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Residence Nil-Rate Band 
 
Our March 2016 Newsletter provided some information about the Residence Nil-Rate 
Band (RNRB). This has now come into force with effect from 6 April 2017 and, as with 
these things, the final legislation is more limited and more complex than originally  
anticipated. 
 
Therefore, we thought the timing was right to provide an update and this month’s  
newsletter focuses on explaining the RNRB. 
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The Basics 
 
The estate of an individual who dies on or after 6 
April 2017 may qualify for an increased tax-free 
amount, the residence nil-rate band (RNRB), if 
their estate includes an interest in a home which 
is being left to their direct descendants. 
 
This is in addition to the existing nil rate band 
(NRB) of £325,000 for inheritance tax (IHT). We 
have already been told that the NRB will be  
frozen at this amount until 2021. IHT is taxed at a 
rate of 40%, however tax will only be payable on 
the value of the estate which exceeds the overall 
tax free amount (the RNRB and NRB).  
 
We have written this newsletter to address some 
basic questions regarding the RNRB with  
illustrations and we provide some tips for potential 
estate planning in light of these changes. 
 
How much is the RNRB? 
 
The RNRB will be phased in over the next 4 tax 
years and the maximum amounts for the RNRB 
are as follows: 
 
£100,000 for 2017/18 
£125,000 for 2018/19 
£150,000 for 2019/20 
£175,000 for 2020/21 
 
From 2020/21, the RNRB will increase in line with 
the Consumer Prices Index (CPI). The RNRB for 
an estate will be the lower of the maximum 
amount of the band (as above) OR the net value 
of the interest in residential property (after  
deducting any liabilities such as an outstanding 
mortgage). 
 
This means that in 2021 a maximum tax free 
amount of £500,000 per individual will be  
achievable (£325,000 NRB + £175,000 RNRB) 

Will my estate qualify for the RNRB? 
 
The conditions for the RNRB to apply to our  
estate are that, when we die, we must have an 
interest in a residential property which: 
 
1. is part of our estate; 
2. has been our residence; and 
3. is ‘closely inherited’ (i.e. left to one or more 

direct descendants). 
 
For the purposes of the RNRB, ‘direct  
descendants’ includes stepchildren, adopted 
children and foster children. In addition, the 
spouse, civil partner, widow or widower of a  
direct descendant may also qualify. 
 
The RNRB applies whether the property is  
inherited under the deceased’s Will, on intestacy 
or the property passes to a co-owner by  
survivorship. 
 
Does it apply to estates of all sizes? 
 
If the net value of the estate (after deducting  
liabilities but before tax reliefs and exemptions) 
is above £2m, the RNRB is tapered away by £1 
for every £2 by which the net value exceeds that 
amount. Therefore, in practice this means that 
estates equal to or exceeding the below net  
values will not benefit from the RNRB: 
 
£2,200,000 for 2017/18; 
£2,250,000 for 2018/19; 
£2,300,000 for 2019/20; and 
£2,350,000 for 2020/21. 
 
(See Example Three) 



What if I leave my estate to my spouse or civil 
partner? 
 
Many people leave their estates to their spouses 
and therefore, their entire estates will benefit from 
the spouse exemption and no IHT will be payable 
until second death. 
 
However, as with the NRB, the RNRB will not be 
lost. Should the full RNRB or even a percentage 
of it have been unused, then it will be possible to 
transfer the RNRB so that it can be applied to the 
estate of the surviving spouse on his/her death. 
However, tapering provisions do apply to the  
estate of the first spouse to die, if its value  
exceeds the thresholds stated above. 
 
An unmarried couple will each benefit from the 
RNRB if they qualify but will not be able to  
transfer its benefit between themselves. 
 
(See Example Two) 
 
What if I sell my property before I die? 
 
The RNRB provisions include a downsizing relief 
which can be claimed where the deceased  
downsized to a less valuable residence or ceased 
to own a residence on or after 8 July 2015 as long 
as the smaller residence or assets of equivalent 
value are left to direct descendants. 
 
(See Example Four) 

Examples 
 
Example 1: Applying the RNRB and NRB 
 
Mr Orange dies in the tax year 2019/20 and 
leaves a home worth £300,000 and other assets 
worth £170,000 to his children. The maximum 
available RNRB is £150,000. The RNRB  
available for the estate is £150,000 (the lower of 
£300,000 (the value of the house) and 
£150,000) 
 
Net estate                                    £470,000 
Less RNRB                                 (£150,000) 
 
                                                     £320,000 
Less NRB                                   (£325,000) 
 
Chargeable estate for IHT            £0 
 
As £5,000 of Mr Orange’s NRB is unused, this 
can be transferred to Mr Orange’s surviving 
spouse or civil partner. 
 
