to more interest in the tax and debate as to its 
possible reform.8 In its manifesto for the 2015 General Election the Conservative Party 
stated that in government, “we will take the family home out of tax for all but the richest 
by increasing the effective Inheritance Tax threshold for married couples and civil partners 
to £1 million, with a new transferable main residence allowance of £175,000 per 

 
1  Tax rates and allowances for 2021/22 are set out in, Annex A to HM Treasury, Overview of Tax Legislation 

and Rates, March 2021. 
2  OBR, Economic and fiscal outlook, CP387, March 2021 p103 (Table 3.4). 
3  HMRC, Statistics: Numbers of taxpayers and registered traders, April 2020; ONS, Vital Statistics: Population 

and Health Reference Tables, January 2021. 
4  Pre-Budget Report, Cm 7227 October 2007 p164; HC Deb 23 April 2007 c987W; HMRC, HMRC tax and 

NICs statistics, February 2021 
5  HM Government, The Coalition: our programme for government, 20 May 2010 p30. See also, Income tax : 

increases in the personal allowance since 2010, Commons Briefing Paper CBP6569, 15 November 2018. 
6  Budget 2011, HC 836 March 2011 para 2.58 
7  Budget 2013, HC 1033 March 2013 para 2.76 
8  For example, “Death to the death tax?”, IFS Observations, Institute for Fiscal Studies, 4 April 2014; “House 

prices to push up death duty”, Financial Times, 16 August 2014;  

https://www.gov.uk/government/publications/budget-2021-overview-of-tax-legislation-and-rates-ootlar/annex-a-rates-and-allowances
https://obr.uk/efo/economic-and-fiscal-outlook-march-2021/
https://obr.uk/docs/dlm_uploads/March2021EFOweb.pdf#page=111
https://www.gov.uk/government/statistics/numbers-of-taxpayers-and-registered-traders
http://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationestimates/datasets/vitalstatisticspopulationandhealthreferencetables
http://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationestimates/datasets/vitalstatisticspopulationandhealthreferencetables
https://www.gov.uk/government/statistics/hmrc-tax-and-nics-receipts-for-the-uk
https://www.gov.uk/government/statistics/hmrc-tax-and-nics-receipts-for-the-uk
http://www.parliament.uk/briefing-papers/SN06569
http://www.parliament.uk/briefing-papers/SN06569
http://www.ifs.org.uk/publications/7164


  Number 93, 8 April 2021 4 

person.”9 In the Conservative Government’s first Budget on 8 July, the then Chancellor 
George Osborne announced that from April 2017 an additional nil-rate band (NRB) would 
apply on transfers on death of a main residence to a direct descendant.10 Initially the band 
would be set at £100,000.  The main residence NRB would be subject to a taper, for any 
estate with a net value of more than £2m; the band would be withdrawn by £1 for every 
£2 the estate exceeded this threshold. If someone downsized or ceased to own a home 
before they died, the main residence NRB could still be claimed on assets of an equivalent 
value, if passed on death to direct descendants. This provision would apply if someone has 
downsized or ceased to own a home on or after 8 July 2015.11  

In his Budget Mr Osborne also announced that the existing NRB would be frozen at 
£325,000 at least until 2020/21, while the main residence NRB would rise by £25,000 
each year, to reach £175,000 in 2020/21. As with the existing NRB, any unused fraction 
of the main residence NRB could be transferred to a surviving spouse or civil partner.  The 
Budget report noted that, given this, “the effective inheritance tax threshold will rise to 
£1m in 2020/21.”12 Provision to introduce the main residence NRB from April 2017, and 
to increase it over 2017/18 to 2020/21, was made by ss9-10 of the Finance (No.2) Act 
2015.13 The annual Exchequer cost of this relief was forecast to be £265m in 2017/18, 
rising to £725m by 2021/22.14 

In in his 2021 Budget statement the Chancellor Rishi Sunak announced that a number of 
tax thresholds and allowances would be frozen,15 and, as part of this, the IHT NRB would 
be set at its current level, £325,000, until April 2016. Both the residence NRB (£175,000), 
and the start point for its taper (£2 million) would be frozen for this period. This is forecast 
to raise £15m in 2021/22, rising to £445m by 2025/26.16 

Prior to this, in January 2018 the then Chancellor, Philip Hammond, commissioned the 
Office of Tax Simplification (OTS) to carry out a review of the IHT regime.17 The OTS 
published a call for evidence in April,18 and a first report in November which summarised 
the many comments and submissions the OTS had received and made a series of 
recommendations on administrative issues.19 The OTS published its second report making 
proposals to simplify the design on IHT on 5 July 2019.20 Following the 2021 Budget the 
Financial Secretary confirmed that the Government would implement recommendations 
made in the OTS’ first paper to reduce administrative burdens for those dealing with the 
tax, while it would respond to its second paper “in due course.”21 

This paper gives a summary of the structure of IHT before looking at the debates there 
have been about the tax in recent years. 

 
9  The Conservative Party Manifesto, April 2015 p67 
10  HC Deb 8 July 2015 cc330-1; Budget 2015, HC264, Jul 2015 paras 1.217-221. In this context a direct 

descendant is “a child (including a step-child, adopted child or foster child) of the deceased and their lineal 
descendants.” 

11  For details see, HM Revenue & Customs, Inheritance tax: main residence nil-rate band and the existing nil-
rate band: tax information & impact note, 8 July 2015 

12  Summer Budget 2015, HC246, July 2015 para 1.219 
13  Provision with regard to the main residence NRB where someone has downsized their home was included 

in Finance Act 2016 (specifically section 93 & schedule 15). 
14  Spring Budget 2017, HC 1025, March 2017 p30 (Table 2.2 – item be). 
15  HC Deb 3 March 2021 c256 
16  Budget 2021, HC 1226, March 2021 para 2.73, p42 (Table 2.1 – item 25); HMRC, Inheritance Tax nil rate 

band and residence nil rate band thresholds from 6 April 2021, 3 March 2021 
17  OTS press notice, Chancellor requests OTS review of Inheritance Tax, 29 January 2018 
18  OTS, Inheritance Tax Review Call for evidence and Survey – consultation, 27 April 2018 
19  OTS, IHT Review – first report: Overview of the tax and dealing with administration, November 2018 
20  OTS, IHT Review – second report: Simplifying the design of IHT, July 2019 
21  OTS/HMT, Chancellor responds to the first OTS report on Inheritance Tax, 23 March 2021 

https://s3-eu-west-1.amazonaws.com/manifesto2015/ConservativeManifesto2015.pdf#page=69
http://www.publications.parliament.uk/pa/cm201516/cmhansrd/cm150708/debtext/150708-0001.htm#15070837000897
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443232/50325_Summer_Budget_15_Web_Accessible.pdf#page=53
https://www.gov.uk/government/publications/inheritance-tax-main-residence-nil-rate-band-and-the-existing-nil-rate-band/inheritance-tax-main-residence-nil-rate-band-and-the-existing-nil-rate-band
https://www.gov.uk/government/publications/inheritance-tax-main-residence-nil-rate-band-and-the-existing-nil-rate-band/inheritance-tax-main-residence-nil-rate-band-and-the-existing-nil-rate-band
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443232/50325_Summer_Budget_15_Web_Accessible.pdf#page=53
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/597467/spring_budget_2017_web.pdf
https://hansard.parliament.uk/commons/2021-03-03/debates/C8618796-C14D-4695-8DC0-20BC6C6DDED4/FinancialStatement
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/966868/BUDGET_2021_-_web.pdf#page=58
https://www.gov.uk/government/publications/inheritance-tax-nil-rate-band-and-residence-nil-rate-band-thresholds-from-6-april-2021/inheritance-tax-nil-rate-band-and-residence-nil-rate-band-thresholds-from-6-april-2021
https://www.gov.uk/government/publications/inheritance-tax-nil-rate-band-and-residence-nil-rate-band-thresholds-from-6-april-2021/inheritance-tax-nil-rate-band-and-residence-nil-rate-band-thresholds-from-6-april-2021
https://www.gov.uk/government/publications/chancellor-requests-ots-review-of-inheritance-tax
https://www.gov.uk/government/consultations/inheritance-tax-review-call-for-evidence-and-survey
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/814181/Final_Inheritance_Tax_2_report_-_web_copy.pdf
https://www.gov.uk/government/publications/chancellor-responds-to-the-first-ots-report-on-inheritance-tax


5 Inheritance tax 

1. The structure of inheritance tax 
IHT is levied on the value of a person’s estate at the time of their death.  
The tax is charged at 40% above the tax-free threshold. In a majority of 
cases tax is levied at death. There are circumstances where gifts by 
individuals to discretionary trusts or to companies are immediately 
chargeable to tax – and in these cases, tax is charged at 20%.22   

Certain gifts are exempt from tax irrespective of their size, and 
irrespective of whether they are made during one’s life, or made under 
the terms of one’s will.  These are:  

• Gifts made to one’s spouse or civil partner. 
• Gifts made to charities.23 
• Gifts made to political parties. 
• Dispositions for the national interest.24 

Historically the exemption for gifts made to one’s spouse was limited to 
£55,000, if one’s spouse was not ‘domiciled’ in the UK – that is, the UK 
was not their permanent home. Since 2013/14 this has been set equal 
to the nil rate band, and a non-domiciled spouse or civil partner has the 
option to be treated as having UK domicile for IHT purposes.25 

Since 2012/13 an estate may be liable to a lower 36% tax rate, if 10% 
of the ‘net value’ of the estate is left to a charity.26 The ‘net value’ of an 
estate is the total value of all the assets after deducting: debts and 
liabilities; reliefs; exemptions (eg anything left to a husband, wife or civil 
partner); and, anything below the tax-free threshold.  

When calculating the taxable value of a person’s estate, transfers made 
out of someone’s estate within seven years of their death are included.  
There are some gifts which one can make in the last seven years of 
one’s life which do not attract tax.  The most important of these are: 

• Gifts made as normal expenditure - on a regular basis, such as 
under a covenant - which come out of one’s income. 

• Gifts made during the one tax year of a total not exceeding 
£3,000.27 

• Any number of individual gifts, worth up to £250, made during 
the year to different persons (this relief is in addition to the annual 
allowance of £3,000).28 

• Gifts, up to a specified maximum, given to the bride or groom, in 
consideration of marriage.  Parents can each give up to £5,000; 
grandparents may give £2,500, as may the bride or groom.  

 
22  The main provisions relating to this tax are consolidated in the Inheritance Tax Act 

(IHTA) 1984. 
23  Donations to a foreign charity which is established abroad do not normally qualify. 
24  This relief covers gifts to a specified list of bodies including colleges and universities, 

the National Trust, the National Gallery, the British Museum & other galleries and 
museums run by local authorities or universities. 

25 Budget 2013, HC 1033, March 2013 para 2.77 
26  Budget 2012, HC1853, March 2012 para 2.81 
27  If the full £3,000 is not used in a year, the balance can be carried forward for one year 

only – and is then only allowable if the exemption for the second year is fully utilised. 
28 This exemption cannot cover the first £250 of a larger annual gift made to any one 

person. 
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Anyone else may give £1,000.  Parents can make gifts to either 
party in the marriage; so that, say, a bride’s parents could each 
give £5,000 to their son-in-law.  Gifts should be made so that 
they are conditional upon the marriage taking place. 

Other gifts which do not fall under the criteria listed above may qualify 
as “potentially exempt transfers” (PETs) and, as such, be exempt from 
tax.  Gifts made to individuals may be PETs and be exempt from IHT if 
the donor lives for at least seven years after having made the gift 
concerned (this is known as the seven year rule). If the individual dies 
during this seven year period, the gift becomes a chargeable transfer, 
and its recipient becomes liable to tax, depending on the value of the 
donor’s estate at death, and whether both gift and estate came to less 
than the zero-rate threshold (ie, £325,000 for 2021/22).  

When the value of someone’s estate is assessed for tax purposes, gifts 
made in the last seven years of life are included. As a consequence, 
even though an estate may fall below the tax-free threshold, it may still 
be liable for IHT, since the inclusion of PETs made in the previous seven 
years may push it over the threshold. The tax payable on the estate 
depends on the rates of IHT in force at the date of death; it is the 
recipient of the PET who is liable to pay the tax.  

Generally, inheritance tax is due six months after the end of the month 
in which death occurs, though personal representatives – the person or 
persons charged with administering the deceased’s estate – must pay 
the tax for which they are liable on the delivery of their account.29  
There is an option to pay tax in ten annual instalments on certain types 
of asset: specifically, land and buildings, business property and certain 
shares and securities; clearly this is of particular help where an estate 
consists wholly or largely of a family home.   

In October 2007 the then Labour Government introduced an important 
extension in the relief for bequests to one’s spouse or civil partner, in 
response to concerns that, despite this provision, an increasing number 
of families were being forced to sell a home on a parent’s death to pay 
the tax on their estate.  Widows, widowers and civil partners may use 
the share, if any, of their partner’s unused NRB, to set against tax on 
their own estate.  This allowance is available to all survivors of a 
marriage or civil partnership who die on or after 9th October 2007 – 
whenever their first partner died. The introduction of this new 
allowance is discussed at length in section 3.2 of this paper. This also 
applies to the main residence NRB introduced in April 2017.30  

Given the volatile nature of house prices, it is worth adding that ‘loss on 
sale’ relief may be available where a house is sold within four years of 
the death for less than the value on which inheritance tax was paid.  
Relief does not apply if the sale is to a beneficiary or relative of a 
beneficiary, due to the risk of avoidance.31 

 
29  The account of the estate required by the tax authorities, using form IHT400. see, 

HMRC, Guide to completing your IHT account (HT400 Notes), January 2020 
30  HMRC, Transferring unused residence NRB for Inheritance Tax, September 2019 
31  HC Deb 12 January 2009 c336W. see HMRC Helpsheet IHT38, April 2014 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/730319/IHT400_Notes_0618_online.pdf
https://www.gov.uk/guidance/inheritance-tax-transfer-of-threshold
https://www.gov.uk/government/publications/inheritance-tax-claim-for-relief-loss-on-sale-of-land-iht38
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HM Revenue & Customs (HMRC) provide guidance on the tax on 
Gov.uk,32 and in their online manual on the tax, and have an advice 
service for those with questions about IHT or probate.33   

Although in practice the tax is paid on less than 5% of deaths, IHT 
forms are submitted in relation to a much higher proportion of estates 
on death. In their report on the tax published in November 2018, the 
Office of Tax Simplification noted that, while, on average, around 
570,000 people die in the UK each year, IHT forms “were completed for 
275,000 estates in the UK in the 2015/16 tax year, over ten times the 
number of estates on which any IHT was paid. This means that an IHT 
form was submitted for around half of all the deaths in that year. The 
forms need to be submitted because the value of the estate must be 
reported to HMRC, even where there is no tax liability.”34 

Those administering an estate have to complete a ‘Full Inheritance Tax 
Account’ (IHT400). If the estate is an ‘excepted estate’ – where no tax is 
due, and certain other conditions are met – executors may complete a 
much less detailed short form: a ‘Return of estate information’ (IHT205). 
About 80% of estates use the short IHT205 form, while the remaining 
20% use the longer IHT400 form. In its enquiry the OTS found that, 
“there is no straightforward process to direct taxpayers to the correct 
form and this inevitably leads to confusion. There are a range of 
experiences, and although some executors who are dealing with a very 
simple estate find completing the short form straightforward, the OTS 
has heard that many executors find the process challenging.”35 

Guidance for those dealing with taxation following a bereavement is 
published by the Low Incomes Tax Reform Group, and by Tax Help for 
Older People. Quite often individuals are keen to make contingency 
plans to mitigate the tax that may be charged on their estate when they 
die. This is an issue that is often covered in both the general press,36 and 
technical press,37 as well as in specialist publications.38 

 

 
32  HMRC, Inheritance Tax: detailed information, ret’d April 2021 
33  HMRC, Inheritance Tax: general enquiries, ret’d April 2021. This includes a helpline 

for advice on probate and IHT following a death (0300 123 1072. Open Monday to 
Friday 9am to 5pm). 

34  OTS, Inheritance Tax Review – first report: Overview of the tax and dealing with 
administration, November 2018 p4. In its follow-up the OTS provided updated 
figures for 2015/16: Number of UK deaths each year 588,000; 275,500 IHT forms 
completed; 24,500 forms resulting in tax paid (Second report, July 2019 p93). 

35  op.cit. para 1.23, para 1.25 
36  eg, “How to make the most of the new IHT rules”, Financial Times, 6 May 2017 
37  eg, “Safe as houses?”, Taxation, 24 May 2018; “A valuable inheritance”, Taxation, 

5 July 2018; “The achilles heel”, Taxation, 29 November 2018 
38  For example, Carl Bayley, How to Save Inheritance Tax 2020/21, May 2020 

https://www.gov.uk/hmrc-internal-manuals/inheritance-tax-manual
http://www.litrg.org.uk/tax-guides/bereavement
http://www.taxvol.org.uk/
http://www.taxvol.org.uk/
https://www.gov.uk/topic/personal-tax/inheritance-tax
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/814181/Final_Inheritance_Tax_2_report_-_web_copy.pdf
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2. Proposals to reform IHT over 
the last 20 years 

2.1 Abolishing the tax 
In the early 1990s the possibility of IHT being entirely abolished was 
often discussed.39 In October 1991 the then Prime Minister, John Major, 
proposed it at the Conservative Party Conference – though without 
taking any action to this end.40  In July 1995 at Prime Minister’s 
Questions Mr Major was challenged on this score by Tony Blair, then 
leader of the Opposition, and on this occasion Mr Major replied that the 
Conservative Government wished to abolish both IHT and capital gains 
tax “when it is appropriate and we can afford to do so.”41 Conservative 
Chancellors in subsequent Budgets reaffirmed this commitment, 
although the most important changes made to the tax during the 
Conservative administration were a series of increases to the annual tax-
free threshold,42 and an extension of the existing relief for the bequest 
of family businesses and farms.43   

The prospects for abolition dwindled with the arrival of a Labour 
Government in May 1997, although there was speculation that the 
Government was considering reform to the system of potentially 
exempt transfers (PETs).44  Nevertheless, some commentators continued 
to argue the case for abolition.  In February 2007 the Institute of 
Directors published a research paper supporting the tax’s abolition, on 
the grounds that the tax hindered economic growth: 

IHT … taxes all wealth, even if it represents income or gains that 
have already been taxed. And a great deal of wealth will have 
been taxed already, at the time when it was generated by 
previous owners or by the present owner. The fact that IHT taxes 
all wealth means that it is a significant brake on the accumulation 
of private wealth. Some of the wealth that is accumulated in one 
generation is lost and has to be accumulated again in the next 
generation, simply in order to stand still. Wealth is prevented from 
snowballing. But if private sector wealth is allowed to cascade 
down the generations then everyone, including those who find 
employment in the private sector without owning significant 
wealth themselves, will benefit. The public sector will also benefit, 
because economic growth will lead to an increased tax base, 
making it easier to raise funds for public services.45 

 
39  eg, “A tax that should be given the last rites”, Financial Times, 15 April 2000; “Death 

and taxes”, Economist, 8 July 2000; “Where US leads on tax others are set to follow”, 
Independent, 28 July 2000 

40 Extract from speech by John Major to 108th Conservative Party Conference, 11 
October 1991 

41  HC Deb 13 July 1995 cc1085-1086 
42  The then Chancellor Kenneth Clarke increased it in two steps from £154,000 to 

£215,000 in his 1995 and 1996 Budgets. 
43  For details see, Inland Revenue press notices, IHT: relief for business & agricultural 

assets, 28 November 1995 & IHT relief for agricultural property, 27 January 1995. 
44  eg, “Inheritance tax looks set for a shake-up”, Times, 11 March 2000 & “The dogs 

that didn’t bark: inheritance tax rules survive”, Financial Times, 10 March 2001 
45  IOD, Capital Gains Tax and Inheritance Tax, 2007 p9 
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In response, the case for abolition was challenged by Will Hutton 
writing in the Observer at the time: “[no] economic study [has] 
managed to associate light inheritance tax with innovation, 
entrepreneurship or high business start-ups. Rather, the story is the 
opposite. Easy access to unearned wealth destroys the incentive to work 
and to experiment - one of the reasons the wiser among the super-
wealthy are generally careful to limit the money they leave to their 
children.”46  At this time the then editor of Taxation, Mike Truman, 
argued “the problem with inheritance tax is that we’re not paying 
enough of it”: 

For all its faults in practice, it is in principle a perfect tax. Provided 
you have sufficient protection for business assets, and for 
dependent family members … the tax liability comes at a point 
where those who did have the money no longer need it, and 
those who are about to get the money have managed quite well 
so far without it. Except in a very few cases, there is no problem 
with liquidating assets in order to get the funds to pay the tax. On 
Jean-Baptiste Colbert’s well-known inverse scale of goose feathers 
plucked per hiss, it should score very highly.47 

In this piece Mr Truman also argued that when one looked at the 
breakdown of tax receipts by value of estate, one saw that “IHT is a tax 
that is paid predominantly by those with butlers and Bentleys, not by 
Darby and Joan in Rose Cottage, Borsetshire.”  To this end the author 
noted that about 40% of the total amount raised by the tax was 
accounted for by just 1,000 estates worth £1 million or more.48   

Other critics of the tax focused less on the economic benefits which 
accrue from abolition, but on the fact that the tax appears to be so 
unpopular with the public at large: for example, Daniel Finkelstein 
writing in the Times in summer 2007: “The transfer of assets from one 
generation to the next is one of the ways that the delicate social pact 
between generations will be maintained. It may not be a redistribution 
from rich to poor, but that's not the only kind of redistribution that 
matters. Inheritance is a redistribution from old to young. And beyond 
that, the idea that the family's wealth stays in the family is one way that 
we signal the obligation that the past has to the present and the 
present has to the future.49  Philip Stephens made a similar point in the 
Financial Times, noting that the tax “is an impost whose unpopularity is 
in almost inverse proportion to its incidence”: 

Most people pay income tax; everyone pays value added tax. Only 
6 per cent of estates are liable to inheritance tax. That proportion 
has doubled since 1997, but the rise would have been much 
lower had more couples employed some minimal tax planning.  
No matter. Death duties, as critics prefer to call the tax, touch an 
irrational nerve. Even as rising house prices have drawn more into 
the net, many more than are actually liable think they will be hit 

 
46  “The case for keeping inheritance tax”, Observer, 7 October 2007 
47  “A perfect tax?”, Taxation, 2 March 2006. The reference is to Louis XIV's finance 

minister, Colbert, who suggested that the art of taxation, if there be such a thing, 
consisted in "so plucking the goose as to obtain the largest amount of feathers with 
the smallest possible amount of hissing."   

