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Mistake 5 - The 7-Year Trap

There’s a saying among estate planners: “Everyone knows about the seven-year rule, but very few truly
understand it.”

It's one of those principles that sounds simple but hides a web of detail underneath.

And for Mr Harbhajan Gill of Leicester, it was that quiet misunderstanding — not greed, not neglect, just

a misplaced confidence — that cost his family £200,000 in inheritance tax.
The Gift — 2016

Mr Gill was a proud man — 78 years old, fit, and sharp-minded. A retired small business owner, he had
built his life through decades of hard work running a family convenience store with his wife. He was part
of that generation who had known struggle but believed deeply in family, responsibility, and planning

ahead.

By 2016, Mr Gill had sold the business, downsized the family home, and found himself with just over £1
million in cash and investments. His two sons, Amrit and Gurpreet, were both in their forties with young

families of their own.
He often said, “/'d rather see my boys enjoy it while I'm still around than have it tied up for HMRC.”

So in late 2016, he decided to gift £500,000 — £250,000 to each son. His reasoning was simple: the
“seven-year rule” he’'d read about in the papers meant that if he lived for seven years after making the

gift, the money would no longer count as part of his estate.

He’d always been healthy. He still played badminton twice a week, loved his morning walks, and drove

his grandchildren to school when he could. To him, seven years didn’t seem like much of a gamble.
The Spending — 2016 to 2019

What made Mr Gill's case different was that he didn’t just hand over the money and walk away. He

wanted his sons to use it — to enjoy life a little while he was still around to see it.

And they did, but not carelessly.



Amrit used his share to pay off part of his mortgage, upgrade the family home, and fund his daughters’

private school fees. Gurpreet invested some into his small business, renovated his kitchen, and took the

family on two holidays — one of them with his father.
They didn’t waste a penny. Every pound went toward family, education, or home improvements.

Mr Gill was proud. He'd sit at the dinner table, smiling as his grandchildren showed him their school

photos and talked about the trips they'd taken. “This,” he’d say, “is why | worked all those years.”
It felt like the perfect decision — the kind that gave meaning to his hard work.
The Passing — 2019

Then, in 2019, at the age of 81, Mr Gill passed away suddenly in his sleep. Peaceful, yes — but just

three years after making the gifts.

When HMRC assessed his estate, they applied the seven-year rule in full. Because he had died within
three years, the entire £500,000 he had gifted to his sons was brought back into his estate for

inheritance tax purposes.
That meant a 40% inheritance tax charge — a £200,000 bill.
The Aftermath — A Poisoned Chalice

At first, Amrit and Gurpreet were in disbelief. The money had been a genuine gift — given freely, used

responsibly, and spent years earlier. There was nothing left of it to “return” to the estate.

But tax law doesn’t care about how gifts are used or why they’re given.

It only cares about when.

Because Mr Gill had died within the seven-year window, the gifts were effectively treated as though

they’d never left his estate. The tax was due, even though the money was long gone.



The brothers had no choice but to start liquidating their own assets — selling investments, dipping into

savings, and even remortgaging properties to cover the £200,000 tax bill.

The very gift that had brought joy to the family during Mr Gill’s lifetime had now become a financial

burden after his death.

Amrit later described it as a poisoned chalice — “Dad wanted to see us happy. He wanted to help. But in

the end, what was meant to give us freedom took it away.”
Why It Happened
The issue wasn't the generosity — it was the misunderstanding.

The seven-year rule applies to what’s called a Potentially Exempt Transfer (PET) — a gift that becomes

exempt from inheritance tax only if the donor survives seven years from the date it's made.

Here’s how the relief actually works:

e 0-3years after gifting: Full 40% IHT applies.
e 3-4years: Tax reduced to 32%.

e 4-5years: Reduced to 24%.

e 5-6years: Reduced to 16%.

e 6-—7years: Reduced to 8%.

o 7+years: Fully exempt.

Because Mr Gill passed away within three years, no taper relief applied. The entire gift was taxed as if it

had never left his estate.

Worse still, the gifts had been used rather than invested — meaning there was no remaining capital that

could be reclaimed or restructured.
The Missed Opportunities

There were several ways this could have been avoided.



If Mr Gill had taken advice, he might have used a trust to make the gifts, placing the funds outside his

estate from day one (subject to the appropriate entry charges). Alternatively, he could have taken out life

insurance written in trust to cover any potential inheritance tax if he died within the seven years.

Even simple planning — such as earmarking some funds to cover potential tax or spacing out the gifts

— could have reduced the risk.

Instead, like so many others, Mr Gill relied on general knowledge and optimism. He believed that

because he’'d read about it, he understood it.
A Family’s Reflection

After the estate was settled, the Gill family looked back on the experience with mixed feelings. On one
hand, they cherished the memories those gifts had created — the holidays, the new homes, the laughter

shared with their father in his final years. On the other, they couldn’t shake the sense of irony.

The very act that was meant to make life easier had made it harder.

They hadn't lost because of bad luck or greed, but because of timing — something no one can control.
The Lesson
The seven-year rule isn’'t a guarantee — it's a gamble.

It can be incredibly effective when structured correctly and backed by the right protections. But relying
on it alone is like building a house on shifting sand. You may think you’ve secured your family’s future,

only to find that time itself has turned against you.

Inheritance tax doesn’t care about intent — only compliance. And in a world where life is unpredictable,

the smartest plans are those that protect your family regardless of what tomorrow brings.



Final Thoughts

Mr Gill's generosity wasn’t misplaced — it was simply unprotected.
He wanted to help his children, and in every meaningful way, he did. But what he couldn’t have known

was that without the right structure, even love can be taxed.

The seven-year rule remains one of the most misunderstood aspects of inheritance tax. It's not just
about survival — it's about foresight. Because if you plan with only time on your side, you're leaving too

much to chance.

Important Note

This report is for educational purposes only. It does not constitute financial or tax advice.
For personal, regulated guidance, always consult an FCA-authorised estate planner or solicitor who

specialises in inheritance tax strategy.

This story forms part of the Market Insider IHT Series — real examples designed to help families

understand the traps that even the best intentions can create.




Mistake 5 — The 7-Year
Trap

In "Mistake 5 — The 7-Year Trap," Mr. Harbhajan Gill's well-intentioned gift of
£500,000 to his sons turns into a financial burden after his sudden death just
three years later, revealing the hidden dangers of the misunderstood seven-
year rule in inheritance tax. As his family grapples with a £200,000 tax bill,
they discover that good intentions can lead to devastating consequences
when planning lacks proper protection. This poignant tale serves as a crucial
reminder that timing and structure are vital in securing a family's legacy
against the unpredictable nature of life and tax laws.



