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Why it used to be a brilliant inheritance tax strategy — and why it’s not quite that

simple anymore

For decades, equity release was seen as one of the cleverest ways to reduce

inheritance tax. You could stay in your home, unlock its value, and legally shrink your

taxable estate.
It sounded perfect. For many years, it was.

But as with every effective tax strategy in Britain, the government eventually caught

on — and changed the rules.

Let’s walk through what’s true today, what's not, and how equity release still fits into

modern inheritance planning if used the right way.
Your Home: The IHT Time Bomb

For most people, the family home is their biggest asset — and ironically, it's also the

one that causes the most tax problems.

In London and the South East, homes worth £1-2 million are no longer unusual. Even

modest properties have doubled or tripled in value since the early 2000s.

At the same time, the inheritance tax thresholds — the Nil Rate Band (£325,000) and
Residence Nil Rate Band (£175,000) — have been frozen since 2020 and won't rise
until at least 2028.

That means millions of ordinary homeowners are now dragged into the 40% IHT trap

purely because their homes appreciated in value.

So while the government likes to pretend inheritance tax only affects the “rich,’ the

truth is, it increasingly affects everyone who's worked hard and saved.
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Equity Release: How It Works

Equity release is simple in theory. You
take out a loan — usually called a
lifetime mortgage — against your

property.

You don't have to move out, and you
don't make monthly repayments. The
loan and interest are repaid when you

die or sell the property.

Here's a simple example:

¢ Your home is worth £1,000,000

¢ You take out £400,000 via equity
release

* You continue living there, spending
or investing that money however you

wish

Because it’s a loan, not income, it’s

tax-free.

And in theory, it reduces the size of
your taxable estate — because what

you owe should offset what you own.
That’s how it used to work.
The Pre-2013 Glory Days

Before 2013, equity release was an
incredibly popular [IHT reduction
strategy.
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People would take a big lifetime
mortgage against their home, withdraw
say £500,000, and invest that money into
Business Property Relief (BPR) qualifying

shares.

The beauty was in the numbers:

Item Before 2013

Home £1.000,000
Loan £500.000
BPR Investment (IHT-free) £3500,000
Taxable estate £500.000
IHT @ 40% £200.000

That strategy effectively halved the
inheritance tax bill and was completely

legal.

But — as always happens in the UK —
when something works too well, the
government eventually calls it
“aggressive tax planning” and shuts it

down.

The 2013 Rule Change: The HMRC

Clampdown

In the Finance Act 2013, the Treasury
rewrote the rules on debts and
deductibility.

The new rule was simple but devastating

for equity release planning:



Tam g ey Blhe v Y e s evighe | g suewy e vt o A e pas
e g el e w Cam e el e Ty ameet s g e et g g ow

T e 8 s g

e e rew ey

P opm el ns S, e

B N I
AR —— . p— -
P S e

e v s w sege W s e Y e pas vige ke

PO e Y adee gy T ey gt 4 e gt . s
eyt ww ewl ey A e

- st e, v  BPE o e aswt b B el Ve

R

e P e sl e wh Carged hwe a8 e




@ O O



@ O O



T e ' W B m Nred o oem Ty

* -

e e mews e

. FE O -
. e R, garwe! W ey ww st N b,
Prw e @ e cas e e @™ vy e v e b

- wter ey FwTeg Smey o R @t weveesw  afs  gEeaer ety

e o g A sl e e awm ww e igage N o Ve vy - et

e
e Baw M w of B Wy
I ome | ‘omm e g et gm . s PRy mAe P anw b om0 get e

P e e - mts v B e pmemmwn v N el @ e, e e

o)

TRt L miy cee Aarn e am gharvernyg ' s ww A cmme W ey gt

L L

.




R T R R it <
T — v~

Fone Tnghe

L@ty wmane et o - A e w—— 5 - -
R R e I e i T S

Thard of % ot o 0 i uh Bt s Ny e o e e e e
. e et @y sas e ewW et mAed & e mewte . N
P e s ey Tl -y

The gt - -

T o S e e e wws el P e e e e wma v w eegw
e - -

L I i T T . Rt
- S—

T b ettt L g el | ot VA cagpiated Nty v e e -
B A P e - e Matet vt 4 e wn Penid -

1w g e o mswh, ha Her aad w wa  ———— ———— N
e . g e e ey

T g R WP QA n e e g o avw A ww VCA apr ot w1
et whe @ e e tegme e e W g e N e At

Thin raguert  Wae o P ey e e Mt et W wren 8 St
et aPe

VNN
VNN