48  The figures were for 2002/03. In 2017/18 about 46% of IHT receipts were accounted 
for by 2,230 estates worth over £2m (HMRC, IHT Statistics: Table 12.3, July 2020). 

49  “Our inheritance taxes must go – pass it on”, Times, 22 August 2007 
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by the tax. They also see it as unfair - as a tax on their own 
prudence and on the future security of their children.50    

At the time Evan Davis, then economics editor at the BBC, discussed the 
case for abolition, arguing that the wider costs of the tax should be 
acknowledged: 

Arguably it would be interesting to know how inheritance tax 
(IHT) would fare if we sold people the right to be exempt from it. I 
certainly know people who would happily pay a lot more not to 
have the tax there at all, than they will actually hand over to the 
government. The reason is that they avoid the tax, but it costs 
them a lot of accountancy bills and stress to do so. Remember the 
basic rule of tax administration: the public can quite rationally 
spend 99p to save a pound of tax. But if they do, they still lose 
99p and the state gets not a penny. So taxes which allow or 
encourage us to engage in costly legal avoidance are expensive 
ways of raising money … 

Perhaps most of the debate about IHT comes down to one salient 
point: that only about 6% of estates pay it (although that is 
probably rising fast). The vast bulk of us do not. Yet, while that is 
most frequently mentioned as a defence of IHT, it is arguably a 
measure of its inefficiency. It appears unpopular with far more 
than the 6% who are actually handing money over, which implies 
it hits an unspecified larger number of people who go to some 
effort to avoid it, or who wrongly worry about paying it. Those 
are costs to the tax that generate no revenue whatsoever.51  

In spring 2006 the Daily Express began a campaign to have the tax 
abolished,52 and in August that year the Labour MP Stephen Byers 
wrote in the Sunday Telegraph that IHT should be abolished because it 
was the “growing category of homeowners” living in houses whose 
value had come to exceed the zero-rate threshold “who are being hit 
hardest by the way in which the inheritance tax system operates.”53  
However, throughout its period in office the Labour Government 
strongly opposed such a move.  In June 2006 Peter Bone raised the 
question of abolition at Treasury Questions, when he asked the then 
Chief Secretary, Stephen Timms, “why will not the Government scrap 
this morally indefensible tax?” On this occasion the Minister replied: 

Because it is morally the right tax. Only 6 per cent. of estates paid 
inheritance tax last year. The zero threshold is £285,000 this year, 
rising to £325,000 in 2009/10. All wealth passed to spouses or 
civil partners is tax free. It is right to apply tax in that way and we 
will continue to do so. If the hon. Gentleman is suggesting that it 
should be abolished, he needs to explain where the money would 
come from.54 

 

 
50  “Middle Britain wants value for money”, Financial Times, 16 October 2007 
51  “Inheritance tax abolition”, BBC News online: Evanomics blog, 17 August 2007  
52  eg, “Listen to the voice of Middle Britain”, 1 March 2006.  24 Members signed an 

EDM supporting the Express campaign (EDM 759 of 2006-07, 29 January 2007). 
53  “Labour’s next PM must abolish inheritance tax”, Sunday Telegraph, 20 August 2006.  

See also, “Chancellor hits wealth of opposition on inheritance tax”, Financial Times, 
30 August 2006. 

54  HC Deb 15 June 2006 cc894-5.  See also, HL Deb 10 July 2006 cc469-71 
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2.2 Taxing recipients rather than estates 
Other commentators have argued that inheritance tax should be levied 
not on the donor, and the size of their estate at death, but on the 
donee.55 The Commission on Taxation and Citizenship, which was set 
up by the Fabian Society and which published a report on tax reform in 
November 2000,56 examined the possible replacement of inheritance tax 
with a capital receipts tax, ‘levying the tax on the donee rather than the 
donor’ – though the Commission’s proposal was not widely debated at 
the time.57   Writing in the Financial Times in April 2006, Martin Wolf 
argued that this was a more logical approach to taxing bequests, 
although in his view gifts and inheritance should be untaxed: 

Inheritance tax is …. a combination of a lottery with a tax on 
people's inability (or reluctance) to give away what they have. As 
house prices soar, it is also a tax on an increasing proportion of 
the middle classes, from which the wealthiest are largely exempt 
… If the government were interested in reducing the scale of 
unearned wealth, it would tax recipients, not estates, on the basis 
of cumulative life-time receipts, not of what had been given 
within seven years of the donor's death. The sensible way to do 
this would be to ask each individual to record gifts in excess of 
some minimum threshold of, say, £3,000 received in any given 
year. A lifetime exemption of, say, £100,000 per recipient would 
also be established. After the limit had been reached, sums would 
be taxed as income. In this way vast transfers of wealth would be 
brought into the net, not escape it.58 

The advantages of taxing capital accumulation in this way were 
highlighted by Alan Auerbach, Professor of Economics and Law at the 
University of California at Berkeley, in the Institute for Fiscal Studies’ 
annual lecture in September 2006.59  Although inheritance tax in the 
UK, and the estate tax in the USA, were undoubtedly unpopular, 
Professor Auerbach argued that these taxes had important differences 
to other capital income taxes60 that made them appealing: in particular, 
these taxes applied to all wealth – rather than just certain components 
of the returns to saving – and they were assessed on individuals, and, as 
such, less likely to be successfully avoided: 

Taxes on estates or inheritances, like capital income taxes assessed 
during one’s lifetime, discourage saving by reducing the returns to 
doing so. But there are two differences between estate taxes and 
ordinary capital income taxes. First, estate taxes hit all wealth, not 
just wealth having measured taxable income. Thus, they impose a 
more uniform burden on the returns to saving. This is an 

 
55  Earlier debate on this issue is discussed in, Inheritance tax, Library Research paper 

95/107, November 1995 pp26-31. 
56  Paying for progress: a new politics of tax for public spending, November 2000 

pp271-289 
57  The proposal for a capital receipts tax is explored in, Ruth Patrick & Michael Jaobs, 

Wealth’s fair measure: the reform of inheritance tax, Fabian Society 2003. 
58  “Comment: Inheritance tax should be killed off”, Financial Times, 31 March 2006 
59  IFS press notice, Inheritance tax still has a role to play, says Alan Auerbach in IFS annual 

lecture, 4 September 2006. See also, “Changing the menu”, Economist, 16 
September 2006 

60  ‘Capital income taxes’ are taxes charged on the returns people make on investments 
in businesses, property and other assets.  So, taxes on capital income in the UK include 
corporation tax, inheritance tax, capital gains tax, and that part of income tax paid on 
income from investments. 
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argument not only for estate taxes, but also for periodic wealth 
taxes, as a substitute for capital income taxes. Second, estate 
taxes hit not only the intentional bequests that decedents wish to 
leave to others, but also the unintentional bequests that arise 
when individuals hold assets to protect against possible expenses 
but die without encountering such expenses. Economists view 
such unintended bequests as evidence that annuity markets don’t 
work as well as they should, but when unintended bequests 
occur, they have a very nice property from the tax authority’s 
perspective: because they are unintended to begin with, they 
shouldn’t be deterred by the prospect of taxation. 

A third advantage of estate taxes, relative to some other capital 
income taxes, is that they are on persons, not corporations. As 
long as national residence is not highly responsive to taxation, this 
focus on individuals substantially reduces one possible type of tax 
avoidance. Estate taxes have their disadvantages as well, in 
particular the fact that they provide strong incentives for transfers 
of assets among related parties in a way that annual capital 
income taxes do not, assuming that the parties are in similar 
marginal tax brackets. But, from some initial thinking on the 
subject, I believe that there may be ways of attacking this 
problem. It’s worth a try, at least.61 

Although the headline rate of IHT was 40% at this time – and remains 
so – it is important to emphasize that this does not represent the share 
taken in tax from most taxpaying estates.  This point was underlined in 
a paper published by the Institute of Public Policy Research in 2004:  

Each extra pound over the threshold will be taxed at 40 per cent, 
but the overall tax rate over the whole estate (the average, or 
effective, tax rate) will never be that high. On an estate worth 
£300,000, for example, the effective tax rate would be 5 per cent; 
on an estate of £500,000 it would be 19 per cent and on £1 
million it would be 29 per cent. For the effective tax rate to be as 
high as even 35 per cent, the net estate would have to be worth 
more than £2.1 million.”62  

The author argued against the replacement of IHT by a capital receipts 
tax – in part because “collection and compliance costs would be likely 
to increase, and the effect on revenue would be uncertain”, but went 
on to argue that “a progressive banding of inheritance tax is possible 
and desirable”: 

The preferred option would keep the current tax-free allowance 
of £263,000, but the first £25,000 after that would be charged at 
22 per cent, rather than 40 per cent. Almost one in five of tax-
paying estates would pay only this starting rate, addressing 
complaints that IHT penalises the moderately wealthy who are 
unable to use complex tax-avoidance techniques. Matching the 
income tax rate would also help people to frame inheritance as 
windfall income, and would help prevent the misleading summary 
of IHT as a “40 per cent tax on inheritance”. This could be 
combined with a new top rate of 50 per cent, applied to that part 
of the estate that exceeds £500,000 after the deduction of 
exemptions and the tax-free allowance. Overall, 87 per cent of 
estates (18,000) would be better off under this system, and the 

 
61  A.J. Auerbach, “The Future of Capital Income Taxation” IFS 2006 Annual Lecture, 
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13 per cent (3,000) would have a higher tax bill. Total revenue 
would increase by about £147 million.63  

Critics have often argued that children who inherit a family home will 
be forced to sell it to meet the tax liability on their parents’ estate.  The 
author noted the facility for paying IHT in instalments went some way to 
meet this burden, and that inheritors were making rational decisions in 
selling a property: 

The problem of housing is not that inheritors cannot find the cash 
from available wealth (a liquidity problem), but that they do not 
have the wealth or do not value the house highly enough to 
sacrifice that wealth. The inheritor must pay a large tax bill, and 
this means that other consumption must be reduced or more 
money must be found – and one way of finding more money is of 
course to sell the house. The sale is induced by the tax, rather 
than forced. The fact that the inheritor’s preferences change 
because of reduced wealth is known as an “income effect” … 

Exempting or partially exempting houses would be to take this 
problem too far. House prices already are overheating, and the 
distortion of incentives would be considerable. Instead, Inland 
Revenue could allow unmarried partners to remain in the house 
for life, with the tax payable on death. To try and reduce the 
length of time that tax is deferred, entitlement to this would have 
to be restricted to partners – most children would, to put it 
bluntly, take too long to die. It could perhaps be extended to 
long-term dependents of the deceased, such as adult but severely 
disabled offspring.  

Given the inadequacy of state support for long-term carers, this 
could be a legitimate and popular move, but a question mark lies 
over what to do when (and if) dependency ends. Allowing live-in 
relatives/carers to defer tax, meanwhile, could distort incentives, 
and again there would be problems about the length of the 
deferment. This move is worth recommending as part of a larger 
package. It is unlikely to be expensive, it would make a big 
difference for a small number of people, and it would be 
popular.64 

2.3 Increasing the NRB 
In the early stages of the housing boom in May 2002, John Whiting – 
past president of the Chartered Institute of Taxation – argued in the 
Financial Times that IHT “is increasingly a tax that affects Middle 
Britain” and it should be replaced or fundamentally reformed: 

IHT has many good features - reliefs for business property, and 
bequests to charities and spouses, for example. The image 
remains that it affects only the wealthy. But it is increasingly a 
problem for people on modest incomes, who by virtue of owning 
their own home get drawn into the IHT net. The tax may not bite 
until the death of a surviving spouse, but is that a valid basis for a 
tax hit? … House prices in London and the South East have 
almost doubled in the past five years; the IHT threshold has gone 
up some 16 per cent. This house price explosion is the time bomb 
waiting to boost the current take of IHT significantly and many 
people, who would never see themselves as a target for the 

 
63  op.cit. p6 
64  op.cit. p29  
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original aim of IHT, fear its impact on the nest egg they have 
struggled to build …   

There are alternatives. Should we look at reintroducing CGT on 
death for instance? That would leave the family home out of the 
death duty net; if tapering worked properly it would also sort out 
most business gains. IHT should not stay as it is just because it is 
the fiscal equivalent of a comfortable old pair of slippers.65  

The Labour Government’s decision in the 2004 Budget to increase the 
NRB only in line with general price inflation renewed these criticisms,66 
and a wide range of commentators came to echo these concerns.  In 
January 2005 the Observer newspaper launched a campaign to reform 
the tax: in its words, “to blunt the blow of this punitive tax on people 
that it was never intended to hit when it was introduced in 1986 … IHT 
is becoming an issue for swathes of the country, as soaring property 
prices have put millions potentially within its grasp … While the 
property market may be flat now, future surges and gradual increases in 
values will see more and more families facing the 40 per cent tax.”67   

In the 2005 Budget the then Chancellor, Gordon Brown, announced a 
three-stage increase in the NRB: from £263,000 to £275,000 for 
2005/06, and in successive years, to £285,000 and then to £300,000.68  
At the time the cost of this measure was estimated to be £20m in 
2005/06, rising to £60m in 2006/07, and £130m in 2007/08.69  The 
increase in the NRB was reportedly larger than expected,70 though critics 
argued this did not address the underlying question of the rising trend 
of taxpaying estates.   

The Times quoted Mike Warburton, tax partner at Grant Thornton, 
saying, “the Chancellor is sending us a very clear message by 
announcing what the IHT nil rate band will be for three years' ahead. He 
is saying that he is not going to reform this tax despite saying, when in 
Opposition, that it was unfair because it penalised people on middle 
incomes rather than the very wealthy.”71  A few months later Mr 
Warburton co-authored a paper published by Grant Thornton which 
suggested that the numbers of estates paying the tax would rise by 
two-thirds over the next four years, if asset prices continued to grow at 
their long-term average rate; as the Times commented subsequently, 
“the Chancellor will remain under pressure to make further substantial 
increases in the value at which estates become liable for IHT, amid 
warnings that the rising worth of homes and other assets is set to draw 
millions more into the tax's net.”72  

However, this did not lead to a change in the Labour Government’s 
position.  In his 2006 Budget Mr Brown confirmed the increases he had 

 
65  “A tax way off target”, Financial Times, 16 May 2002  
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announced before, and proposed the NRB should continue to rise in 
relatively small steps for the next two years: to £312,000 for 2008/09, 
and £325,000 for 2009/10.73  There was a short debate when this 
measure was scrutinised at the Committee stage of the Finance Bill that 
June;74 speaking for the Conservatives Theresa Villiers said: “IHT is not 
just a tax on the wealthy. It affects an increasingly wide range of people 
on middle incomes and with modest assets.”  In response the then 
Paymaster General Dawn Primarolo said: 

To suggest that one can say that an individual will be subject to 
inheritance tax simply by taking the price of his house is typical of 
the scare tactics in which the Conservative party unfortunately 
engages ... In March 2006 the average house price for the UK was 
£159,950 ... In London, that figure is £235,000. The hon. Lady … 
continues to ignore the fact that only 6 per cent. of estates pay 
inheritance tax because the majority of transfers, particularly of 
property, take place between spouses and therefore are exempt 
… It does not do the House justice if some Members frighten the 
living daylights out of citizens by misrepresenting the facts and 
encouraging citizens to believe incorrectly that they are in a 
particular tax net.75 

During Treasury Questions the following month the then Chief Secretary 
was asked by Martin Linton if there would be a case to link the tax 
threshold to average house prices in each area.  In response Stephen 
Timms argued, “a link to house prices in each area would be very 
difficult and complex to administer, and I think that it would also be 
unfair … I think that there would be a real problem if estates with no 
residential properties but otherwise identical paid different amounts of 
tax in different parts of the country.”76  At this time Ministers would 
also often point out that families which found themselves facing a bill 
for IHT on a family home could pay the tax in instalments:  

Mr. John Taylor: To ask the Chancellor of the Exchequer if he 
will take steps to mitigate the impact of inheritance tax on those 
estates which are predominantly comprised of the value of the 
deceased's family home.  

