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For all the talk of trusts, pensions, and business relief, there’s one inheritance strategy

that’s often overlooked — maybe because it sounds too simple.
Life insurance.

Yes, the same tool we associate with family protection and mortgage cover can also
be used to wipe out your inheritance tax bill completely — if it’s structured the right

way.

The Problem Life Insurance Solves

Let’s start with the obvious.

If your estate is worth £2 million, your inheritance tax liability could easily be
£400,000 or more.

That means, when you die, your loved ones will need to find hundreds of thousands of

pounds just to get access to the wealth you've left behind.

And that’s not a theoretical problem. It’s a real one. Families all over the UK are being
forced to:
e Sell their parents’ homes,

e Liquidate investments at the wrong time, or
¢ Borrow against the estate just to pay HMRC.

The government doesn’t wait for probate. The tax bill is due within six months of
death.

Life insurance is one of the only ways to make sure the money to pay that bill is

available instantly — without touching your other assets.
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How It Works

The concept is beautifully simple:

_ You take out a life insurance policy
for the amount roughly equal to your
expected IHT bill — say £400,000.

| You make sure the policy is written
in trust.

] When you die, the insurer pays the
money directly to your beneficiaries
or trustees.

] That payout is not part of your
estate, so there's no inheritance tax
onit.

1 Your family uses that money to pay
HMRC.

And just like that, your estate stays
intact. No forced sales. No panic. No

delays.

It's simple, fast, and — when done

right — incredibly effective.

Why It Has to Be
in a Trust

This is the part that most people get

wrong.
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If your life insurance policy isn’t written
in trust, the payout goes straight into
your estate — which means it increases
the inheritance tax bill instead of

reducing it.

That’s the irony. A poorly structured
policy can make the problem worse.

When written in trust, the payout goes
directly to your beneficiaries and
bypasses your estate entirely.

And the type of trust you use depends on
your situation:
¢ Bare Trusts for simple, direct payouts.
¢ Discretionary Trusts for more flexibility
(e.g. multiple beneficiaries).
e Split Trusts if you want to keep some
access or benefits during your lifetime.

It's not difficult to set up — but it has to
be done correctly, and preferably

reviewed every few years.
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