
The family home 
Inheritance tax planning using the family home 

Ever since increases in residential property values began to outstrip the inheritance tax (IHT) 

nil rate band (currently £325,000 per person) finding ways to mitigate the IHT attributable to 

the family home has challenged individuals and professionals alike. The residence nil rate 

band will exempt a further £175,000 of an estate from IHT when fully in force in 2020/21 if the 

testator has owned a home at any point and leaves it, or assets representing it if it has been 

disposed of, to "lineal descendants" (broadly children and grandchildren and their spouses 

and civil partners). However, a substantial IHT liability remains for many people and the RNRB 

is not available if a single person’s assets exceed £2.35 milllion or a couple’s assets exceed 

£2.7 million. 

Although this leaflet outlines a number of ways to reduce the IHT that may be payable on the family 

home it is important that tax is not the only consideration. In particular, security of occupation for the 

donor must remain the priority. So what options might sensibly be considered? 

Gift with ongoing occupation subject to full market rent 

It is not possible to make a gift of the family home and remain in occupation as before and successfully 

remove the value of the property from your estate for IHT purposes. Anti-avoidance provisions such as 

the "gift with reservation of benefit" (GROB) rules and the "pre-owned asset tax" (POAT) rules prevent 

this.  

But if a full market rent is paid for the donor’s continuing occupation, however long it lasts, neither the 

GROB nor the POAT provisions apply. If a gift is made and the donor survives that gift for 7 years the 

value of the family home will be outside their estate for IHT purposes. 

There are though additional considerations such as the fact that the new owners (usually a trust or the 

donor’s children) will need to pay income tax on the rent they receive. Also when the property is 

eventually sold capital gains tax (CGT) may be payable on any increase in value attributable to the new 

owners.  

Gift of part with ongoing occupation 

If a gift of the whole property, and payment of a full market rental, is undesirable or unaffordable then it 

is worth considering giving away a small proportion of the property (say 10%) to an adult child or 

children or to a trust for their benefit. In these circumstances, only a proportion of the full market rent, 

equivalent to the share given away, will be payable. The gift will be free from IHT after 7 years and, 

because the property is jointly owned, the share retained by the donor will benefit from a 10-15% 

discount in its value. Please see our Inheritance tax planning and property fragmentation Information 

Sheet for further details. 

Gift to donee in joint occupation 

Neither the GROB nor the POAT rules apply where part of the family home is gifted to a recipient who is 

in joint occupation with the owner. The donor must however keep some of the property (exactly how 

much will depend on their individual circumstances). 



If a daughter lives with her mother and her mother makes a gift of an interest in the property to her 

daughter the mother would not need to pay a market rent for her continued occupation. Subject to 

surviving 7 years the value of the interest given away will not be subject to IHT on the mother’s death. 

The only caveat is that the mother must not derive a benefit from the proportion given away. Provided 

the daughter does not pay more than her share of the outgoings this problem should not arise. 

Equity Release 

Instead of making a gift of the property itself an alternative is using the property as a means of raising 

cash with which to fund outright or structured gifts. 

This alternative requires careful analysis of the cost v benefit comparisons. Interest continues to accrue 

on the debt whilst it remains outstanding. The success of the arrangement depends upon surviving the 

gift by the requisite 7 year period and there is an obvious danger in the event that death occurs within 

the 7 year period resulting in no IHT saving but producing a charge to compound interest. In 

circumstances of failing health the cash raised against the property might be invested in assets which 

after being held for just 2 years qualify as business assets exempt from IHT. 

Downsizing should be explored as an obvious alternative. 

Gift of cash followed by purchase of property 

The GROB rules do not contain any "tracing provisions" in relation to gifts of cash. Theoretically, 

therefore, if a father makes a gift of cash to his daughter and his daughter then subsequently uses that 

cash to purchase a property which the father occupies, then, provided that subsequent purchase did not 

immediately follow the cash gift, the GROB rules are not applied. However in our opinion this is a 

strategy likely to attract the attention of H M Revenue and Customs (HMRC). 

In addition the POAT rules are likely to be breached in that same set of circumstances unless more 

than 7 years elapses between the gift of cash and the subsequent occupation of the property. Falling 

foul of the POAT rules would mean that an income tax charge would be levied on the value of the 

benefit of occupying the property, unless a full market rent is paid for that occupation. 

Lease carve out 

In certain cases it might be appropriate to buy a "lease for life" for a capital sum as opposed to paying 

an ongoing market rent. A potential problem with the payment of rent is that if the rent being paid falls 

below the full market rate at any time then the GROB rules would be triggered. This would lead to the 

value of the property once again forming part of the donor’s estate for IHT purposes. Even if the donor 

were then to increase their rent back up to a full market rate they would need to re-start their 7 years 

survival clock. 

The premium to be paid for the lease for life would need to be independently negotiated and is based 

on life expectancy. The recipient of the lease premium (presumably the donor’s children or a trust) 

would incur an income tax charge on a proportion of the premium received. In addition, there is likely to 

be a charge to Stamp Duty Land Tax (SDLT) on the lease premium. 
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