Mr. Andrew Smith: Even where property represents a high 
proportion of the total value, most estates also have sufficient 
liquid assets to satisfy all the inheritance tax which may be due. 
Executors can nevertheless defer payment of tax when a former 
home has not been sold by the time the tax on it would otherwise 
be due, if necessary by making instalments over as long as 10 
years. Most eligible estates start in this way, but the 
overwhelming majority settle their tax before the 10 years is up, 
usually because the home is no longer in family use and has been 
sold.77  

Lord Burnett made the case for a major reform in a Lords debate in 
February 2007.78  As well as changes to increase tax relief for couples 
and siblings – a substantial increase in the zero-rate threshold, and 
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allowing a widowed spouse to use any unused portion of their late 
partner’s zero-rate exemption – Lord Burnett proposed a “complete 
rethink of the tax”: 

It may be that part of the bargain for a substantial reduction in 
the rate of tax is the abandonment of potentially exempt 
transfers. In order to justify this, however, one would retain the 
free capital gains tax uplift on death. Many argue that it is only 
fair that individuals and estates should at least bear some taxation 
on capital. My point is that it must be fair and be seen to be fair.79 

Speaking for the Government Lord Davies challenged the assertion that 
the impact of IHT was on ‘middle England’, and went on to stress the 
difficulty of reforming the tax without cost, although he acknowledged 
the ability of the most wealthy to mitigate their tax liability: “as the 
noble Lord … rightly says, the problem with inheritance tax is that those 
with very great resources are already able to deploy their advice and 
their strategies to reduce the burden and often to avoid it altogether.”80 

Following the practice of earlier years, in his 2007 Budget Gordon 
Brown announced a small future increase in the NRB – to be set at 
£350,000 for 2010/11.81  When this provision was debated in Public Bill 
Committee the then Chief Secretary, Stephen Timms, argued that some 
of the discussion about the tax was misleading: 

One often reads comment in the press that misunderstands the 
position that we are in. When a home is owned with a mortgage, 
the mortgage debt will reduce the size of the estate as well. The 
truth is that the vast majority of property ownership falls well 
within the inheritance tax nil rate band. By fixing the band for 
2010-11 at £350,000, we are continuing to provide certainty for 
families about the allowance in future years. I should like to 
underline my view that inheritance tax is fair, progressive and well 
targeted.82 

For the Conservatives, Theresa Villiers noted that “the impact of the 
current threshold would have been significantly more controversial were 
it not for the spouse exemption”: 

Were it not for the spouse exemption, many more people would 
have had to sell the family home to pay their tax bill ... [One] 
significant change is the Civil Partnerships Act 2004, which 
expands spouse exemption to gay couples entering a civil 
partnership. There is another matter that all parts of the House 
should consider, in a completely bipartisan way, in respect of 
inheritance tax and how it should be reformed: the question of 
long-term dependent cohabitees who do not have the option of 
using the spouse exemption via marriage or a civil partnership. 
They might be long-term carers of elderly parents, adult disabled 
children living with their parents or … sisters who have lived with 
one another for many years ... Those who cannot use a spouse 
exemption can often be harshly treated by this legislation, 
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particularly in a constituency such as mine, where house prices are 
high.83 

Speaking for the Liberal Democrats, Julia Goldsworthy argued that 
many individuals paid the tax because they were poorly informed: 

People live in their asset, and so they might not know the value of 
the property until they have to realise the estate. There is a lack of 
understanding and a fear that thresholds will not keep pace with 
house price inflation, which will mean that people will unwittingly 
be caught by the system. People do not understand what they 
need to do to make the most of their allowances, as they are 
entitled to do.  

The Government must … be consistent in how they deal with 
lifetime gifts, which are the easiest way for people who can easily 
dispose of their assets to get out of paying inheritance tax. The 
situation is difficult for those with a property, and people are 
getting confused. They are unwittingly getting caught, and that is 
where the chief concerns lie.84 

At the Report stage of the Bill, the Liberal Democrats put down an 
amendment to remove this provision, to allow for a debate on the floor 
of the House.  Julia Goldsworthy suggested that the nature of the tax 
was changing, as it was “increasingly impacting on those who would 
consider themselves to be at middle-income level.”85  In response the 
Minister said: 

The proportion of estates liable for inheritance tax is about 6 per 
cent. The remaining 94 per cent. paid no inheritance tax … if one 
goes back 20 years, to the height of Thatcherism, one finds that 
the proportion was 5 per cent. The proportion has therefore gone 
up and down over the years. The consequence of the changes 
that we have set out for the next few years is that the proportion 
will stay roughly at the current figure of approximately 6 per cent. 
of estates. 

Mr Timms also noted “the twofold effect of the nil rate band 
allowance”: 

First, it ensures that every individual can leave a substantial sum to 
whomever they choose— including, for example, a sister—entirely 
free of inheritance tax. Secondly, it ensures that the tax is 
progressive because, for estates above the nil rate band, the 
effective rate of tax increases with the size of the estate.86 
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3. The 2007 reform to IHT 

3.1 Conservative proposals to raise the NRB 
At the Conservative Party conference on 1 October 2007 the then 
Shadow Chancellor, George Osborne, announced that a Conservative 
Government would increase the nil-rate band (NRB) from £300,000 to 
£1 million; an extract from his speech is reproduced below: 

When inheritance tax was first introduced it was designed to hit 
the very rich. But the very rich hire expensive advisers to make 
sure they don't pay it. Instead, thanks to Gordon Brown, this 
unfair tax falls increasingly on the aspirations of ordinary people. 
So now well over a third of homeowners in Britain have the threat 
of inheritance tax hanging over them. These are people who have 
worked all their lives … [and] our Government will be on their 
side. The next Conservative Government will raise the Inheritance 
Tax threshold to £1 million. That means, we will take the family 
home out of inheritance tax.87 

Mr Osborne also proposed a new relief from stamp duty for any first 
time buyer purchasing a house under £250,000, and suggested that 
both initiatives could be funded by a new flat rate annual levy on 
individuals living in the UK but registered as ‘non-domiciled’ for tax 
purposes.  Although there was considerable scepticism as to whether 
the last of these proposals would raise £3.5 billion as Mr Osborne had 
suggested,88 the announcement attracted widespread surprise, and, 
from some commentators, considerable acclaim.   

In an editorial the Daily Telegraph argued the change was, “utterly 
unambiguous in its formulation and reasoning”, “politically well-
judged” and resonated with “what might be called traditional Tory 
values.”89  The Financial Times suggested that each of the proposals 
“has its faults, but each of them hits the Labour government in a weak 
spot”; on the rise in the IHT threshold, the paper continued: 

Taxing non-doms would be popular. Using the money to cut 
inheritance tax would be even more so … Britain's property 
market boom means many middle-class households now own a 
home worth more than £300,000. Many others aspire to. At the 
same time, the wealthiest 1 or 2 per cent of the population 
usually get round the tax by sophisticated planning. So change 
makes sense. The one weakness of the Tory proposals is that they 
cut the only effective tax on an undertaxed asset - owner-
occupied housing - rather than reform it. 90   

A number of opinion polls taken in the days following the 
announcement indicated the proposal was very popular, particularly in 
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marginal constituencies and among women,91 despite some obvious 
drawbacks.   

First, the cost of the measure would be considerable: at the time it was 
estimated from 2008/09 a £1m threshold would “incur a full-year cost 
of around £3.1 billion.”92  Second, it was quite clear that a large share 
of this benefit would go to the wealthiest estates: as the then Prime 
Minister, Gordon Brown, noted in PMQs a few days after Mr Osborne’s 
speech, increasing the IHT threshold to £1 million would “mean giving 
£1 billion to the top 1.5 per cent. in this country.”93  Third, John 
Muelbauer, professor of economics at Nuffield College, Oxford, 
suggested a new higher threshold would choke off the supply of new 
properties: “In the majority of estates, housing is the most important 
asset.  Many families currently liquidate that asset to pay the IHT, which 
means that homes come onto the market.  If people can hang onto 
family homes for longer, this will cut supply and prices will rise.”94   

Despite these drawbacks, Mr Osborne’s proposal was widely credited 
for Mr Brown’s decision at the end of that week not to hold a snap 
general election in early November.95  On 5 October the Treasury 
announced that the Pre Budget Report would take place the following 
Tuesday, on 9 October.96  The day before the PBR, Anatole Kaletsky 
wrote in the Times about the reasons why the Conservative proposal on 
IHT had had such an impact: 

Inheritance tax  is, from an egalitarian standpoint, the fairest and 
most progressive of all taxes. For a Labour government to cut  
inheritance tax , while raising income tax or fuel taxes or imposing 
economies on social services, is ideologically unthinkable ... Yet 
such an "immoral" and "regressive" tax policy seems to be 
exactly what voters - including many marginal Labour and Liberal 
voters - enthusiastically support …  

British politicians of all parties seem to be genuinely mystified by 
the apparent paradox that democratic majorities vote for tax 
changes that favour wealthy minorities, yet the explanation is 
quite simple … After many years of disappointment about public 
service standards, voters are deeply sceptical about promises from 
all politicians, regardless of party, to improve education, clean up 
hospitals or make the streets safe. This does not mean that voters 
are indifferent to policies on crime, health and education. They 
care about public services a lot and would reject any party that 
looked like doing major damage in these areas. They may not, 
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however, attach much weight to any promised improvements 
until these are clearly demonstrated in their own lives.  

Tax cuts, on the other hand, are palpable as soon as they are 
announced. If the sums involved are substantial - and a potential  
inheritance tax  change worth up to £240,000 certainly qualifies - 
a large, unconditional tax cut will, rightly or wrongly, outshine all 
other differences between the parties in the eyes of many 
voters.97 

 

3.2 The new transferable allowance for 
couples 

On 9 October 2007 the then Chancellor, Alistair Darling, presented the 
Pre-Budget Report to the House, and as part of this, announced a 
substantial new relief from IHT for spouses and  civil partners.98  
Widows, widowers and civil partners would be entitled to use the share, 
if any, of their partner’s tax-free allowance which was unused when 
they died, to set against tax on their own estate.  This transferable 
allowance would be available to all survivors of a marriage or civil 
partnership who died on or after 9 October 2007 – whenever their first 
partner died.  Mr Darling set out the rationale for the new allowance in 
his speech: 

In respect of capital gains tax, there is currently transferability 
between spouses, to recognise the fact that capital assets are built 
up jointly over a lifetime. In inheritance tax, there is currently 100 
per cent. spouse relief over a lifetime, but there is no 
transferability of allowances. I want to ensure that husbands and 
wives can benefit from each other’s unused inheritance tax 
exemptions, so I will raise the total amount of inheritance for 
married couples on which no tax is paid, and this will apply to civil 
partnerships, too. I can announce that, from today, the combined 
tax-free allowance for their estates will not be the current 
£300,000, but up to £600,000. By 2010, the combined tax-free 
allowance for couples will rise to £700,000. And I can do more: to 
ensure that people who have already lost their husband or wife 
will also benefit, I will backdate that indefinitely for every widow 
or widower. 

Those changes mean certainty for up to 12 million married 
couples, with an allowance of up to £600,000, rising to 
£700,000, and the same entitlement for 3 million widows and 
widowers. That allowance is worth more than the value of 97 per 
cent. of homes in this country. In future years, we will take both 
house prices and inflation into account when setting inheritance 
tax thresholds.99 

It is important to emphasize that the new relief was not simply a 
doubling of the exempt threshold for all couples, as a worked example 
in the department’s press notice explained: 

Transfers of property between spouses or civil partners are 
generally exempt from IHT. This means that someone who dies 
leaving some or all of their property to their spouse or civil partner 

 
97  “Taxes return to the Tories' heart”, Times, 8 October 2007 
98  Pre-Budget Report, Cm 7227, October 2007 paras 5.76-8 
99  HC Deb 9 October 2007 c174 

https://webarchive.nationalarchives.gov.uk/20100407165419/http:/www.hm-treasury.gov.uk/pbr_csr07_repindex.htm
https://hansard.parliament.uk/commons/2007-10-09/debates/07100936000004/Pre-BudgetReportAndComprehensiveSpendingReview


21 Inheritance tax 

may not have fully used up their nil-rate band. The new rules will 
allow any nil-rate band unused on the first death to be used when 
the surviving spouse or civil partner dies. The amount of the nil-
rate band potentially available for transfer will be based on the 
proportion of the nil-rate band that was unused when the first 
spouse or civil partner died.  

For example: 

• On the first death none of the original nil-rate band was 
used because the entire estate was left to a surviving 
spouse. Then if the nil-rate band when the surviving spouse 
dies is £350,000 that would be increased by 100 per cent 
to £700,000. 

• If on the first death the chargeable estate is £150,000 and 
the nil-rate band is £300,000, then 50 per cent of the 
original nil-rate band would be unused. If the nil-rate band 
when the surviving spouse dies is £350,000, then that 
would be increased by 50 per cent to £525,000. 

The amount of additional nil-rate band that can be accumulated 
by any one surviving spouse or civil partner will be limited to the 
value of the nil-rate band in force at the time of their death. This 
may be relevant where a person dies having survived more than 
one spouse or civil partner. This may also be relevant where a 
person dies having been married to, or the registered civil partner 
of, someone who had themselves survived one or more spouses 
or civil partners.100 

The department also published a list of FAQs – from which the 
following is taken:101 

What do you mean by a transferable nil rate band? A 
transferable nil rate band arises when one party to a marriage or 
civil partnership dies and the amount of their estate that is 
chargeable to IHT does not use up all of the nil rate band they are 
entitled to. Where this happens, the unused part can now be 
transferred to the surviving spouse or civil partner when they die. 

How does that work then? Everyone is entitled to a nil rate 
band for IHT. Assets that pass from one spouse or civil partner to 
another are exempt from IHT. So if on death, someone leaves 
everything they own to their spouse or civil partner, it is exempt 
from IHT and they have not used any part of their nil rate band. 
That unused nil rate band can now be transferred to their 
surviving spouse or civil partner and used in working out the IHT 
liability on their estate when they die …  

So you mean that if I inherited all the assets from my 
spouse or civil partner, my executors could add their nil rate 
band to the nil rate band that applies when I die? Essentially 
yes – but it works by looking at the proportion of the nil rate band 
that was unused when your spouse or civil partner died and 
uprating the nil rate band available when you die by that same 
proportion. 

What do you mean by uprating the nil rate band available 
by the same proportion? The amount to be transferred is 
worked out by taking the proportion of the nil rate band that was 
unused on the first death and applying that to the nil rate band 
available when you die. So if your spouse or civil partner left 
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assets worth £150,000 to your children with everything else to 
you and the nil rate band on their death was £300,000; one-half 
of their nil rate band is unused and is available for transfer. If, 
when you die, the nil rate band had increased to £325,000, the 
amount available for transfer would be 50% of £325,000 or 
£162,500 giving your estate a nil rate band of £325,000 + 
£162,500, or £487,500 in total. 

What if my spouse or civil partner’s estate was only worth 
£100,000, so that they did not need all of their nil rate 
band. Is the amount that can be transferred tied to the 
amount that they actually left to me? No - it doesn’t matter 
what the size of first estate was, whatever proportion of the nil 
rate band is unused may be transferred to you. If your spouse of 
civil partner’s estate was worth only £100,000 and they left 
everything to you, they will not have used any part of their nil rate 
band. So 100% of the nil rate band is available for transfer when 
you die. 

The guidance went on to underline that divorced persons would not 
entitled to the new relief: 

I am divorced and my ex-husband has died without 
remarrying, can my personal representatives claim to 
transfer his unused nil rate band to my estate when I die? 
No, in order for your personal representatives to be able to make 
a claim to transfer unused nil rate band, you must have still been 
married to your husband when he died. 

The cost of this measure was estimated to be £1 billion in 2008/09, 
rising to £1.4 billion by 2010/11.102  The Chancellor gave more details of 
the Government’s reasons for this measure at Treasury Questions on 18 
October: 

Lynne Jones: Why are the Government spending money on Tory 
priorities, when they could be spending money on much fairer 
measures to help people whose inheritance is less than £300,000 
and who risk losing even that should they need long-term care? 

Mr. Darling: Not for the first time, I do not agree with my hon. 
Friend, and she will not be surprised to learn that. We should 
recognise the fact that husbands and wives contribute to assets 
held by the family, including the family home, and I therefore 
think it right that, in the event of a widow’s death, she can use 
her husband’s unexpired inheritance tax allowance, effectively 
increasing the amount of money that can be deducted from any 
tax liability. As a result of what we are doing, the allowance 
covers the value of about 97 per cent. of houses in this country, 
which is the right thing to do. I also think it right to help people 
who need long-term care, and we have increased the amount of 
money available to do that.103 

The Financial Times reported the reaction of a number of tax 
professionals: 

According to Richard Proctor, partner at Grant Thornton: "Overall, 
it's very clever - it helps to deal with the  inheritance tax  problem 
for middle England. It was very awkward to use the nil-rate band 
where the major asset was a private residence.” … Other tax 
advisers welcomed this simplification. "Previously, if you had a 
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married couple whose main asset was their home, they had to do 
some complex planning with wills," said Paula Higgleton of 
Deloitte. "This is simple - it's a novel approach." It was this 
complexity that deterred many couples from making use of the 
old rules, reckoned John Riches of The Society of Trust and Estate 
Practitioners. "The point is that people can use wills and trusts, 
but they just don't," he said.  

Applying this double allowance to widows and widowers will 
potentially help another 3m people pay less tax. "It won't make 
any difference to those who have already done their planning," 
said Ms Higgleton. "But it will make a difference to a widow 
who's got a £600,000 house but who had only a £300,000 
exemption."  

Some advisers however foresee problems and say couples will still 
have to plan effectively. "It's interesting that the chancellor says 
there are three million widows and widowers who can take 
advantage of it, but how is he going to get that message across?" 
asks Leonie Kerswill of PwC, the professional services firm. "He's 
got to make sure it's a simple route to reclaim tax."104 

In its editorial the paper commented, “it would have been feeble to 
pretend that this was anything other than a raid behind Tory lines and 
Mr Darling hardly bothered to try”: 

Mr Darling's plan will enable couples to make full use of both 
individual allowances so that between them £600,000 can escape 
the tax. This arrangement is nothing like as generous as the rise in 
the threshold for each individual to just under £1m that the Tories 
have advocated, but should ease the burden on couples whose 
wealth is tied up in their main residence. It might just be enough 
to neutralise the issue. But it falls far short of the thorough rethink 
that this necessary but hated tax deserves.105  

Following the Pre-Budget Report, Stuart Adam at the IFS, commented 
on the measure saying, “couples who planned carefully could already 
take advantage of both individuals' inheritance tax allowances if the first 
to die bequeathed at least the level of the allowance to children or 
others outside the couple. Today's reform, explicitly allowing widows 
and widowers to use their late spouse's unused inheritance tax 
allowance, extends this benefit to married couples and civil partners 
who had not made such arrangements, and is particularly valuable to 
those whose wealth is tied up in their home.”106 

In the Independent, John Whiting noted the move “was neat in many 
ways.”107 When Mr Whiting appeared before the Treasury Select 
Committee on 15 October, Andrew Love asked him his views about the 
Government’s reasons for this change: 

The Treasury told us last year that 6% of estates were hit by 
inheritance tax. The indications from the limited research that has 
been done in this area is that with house prices going up, 
especially in London and the South East, there are very much 
larger numbers of people. What you would be getting in effect is 
inheritance tax not being a tax on the so-called wealthy but a tax, 
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if you like, on the middle class. Since the middle class do not 
undertake to use some of the mechanisms, like setting up trusts 
and others, to anything like the same propensity as the wealthy, 
have the Government made an assumption that far higher 
numbers of those people who have now been taken out of the 
tax would not have used the mechanisms and, therefore, it is a 
real benefit to the vast majority of people who would have been 
hit by this inheritance tax if it had not been increased? Would that 
be a reasonable assumption to make? 

