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Introduction to changes to APR and BPR
In the Autumn Budget of 30 October of last year, the government announced reforms to Agricultural Property Relief (APR) and Business Property Relief (BPR). Currently, APR and BPR operate to reduce the value of eligible property by up to 100% for the purpose of IHT regardless of the value of the property. This applies to both settled property and property in an individual’s estate.
The new rules, which are proposed to come into effect on 6 April 2026, significantly reduce the scope of the reliefs:

· Individuals:
· Assets eligible for 100% relief will now face a combined cap of £1 million across APR and BPR. The change to APR has received a lot of press attention, but the cap is a combined cap for both APR and BPR.
· Any value exceeding this cap will receive a reduced rate of relief of 50%. 
· Interestingly, the £1 million cap will reset every 7 years, which places an emphasis on planning as soon as possible.
· This rule will also apply to chargeable lifetime transfers (CLTs) such as property settled into trust, with the same 7 year reset.
· Potentially Exempt Transfers (PETs) made after 6 April 2026 will be subject to the £1 million cap if the transferor dies within 7 years. Chargeable transfers of qualifying agricultural and business property made within 7 years of a failed PET may reduce the £1 million allowance applicable on death depending on the date of death
· Unlike the nil-rate band, the £1 million cap is not transferable between spouses.



	HMRC Example
· Olivia transfers qualifying private company shares valued at £2 million into a trust on 10 April 2027.
· On 11 April 2040 she transfers qualifying agricultural land valued at £1 million into trust.
· Both transfers took place after 6 April 2026 and will be subject to the £1 million combined relief cap.
· The Chargeable Lifetime Transfer (CLT) of £2 million will benefit from 100% relief up to £1 million of shares. The remaining £1 million of shares will receive relief restricted to 50%.
· For the shares, IHT will therefore be £500,000 (half of the £1 million left over) - £325,000 (nil rate band) = £175,000 x 20% = £35,000
· The transfer of qualifying land in 2040 will also benefit from relief as it is more than 7 years after the previous transfer. There will be no IHT as the value of the land does not exceed the £1 million cap.




· Trustees:
· A combined £1 million APR and BPR cap will also apply to relief from ongoing property trust charges (the 10-year anniversary charges and exit charge).
· Relief will also drop to 50% where this amount is exceeded.
· However, for trusts, the £1 million cap will reset every 10 years, rather than every 7 years for individuals – so, as HMRC points out, if the open market value of qualifying agricultural and business property remains below £1 million, the property will always be within the allowance at 10-year anniversaries – assuming that the allowance has not been used up by any exit charges, for example.
· Shares on certain markets
· Shares traded on unlisted markets recognised on HMRC’s list of designated stock exchanges and qualifying shares listed on unrecognised foreign exchanges will only qualify for a 50% relief rate.
Transitional arrangements
The consultation document sets out details of transitional arrangements for transfers made before 6 April 2026:
· Before 30 October 2024
· Potentially Exempt Transfers (PETs) and Chargeable Lifetime Transfers (CLTs) made before 30 October 2024 will not count towards the £1 million cap and will benefit from the rules in place at the time – the uncapped relief.
· Property qualifying for 100% APR or BPR which is settled into a relevant property trust before 30 October 2024 will enjoy uncapped relief on exit charges until the date of the trust’s next 10-year anniversary falling after 6 April 2026.
· The first 10-year anniversary charge after 6 April 2026 will be reduced proportionately, based on the number of complete quarters from 6 April 2026 – see example:
	HMRC Example
· A relevant property trust is comprised entirely of shares in a private company
· At the last 10-year anniversary charge on 31 March 2020, the shares were valued at £10 million
· On the next 10-year anniversary charge on 31 March 2030, the value of the shares is £11 million
· In order to calculate the notional value of the transfer
· £11 million - £1 million allowance = £10 million
· £10 million x 50% relief = £5 million
· £5 million - £325,000 nil rate band = £4,675,000
· £4,675,000 x 20% = £935,000 (this is an effective rate of 5.61%)
· Then we need to reduce this 10-year anniversary charge proportionally based on the number of complete quarters from 6 April 2026:
· There are 40 quarters in the 10-year period between 31 March 2020 and 31 March 2030
· There are 16 complete quarters left after 6 April 2026 before the end of the 10-year period
· 16 is 40% of 40
· 5.61% x 40% x £5,000,000 = £112,220
· Any subsequent distributions from the trust will be subject to the new exit charge rules.



· Transitional period: After 30 October 2024 but before 6 April 2026
PETs
· For PETs made during this period, the £1 million cap will apply to individuals who do not die before 6 April 2026. In other words, if a donor should die during the transitional period, their estate will benefit from the old rules.
· If a donor should survive until after the 6 April 2026, but not longer than 7 years, it will be a failed PET and the £1 million cap will apply.
	HMRC Example
· Max makes a gift of qualifying business property valued at £600,000 on 1 June 2025 to his son David (during the transitional period).
· Max makes another gift of qualifying business property valued at £600,000 on 1 June 2027 to his daughter Sky (outside the transitional period).
· Max dies on 1 October 2027, leaving an estate valued at £2 million, including £1 million of qualifying business property. This is outside the transitional period but within 7 years.
· The gift to David on 1 June 2025 qualifies for 100% BPR. It uses up £600,000 of the £1 million relief leaving £400,000.
· The gift to Sky on 1 June 2027 will benefit from £400,00 of relief at 100% and the rest at £50%. 
· So £600,000 - £400,000 = £200,000
· £200,00 x 50% = £100,000
· The available nil rate band for Max’s death estate will be reduced by £100,000
· The remaining qualifying business property will receive relief at the lower rate of 50%.
· Interestingly, if Max had made both gifts and died before 6 April 2026, the rate would not be capped at £1 million.