Example 2: Transfer of any Unused RNRB 
 
Mr Blue died in 2012 and left his whole estate to 
his wife. This was before the introduction of the 
RNRB and as such it could not have been used. 
Therefore, 100% of the RNRB is available to 
transfer to Mrs Blue’s estate. 
 
Mrs Blue dies on 20 August 2020 and leaves all 
her estate, including a home worth £400,000 to 
her daughter and her two stepsons. 
 
The maximum available RNRB in 2020/21 is 
£175,000. Her executors make a claim to  
transfer Mr Blue’s unused RNRB (100% x 
£175,000). There will therefore be a total RNRB 
of £350,000 available for Mrs Blue’s estate. The 
estate will also benefit from the NRB from  
Mrs Blue’s estate (£325,000) and the  
transferable nil rate band from Mr Blue’s estate 
(£325,000) – a total of £1m. 
 



Example 3: Tapering away the RNRB 
 
Mr Green dies in September 2018 leaving a net  
estate valued at £2,100,000 to his daughter. This  
includes a home worth £500,000. The maximum  
RNRB in the tax year 2018/19 is £125,000. The  
estate exceeds the taper threshold (£2 million) by  
£100,000. The RNRB is tapered away by £1 for  
every £2 by which the estate exceeds the thresh 
old, so the RNRB is reduced by £50,000. This  
means that the RNRB available for Mr Green’s  
estate will be £75,000. 
 
Example 4: Selling the Home 
 
Mrs Purple moves into a care home in July 2018  
and her home is sold for £195,000. The maxi 
mum available RNRB in that tax year is £125,000.  
Mrs Purple then dies in October 2020 with a net  
estate worth £900,000. 
 
Step one - Divide £195,000 (the property value)  
by £125,000 (the RNRB at date of disposal) to  
Give a percentage of 156%. However, the  
minimum percentage is limited to 100%. 
 
Step two - The ‘lost’ RNRB is worked out by ap 
plying the percentage at step one to the RNRB  
available at the date of death. When Mrs Purple  
dies, the maximum RNRB is £175,000. Therefore,  
the ‘lost’ RNRB or downsizing addition available  
for Mrs Purple’s estate will be £175,000 (100% of  
£175,000) so her estate benefits just as if she had  
still owned the property.  
 
Will Planning 
 
The introduction of the RNRB should be a trigger 
to review the provisions of our Wills to ensure that  
they do not inhibit our ability to qualify for the  
maximum RNRB.  
 
 

Lifetime Planning 
 
We should be aware that the value of a gift does 
not leave our estate for inheritance tax purposes 
until 7 years have passed. However, an asset 
which has been given away during our lifetime 
does not count as part of the estate for  
calculating the £2m taper threshold. So, a large 
lifetime gift may be worth considering in order to 
reduce our estate beneath that threshold. 
 
1. Comprehensive advice should be taken  

before any such gift is made. 
 
2. Debts secured on a property reduce its value 

for the purposes of the RNRB. Therefore, it 
may be worth considering a restructure of our 
financing to move a charge to other assets 
where possible. 

 
3. If we are likely to be relying on the downsizing 

rules, then it is very important to keep careful 
records on the sale of our property so that the 
“lost” RNRB may be ascertained at the  
relevant time. 

 
Conclusion 
 
It is fair to say that the scope of the RNRB is 
more limited than had originally been anticipated 
and the conditions that must be satisfied in order 
for it to apply are complex.  
 
However, if you believe your estate may qualify 
for the RNRB or, more particularly, if it just  
exceeds or is likely to exceed the threshold of 
£2m, then it would be wise to consult your  
solicitor or, if you do not have one, speak to us 
and we can introduce you to one of our contacts. 



Market Value at the 
start of 2017 

Current 
situation   Comments 

Interest Rates 
(BOE base 
rate) 

0.25% 0.25% at 
31.05.17 The Bank of England Base Rate remains at 0.25%. 

House Prices 
(Nationwide) 

House prices 
increased by 
4.5% in 2016 

The annual 
change in 

house prices 
is 2.1% at 
31.05.17 

House prices show third consecutive monthly decline 
for the first time since 2009. Annual house price growth 
dips to 2.1%, providing further evidence that housing 
market is losing momentum. 

UK Share 
Prices 
(FTSE 100) 

7142.83 
7,519.95 

at the close on 
31.05.17 

 
The FTSE 100 rose in value by 4.39% in May.  
 

If you have received this email in error, please contact us on the email below with your correct details or  
removal request info@breedelliott.co.uk 
 
The information contained in and transmitted with this email is confidential and/or privileged and intended only for the 
person to whom it is addressed. Any unauthorised use, retransmission, dissemination or action undertaken based on 
this information by persons, or entities other than the intended recipient, is strictly prohibited. 
 
The information contained in this newsletter is for information purposes only and does not constitute advice, if you 
don't understand any of its contents we recommend you seek Independent Financial Advice. 