Mr Whiting: I think that would be a very reasonable assumption 
to make, Mr Love, yes. That is very much the basis, that the 
change that we are seeing coming through on inheritance tax will 
particularly benefit the couple with the typical £300,000 to 
£600,000 house and very little else, which clearly is a lot of value, 
but in London and the South East and many other parts of the 
country it is a relatively ordinary property and it is those who have 
little other assets who cannot do a lot with planning.108 

In their editorial, the Times noted that the change only benefited “those 
who are married (or in civil partnerships) or were married when their 
partner died.  Everyone else – single persons, couples in long-term 
cohabitation and divorcees who have not married again – will be no 
better off.”109  Writing in the Observer Jill Insley argued that this aspect 
of the reform made it deeply flawed: 

Inheritance tax needs a major restructuring … But the sleight of 
hand delivered by Chancellor Alistair Darling last week is not the 
way to do it ... It does nothing to help the children of 4 million 
unmarried couples or single parents, siblings … or carers who 
have inherited the home of those they have looked after for years. 
These people have been ignored … I think it would be fairer to 
raise the IHT threshold for everyone, rather than target married 
couples. The Treasury says it will cost £1.4bn to make its proposed 
change. If that same sum had been spread around everybody, the 
threshold would be £400,000. The Treasury points out that this 
rise in the threshold would also benefit the very rich. Yes, it would 
- if they paid any IHT. More important, it would benefit the asset 
rich/cash poor … who have the natural instinct of wanting to help 
their families.110 

Although the Chancellor had announced this measure would take effect 
from the date of his statement, 9 October 2007, the legislation to give 
effect to the new relief was introduced the next year, as part of the 
Finance Bill following the 2008 Budget.111  When debated by the House, 
the measure was welcomed generally.  Speaking for the Conservatives, 
David Gauke said, “when inheritance tax hits ordinary families in 
ordinary homes, it is right that it is reformed” though he confirmed that 
it remained party policy to set a £1m threshold: “I do not regard the 
matter as an either/or approach … [our] policy responded to the 
legitimate concerns of a large number of people.”112  Speaking for the 
Liberal Democrats, Colin Breed commented that the new relief meant 
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“that in future the remaining partner [can] pass on £600,000 free of 
inheritance tax on their death.  On that basis, we support the widening 
the exemption so that families can increase the chance of exempting 
the family home or their estate from IHT.”113   

The then Financial Secretary, Jane Kennedy, argued that “the change 
ensures that heirs of all married couples and civil partners will benefit, 
with the couple needing to have undertaken complex legal and financial 
planning.”  Of course, as noted above, the numbers financially affected 
by the change remain small – a fact which the Minister also noted: “the 
measure reduces the number of tax-paying estates by about 40 per 
cent, to only 4 per cent of estates … the number of tax-paying estates 
in 2008/09 is estimated to be about 23,000.”114 

One criticism made of the new relief was that a widow or widower 
would not be entitled to claim it, when they died, if their spouse had 
died before the introduction of the spousal exemption.115  IHT was 
introduced in 1986, replacing capital transfer tax (CTT), which was 
charged on both someone’s estate at their death, and gifts made during 
their life.  The tax was introduced in 1975: gifts between spouses during 
their life and at death were tax-exempt.  In turn CTT replaced estate 
duty (ED), which dates back to the late 19th century.   

The position of estates where a spouse lost their partner prior to the 
introduction of IHT was discussed in the department’s guidance on the 
new transferable allowance: 

How does this work if the first death occurred during 
Capital Transfer Tax or Estate Duty? The same basic principles 
apply in that if there was no tax or duty payable on the first death 
because the estate was less than the amount on which tax or duty 
was charged at 0%, the nil rate band that applies on the surviving 
spouse or civil partner’s death can be increased by the proportion 
that was not used. 

Were the rules about the assets that were chargeable on 
death any different for CTT & ED? Again the basic principles 
remained the same, but there were some differences: 

• for CTT, initially, all the gifts made during an individual’s 
lifetime were to be taken into account when they died, 
although this was limited to gifts within 7 years of the 
death during the first 7 years of CTT and this was 
subsequently cut from an unlimited cumulation to a period 
of 10 years in 1981. 

• for Estate Duty, settled property in which the deceased had 
a life interest was not always aggregable with the estate on 
death. 

If the first spouse died prior to 18 March 1986 and the question 
of other chargeable assets is relevant, and you are not sure what 
to include in your claims, please discuss the position with us 
first.116 
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When the House debated the legislation to introduce the new 
allowance, David Gauke MP, speaking for the Conservatives, put down 
an amendment, with a view to meet the concerns of some individuals 
who would not benefit from the new allowance, because their partners 
died when ED was chargeable at death: 

There is a distinction between inheritance tax and capital transfer 
tax on the one hand and estate duty on the other. Under 
inheritance tax and capital transfer tax, there was a full spousal 
exemption so that, when the first spouse dies and leaves his or 
her estate to his or her spouse, the nil-rate band has not been 
used at all, because it is entirely exempt from the IHT or capital 
transfer tax regimes. 

With regard to estate duty, the situation is somewhat different, 
and transitional provisions were made between 1972 and 1975, 
which complicates matters. Essentially, estate duty was charged 
on the first death, but the property affected could be left out of 
the charge on the second death, which is the other way round 
from the current arrangements. Consequently, on the survivor’s 
death, the property could be left out of the estate for IHT 
purposes under the surviving spouse exemption, although that is 
now of little value, as I understand it, because it has not been 
indexed. When the deceased spouse leaves his estate to the 
surviving spouse, the nil-rate band is not used up if the deceased 
spouse died under the capital transfer tax or the inheritance tax 
regime, but if he died under the estate duty regime, he has 
essentially used up his nil-rate band. Consequently, if the first 
spouse died before 1972—there is also still an issue if he died 
before 1975—the surviving spouse is not able to benefit from the 
policy on the transferable nil-rate band. 

That is not just a hypothetical case, as there are real examples … 
Life has not dealt those families the best of cards, in the sense 
that most of the cases will involve wives who were widowed at a 
relatively young age and who lived on for many years. Having 
heard the announcement in October 2007, they could be forgiven 
for thinking that they would be able to benefit from their 
deceased husband’s nil-rate band. Of course, for technical 
reasons, there is no nil-rate band ... I can see the logic of the 
Government’s policy, but a small number of widows and 
widowers will not be able to benefit from it.117 

In response the then Financial Secretary, Jane Kennedy, explained why 
the Labour Government had taken the approach it had to this issue: 

Under estate duty, a relief for transfers to a surviving spouse was 
available only from March 1972 onwards, so for deaths under 
estate duty, the balance of unused allowance from the deceased’s 
estate may be diminished. That outcome arises as a direct 
consequence of the legislation that was in place at that earlier 
time. … The fundamental point is that the Bill takes a consistent 
approach for all cases, and whatever allowance was unused on 
the first death may be transferred for use on the second death. 

In drawing up this measure, we deliberately opened up 
entitlement so that unused nil-rate band can be transferred 
regardless of when the first death occurred. However, in the 
interest of keeping the rules as straightforward as possible and 
recognising that the information available may be limited, we 
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chose to stop short of attempting to reassess deaths that occurred 
over 30 years ago as if a different set of rules applied at that time. 
The amount of time that has passed and the complexity of some 
families’ arrangements means that taking an alternative approach 
is difficult both to conceive and to operate … it is hard to see how 
we could reopen old cases old in a way that would enable 
consistent and fair handling to be delivered.  

We therefore continue to believe that the approach taken in the 
Bill strikes a pragmatic balance between making an allowance for 
deaths that occurred before the measure was announced and 
keeping the rules simple and practicable.118 

 

3.3 Subsequent debate on IHT (up to 2010) 
As the recession took hold in 2008, receipts from IHT also fell – from a 
peak of £3.8bn in 2007/08 to £2.8bn in 2008/09.119  The 2009 Budget 
noted that the fall was due principally to the new transferable tax-free 
allowance though “a fall in both equity and house prices is also a 
factor”, and suggested receipts would fall further as “the average of 
independent forecasts suggesting a further fall in house prices during 
2009 and housing accounting for around half of the assets in estates 
notified for probate.”120  At this time it was estimated that just 2% of 
all estates left on death would be liable for tax in the coming year.121 

Unsurprisingly over this period public concern about the burden of IHT 
waned.  In the 2009 Pre Budget Report the then Chancellor, Alistair 
Darling, announced that the NRB would be frozen, even though 
statutory provision had already been made for the threshold to rise by 
£25,000 from April 2010: 

I believe it is right that parents should be able to pass on savings 
to their children. Before the financial crisis rocked the global 
economy, I enabled married couples to combine their inheritance 
tax allowances, and this will continue. I also said then that 
allowances would rise to reflect inflation and the expected 
continued increase in house prices, but I do not believe that 
raising this allowance can possibly be a priority given the impact 
of the downturn on the country's finances, so I have decided to 
freeze the individual allowance at £325,000 for the next year. 
That will still mean that fewer than 3 per cent. of estates will pay 
inheritance tax.122 

The cost of this change was relatively small - £80m in 2010/11 rising to 
£170m in 2011/12123 - and it attracted little comment. Several months 
later as part of the Labour Government’s last Budget in March 2010, Mr 
Darling proposed that the threshold should continue to be frozen for a 
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further four years to “help meet the cost of care for older people.”124  
The Budget report estimated that the freeze would raise just £35m in 
2011/12, rising to £110m in 2012/13.125 

Inheritance tax was not a major theme during the 2010 General 
Election.  For its part, the Conservative Party retained their proposal for 
a £1m zero-rate threshold in the manifesto, “to help millions of people 
who aspire to pass something on to their children, paid for by a simple 
flat-rate levy on all non-domiciled individuals.”126  (Updated estimates 
for the cost of this tax cut indicated that it would cost around £1.2 
billion.127 In April 2007 the full year cost had been put at £3.1 billion.) 
Neither Labour nor Liberal Democrat manifestos made any new 
proposals regarding IHT.   

In their commentary on the three parties’ tax plans, the Institute for 
Fiscal Studies noted that only a small number of estates that would 
stand to benefit from the Conservatives’ measure: 

In 2009–10, only 3% of estates or 15,000 estates were estimated 
to be liable for inheritance tax on death, and this number would 
fall further to just 2,000 under the Conservative plans, around a 
third of a per cent.128 The Conservatives’ reform would therefore 
abolish IHT for all except a very small number of very rich families 
who do not plan their affairs in a tax-efficient manner (by giving 
away all except £1 million or £2 million of their assets at least 
seven years before their death, for example).  

And those individuals who would still be paying IHT after the 
Conservatives’ reform was introduced would be paying 
considerably less: a couple whose joint estate was worth more 
than £2 million at death would attract £540,000 less tax as a 
result of this reform. Therefore, this policy would leave IHT as a 
tax that very few estates were liable to pay, and which raised little 
revenue (only £1.2 billion in 2010–11). HM Treasury estimates 
that around half of the £1.2 billion giveway from this reform 
would go to estates that would no longer be paying IHT as a 
result of this reform (i.e. those of single people worth between 
£235,000 and £1 million, and those of couples worth between 
£650,000 and £2 million), while half would go to those that were 
still liable to IHT.129 

In December 2010 the Institute of Public Policy Research published a 
report suggesting IHT should be replaced with a tax on high value gifts 
– a shift from taxing a person’s estate to its beneficiaries, similar to 
earlier proposals for a ‘donee’ charge.  The authors suggested that by 
taxing any gift worth over £150,000, and setting a progressive rate 
structure, rising to 40% on gifts over £450,000, the new tax would 
raise £1bn more than its predecessor, encourage a wider distribution of 

 
124  HC Deb 24 March 2010 c256 
125  Budget 2010, HC 451 March 2010 p120 (Table A1: item 32) 
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wealth, and remove the ability of the wealthiest to avoid tax by 
disposing of assets well before their death.130 

In November 2010 the Institute for Fiscal Studies published the 
conclusions of a review of the UK’s tax system chaired by Sir James 
Mirrlees.131  The authors argued that any reforms to the tax system 
should reflect three key principles: 

•  that the tax system should be designed as a whole, in 
conjunction with the benefits system 

• that it should seek neutrality, as taxing similar activities differently 
without very good reason distorted taxpayers’ behaviour, and so 
created inefficiency, complexity and opportunities for avoidance, 
and,  

• it should achieve progressivity as efficiently as possible. 

A final version of the review was published the next year. In its 
discussion of taxes on wealth transfers, the authors noted that “the 
political difficulty and controversy created by [inheritance tax] is out of 
all proportion to its importance as a source of revenue.”  Views about 
IHT were sharply polarised, split between those who looked at the tax 
from the perspective of the donor - who were most concerned about 
the individual’s rights to pass on their wealth when they died - and 
those who looked at it from the view of the recipient - who found it 
insupportable that the system should tax people on money they had 
earned but exempt them from paying tax on money that was usually 
received through no initiative or effort of their own.  In turn this 
controversy had resulted in “a somewhat half-hearted tax” which, as far 
as the authors knew, was “the only tax in the UK which around half the 
population seriously believes should be abolished altogether.”132 

The authors argued that some features of IHT militated against the tax 
being comprehensive, equitable or generally accepted: the very 
preferential treatment given to some types of wealth (specifically the 
reliefs for agricultural land and unquoted business assets) and some 
transfers (those between married couples and civil partners), and the 
rate of tax on any bequest above the tax-free threshold being 40% - “a 
rate twice the current basic (starting) rate of income tax.”  The effective 
operation of the tax was undermined by the ease with which it could be 
avoided by the wealthiest individuals, transferring much of their estate 
well before their death, a planning device “not open to the vast 
majority of us whose wealth is mainly tied up in the house in which we 
live, our pension, and modest assets over which it is important for us to 
retain control, especially as life expectancy and care costs increase.”133 

This suggested that it would make sense to replace IHT with an 
accessions tax, though there were problems to a donee-based tax as 
well, in particular monitoring the acquisition of wealth by ensuring that 
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recipients always informed the revenue authorities of any gifts above a 
given minimum.  There would also be practical problems in moving to 
such a tax without a clear political consensus for this type of reform: 

For a brief period, from 1975 until 1986, the UK had a gifts and 
bequests tax known as capital transfer tax, which sought to 
charge both lifetime gifts and bequests on a cumulative lifetime 
basis. It remained, however, a donor-based tax—the tax was 
charged by reference to the cumulative amount of the donor’s 
gifts and bequests rather than by reference to the cumulative 
receipts of the beneficiary. The short life of the capital transfer tax 
illustrates one of its difficulties: namely, that with no political 
consensus on how to tax gifts and bequests, individuals may 
decide to await the next change of government in anticipation of 
a more favourable regime.134 

A thorough review of the whole tax might be a way to achieve this 
consensus, and it had been a “very long time” since this had been 
carried out. As things stood, “the present half-way house simply 
provides ammunition to the abolitionists.”135 

An appendix to the report gives a detailed history of the taxation of 
wealth and inheritance in the UK, and some details of how capital in 
taxed in other countries.136 Ireland is one country whose capital 
acquisitions tax (CAT) – comprising gift tax, inheritance tax and a 
discretionary trust tax – is on a ‘donee’ basis.137 The tax was introduced 
in 1976, and the Commission on Taxation, a government-commissioned 
review of the Irish tax system completed in 2009, makes some 
interesting observations on the decision to shift to a tax on beneficiaries: 

The Capital Acquisitions Tax Act 1976 introduced a gift tax on 
taxable gifts taken on or after 28 February 1974 and an 
inheritance tax in respect of taxable inheritances taken on or after 
1 April 1975. CAT replaced estate duty which had applied 
previously. The crucial difference between these methods of 
taxing property transferring on death is that, whereas estate duty 
was charged on the estate of the deceased, CAT, in contrast, is 
focused on the beneficiaries and the benefits taken by them. The 
tax is determined for each beneficiary by his or her relationship to 
the deceased and the value of the property received on the death 
of the deceased and the amount of benefits previously received 
from people in the same relationship group.  

The replacement of estate duty by a system based on inheritance 
represented a fundamental reshaping of the approach to the 
problem of taxing wealth passing on death. It was considered that 
it resulted in a fairer system and had regard to the prior claims of 
relatives as against others who benefit on a death. It was also 
seen as promoting a wider distribution of wealth and was 
regarded as working more effectively than the former regime to 
prevent undue accumulations of wealth.138 

 
134  op.cit. p363 
135  op.cit. p364, p367 
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4. The Coalition Government’s 
approach (2010-2015) 

In May 2010 the Coalition Government published details of its policy 
priorities for the new Parliament. On taxation, this stated that the 
Government would substantially increase the personal tax allowance in 
priority over other tax cuts, including any cut in IHT: 

We will increase the personal allowance for income tax to help 
lower and middle income earners. We will announce in the first 
Budget a substantial increase in the personal allowance from April 
2011, with the benefits focused on those with lower and middle 
incomes … We will further increase the personal allowance to 
£10,000, making real terms steps each year towards meeting this 
as a longer-term policy objective. We will prioritise this over other 
tax cuts, including cuts to Inheritance Tax.139   

In his first Budget on 22 June 2010 the then Chancellor, George 
Osborne, announced that the personal allowance would rise by £1,000 
to £7,475 from April 2011, while he made no mention of IHT.140  The 
Budget report confirmed that the Government would adhere to its 
predecessor’s policy of freezing the IHT threshold until 2014/15.141 In a 
written answer given some months later Treasury Minister David Gauke 
reiterated the Government’s priorities for tax cuts: 

John Stevenson: To ask the Chancellor of the Exchequer what 
plans he has for the reform of inheritance tax. 

Mr Gauke: The Budget in June 2010 confirmed that the 
inheritance tax threshold will be frozen at £325,000 until 
2014-15. As set out in the coalition agreement, the Government 
have decided that making changes to the personal allowances for 
income tax should take priority over other tax cuts including cuts 
to inheritance tax.  

Any changes to the inheritance tax regime will then have to be 
considered with due regard to the Government's priorities of 
reducing the fiscal deficit and ensuring economic recovery. Any 
decision would be made through the usual Budget process.142 

In his first Budget the Chancellor announced that he would establish a 
new independent body to review the tax system and make 
recommendations for its simplification.143  In July Treasury Minister 
David Gauke confirmed that the Office of Tax Simplification would 
undertake two reviews in its first year, looking at the existing structure 
of tax reliefs and at small business taxation.144  The OTS published 
reports on both of these issues just before the 2011 Budget.  In its 
paper on tax reliefs the authors noted in the case of IHT many reliefs – 
such as potentially exempt transfers (‘PETs’) – were “integral to the 
operation of the tax and define what is taxed and when.”  A “more 
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appropriate approach” would be a proper review of the tax, to consider 
its scope and operation “with reference to the original and desired 
policy rationale, and thus to consider individual reliefs in context.”145 

In his 2011 Budget the Chancellor announced that the Government 
would abolish a number of tax reliefs, following the OTS’s 
recommendations.  He also announced a number of measures to 
encourage charitable donations – including a change in the tax 
treatment of bequests – though he made no mention of the case for 
reviewing IHT as a whole: 

We will introduce from April next year this major change to our 
inheritance tax system: if you leave 10% or more of your estate to 
charity, the Government will take 10% off your inheritance tax 
rate. Let us be clear. No beneficiaries will be better off as a result 
of this policy-just the charities, to the tune of £300 million. I want 
to make giving 10% of your legacy to charity the new norm in 
our country.146 

The Budget report gave a little more detail on this change – estimating 
that this would cost £25m in 2012/13m, rising to £170m by 2015/16:  

The Government will encourage giving by the wealthiest by … 
reducing the rate of inheritance tax by 10 per cent for those 
estates leaving 10 per cent or more to charity, from a rate of 40 
per cent to 36 per cent. This will reduce the cost of giving to 
charity through bequests. The relief is designed so that the benefit 
of the tax saving is reflected in the bequests received by charities 
and not in payments to other beneficiaries.147 

Though responses to the Budget focused on other measures, charities 
and financial planners welcomed this initiative.148 Following consultation 
in summer 2011,149  provision for the new relief was included in the 
Finance Act 2012.150 The Treasury revised its estimates of the cost of the 
new relief at this time: £15m in 2012/13, rising to £105m by 
2016/17.151 

In February 2013 the Institute for Fiscal Studies looked at a number of 
options for increasing taxes on the wealthiest taxpayers, including 
options for reforming IHT. The authors argued that, even for those who 
supported taxing a person’s estate at death, “there are better options 
than simply increasing the rate of reducing the nil-rate band of an 
unreformed tax”: 

 
145  Review of tax reliefs: final report, March 2011 para 2.28, 2.30.  The authors noted the 
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Increasing an unreformed inheritance tax would increase the 
incentive for people to avoid the tax, whether by transferring 
assets several years before death, ensuring that wealth is held in 
tax-exempt forms before being passed on or some more 
complicated method; the plentiful opportunities to do so 
undermine the revenue yield from the reform as well as the 
perceived (in)justice of the outcome. 