CLTs
· The £1 million cap will not apply to 20% entry charges on qualifying agricultural and business property settled between during the transitional period as long as the settlor lives for 7 years after the transfer.
· The consultation note points out that if the settlor dies on or after 6 April 2026 and within 7 years of making the transfer:
· The value of any property transferred into trust during the 7 years before death will be subject to IHT at 40% as per a failed PET
· This will count towards the £1 million APR and BPR cap
· It is not entirely clear whether the old rules or the new rules will apply if property is settled during the transitional period and the settlor dies before 6 April 2026.
Trust charges (relevant property trusts)
· The old rules will apply in respect of qualifying agricultural and business property which is settled on or after 30 October 2024 and subsequently exits the trust before 6 April 2026. The 100% relief from exit charges will not count towards the £1 million cap at the next 10-year anniversary charge.
· In calculating the first 10-year anniversary charge for qualifying agricultural and business property settled during the transitional period, the £1 million cap will only apply to complete quarters which fall after the end of the transitional period.



Anti-fragmentation rules
· Purpose: 
· To prevent individuals from splitting assets across multiple trusts to bypass the £1 million cap on BPR and APR. The concern is that by settling £1 million of qualifying property into five separate trusts, each with a £1 million cap, an individual could effectively benefit from £5 million allowance, rather than just £1 million.
· Proposed change (this is a retroactive reform effective 30 October 2024): 
· A £1 million cap will apply to the settlor, not to each trust:
· Once £1 million worth of qualifying property has been transferred into a trust (or multiple trusts), any additional property transferred by the same settlor to other trusts will only qualify for 50% relief.
· So, if £1 million of qualifying agricultural or business property should be added to a trust on or after 30 October 2024, and then qualifying agricultural or business property is subsequently added to another trust, the 100% rate of relief will be available in respect of the first trust only, up to the £1 million. The amount added to subsequent trusts will only benefit from a 50% relief rate.
· HMRC notes that the allocation of the £1 million cap to a trust is fixed at the outset. If a portion of the £1 million is unused because there is a distribution of qualifying property from the trust, the unused allowance will not be transferable between trusts.
· Trusts which happened to already exist on 29 October 2024 will continue to the enjoy uncapped relief, even if the settlor transfers further qualifying property to more than one of these trusts.
· Related property rule
· Related property rules already apply to lifetime transfers and transfers on death – these are the rules which value “fragmented” property as if it were unfragmented as fragmented property is often less valuable.
· Here, it is proposed to extend these valuation rules to qualifying agricultural and business property settled by the same settlor across multiple trusts.
Special trusts
· Special trusts (temporary charitable trusts, employee benefit trusts, and 18-25 trusts for bereaved young people) will not be subject to the usual 10-year anniversary charges, but they will be subject to the £1 million allowance for exit charges.
· Unlike relevant property trusts, their £1 million allowance won’t refresh every 10 years, except for 18-25 trusts, where the allowance refreshes for each beneficiary when they take their share.
· 18-25 trusts: Each young beneficiary will have their own £1 million allowance to cover the Inheritance Tax exit charge when they inherit their share.
· QIIP Trusts (Qualifying Interest in Possession Trusts):
· For IHT, someone who has a qualifying interest is treated as owning the underlying trust asset.
· The £1 million cap will apply to qualifying agricultural or business property held in a QIIP trust where the beneficiary dies on or after 6 April 2026.
· If there is a lifetime transfer of qualifying property from the trust on or after 30 October 2024, and the person with the interest dies on or after 6 April 2026, the £1m cap will apply – again creating the counterintuitive situation where there is potentially less IHT when the person dies sooner
· The £1 million cap will be apportioned between the qualifying property in which they had an interest and other such property in their estate at death.
	HMRC Example
· Joseph dies on 1 May 2027, leaving an estate valued at £2 million, including £700,000 of qualifying agricultural land.
· He also had an interest in a QIIP trust, valued at £1 million and including £800,000 of qualifying agricultural land.
· The combined value of qualifying agricultural land is £700,000 + £800,000 = £1,500,000.
· On Joseph’s death, the £1 million allowance will be split proportionally between them.
· About 47% of the total value of the agricultural land is personal land and about 53% of the total value of the agricultural land is trust land.
· Therefore, about 47% of the £1 million cap will go towards the personal land and the rest towards the trust land.
· So £700,000 (personal land) - £466,667 (47% of £1m relief) = £233,333
· 50% relief applied to £233,333 = £116,667
· £800,000 (trust land) - £533,333 (53% of £1m relief) = £266,667
· 50% relief applied to £266,667 = £133,333



The consultation
The consultation ran between 27 February 2025 and 23 April 2025.
The next stage will be to draft legislation to implement the proposed changes.
· Thoughts on proposals
· APR is the subject of considerable media attention. It does seem somewhat doubtful that the pressure placed by the NFU and others will convince the government to abandon the changes. A potential concession already made is that HMRC have proposed to provide the option to pay IHT by equal annual instalments over 10 years, interest free for all property eligible for APR and BPR.
· Even if APR is modified, it seems less likely that the BPR proposals will also be modified.
· These rules will require individuals to consider things which have until now been unnecessary to consider, given that the relief was 100% – for example the valuation of assets which can be a difficult issue and create disputes.
· It goes without saying that these proposals will place significant burdens on farms and businesses who may need to consider whether funds should be saved to satisfy potential future IHT liabilities, rather than having to be sold off, although the interest free instalments proposal seems to be targeted at that – this may well be more helpful for business property holders than agricultural property holders.
· Attention needs to be paid to the retroactive application of the rules to the transitional period.
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