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How to freeze your inheritance tax bill and keep control of your money

There's a certain elegance to this strategy — it's simple, legal, and remarkably
effective.

If you've ever thought, “I don't want to give my money away, but | don’t want it taxed
at 40% either,” then this is the solution you've been looking for.

It's called a Loan Trust, and it's one of the most useful tools for freezing your
inheritance tax (IHT) liability while keeping access to your capital.

The Concept in a Nutshell
Here's how it works:

1 You set up a trust — typically a discretionary or flexible one — with your chosen
trustees (often family members and a professional).

] You then lend the trust a lump sum, say £500,000.

] The trustees invest the money in a suitable portfolio on behalf of the beneficiaries
(usually your children or grandchildren).

4 Over time, those investments grow in value.

Now, here's the key:
The original loan amount remains part of your estate, but any growth belongs to the
trust — and therefore sits outside your estate for inheritance tax purposes.

In other words, you've frozen the taxable value of your estate from the day the trust
begins.

If your portfolio grows by £200,000, £400,000, or £1 milion — that growth escapes
IHT completely.

The Beauty of a Loan Trust

Unlike gifting, where you give money away and lose access forever, a loan trust
keeps you in control.
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The money you've lent is repayable on
demand. You can take back capital at
any time — in lump sums or regular
withdrawals — usually by asking the
trustees to sell part of the investment
portfolio and repay part of your loan.

So, you still have liquidity, while your
family enjoys the long-term IHT benefits.

That's what makes this strategy so
clever.

It's the balance between control and
efficiency — something most inheritance
tax plans struggle to achieve.

An Example in Practice
Let's say you lend £500,000 to a trust.

The trustees invest the funds in a
balanced growth portfolio, aiming for a
6-10% annual return (for illustration only).

After 10 years, the portfolio is worth £1
million.

Your original £500,000 is still part of
your estate (the outstanding loan).

The £500,000 growth now sits
outside your estate — saving your heirs
£200,000 in inheritance tax at the
current 40% rate.
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And you can still choose to draw back
some of the capital if you ever need it.

That's the magic of the loan trust — it
works quietly in the background,
compounding its benefit year after
year.

Why It's So Effective

The reason this works so well is that
inheritance tax applies to the value of
your estate when you die.

By locking that value in today — and
letting the growth happen elsewhere
— you've effectively stopped the tax
bill from inflating.

So if you live another 10 or 15 years,
and your assets double in value, your
IHT bill doesn’t double with it.

You've drawn a line in the sand.

And because the trust owns the
growth, HMRC can’t touch it.

A Common Misunderstanding

Some people think the loan itself
escapes tax — it doesn’t. The amount
you lend remains in your estate until
it's repaid.


