The authors went on to consider options for more substantial reform, by 
either lengthening the ‘seven year rule’, or bringing all lifetime transfers 
into the scope of the tax, while concluding that the practical difficulties 
to this “mean that such a reform should not be undertaken lightly, and 
perhaps not at all”: 

A simple option would be to lengthen the seven-year window 
before death during which lifetime transfers are taxable. For 
example, in 2007, the Liberal Democrats proposed that only 
transfers made more than 15 years before death should be 
exempt, though this was not ultimately adopted for their 2010 
general election manifesto.152 Since there are no data on wealth 
transfers occurring more than seven years before death, we 
cannot know how much this would raise.  

More radically, this could be taken further and inheritance tax 
reformed to apply at the same rate to all lifetime transfers and for 
the tax to be levied on individuals’ lifetime receipts, rather than on 
the amount an individual gives or bequeaths. For the most part, 
arguments in favour of taxing wealth transferred at death – most 
notably the ‘equality of opportunity’ argument for tempering 
differences in life chances that arise purely from fortunate or 
unfortunate circumstances of birth, i.e. how wealthy one’s family 
happens to be – apply equally to lifetime transfers. Again, there is 
no way of knowing how much this reform would raise, since 
there are no data on lifetime transfers.  

This points to a practical difficulty: it would be hard to monitor 
lifetime wealth acquisition, so the tax would have to rely on self-
reporting. International mobility would also present practical 
challenges. And since there are bound to be ways of providing for 
children in particular that cannot easily be taxed – such as the 
provision of housing, material goods and private education – one 
consequence could be to distort decisions in favour of greater 
provision of untaxed support rather than taxed wealth transfers. 
Finally, without a solid political consensus behind such a reform, 
people might decide to await the next change of government in 
anticipation of a more favourable regime. Such formidable 
practical difficulties mean that such a reform should not be 
undertaken lightly, and perhaps not at all.153 

As it transpired, there were no major announcements relating to IHT, 
either in Budget 2013, or in the Coalition Government’s successive two 
Budgets in 2014 and 2015.  

In the Autumn Statement in December 2012 Mr Osborne had proposed 
that in 2015/16 the NRB would only go up by 1%, rather than in line 
with inflation.154 However, in February 2013 the Secretary of State for 
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Health, Jeremy Hunt, announced the introduction of a cap to the 
amount individuals over state pension age would be liable to pay for 
their care costs.155 Mr Hunt stated that the cost of the Government’s 
proposals would be in the region of £1 billion a year “by the end of the 
next Parliament”, and that this would be met, first by freezing the IHT 
NRB for three years – over the period 2015/16 to 2017/18 – and 
second, “from public and private sector employer national insurance 
contributions revenue associated with the end of contracting out as part 
of the introduction of the single-tier pension.”156  

As the annual Exchequer yield of freezing the NRB was projected to be 
£170m by 2017/18, this would account for about a fifth of the total 
projected cost.157 Subsequently the Government confirmed, in the 2013 
Budget, that the NRB would remain frozen until April 2018.158 In their 
assessment of the Coalition Government’s record on tax, the IFS 
estimated that freezing the nil rate allowance until 2017/18 would 
result in the projected numbers of estates liable for tax rising  from 
2.6% of deaths in 2009/10 to 9.9% in 2018/19. Nevertheless, over the 
course of the 2010-15 Parliament, there had been “strikingly little 
discussion of what inheritance tax is intended to achieve”: 

It is notable that the coalition has presided over a gradual increase 
in inheritance tax whereas the last significant cut to inheritance 
tax was implemented by the previous Labour government … 

While inheritance tax has been increased, and the Prime Minister 
says that he wants to reduce it, there is strikingly little discussion 
of what inheritance tax is intended to achieve – in particular, why 
we should want to tax transfers of wealth on or near death but 
not throughout life. A case can be made for abolishing 
inheritance tax completely. But there is also a case for taxing 
transfers of wealth to the next generation to promote equality of 
opportunity, and the Mirrlees Review argued that a more logical 
approach than the current one – albeit with practical challenges – 
would be to tax individuals at progressive rates on the total 
amount of gifts and inheritances that they receive over their 
lifetime.  

Short of that, there are substantial reliefs, such as for agricultural 
land and unquoted business assets, that are hard to justify and 
make the tax easier to avoid. Merely adjusting the inheritance tax 
threshold fails to address the deeper problems with the structure 
of the tax.159  
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5. Recent developments 

5.1 Debate over reforming IHT (2014-15) 
In March 2014 the then Prime Minister, David Cameron, said in a 
speech that “inheritance tax should only be paid for by the rich … the 
ambition [to realise this] is still there and I would like to go further. It is 
better than it was, but it didn’t make it into the Coalition Agreement. 
It’s something we will have to address in our manifesto.”160 Mr 
Cameron did not give any more substantive details, either on this 
occasion, or when asked about this later in the year at PMQs:  

Angie Bray (Ealing Central and Acton) (Con): Does my right 
hon. Friend agree that far too many people who cannot be 
described as rich are finding themselves caught up in inheritance 
tax? Does he also agree that that is not only unfair, but not what 
the tax was originally intended for? Does he agree that we need 
to reform it as soon as possible? 

The Prime Minister: I agree with my hon. Friend. It was a step 
forward when the threshold was effectively increased by allowing 
things to be passed between husband and wife, making it 
£650,000 rather than £350,000, which I think it was before. That 
only happened because of the pressure from the Conservative 
party when we were in opposition. Taxes, as they say, are a 
matter for the Chancellor in his Budget, but we all want to see a 
system—this might have to wait some time—in which only the 
very rich pay inheritance tax, not hard-working people.161 

Mr Cameron’s comments rekindled some debate over the tax, and 
whether it should be abolished. The following month Stuart Adam and 
Carl Emmerson at the IFS wrote an article on possible reforms to IHT. 
The authors reiterated the flaws in the tax as identified by the Mirrlees 
Review, but went on to argue that as attractive as abolition might now 
seem, there was a case “for moving in a different direction”: 

IHT is not very effective at achieving wealth redistribution. Were 
the threshold raised to £1 million it would also be much less 
effective in terms of raising money. In these circumstances more 
radical change should surely be considered. 

One option would be simply to abolish the tax. That would cost 
little more than increasing the threshold to £1 million, though the 
total cost would be £5.8 billion in 2018–19 relative to current 
policy. It would simplify the tax system and get rid of an 
ineffective and unpopular tax which can be criticised in any case 
as a source of double taxation in cases where bequests are 
financed from earnings that have already been taxed. 

There is, however, also a case for moving in a different direction. 
The main justification for an inheritance tax is on grounds of 
equality of opportunity. Individuals do not control whether or not 
they are born to wealthy parents and therefore it might be seen 
as unfair that some are able to inherit much more than others. 
This argument points to taxing what each recipient gets, rather 
than what each donor passes on. It is also hard to see in principle 
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why gifts made during someone’s lifetime should be treated 
differently from bequests at death, The simplest way to avoid IHT 
is simply to pass on assets above the threshold well before death – 
easier for the very wealthy than for the merely quite wealthy 
whose main bequeathable asset is their home. 

The Mirrlees Review therefore argued that, if concern for equality 
of opportunity justifies taxing transfers to the next generation, a 
more logical approach than the current one – albeit with practical 
challenges of its own – would be to tax individuals at progressive 
rates on the total amount of gifts and inheritances that they 
receive over their lifetime. Systems broadly along these lines were 
proposed by the Conservative government in 1972 and by the 
Liberal Democrats as recently as 2006, and one has been in place 
in Ireland since 1976.162 

Writing in the Financial Times at this time, Merryn Somerset Webb 
made an interesting case for this reform – and part of her article is 
reproduced below: 

We think of inheritance tax as a wealth tax on the estate of the 
deceased and hence a nasty attack on the family houses we are all 
so obsessed with (inexplicably, given that according to the Office 
for National Statistics, almost everyone sells the family house as 
soon as they get probate). That’s the wrong way around. We 
should think of it in an entirely different way – as a (rather low) 
tax on the unearned income received by the heirs …  

Let’s dump all the IHT thresholds and allowances and turn IHT into 
an income tax. Instead of taxing the estate (the donor) let’s tax 
the recipients (the donees) such that everyone pays tax on 
anything they inherit (or is gifted in advance of a death) at their 
marginal income tax rate … 

This would be simple in that it would mean that all inheritances 
could just be put down as income on everyone’s self assessment 
forms … Taxing inheritances in this way might also mean that 
people would spread their wealth more widely via their wills … It 
would be harder to avoid … [and] getting rid of every IHT 
loophole and making it an income tax will also raise significant 
revenue … But most importantly, it would level the playing field 
slightly so that those who earn money aren’t actually paying a 
significantly higher rate of effective income tax compared to those 
who simply receive money.163 

However, the then Chancellor, Mr Osborne, did not mention the issue 
in either his Autumn Statement in December 2014, or in his last Budget 
before the General Election.  

Subsequently, in its manifesto for the 2015 General Election the 
Conservative Party stated that in government, “we will take the family 
home out of tax for all but the richest by increasing the effective 
Inheritance Tax threshold for married couples and civil partners to £1 
million, with a new transferable main residence allowance of £175,000 
per person.”164  

Some further details were given in the press – for example, in the BBC’s 
report of this announcement: 
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If the Conservatives win the general election, then from April 
2017 parents would each be offered a further £175,000 "family 
home allowance" to enable them to pass property on to children 
tax-free after their death. 

This could be added to the existing £325,000 inheritance tax 
threshold, bringing the total transferable tax-free allowance from 
both parents in a married couple or civil partnership to £1m. The 
full amount would be transferable even if one spouse had died 
before the policy came into effect, the Conservatives say, and so 
would benefit existing widows and widowers. For properties 
worth more than £2m, the new allowance would be gradually 
reduced so that those with homes worth more than £2.35m 
would not benefit at all.165  

The Institute for Fiscal Studies gave an explanation of how the 
allowance would be tapered, in their assessment of the parties’ 
manifesto proposals on tax and spending: 

This new allowance will be tapered away from those leaving more 
than £2 million, with the allowance reduced by 50p for every £1 
of estate worth more than £2 million. This means that those 
leaving more than £2.7 million will not be able to benefit from the 
new allowance. This figure is for those who have two main 
residence allowances --- one from each partner in a marriage or 
civil partnership --- which would be worth up to £350,000. Since 
this is tapered at a rate of 50%, it means the allowance is 
exhausted at £700,000 above the £2 million point at which the 
new allowance starts to be tapered away. For those with a single 
allowance, the benefits will extend to those with estates worth up 
to £2.35 million.166 

Prior to the Election the Guardian published an assessment, apparently 
by the Treasury, of the distributional impact of introducing a relief 
similar to this.167 The assessment listed a number of problems with the 
policy - specifically that it would: 
• encourage investment in owner-occupied housing rather than 

other more productive investments; 
• push up house prices;  
• discourage downsizing late in life when that might otherwise be 

appropriate; 
• lead to inequitable outcomes as some smaller estates would pay 

more IHT than larger ones simply because they had a smaller 
proportion of the estate held in property. 

Overall, the authors of this assessment concluded, “there are not strong 
economic arguments for introducing an inheritance tax exemption 
specifically related to main residences.” For their part the IFS concurred 
with this judgement, expressing some scepticism over how effective this 
would be to relieve the burden of the tax, and suggesting that a simpler 
and fairer alternative would be to increase the nil rate threshold from its 
current level (£325,000): 

Figure 2.3 shows the marginal rate of IHT faced by a widowed 
individual with a home worth at least £350,000 by the size of 

 
165  “Election 2015: Tory inheritance tax plan 'about values’'”, BBC News, 12 April 2015. 

See also, “Tories pledge to take family homes out of inheritance tax”, Guardian, 11 
April 2015 

166  Taxes and Benefits: The Parties’ Plans - IFS Briefing Note BN172, April 2015 p18 
167  “Tories’ £1m inheritance tax break aimed at wealthier households”, Guardian, 17 

March 2015.  

http://www.bbc.co.uk/news/election-2015-32271505
http://www.theguardian.com/politics/2015/apr/11/tories-pledge-to-take-family-homes-out-of-inheritance-tax
http://election2015.ifs.org.uk/uploads/publications/bns/BN172.pdf
http://www.theguardian.com/money/2015/mar/16/tories-1m-inheritance-tax-giveaway-sensitive-papers-wealthier-households
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their total estate, before and after the change (assuming their 
estate is to be bequeathed to their children and/or grandchildren 
and that the individual received a full unused allowance on the 
death of their spouse).  

 

The new effective IHT rate of 60% that kicks in at £2 million is 
due to the tapering back of the new allowance. Why the IHT rate 
should go 0%, 40%, 60% and then return to 40% is difficult to 
justify. A preferable policy – in that it would have been much 
simpler and arguably fairer and would not have created the 
distortions listed above – would have been simply to increase the 
existing threshold from £325,000.168 

Writing in the Financial Times, the paper’s political commentator Janan 
Ganesh argued that as an alternative to a higher threshold, “a more 
graduated system, with a lower starting rate but also a lower threshold, 
would make more sense”: 

Conservatives can demand a relationship between desert and 
reward or they can oppose inheritance tax. They cannot do both. 
Bequests of capital give privileged children, however gormless and 
mediocre, a crushing advantage. When Tories dress up this 
warping of life chances with Burkean pieties about a concord 
between the generations, their most impressive feat is keeping a 
straight face.169 

By contrast an editorial in the Times, during the election campaign, 
welcomed the proposal, arguing that, “those who have already suffered 
bereavement should not lose their family home”: 

When an inheritance includes a family home, the ownership of 
that home may well be considered within that family to be a legal 
nicety, with a younger generation regarding a home as no less 
“theirs” than the one before. In the south and southeast, 
particularly, even a small percentage of the value of a broadly 
unremarkable house may represent far more than a working 

 
168  IFS Briefing Note BN172, April 2015 pp18-20 
169  “Osborne’s Budget must end the perversity of the tax system”, Financial Times, 5 

July 2015. The tax barrister Jolyon Maugham also made the case for a lower rate in, 
“Everyone hates inheritance tax – so reduce it to 20%”, Guardian, 14 April 2015 

http://election2015.ifs.org.uk/uploads/publications/bns/BN172.pdf#page=19
http://www.theguardian.com/commentisfree/2015/apr/14/everyone-hates-inheritance-tax-labour-fairer-rates
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person can earn in a year, making a sale unavoidable to pay tax. 
With bereavement comes a further loss.170 

The paper’s columnist David Aaronovitch was dismissive of this 
argument, in a piece which appeared some weeks later: 

And what is all this “the family home” stuff? Is it regarded as a 
virtue … that generations should keep the same old pile? In any 
family with more than one child I imagine that expensive family 
homes are often sold pretty quickly and the proceeds shared out 
… When this kind of log-cabin Presbyterian language is deployed 
you can be sure that imagined virtue is doing work for concealed 
vice. In their joint article [for the paper, before the Budget, Mr 
Cameron & Mr Osborne] … promised that they would “take the 
family home out of inheritance tax for all but the richest”.171 

Which is a lovely formulation because, apart from Roman 
Abramovich and the Duke of Westminster, none of us are “the 
richest”. So all of us who are fairly well-heeled and part of the 
smallish minority who will benefit from this change should feel 
entitled to give and receive unentailed family homes. “Fair” taxes 
are always what people wealthier than us should pay.172 

5.2 The new main residence NRB (2015-17) 
In the Conservative Government’s first Budget on 8 July, the then 
Chancellor George Osborne announced that from April 2017 an 
additional nil-rate band (NRB) would apply on transfers on death of a 
main residence to a direct descendant, set initially at £100,000.173 In this 
context a direct descendant would be “a child (including a step-child, 
adopted child or foster child) of the deceased and their lineal 
descendants.” The new relief would be subject to a taper. For any 
estate with a net value of more than £2m, the band would be 
withdrawn by £1 for every £2 the estate exceeded this threshold. If 
someone downsized or ceased to own a home before they died, the 
additional band could still be claimed on assets of an equivalent value, if 
passed on death to direct descendants, provided they had done this on 
or after Budget day - 8 July 2015.174  

Mr Osborne also announced that the existing NRB would be frozen at 
£325,000 at least until 2020/21, while the main residence NRB would 
rise by £25,000 each year, to reach £175,000 in 2020/21. As with the 
existing NRB, any unused fraction of the main residence NRB could be 
transferred to a surviving spouse or civil partner. As a consequence, in 
circumstances where both allowances may be used in full, the effective 
inheritance tax threshold would be £1m from April 2020: 

[The] new transferable nil-rate band … will apply when a main 
residence is passed on death to direct descendants, such as a child 
or grandchild. The allowance will be up to £100,000 in 2017-18, 
up to £125,000 in 2018-19, up to £150,000 in 2019-20, and up 

 
170 “Leader: Death and taxes”, Times, 13 April 2015. See also, “Why an inheritance tax 

break on main homes is fairer for ALL families”, Daily Telegraph, 17 March 2015 
171  “Here’s how to build a homeowning Britain”, Times, 4 July 2015 
172  “Blessed are the rich, for they shall inherit more”, Times, 9 July 2015 
173  HC Deb 8 July 2015 cc330-1; Summer Budget 2015, HC264, July 2015 paras 

1.21-221 
174  For details see, HMRC, Inheritance tax: main residence nil-rate band and the existing 

nil-rate band: tax information & impact note, 8 July 2015 

http://www.publications.parliament.uk/pa/cm201516/cmhansrd/cm150708/debtext/150708-0001.htm#15070837000897
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443232/50325_Summer_Budget_15_Web_Accessible.pdf#page=53
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443232/50325_Summer_Budget_15_Web_Accessible.pdf#page=53
https://www.gov.uk/government/publications/inheritance-tax-main-residence-nil-rate-band-and-the-existing-nil-rate-band/inheritance-tax-main-residence-nil-rate-band-and-the-existing-nil-rate-band
https://www.gov.uk/government/publications/inheritance-tax-main-residence-nil-rate-band-and-the-existing-nil-rate-band/inheritance-tax-main-residence-nil-rate-band-and-the-existing-nil-rate-band
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to £175,000 in 2020-21. This is in addition to the inheritance tax 
nil-rate band, which is set at £325,000 for the estates of 
individuals. This creates an effective £500,000 inheritance tax 
threshold for estates in 2020-21. As with the current nil-rate 
band, any unused main residence nil-rate band will be transferred 
to a surviving spouse or civil partner and means the effective 
inheritance tax threshold will rise to £1 million in 2020-21. 

The new main residence nil rate band will also be 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 £175,000 in 
2020-21, are passed on death to direct descendants. For example, 
an individual might choose to downsize from a home worth 
£200,000 to a home worth £100,000. They could still benefit 
from the maximum allowance of £175,000 in 2020-21 if they 
leave the home and £75,000 of other assets to direct 
descendants. They will only be liable to inheritance tax if the total 
estate exceeds £500,000.175 

The Budget report also gave details of the projected impact of the new 
allowance on the numbers of taxpaying estates:176 

63,000 estates are forecast to have a tax liability in 2020/21, 
which is more than at any time since inheritance tax was 
introduced. The government’s reforms will reduce the number of 
estates forecast to have a tax liability in 2020-21 to 37,000, 
around the same levels as in 2014/15 …  

The chart below illustrates the number of estates liable for 
inheritance tax and cash receipts. 

 

 
175  Summer Budget 2015, HC246, July 2015 para 1.219-20; PQ2093, 16 June 2015 
176  ibid. para 1.218, 1.221 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/443232/50325_Summer_Budget_15_Web_Accessible.pdf#page=53
http://www.parliament.uk/business/publications/written-questions-answers-statements/written-question/Commons/2015-06-11/2093/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/443232/50325_Summer_Budget_15_Web_Accessible.pdf#page=53
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The annual Exchequer cost of the new main NRB is forecast to be 
£265m in 2017/18 rising to £650m by 2020/21.177  

Legislation to introduce the new main residence NRB, and to set its level 
for the period 2017/18 to 2020/21, was included in the Finance (No.2) 
Act 2015 – specifically ss9-10. These provisions were debated, and 
agreed, in Committee on 17 September 2015.178  On this occasion 
Treasury Minister David Gauke, announced a number of Government 
amendments: 

The Government have tabled six amendments to clause 9. 
Amendments 1 to 3 clarify that homes placed in some types of 
trust for the benefit of a surviving spouse during their lifetime, 
and where the home passes to a direct descendant on the 
spouse’s death, will benefit from the new main residence nil-rate 
band. Amendments 4 and 5 will ensure that the main residence 
nil-rate band will apply when an individual leaves their home to 
the current or surviving spouse or civil partner of anyone already 
defined as a direct descendant. Finally, amendment 6 is a minor 
change to the definition of a foster parent to include other similar 
terms, such as kinship carers in Scotland.179 

Speaking for the Opposition, Barbara Keeley, supported the 
amendments, but questioned the Government’s priorities, and raised 
concerns about the impact the main residence nil-rate band might have 
on the housing market: 

We welcome the clarification of who will benefit outlined in the 
Government amendment ... However, the Institute of Chartered 
Accountants has pointed out that it could be seen as 
discriminatory to allow the relief only to lineal descendants; many 
godparents, aunts and uncles are as close to, and their lives are as 
intertwined with those of, godchildren, nieces and nephews as 
are those children’s parents. That is the kind of family structure 
that we have these days … 

[This measure] has the potential to raise house prices by making 
property an even more attractive investment for the wealthiest, 
which would make it even more difficult for ordinary working 
people to get on to the property ladder. Although the 
Government have made some provisions to prevent the 
downsizing problem, industry experts have said that the changes 
could lead to more people choosing to upsize later in life, which 
would have consequences for the availability of housing stock for 
other buyers ...  

The Government’s tax cuts … will cost £24.6 billion over the 
Parliament, and they will be financed by five main sources, 
according to the Office for Budget Responsibility. Tax increases 
will raise £47.2 billion over the Parliament; we have talked about 
things such as insurance premium tax. Welfare cuts, including cuts 
to tax credit and many freezes, will raise nearly £35 billion. Other 
spending decisions will cut £8.1 billion. Cuts to departmental 
spending and to the BBC have been proposed. Various tax and 
spending decisions have indirect effects that will raise a further 
£14.2 billion ... Surely, keeping inheritance tax as it was would be 

 
177  Spring Budget 2017, HC 1025, March 2017 p30 (Table 2.2 – item be). Initially the 

estimated cost was £270m in 2017/18, rising to £940m in 2020/21 (Summer Budget 
2015, HC246, July 2015, Table 2.1 – item 3). 

178  Public Bill Committee (Finance Bill), Second sitting, 17 September 2015 cc53-63 
179  op.cit. c55 

http://www.legislation.gov.uk/ukpga/2015/33/contents/enacted/data.htm
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better than increasing the insurance premium tax and making 
hefty welfare cuts. Those are the decisions that are weighed 
against each other.180 

In response Mr Gauke said the following: 

This measure will simply return the number of estates paying IHT 
to the levels of 2014-15, which, at the end of the decade, will still 
be more than in any year between 1997 and 2010—that is any 
year of the last Labour Governments, including 2007, when the 
then Labour Chancellor stood up and announced a significant 
reform to take more estates out of inheritance tax … 

The Government have sought to focus on the passing of homes to 
the next generation in the immediate family, which ensures that 
parents know that they can pass on the family home they worked 
hard for without the worry of inheritance tax. The extension of 
that to homes left to others would carry an additional cost to the 
Exchequer, which would need to be financed by raising other 
taxes or reducing public expenditure. We sought to strike the 
appropriate balance, with a policy that allows the family home to 
pass on to the next generation, but which is also affordable. In 
terms of the impact on downsizing and the housing market, the 
OBR agreed that there will be only a small effect.181 

At the report stage of the Bill, the Opposition tabled an amendment to 
scrap the new NRB, and a new clause to require the Government to 
review the IHT regime as a whole. Rob Marris set out the Opposition’s 
case on this occasion: 

Most estates on which inheritance tax is levied cross the 
threshold, whatever it might be, either because people have 
inherited wealth themselves or because they have had a windfall 
gain from the increase in the price of the house in which they live. 
There are, of course, those who start out in disadvantaged 
backgrounds and make a lot of money in their lifetimes; 
inheritance tax would then be payable on their estates. But one 
can say with confidence that that does not apply to a great 
number …  

Without the changes that would be brought about by the Bill … it 
is forecast that 63,000 estates would have a tax liability by 
2020/21 … the proposed changes would reduce that to about 
37,000, the same level as now. In absolute terms, 37,000 
represents quite a lot of estates, but in proportionate terms it is a 
very small amount—well below 10%—and in the case of many of 
those estates, the tax is payable because of a windfall … the tax 
breaks in this Finance Bill will be about £940 million a year by 
2020-21. That does not seem a wise use of revenue when it is 
coming in from some of the most well-to-do families.182 

In response Treasury Minister David Gauke said the following: 

The additional transferable nil-rate band will simply return the 
number of estates with an inheritance tax liability to 37,000 in 
2020-21, broadly the same level as in 2014-15 … that level is still 
higher than the level in any year between 1997 and 2010. 

 
180  op.cit. cc58-59 
181  op.cit. c61. The decision to restrict the new relief for bequests to direct descendants 

was also raised in some PQs: eg, PQ9086, 11 September 2015. 
182  HC Deb 26 October 2015 cc86-7, c89. Mr Marris is referring to the estimate made 

in Summer Budget 2015 of the cost of the new relief by 2020/21; as noted above, 
this estimate was revised at the time of the Spring 2017 Budget. 

http://www.parliament.uk/business/publications/written-questions-answers-statements/written-question/Commons/2015-09-07/9086/
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Furthermore, we have ensured that the wealthiest will make a fair 
contribution to the public finances through inheritance tax. It will 
not be possible for the largest estates to benefit from the new 
allowance. It will be gradually withdrawn by £1 for every £2 that 
the estate is worth over £2 million. 

Those who support amendment 89 demonstrate that they do not 
understand those who wish to save, pay their taxes, work hard to 
own their own homes, and pass them on to their children and 
grandchildren without facing a hefty tax bill …  

The hon. Member for Wolverhampton South West … said that he 
opposed measures taken by the last Labour Government to 
introduce the transferable nil-rate band. I remind him that in the 
year in which those measures were introduced, 4.3% of estates 
paid inheritance tax. If we do not act, some 11% will pay it by 
2019-20 ... The reality is that if we do not take action, inheritance 
tax will hit more and more estates … If that is the position the 
Labour party holds, that is the position, but I think we should be 
aware of what it is.183 

In September 2015 HMRC launched a consultation on the operation of 
the main residence nil rate band in cases where someone had 
downsized or sold a family home before their death. It was anticipated 
that the main qualifying conditions would be unchanged: specifically,  

• individual dies on or after 6 April 2017 

• property disposed of must have been owned by the 
individual and it would have qualified for the RNRB had the 
individual retained it 

• less valuable property, or other assets of an equivalent 
value if the property has been disposed of, are in the 
deceased’s estate (this would also include assets which are 
deemed to be part of a person’s estate) 

• less valuable property, and any other assets of an 
equivalent value, are inherited by the individual’s direct 
descendants on that person’s death - direct descendants 
are the same as those in relation to the RNRB 

In addition, a number of other conditions would apply: 

• the downsizing or the disposal of the property occurs after 
8 July 2015 

• subject to the condition above, there would be no time 
limit on the period in which the downsizing or the disposals 
took place before death 

• there could be any number of downsizing moves between 
8 July 2015 and the date of death of the individual 

• downsizing would also include disposing of part of a 
property (including land occupied and used as a garden or 
grounds) or a share in it 

• where a property is given away, assets of an equivalent 
value to the value of the property when the gift was made 
must be left to direct descendants 

 
183  HC Deb 26 October 2015 cc123-124. In the event the Opposition’s new clause was 

put to the vote and negatived by 318 votes to 278. 
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• the value of the property would be the net value i.e. after 
deducting any mortgage or other debts charged on the 
property 

• the additional residence nil rate band (RNRB) would be 
tapered away in the same way as the RNRB if the value of 
the estate at death is above £2m 

• the additional RNRB would be applied together with the 
available RNRB but the total for the two would still be 
capped so that they would not exceed the limit of the total 
available RNRB for a particular year 

• a claim would have to be made for the additional RNRB in a 
similar way that a claim is made to transfer any 
unused RNRB to the estate of a surviving spouse or civil 
partner.184 

In its response to the Budget the Chartered Institute of Taxation had 
raised concerns about the complexities of the new relief: 

The proposals add further complexity to an already complex 
system. The government has recognised that the problem of 
downsizing must be addressed but proposes only to allow for 
downsizing that takes place on or after 8 July 2015. Other 
problem areas include the need to define a main residence 
consistently throughout the tax system, and to recognise the 
diverse patterns of the modern family when attempting to restrict 
the benefit to children and descendants. 

Withdrawing the extra residential allowance from high value 
estates, whilst understandable in policy terms, nevertheless 
imposes an effective 60% marginal ‘step rate’ of tax in those 
cases. Although the overall, true effective rate will never exceed 
40%, such distortions are the antithesis of simplicity.  

Implementing the policy in the manner proposed will inevitably 
cause problems that could have been avoided by simply raising 
the general nil-rate band.185 

Andrew Tyrie, then chair of the Treasury Select Committee, raised 
similar concerns in an open letter to the Chancellor in December; an 
extract is reproduced below:  

Tax rules should aim to be simple, fair and clear. I am concerned 
that the RNRB announcement meets none of these tests … 
Commentators have suggested a number of ways in which the 
Government could achieve its policy aims without adding a layer 
of complexity to the existing legislation ...  

A number of simpler approaches are worth considering. For 
example, an increase in the nil rate band to £500,000 could be 
made. It would be costly. A slightly smaller increase could achieve 
much of the policy objective while costing little more than the 
proposed approach and retaining the benefits of simplicity, 
fairness and clarity. The cost could perhaps be reduced by 

 
184  HMRC, Inheritance Tax on main residence nil-rate band and downsizing proposals: 

technical note, 18 September 2015. The note gives some examples of how this 
would work in practice. For more guidance see, Low Incomes Tax Reform Group, 
What reliefs and exemptions are there from inheritance tax?, September 2020. 

185  CIOT press notice, Tax Institute comments on additional Inheritance Tax allowance 
for main residence, 8 July 2015 
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reducing the £2m taper limit or increasing the taper rate for 
estates exceeding £2m.186 

The Chancellor set out the Government’s case for the new relief in his 
reply later that month: 

As you know, the Government was elected with a clear manifesto 
commitment to take the family home out of inheritance tax with a 
new transferable main residence allowance of £175,000 per 
individual. At its heart is a simple premise, which I know you 
agree with: if you have saved, paid your taxes, and worked hard 
to own your own home then you should be able to pass it on to 
your children and grandchildren. I was pleased to be able to keep 
this promise by announcing details of the policy at the earliest 
opportunity in the Summer Budget and providing certainty on the 
key elements by legislating in the Finance Act (No. 2) 2015. 

The policy is being phased in to ensure it is affordable and begins 
to take effect for deaths from April 2017, which gives individuals 
more than a year to understand the rules and make any changes 
deemed necessary to their wills. Of course, the vast majority of 
individuals will not need to make any changes at all and it will be 
very straightforward because they simply leave everything to their 
spouse, civil partner, children or grandchildren in any case.  

I agree that we should always strive for simplicity in the tax system 
where possible but I do not believe the inheritance tax system in 
the UK is any more complex than most comparable systems. You 
may be aware that several other countries, such as Germany, 
France and Italy, also provide preferential treatment for 
inheritances left to members of the immediate family. These 
countries all have a number of different bands and rates 
depending on the relationship between individuals. Germany also 
has an exemption in certain circumstances when the family home 
is left to children or stepchildren. You may also be aware that the 
Irish Government has recently announced it is increasing its 
threshold for asset transfers from a parent to a child but has kept 
its other thresholds frozen at existing levels.  

As you acknowledge, increasing the existing nil-rate band to 
£500,000 would have been unaffordable and delivering a smaller 
increase to the nil-rate band instead of the new allowance would 
have broken a promise that we made to those who have worked 
hard to pass on the family home to their children and 
grandchildren.187 

In turn Mr Tyrie wrote back to Mr Osborne in February 2016 
acknowledging that “the reform has the worthy intention of fulfilling a 
manifesto pledge” but arguing that “as currently planned, it could bring 
with it more of the unfairness which the Government is committed to 
eradicating, and of the complexity on which the Government is 
committed to bearing down.”188 

 
186  Letter from the Chair of the Treasury Select Committee to the Chancellor, 7 

December 2015. Mr Tyrie’s letter included a paper from the Treasury Committee's 
specialist adviser from the ICAEW on the complexities of the new relief. See also, 
“Senior Tory brands IHT changes a ‘mess’”, Financial Times, 7 December 2015 

187  Letter from the Chancellor to the Chair of the Treasury Select Committee, 9 
December 2015 

188  Letter from the Chair of the Treasury Select Committee, 5 February 2016 
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Nevertheless the Government confirmed its plans at the time of the 
2016 Budget: 

IHT: Downsizing and the residence nil-rate band  

As announced at Summer Budget 2015, legislation will be 
introduced in Finance Bill 2016 to ensure that the residence nil-
rate band will be available in cases where a person downsizes or 
ceases to own a home and other assets are passed on death to 
direct descendants.  

Following consultation, the draft legislation will be revised to 
clarify when a disposal has occurred, to ensure that certain 
disposals made by trustees will also be taken into account, and to 
ensure that the provisions relating to cases involving conditionally 
exempt assets work as intended. These changes will apply for 
deaths on or after 6 April 2017 where the deceased downsized or 
disposed of a property on or after 8 July 2015.189  

When this provision was debated in Committee Treasury Minister David 
Gauke set out the Government’s case for making provision for those 
who had sold or downsized their property …  

Clause 82 and schedule 15 ensure that the residence nil-rate band 
for inheritance tax will continue to be available when an individual 
downsizes or ceases to own a home. The clause builds on the 
provisions in the Finance Act 2015, which introduced a new 
residence nil-rate band ... The combined effect of this package 
will almost halve the number of estates expected to face an 
inheritance tax bill in future. The Office for Budget Responsibility 
now forecasts that 33,000 estates will be liable for inheritance tax 
in 2020-21. As a result of this package, 26,000 estates will be 
taken out of inheritance tax altogether and 18,000 will pay less. 

We recognise that people’s circumstances change as they get 
older and that they may want to downsize or may have to sell 
their property. We do not want the residence nil-rate band to act 
as a disincentive for people thinking about making such changes. 
That is why we announced in the summer Budget that anyone 
who downsizes or ceases to own a home on or after 8 July 2015 
will still be able to benefit from the new residence allowance ...  

The extra residence nil-rate band or downsizing edition will only 
be available for one former residence that the deceased lived in. 
Where more than one property might qualify, executors of an 
estate will be able to nominate which former residence should 
qualify. The approach reduces complexity and ensures flexibility in 
the system.190 

… before announcing a number of amendments to the legislation “to 
ensure that the legislation works as intended in certain situations that 
are not currently covered by the downsizing provisions”: 

The Government have tabled seven amendments to schedule 15 
to ensure that the legislation works as intended in certain 
situations that are not currently covered by the downsizing 
provisions.  

Amendment 15 caters for situations in which an individual had 
more than one interest in a former residence, to ensure that they 
are not disadvantaged compared with those who owned the 

 
189  HM Treasury, Overview of tax legislation & rates, March 2016 para 1.53 
190  Public Bill Committee (Finance Bill), Fourth Sitting, 5 July 2015 cc100-101 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/513073/OOTLAR_complete_for_publication.pdf
https://hansard.parliament.uk/commons/2016-07-05/debates/3fe61465-998a-4954-915b-ec726ca5ed8e/FinanceBill(FourthSitting)
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entire former residence outright. Amendment 16 clarifies the 
meaning of disposal in situations where an individual gave away a 
former residence but continued to live in it. Amendment 19 
ensures that where an estate is held in a trust for the benefit of a 
person during their lifetime, a disposal of that former residence by 
the trustees would also qualify for the residence nil-rate band. 

Amendments 13, 14, 17 and 18 make minor consequential 
changes to take into account the other amendments.191 

Speaking for the Opposition Rebecca Long Bailey opposed the 
introduction of the main residence nil rate band, saying, “as with so 
many measures in the Bill, the Government are prioritising the wrong 
people, with tax giveaways for the wealthy, such as this measure …. at 
a time when they were considering taking billions away from working 
people through cuts to tax credits and disability payments.” Similarly 
Roger Mullin (SNP) argued “this is the wrong initiative at the wrong 
time, and it is targeted at the wrong people.”192  

In response the Minister said the following: 

The first point I have to make in response to the criticism of the 
clause is that, of course, the Government were elected and one of 
our manifesto pledges was to take forward measures to take the 
family home out of inheritance tax. We also have to bear it in 
mind that not doing anything on inheritance tax is not a neutral 
option, because the consequence of leaving inheritance tax alone 
is that, in a period in which property prices increase, more and 
more households and estates fall within inheritance tax and 
inheritance tax receipts will go up. …  

Doing nothing will mean that a tax that I think most people in this 
country would support, on the basis that it is designed for the 
very wealthy, would apply to people who would not necessarily 
have had high incomes in their lifetimes. That creates a sense of 
unfairness.193 

Following the passage of this legislation, there has relatively little debate 
about IHT and the main residence NRB in the House,194 although the 
abolition of this relief was proposed in the 2017 election manifestoes of 
both Labour and the Liberal Democrats.195  

Subsequently in June 2019 the Government confirmed that it would 
include provision in the next Finance Bill, to exempt from IHT any 
payments received under a new compensation scheme that the German 
Government had established, for Jewish individuals who were 
transported from Germany on the Kindertransport.196 

    

 
191  op.cit. c101 
192  op.cit. c102, c103 
193  op.cit. cc103-4. In the event the Committee dividend, but agreed to these 

provisions, with the Government’s amendments, by 11 votes to 9. 
194  There has been some comment about its operation in the press: “How to make the 

most of the new IHT rules”, Financial Times, 6 May 2017 & “Inheritance tax receipts 
hit record £5.2bn”, 24 April 2018; “The achilles heel”, Taxation, 29 November 2018 

195  See, Labour Party, For the many – not the few: funding Britain’s future, May 2017 
p5, fn32; Liberal Democrats, Change Britain’s future, May 2017 p39 

196  Inheritance Tax relief on Kindertransport Compensation Payments: Written 
statement, HCWS1634, 18 June 2019. Provision to this effect was made by s75 of 
Finance Act 2020. 

http://labour.org.uk/wp-content/uploads/2017/10/Funding-Britains-Future.pdf
http://d3n8a8pro7vhmx.cloudfront.net/themes/5909d4366ad575794c000000/attachments/original/1495020157/Manifesto-Final.pdf?1495020157
https://www.parliament.uk/written-questions-answers-statements/written-statement/Commons/2019-06-18/HCWS1634
https://www.parliament.uk/written-questions-answers-statements/written-statement/Commons/2019-06-18/HCWS1634
https://www.legislation.gov.uk/ukpga/2020/14/section/75/enacted
https://www.legislation.gov.uk/ukpga/2020/14/section/75/enacted
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5.3 The OTS review (2018-19) 
in January 2018 the then Chancellor, Philip Hammond, commissioned 
the Office of Tax Simplification to carry out a review of the IHT regime. 
in his letter to the OTS Mr Hammond requested that the review should 
“focus on the technical and administrative issues within IHT, such as the 
process of submitting returns and paying any tax due, as well as 
practical issues around routine estate planning and disclosure.”197 The 
OTS published details of the scope of its review the following month: 

Scope of Review  

The review will consider how key aspects of the current IHT 
system work and whether and how they might be simplified. This 
will include a combination of administrative and technical 
questions such as:  

• The process around submitting IHT returns and paying any 
tax, including cases where it is clear from the outset that 
there will be no tax to pay;  

• The various gifts rules including the annual threshold for 
gifts, small gifts and normal expenditure out of income as 
well as their interaction with each other and the wider IHT 
framework; 

• Other administrative and practical issues around routine 
estate planning, compliance and disclosure, including 
relevant aspects of probate procedure, in particular in 
relation to situations which commonly arise; 

• Complexities arising from the reliefs and their interaction 
with the wider tax framework; 

• The scale and impact of any distortions to taxpayers’ 
decisions, investments, asset prices or the timing of 
transactions because of the IHT rules, relevant aspects of 
the taxation of trusts, or interactions with other taxes such 
as capital gains tax; and  

• The perception of the complexity of the IHT rules amongst 
taxpayers, practitioners and industry bodies.198 

In April 2018 the OTS published a call for evidence. In launching this, 
Paul Morton, OTS Tax Director, said, “while tax rates are for 
government, the role of the OTS is to challenge tax complexity and so 
help all users of the tax system, and so we hope to hear from as many 
individuals as possible. We are keen to hear both from those who have 
had some experience of dealing with IHT and those who are concerned 
about it, but who may be unfamiliar with it.”199 

In November 2018 the OTS published the first of two reports, which 
summarised the many comments and submissions the OTS had received 
and made a series of recommendations on administrative issues.200 

 
197  OTS press notice, Chancellor requests OTS review of IHT, 29 January 2018 
198  OTS, OTS Inheritance Tax Review scoping document, 15 February 2018 
199  OTS, IHT Review Call for Evidence and Survey – consultation, 27 April 2018. The 

deadline for responses was 8 June. see also, “Is it time to reform inheritance tax?” & 
“IHT: the public to have their say”, Financial Times, 27/28 April 2018 

200  OTS, Inheritance Tax Review – first report: Overview of the tax and dealing with 
administration, November 2018 

https://www.gov.uk/government/publications/chancellor-requests-ots-review-of-inheritance-tax
https://www.gov.uk/government/publications/ots-inheritance-tax-review-scoping-document
https://www.gov.uk/government/consultations/inheritance-tax-review-call-for-evidence-and-survey
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
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The report gave an overview of the tax and presented new analysis of 
the tax burden across estates. In presenting this work, the authors 
underlined that “it is important to remember that the vast majority of 
estates have a value of less than £1 million. Fewer than 3% of estates 
have a value above this.” That noted, the OTS found that the rate 
actually paid by the average estate is much lower than the 40% 
headline rate… 

 Chart A shows that the average effective tax rate (that is, the 
average rate of tax paid on the estate as a whole) increases from 
under 5% for estates with a net value1 under £1 million, up to 
20% for estates valued at £2 to £3 million. It then broadly levels 
off, peaking at just above 20% for estates valued at £6 to £7 
million, after which it falls to 10% for estates with a value of £10 
million or more. 

 
Source: Analysis of HMRC data from Inheritance Tax forms for the 2015 
to 2016 tax year which is published here for the first time2 
1  The net estate value is the total assets in the estate, including lifetime gifts given 
in the 7 years before death, minus any liabilities of the estate (for example debts) 

2 The last point on the graph shows the average tax rate paid by estates with a 
value of £10 million or more. A more detailed breakdown is not provided for 
estates over £10 million for all the graphs. This is in line with the Statistics Code of 
Practice rules on trustworthiness https://www.statisticsauthority.gov.uk/code-of-
practice/ 

The increase in average effective rate for estates up to a value of 
£3 million is due to the effect of the main residence nil rate band 
(NRB). Estates with a net value below the NRB of £325,000 do not 
pay Inheritance Tax and therefore have an average effective tax 
rate of 0%.  

Chart A shows us that the rate steadily increases for estates 
valued at more than the NRB. This is because the proportion of an 
estate covered by the NRB (or transferable NRB) decreases. For 
example, the transferable NRB of £650,000 covers 65% of a £1 
million estate but less than 35% of a £2 million estate. One might 
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expect the average effective tax rate to be closer to the headline 
rate of 40% for higher value estates but this is not the case.201 

… and that the share of an estate attracting tax relief rises with the 
value of the estate: 

Why doesn’t the average effective tax rate for estates reach 
40%?  

One of the main reasons the average effective tax rate does not 
reach 40% is the application of the spouse exemption and other 
reliefs. Many estates are left wholly or mostly to spouses or civil 
partners. These estates will be subject to little or no Inheritance 
Tax. Including these estates in the data used for these graphs 
brings down the average effective tax rate.  

Why do higher value estates have a lower average effective 
tax rate?  

The reason higher value estates have a lower average effective tax 
rate is that a greater proportion of their assets are likely to be 
covered by a relief. This is clearly shown in Chart B. On average, 
over 70% of the value of an estate worth more than £10 million 
is relieved in this way. 

 
Source: Analysis of HMRC data from Inheritance Tax forms for the 2015 
to 2016 tax year which is published here for the first time.202 

The authors went on to note that one reason for this second trend was 
the asset composition of higher value estates: 

Chart C shows the asset composition of estates of increasing 
values. This chart helps explain why, on average, the higher the 
value of the estate, the more relief it enjoys. 

 
201  Inheritance Tax Review – first report: Overview of the tax and dealing with 

administration, November 2018 pp5-6 
202  op.cit. p6 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf


51 Inheritance tax 

 
Source: Analysis of HMRC data from Inheritance Tax forms for the 2015 
to 2016 tax year which is published here for the first time 

*Other assets include farmland, insurance policies, other land and 
buildings, loans and other assets 

Lower value estates mostly consist of cash and residential property 
which do not commonly attract relief from Inheritance Tax - to the 
extent that the estate value exceeds the nil rate bands – and are 
relied upon to live and fund peoples’ everyday lives. As estates 
increase in value, they have proportionately less cash and 
residential property, and more securities and ‘other assets’.  

These categories of assets include those that commonly attract 
relief from IHT. For example, certain business assets, including 
some unlisted shares and shares traded on the Alternative 
Investment Market (AIM), qualify for business property relief (BPR) 
at 100% of the value of the asset. Shares are included in the 
‘securities’ section of Chart C. (Unfortunately, the OTS has not 
been able to obtain data showing the asset breakdown of the 
‘securities’ and ‘other’ section of Chart C according to whether 
the asset attracts relief from IHT.) The ‘other assets’ section of the 
chart includes farms, which may qualify for agricultural property 
relief (APR) from IHT.203 

The report also discussed wider perceptions about IHT as gleaned from 
its call for evidence. Many respondents argued that the tax was unfair, 
that it disadvantaged those without spouses or direct descendants, and 
that it was easily avoided by the wealthy. The authors acknowledged 
the strength of feeling expressed, although in some respects these 
concerns seem to draw on misconceptions about the burden of IHT: 

Inheritance Tax appears to be an almost uniquely unpopular tax. 
In a 2015 YouGov survey, Inheritance Tax was seen as the most 
unfair of 11 major taxes, with 59% considering it ‘unfair’ and only 
22% ‘fair’.204 The OTS gathered evidence from its survey, call for 

 
203  op.cit. pp6-7 
204  https://yougov.co.uk/news/2015/03/19/inheritance-tax-most-unfair/   
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evidence responses and in-depth discussions about the 
perceptions that people of all levels of wealth have about 
Inheritance Tax … The key themes that emerged are set out 
below.  

The rate is seen as high, despite the sizeable threshold  

The headline rate of Inheritance Tax is 40%. This is the joint 
fourth highest headline rate in the OECD.205 However the average 
effective tax rate is generally below 20%, as a result of the 
combination of the standard threshold of £325,000 and the 
various reliefs which are available.  

It’s paying tax twice  

A common question is why tax should be paid on wealth 
generated over peoples’ life time when this wealth would have 
already been subject to, for example, Income Tax. However, this 
arrangement is not exceptional. Indirect taxation, such as Value 
Added Tax (VAT), could also be considered ‘double’ taxation. An 
individual’s earnings are taxed, and then the purchasing of goods 
and services may also be subject to tax.  

It should also be borne in mind that some of the wealth on which 
Inheritance Tax may be paid is not taxed at any other time, in 
particular the increase in value of a person’s home since it was 
purchased, as no Capital Gains Tax is paid on this on sales during 
one’s life or on death. 

People without spouses or direct descendants have fewer 
options  

When someone dies, they can leave their estate to their spouse or 
civil partner (if they have one) without having to pay Inheritance 
Tax. That is not the case for someone who lives with their partner 
but has not married or entered into a civil partnership. This could 
be considered to disadvantage those who cohabit or are single. In 
addition, the current system may be considered to disadvantage 
those who, for example, leave an estate that does not include a 
main residence or who do not have children. This is because the 
newly introduced residence NRB may not be available to someone 
who has never owned a home or has no qualifying descendants. 
Any extension of relief in these areas would, of course, have an 
Exchequer cost.  

Concern about the number of people it may apply to  

There is some concern that more people are subject to Inheritance 
Tax than actually pay it. The results of the OTS’s public online 
survey show this is in part true, at least for a large minority of 
those who took part. In the OTS’s online survey, 53% of 
respondents correctly answered that less than 5% of people are 
liable to Inheritance Tax. However, 26% of survey respondents 
thought that 20% or more people paid Inheritance Tax.  

A concern that wealthy people don’t pay it  

There is a concern that Inheritance Tax is a tax that the richest can 
avoid through careful tax planning, including the use of various 
reliefs … by making lifetime gifts and through trusts.  

 
205  EY, Worldwide Estate and Inheritance Tax Guide, 2018 edition. However, it is 

impossible to look at taxes in isolation as different jurisdictions design their tax 
systems accounting for a range of differing factors and provide different reliefs and 
exemptions. Different jurisdictions will have different average effective tax rates. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf#page=75
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf#page=75
https://www.ey.com/Publication/vwLUAssets/ey-worldwide-estate-and-inheritance-tax-guide-2018/$FILE/ey-worldwide-estate-and-inheritance-tax-guide-2018.pdf
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Those that are wealthier do have more flexibility in how they use 
their assets. They do not need to retain all their wealth to fund 
their lifestyle through their retirement and their wealth is less 
likely to be concentrated in a single family home. So the wealthier 
are, in principle, able to give away more during their lifetime, 
reducing the amount of Inheritance Tax they could pay.  

The charts above do not take into account gifts made more than 
7 years before a person’s death. Such gifts are not subject to 
Inheritance Tax and HMRC does not collect data about them. 
There is little representative data on lifetime giving,206 so it is not 
possible to quantify the extent to which it may affect the size of 
estates for Inheritance Tax purposes. HMRC have externally 
commissioned research on lifetime giving, to obtain better data in 
this area. It is expected that the results of the research will be 
published in 2019.  

There is also a perception that the wealthiest give away their 
wealth and place it in trusts to avoid paying any Inheritance Tax. 
However, it is likely this does not take full account of the 2006 
changes to the Inheritance Tax regime for trusts (which now 
includes charges when assets are put into or taken out of trusts, 
and periodically throughout the trust’s existence). Some issues in 
this area feature in the government consultation on the taxation 
of trusts published on 7 November 2018.207 

As noted in this extract, HMRC commissioned research and lifetime 
giving last year, and subsequently published a report in May 2019.208 
This found that “relatively few gifters reported being influenced by IHT 
rules and exemptions”, and “among gifters, knowledge of IHT rules was 
low, and not associated with the number or value of gifts.” That said, 
“people likely to be affected by IHT were more likely to gift, and to gift 
more”: 

To further explore the possible influence of IHT rules and 
exemptions on gifting behaviour, we identified a group more 
likely to have their gifting behaviour affected by IHT: people aged 
60 or over, with a current wealth or intended inheritance value 
close to or above IHT thresholds (depending on their marital 
status). This group accounted for three per cent of the general 
population, and nine per cent of people aged 60 and over, and 
were more likely to be identified as gifters: 51 per cent compared 
to 13 per cent for the rest of the population. This group also 
gifted more: 18 per cent reported gifting more than £20,000 in 
the two years prior to the interview, compared to six per cent for 
the rest of the population. 

However, while gifters in this group were more likely to give gifts 
with a purpose of passing on assets (27 per cent compared to 11 
per cent of those not categorised as likely to be affected by IHT), 
or to report their largest gift being influenced by IHT rules and 
exemptions (29 per cent compared to six per cent), these were still 
not the primary motivations for most. However, there are 
indications that there was a small group (one per cent of the 
general population) who may be actively motivated to use gifting 
as a way to pass on assets and whose gifting behaviour may be 

 
206  Survey data to date does not show the full picture. The English Longitudinal Survey 

of Aging provides some information for those aged over 50. 
207  Inheritance Tax Review – first report: Overview of the tax and dealing with 

administration, November 2018 pp10-12 
208  HMRC, Lifetime Gifting: Reliefs, Exemptions and Behaviours - HMRC Research 

Report 535, May 2019 

https://www.gov.uk/government/publications/lifetime-gifting-reliefs-exemptions-and-behaviours-research
https://www.gov.uk/government/consultations/the-of-taxation-of-trusts-a-review
https://www.gov.uk/government/consultations/the-of-taxation-of-trusts-a-review
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
https://www.gov.uk/government/publications/lifetime-gifting-reliefs-exemptions-and-behaviours-research
https://www.gov.uk/government/publications/lifetime-gifting-reliefs-exemptions-and-behaviours-research
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more affected by IHT rules. While that is a small fraction of the 
overall population, the proportion of estates currently large 
enough to be subject to IHT is also small at four per cent.209 

Turning back to the OTS’ first report, many respondents raised specific 
concerns about the residence NRB: 

The residence NRB (which is aimed at helping people to pass on 
the family home) has been widely criticised as being very complex 
and disadvantaging those who do not have children, as well as 
those who have not owned their own home. This means that 
estates of the same size can have differences in their Inheritance 
Tax liability depending on their family relationships and the assets 
held.  

The downsizing rules protect the residence NRB available where 
an individual has downsized their home, and have been 
highlighted to the OTS as an area of particular complexity, 
including when making a will.  

Many respondents have suggested that the residence NRB should 
be removed, and instead the NRB should be increased, perhaps by 
the same amount. However, this would be very costly unless other 
changes were made because, unlike the residence NRB, the NRB is 
available to everyone. Others have suggested that the residence 
NRB is so complex it would be better simply to remove it.210 

Finally, the report made a series of recommendations to reduce the 
administrative burden of the tax – primarily, the introduction of a “fully 
integrated digital system for IHT, ideally including the ability to complete 
and submit a probate application.” The authors acknowledged that this 
would be expensive and take some time to accomplish, but argued that 
HMRC could implement a series of measures in the short term, 
including “changes to the current forms to reduce and simplify the 
administration of estates, including introducing a very short form for the 
simplest estates and updating the conditions that must be met to be 
able to complete a short IHT form.”211 

The OTS published its second report making proposals to simplify the 
design on IHT on 5 July 2019. The report made recommendations in 
four areas: the taxation of lifetime gifts; looking at who pays tax where 
lifetime gifts are taxable; simpler exemptions for lifetime gifts; and a 
review of business exemptions to ensure they are focused on the policy 
goals and are consistent across different taxes. A press notice issued 
alongside the report gave a short summary: 

Lifetime gifts 

There are several exemptions from Inheritance Tax relating to 
lifetime gifts, which haven’t changed since the 1980s. These are 
exemptions for the first £3,000 given away each year, for 
individual gifts of up to £250, gifts to someone getting married or 
entering a civil partnership and regular gifts out of a person’s 
disposable income. 

 

 
209  op.cit. pp9-10 
210  Inheritance Tax Review – first report: Overview of the tax and dealing with 

administration, November 2018 p56 
211  op.cit. p18 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
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Bill Dodwell, OTS Tax Director, said: “The taxation of lifetime gifts 
is widely misunderstood and administratively burdensome. We 
recommend replacing the multiplicity of lifetime gift exemptions 
with a single personal gift allowance, to be set at a sensible level, 
and incorporating an increased lower threshold for small gifts. The 
exemption for regular gifts should be reformed or replaced with a 
higher personal gift allowance. 

We recommend that the 7-year period be shortened to 5 years 
(significantly reducing the workload on executors), and abolishing 
the tapered rate of Inheritance Tax (which many find works in a 
counter-intuitive way). Data made public for the first time shows 
the tax paid on gifts 6 or 7 years before death is low.  

Where there is Inheritance Tax to pay on lifetime gifts, the OTS 
recommends the government explores options for simplifying and 
clarifying the rules on who is liable to pay this tax, and how the 
£325,000 threshold is allocated between different recipients.” 

Capital Gains tax, businesses and farms 

The OTS consultation highlighted complexity in the interaction 
between Inheritance Tax and Capital Gains Tax, as well as in 
relation to the reliefs available for businesses and farms. Aspects 
of the regime distort the decisions families face when passing 
assets to the next generation, where there are different tests 
applying to what is broadly the same activity. The report makes 
recommendations to address these distortions and reduce 
complexity and asks the government to consider whether the 
reliefs are targeted most effectively at the policy objectives. 

Kathryn Cearns, OBE, OTS Chairman said, “Although only a small 
number of people pay Inheritance Tax each year, a far greater 
number worry about it. The OTS’s packages of recommendations 
would go some way to achieving the goal of making the tax 
easier to understand and simpler to comply with.”212 

Annex E to the report contains newly published HMRC data, with a view 
to “inform the public about some of the costs and trade-offs inherent in 
the design of IHT.” Of this material, it is worth highlighting the relative 
importance of various major exemptions and reliefs: 

 

 
212  OTS press notice, OTS Inheritance Tax review: Simplifying the design of the tax, 5 

July 2019. see also, “Shake-up of rules on inheritance tax proposed”, Financial 
Times, 5 July 2019 

https://www.gov.uk/government/publications/ots-inheritance-tax-review-simplifying-the-design-of-the-tax
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*‘Net capital value of estate’ means the value of all estates after any debts or liabilities 

have been deducted. 

Note 2: The values are available from the IHT National Statistics: See Tables 12.2 & 12.4  

Note 3: This chart uses data for estates where details of the estates are notified to 

HMRC using Inheritance Tax returns. Such returns often do not need to be completed 

for estates where a person's assets are all left to their surviving spouse or civil partner. 

The total value of assets benefitting from the exemption for transfers to surviving 

spouses or civil partners is therefore substantially higher than shown in this chart.213 
 
In addition, the report presented figures on the pattern of lifetime gifts 
made out of estates over the last years of the donor’s life: 

Lifetime gifts: time limits and taper 

Table 2.B: Lifetime gifts to individuals by year between gift and 
death This table and Table D below show that in 2015-16, 4,860 
estates (about 20% of the total number of taxpaying estates) 
recorded lifetime gifts made less than 7 years before death with a 
total value of £870m. 54% of gifts made were within 3 years of 
death. Around 24% of gifts were made 5 or more years before 
death.   

 

 
213  OTS, Inheritance Tax Review – second report: Simplifying the design of Inheritance 

Tax, July 2019 p94 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/731610/Inheritance_Tax_National_Statistics_Commentary.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/814181/Final_Inheritance_Tax_2_report_-_web_copy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/814181/Final_Inheritance_Tax_2_report_-_web_copy.pdf
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Note 1: Number of gifts is different from number of estates. One estate may make 

multiple gifts.  

Note 2: Net value of gifts represents the value of gifts less any exemptions or reliefs on 

gifts, such as the annual exemption.  

Note 3: Only gifts on which Inheritance Tax is payable are included in the data. Gifts 

covered by the nil rate band are not included.  

Note 4: Gifts in years 7-14 relate to those where prior transfers into trusts are involved. 

A small proportion of Inheritance Tax relates to gifts made 
more than 5 years before death  

In 2015-16, only £7 million out of total Inheritance Tax of £4.38 
billion related to gifts to individuals made more than 5 years 
before death. This is less than 10% of the £71 million of 
Inheritance Tax in 2015-16 relating to all taxable lifetime gifts to 
individuals. However, it is important to recognise, for example, 
that such gifts reduce the nil rate band available to the estate, 
which in turn, increases the Inheritance Tax paid by the estate.  

Table D: Estates reporting lifetime gifts in 2015-16  

This table, which does not appear elsewhere in the report but is 
included here for completeness, shows the number of estates in 
2015-16 where a lifetime gift has been made. 

 

Note 1: Figures have been rounded, so the total does not match the sum. 

Note 2: Only gifts on which Inheritance Tax is payable are included in the data. 

Note 3: Gifts in years 7-14 relate to those where prior transfers into trusts are 

involved.214 

 
The report is not summarised here, but it is worth noting that the 
residence NRB generated a large proportion of the correspondence the 
OTS received as part of its review. The report explored a number of 
suggestions that had been made for simplifying this relief, including the 
proposal for scrapping it and increasing the NRB: 

The OTS has heard from a number of respondents who have 
suggested that it would be simpler if the residence nil rate band 
were abolished, and the nil rate band threshold increased to 
£500,000 (the current amount of the nil rate band plus residence 
nil rate band of £175,000).  

 
214  Inheritance Tax Review – second report: Simplifying the design of Inheritance Tax, 

July 2019 pp96-7 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/814181/Final_Inheritance_Tax_2_report_-_web_copy.pdf
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However, such changes would have a variety of impacts. The 
following estimates illustrate what could happen if residence nil 
rate band was removed: 

 

Scrapping the residence nil rate band and using the cost savings 
to increase the nil rate band for all estates would increase the nil 
rate band by around £51,000 to £376,000. Simply abolishing the 
residence nil rate band would lead to a 68% increase of the 
number of estates paying Inheritance Tax by 2023-24 and would 
raise approximately £5.6 billion in additional Inheritance Tax over 
the same period.  

If the residence nil rate band was abolished and the Exchequer 
savings were used to increase the nil rate band, it would be 
possible to increase the nil rate band to £376,000. By tax year 
2023-24 however, this would still mean that an estimated 5,370 
more estates would have paid Inheritance Tax than would 
otherwise be the case.  

If the residence nil rate band was abolished, and the nil rate band 
increased to £500,000, then by 2023-24 an estimated 34,400 
fewer estates would have paid Inheritance Tax than would 
otherwise be the case. However, this would cost the Exchequer 
around £7.5 billion during the same period.215 

The OTS did not any specific recommendations for reforming the NRB, 
on the grounds that “the residence nil rate band is still relatively new, 
more time is needed to evaluate its effectiveness before 
recommendations can be made on how best to simplify it.”216 

In a letter to the OTS on the report’s publication the Chancellor Philip 
Hammond said that the “the Government will consider the 
recommendations made in the report and will respond in due course,” 
adding that, “any changes to inheritance tax and the wider tax system 
are the prerogative of the Government and of Parliament.”217 

 

5.4 Budget 2021 
In his Budget statement on 3 March 2021 the Chancellor Rishi Sunak 
confirmed that the income tax personal allowance and higher rate 
threshold, the point at which taxpayers start to pay the higher rate of 
income tax, would rise in line with inflation for 2021/22 as previously 

 
215  op.cit. pp70-1 
216  op.cit. p11 
217  Letter from the Chancellor to the OTS, 4 July 2019. See also, PQ197355, 4 

December 2018, PQ264345, 18 June 2019, PQ11460, 6 February 2020. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/814661/Chancellor_letter_to_OTS_on_second_Inheritance_Tax_report.pdf
https://www.parliament.uk/written-questions-answers-statements/written-question/commons/2018-11-29/197355
https://www.parliament.uk/written-questions-answers-statements/written-question/commons/2018-11-29/197355
https://www.parliament.uk/written-questions-answers-statements/written-question/commons/2019-06-13/264345
https://questions-statements.parliament.uk/written-questions/detail/2020-02-03/11460
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announced, but that they would both be frozen from April 2022 for 
four years, up to April 2026: 

Our response to coronavirus has been fair, with the poorest 
households benefiting the most from our interventions, and our 
approach to fixing the public finances will be fair too, asking more 
of those people and businesses who can afford to contribute and 
protecting those who cannot. So this Government are not going 
to raise the rates of income tax, national insurance or VAT; 
instead, our first step is to freeze personal tax thresholds.  

We have nearly doubled the income tax personal allowance over 
the last decade, making it the most generous of any G20 country. 
We will of course deliver our promise to increase it again next year 
to £12,570, but we will then keep it at this more generous level 
until April 2026. The higher rate threshold will similarly be 
increased next year to £50,270 and will then also remain at that 
level for the same period. Nobody’s take-home pay will be less 
than it is now as a result of this policy, but I want to be clear with 
all Members that this policy does remove the incremental benefit 
created had thresholds continued to increase with inflation.218 

The Chancellor also announced a freeze of certain other thresholds and 
allowances: 

I will also maintain at their current levels until April 2026 the 
inheritance tax thresholds, the pensions lifetime allowance, the 
annual exempt amount in capital gains tax, and for two years 
from April 2022 the VAT registration threshold, which, at 
£85,000, will remain more than twice as generous as the EU and 
OECD averages.219 

Further details were provided in the Budget report, including the freeze 
for the IHT NRB and residence NRB: 

Inheritance tax nil-rate band and residence nil-rate band – 
The inheritance tax nil-rate bands will remain at existing levels 
until April 2026. The nil-rate band will continue at £325,000, the 
residence nil-rate band will continue at £175,000, and the 
residence nil-rate band taper will continue to start at £2 million. 
Qualifying estates can continue to pass on up to £500,000 and 
the qualifying estate of a surviving spouse or civil partner can 
continue to pass on up to £1 million without an inheritance tax 
liability.220 

The freeze in the income tax personal allowance and the higher rate 
threshold is forecast to raise £1.56 billion in 2022/23, rising to £8.18 
billion in 2025/26.221  

By comparison the freeze to IHT NRBs are forecast to raise £15m in 
2021/22, rising to £445m by 2025/26.222 

Further details of the freeze to IHT thresholds were given in a tax 
information note, which sets out the change to be made in the law … 

 
218  HC Deb 3 March 2021 c256. For more details see, Budget 2021: personal allowance 

& higher rate threshold, CBP9186, 2 April 2021. 
219  ibid. 
220  Budget 2021, HC 1226, March 2021 para 2.73 
221  op.cit. p42 (Table 2.1 – items 23). The upper earnings limit/upper profits limit for 

National Insurance contributions (NICs), which is aligned with the higher rate 
threshold, is also to be frozen. 

222  op.cit. p42 (Table 2.1 – item 25) 

https://hansard.parliament.uk/commons/2021-03-03/debates/C8618796-C14D-4695-8DC0-20BC6C6DDED4/FinancialStatement
https://commonslibrary.parliament.uk/research-briefings/cbp-9186/
https://commonslibrary.parliament.uk/research-briefings/cbp-9186/
https://hansard.parliament.uk/commons/2021-03-03/debates/C8618796-C14D-4695-8DC0-20BC6C6DDED4/FinancialStatement
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/966868/BUDGET_2021_-_web.pdf#page=58
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/966868/BUDGET_2021_-_web.pdf#page=48
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General description of the measure 

This measure maintains the IHT thresholds at their 2020 to 2021 
levels up to and including 2025 to 2026. This measure will 
maintain the: 

• NRB at £325,000 

• RNRB at £175,000 

• RNRB taper, starting at £2 million … 

Detailed proposal 

Operative date 

The measure will take effect in relation to the tax years 2021 to 
2022 up to and including 2025 to 2026 and will affect lifetime 
gifts made, relevant property trust charges arising and deaths 
occurring on or after 6 April 2021. 

Current law 

Section 7 of the Inheritance Tax Act 1984 (IHTA) provides for the 
rates of IHT to be as set out in the table in Schedule 1. The table 
states that the NRB is currently £325,000. Section 8 of the IHTA 
provides for the indexation of the NRB in line with CPI unless 
Parliament otherwise determines. 

Section 10 Finance (No. 2) Act 2015 provides that section 8 of 
IHTA does not apply up to and including 2020 to 2021. This 
means that the NRB is maintained at the current level of £325,000 
until the end of 2020 to 2021. Sections 8A-C of the IHTA provides 
that where an estate qualifies for the spouse or civil partner 
exemption, the unused proportion of the NRB when the first of 
the couple dies can be transferred to the estate of the surviving 
spouse or civil partner, so that the combined NRB can be up to 
£650,000. 

Section 8D(5) of the IHTA provides the amount of the RNRB 
where the interest in a home passes on death to direct 
descendants. Section 8K of the IHTA provides for the definition of 
a direct descendant. The RNRB has increased from £100,000 for 
the tax year 2017 to 2018 to £175,000 for the tax year 2020 to 
2021. Section 8D(5) of the IHTA outlines the “taper threshold” 
which reduces the amount of the RNRB by £1 for every £2 the net 
value of the estate is worth more than the £2 million taper 
threshold. 

Section 8G of the IHTA provides that where the RNRB is not fully 
used, the unused proportion of the RNRB can be transferred to 
the estate of the surviving spouse or civil partner. The combined 
RNRB can be up to £350,000. Section 8D(6) and (7) of the IHTA 
provides for the indexation of the RNRB and taper threshold set 
out in section 8D(5) unless Parliament otherwise determines. 

Proposed revisions 

Legislation will be introduced in Finance Bill 2021 to maintain the 
NRB, RNRB, and RNRB taper threshold at their 2020 to 2021 levels 
until the end of 2025 to 2026. The legislation will disapply the 
indexation provisions in sections 8 and 8D of the IHTA. 

… and the impact this is anticipated to have on individuals, households 
and families: 

More than 94% of estates are still forecast to have no IHT liability 
in each of the next five years. This measure will impact an 
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estimated total of 161,900 estates that are forecast to have an 
IHT liability over the next 5 years. This includes bringing a 
cumulative total of around 12,700 additional estates into IHT over 
this period compared to if the thresholds increased in line with 
CPI. It is expected that for those estates brought into IHT, the tax 
liability will be small in comparison to the value of the estate.  

Customer experience could be negatively impacted for those 
being brought into IHT if they are not already familiar with the 
process. To support individuals, HMRC provides 
clear guidance published on GOV.UK. This measure is not 
expected to have a material impact on family formation, stability 
or breakdown. The additional tax that some estates may have to 
pay compared to the thresholds increasing in line with the CPI will 
be small in relation to the value of the estate. Some individuals 
and families may be affected more than others, depending on 
their income and wealth levels and family circumstances.223 

The Finance (No.2) Bill 2019-21 and the explanatory notes to the Bill (Bill 
270 EN 2019-21), were published on 11 March.224 Provision to freeze 
the NRB, RNRB and the RNRB taper for the five years 2021/22 to 
2025/26 is made by clause 86 of the Bill. 

This particular measure in the Budget does not appear to have 
generated much attention either in the press or in the House, following 
the Chancellor’s statement. 

In a small change of practice, a few days after the Budget the 
Government published a number of tax-related consultations and calls 
for evidence.225 As part of this the Government announced that it would 
introduce changes to the reporting requirements for IHT, following the 
recommendations made in the OFT’s first report on the tax: 

Reducing inheritance tax reporting requirements – Following 
recommendations by the Office of Tax Simplification,226 the 
government will reduce administrative burdens for those dealing 
with inheritance tax. Reporting regulations will be simplified later 
this year so that from 1 January 2022 over 90% of non-taxpaying 
estates each year will no longer have to complete inheritance tax 
forms for deaths when probate or confirmation is required.  

In addition, the current temporary provision for those dealing with 
a trust or estate to provide an inheritance tax return without 
requiring physical signatures from all those involved will be made 
permanent. Reporting regulations will also be updated to clarify 
the requirement for estates to submit an inheritance tax account 
where the deceased was never domiciled in the UK but owned 
indirect interests in UK residential property.227 

 
223  HMRC, Inheritance Tax nil rate band and residence nil rate band thresholds from 6 

April 2021, 3 March 2021 
224  Full details of the Bill’s scrutiny are collated on its page on the Parliament site. 
225  Tax policies and consultations – Spring 2021: Written Statement HCWS873, 23 

March 2021. The intention to defer publication this way was announced the month 
before (HMT press notice, Government to publish rage of tax consultations and calls 
for evidence on 23 March, 18 February 2021) 

226  OTS, Inheritance Tax Review – first report: Overview of the tax and dealing with 
administration, November 2018 

227  HM Treasury/HMRC, Tax policies and consultations: Spring 2021, CP404, March 
2021 para 1.8 

https://www.gov.uk/paying-inheritance-tax
https://publications.parliament.uk/pa/bills/cbill/58-01/0270/200270.pdf
https://publications.parliament.uk/pa/bills/cbill/58-01/0270/en/200270en.pdf
https://publications.parliament.uk/pa/bills/cbill/58-01/0270/en/200270en.pdf
https://www.gov.uk/government/publications/inheritance-tax-nil-rate-band-and-residence-nil-rate-band-thresholds-from-6-april-2021/inheritance-tax-nil-rate-band-and-residence-nil-rate-band-thresholds-from-6-april-2021
https://www.gov.uk/government/publications/inheritance-tax-nil-rate-band-and-residence-nil-rate-band-thresholds-from-6-april-2021/inheritance-tax-nil-rate-band-and-residence-nil-rate-band-thresholds-from-6-april-2021
https://bills.parliament.uk/bills/2835
https://questions-statements.parliament.uk/written-statements/detail/2021-03-23/hcws873
https://www.gov.uk/government/news/government-to-publish-range-of-tax-consultations-and-calls-for-evidence-on-23-march
https://www.gov.uk/government/news/government-to-publish-range-of-tax-consultations-and-calls-for-evidence-on-23-march
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/758367/Final_Inheritance_Tax_Report_-_web_copy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/974025/Tax_policies_and_consultations_2021_Web_accessible.pdf
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In a letter to the OTS the Financial Secretary Jesse Norman stated that 
the Government would respond to its second paper “in due course”: 

On behalf of the Chancellor of the Exchequer, I want to thank you 
very much for your reports covering Inheritance Tax, and to 
update you on progress made in respect of your first Inheritance 
Tax report, on the tax and its administration. I recognise the high 
degree of public engagement the report has generated. It 
provides a very valuable insight into improving the administration 
of Inheritance Tax.  

In particular, the Government strongly supports key 
recommendations in the report. It has announced today that it 
will: 

• change reporting regulations so that from 1 January 2022 
over 90 per cent of non-taxpaying estates each year will no 
longer have to complete Inheritance Tax forms for deaths 
when probate or confirmation is required; and 

• make permanent the ability for those dealing with a trust 
or estate to provide an Inheritance Tax return without 
requiring physical signatures from all others involved, 
easing the administration burden in cases where an 
Inheritance Tax return is still required.  

I have asked my officials to continue work on the remaining 
recommendations: for digitisation, improving processes for 
lifetime and trust charges, guidance, and working with court 
services. Some of these are longer term in nature, and will be 
taken forward as part of the wider Tax Administration strategy.  

The Government will respond to the recommendations made in 
your second Inheritance Tax report on simplifying the design of 
inheritance tax in due course.228 

As with the freeze in IHT thresholds, there does not appear to have 
been much coverage of this announcement, although the CIOT 
welcomed the change: 

The Chartered Institute of Taxation (CIOT) has welcomed the 
announcement today that from 1 January 2022 over 90% of non-
taxpaying estates each year will no longer have to complete 
inheritance tax (IHT) forms for deaths when probate or 
confirmation is required … 

John Bunker, Chair of CIOT’s Private Client (UK) Technical 
Committee, commented: “We welcome that, as part of the 
implementation of the OTS recommendations ‘to improve the 
customer journey’ for IHT many families in the aftermath of 
bereavement will be spared the additional stress of supplying 
unnecessary detail to HMRC. 

“The change will mean that only around 15% of estates will need 
to complete some form of IHT return. The challenge for HMRC 
will be to design a process that meets that aim and is fit for 
purpose in only 9 months.”229 

 
228  OTS/HMT, Chancellor responds to the first OTS report on Inheritance Tax, 23 March 

2021 
229  CIOT press notice, Fewer families to complete Inheritance tax forms, 23 March 2021 

https://www.gov.uk/government/publications/chancellor-responds-to-the-first-ots-report-on-inheritance-tax
https://www.tax.org.uk/media-centre/press-releases/fewer-families-complete-inheritance-tax-forms
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6. Appendix: IHT statistics 
The Office for Budget Responsibility published updated estimates for the 
tax yield from all national taxes in March 2021. In 2019/20 the tax 
raised £5.1 billion; receipts are forecast to be £6.0 billion in 2021/22.230 

HM Revenue & Customs publishes estimates of the number of taxpayers 
across all national taxes. Provisional figures for the number of estates to 
be liable to pay IHT at death are 23,000 estates at death in 2019/20. 
This figure has fallen from 28,000 in 2016/17 with the phased 
introduction of the residential nil-rate band. 231 

HM Revenue & Customs publish data relating to the composition of 
estates, the use of reliefs and the tax due on estates. These figures are 
subject to some delay because a six month lag from date of death to 
when tax becomes due and subsequent time lags while the data from 
tax returns is prepared for analysis on HMRC’s databases. The most 
recent figures are for 2017/18 published in July 2020.232 

Two tables from this publication are reproduced overleaf, to show the 
total receipts from inheritance tax over the last five years, and, the 
numbers of estates notified by probate.233  

HMRC also publish a geographical breakdown of estates passing on 
death with an IHT liability, by geographical region, local administrative 
unit, and Parliamentary constituency.234 

 

 
230  OBR, Economic and fiscal outlook, CP387, March 2021 p103 (Table 3.4). 
231  HMRC, Statistics: Numbers of taxpayers and registered traders, April 2020 
232  These statistics are collated on Gov.uk. 
233  Table 12.1 & Table 12.3 from, Inheritance Tax Statistics 2017/18, July 2020 
234  Table 12.10, Table 12.11 and Table 12.12, from Inheritance Tax Statistics 2017/18, 

July 2020. See also, Inheritance Tax Statistics: Background, 2019. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/903290/IHT_Commentary.pdf
https://obr.uk/efo/economic-and-fiscal-outlook-march-2021/
https://obr.uk/docs/dlm_uploads/March2021EFOweb.pdf#page=111
https://www.gov.uk/government/statistics/numbers-of-taxpayers-and-registered-traders
https://www.gov.uk/government/collections/inheritance-tax-statistics
https://www.gov.uk/government/statistics/inheritance-tax-statistics-table-121-analysis-of-receipts
https://www.gov.uk/government/statistics/inheritance-tax-statistics-table-123-estates-notified-to-hmrc-numbers-and-tax-due
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/903290/IHT_Commentary.pdf
https://www.gov.uk/government/statistics/inheritance-tax-statistics-table-1210-estimated-amounts-of-tax-due-by-geographical-region
https://www.gov.uk/government/statistics/inheritance-tax-statistics-table-1211-estimated-numbers-of-estates-liable-to-tax-on-death-by-local-administrative-units
https://www.gov.uk/government/statistics/inheritance-tax-statistics-table-1212-estimated-numbers-of-estates-liable-to-tax-on-death-by-parliamentary-constituency
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/903290/IHT_Commentary.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/903291/IHT_Background.pdf
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