
 

Personal Taxation      

 

Learning Outcome 1.4      
 

By the end of this learning outcome you will be able to demonstrate an 

understanding of the UK tax system as relevant to the needs and circumstances 

of individuals and trusts including Inheritance Tax liability, transfers, nil rate band, 

rates, reliefs and exemptions, assets held in trusts, and transfers to and from 

trusts. 
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1.4.1 Introduction 

 
Inheritance Tax (IHT) is a tax due on a person’s estate.  An estate is made up of: 
 

 
 
The estate also includes any additions to the individual’s wealth brought about by 
death, such as payment from the proceeds of a life policy not written under trust. 
 
Deductions can be made for: 
 
Allowable deductions from the estate: 
 
 Reasonable funeral costs 
 Loans repayable on death 
 Payments due on death e.g. income tax 
 Excluded property e.g. Gilts, Unit Trusts or OEICs where the owner is non-UK domiciled 
 Any Income Tax or CGT owed 
 Where the estate consisted of shares or authorised unit trusts that were sold within a year of death 

at a lower amount than at the time of death then IHT is recalculated using the lower value 
 A similar principle is adopted for land sold at a lower figure to unconnected persons up to four 

years later. 

 
 
Whilst IHT is usually paid when somebody dies, it can also be payable during a 
person’s lifetime, either when they make a gift into trust, or into a family owned 
company.  These gifts are known as Chargeable Lifetime Transfers (CLTs). 
 
When someone dies and leaves you money, you usually won’t have to pay any IHT 
as this should have been paid before you get your inheritance. 
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1.4.2 When IHT is charged? 

 
IHT is charged on gifts made during a person’s lifetime and on death, where 
transfers are in excess of the nil rate band.   
 
The current nil rate band is £325,000.  It will stay at this level until 2021/22 when it 
will start to increase annually in line with the Consumer Price Index (CPI). 
 
 
IHT is charged at the following rates: 

 
 
 
 
 
 
 
 
 
 

Note: the 40% rate is reduced to 36% where at least 10% of the deceased 
person’s net estate (after deducting IHT exemptions, reliefs and the nil rate 
band) is left to charity.  

 
 
 

1.4.3 Individuals liable to IHT 

 
IHT applies to the following: 
 

 Those domiciled, or deemed domiciled, in the UK are liable to IHT on all their 
worldwide assets 

 Deemed domicile means those who have lived in the UK for 17 out of the last 20 
years (this will change to 15 out of the last 20 years from 6 April 2017, subject to 
the revised finance bill which is expected in Autumn 2017). 

 Non-UK domiciled individuals only pay IHT on UK assets 
 

 
 

1.4.4 Assets liable to IHT 
 

All assets are liable to IHT that are part of the estate on death, or that have been 
given away in the last 7 years of his lifetime under the lifetime transfer rules already 
described. 
 
IHT is charged on the ‘loss to the estate’ principle, that is, the amount the estate is 
reduced by as a result of giving away an asset: 
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Veronica owns a painting valued at £50,000 and gives this to her niece. 
 
As the reduction in her estate is the value of the painting at the time of transfer then 
both figures are of equal value. 
 
The estate has reduced in value by £50,000 and the gift that her niece has received 
is valued at £50,000. 
 

In some circumstances the loss to the estate can vary significantly from the value of 
the gift in isolation and in such cases it is the value of the reduction of the estate 
that is used for IHT purposes: 

 

 
Una owns a pair of vases, valued at £60,000 together.  
 
Individually, the vases are each worth £20,000. 
 
She gifts one of the vases to her son.  
 
The reduction in her estate is £40,000 as this is the amount her estate has lost out 
on by splitting up the vases.     

 

 
Commercial transactions do not attract IHT as in normal circumstances full value will 
have been received for the asset and there is no loss to the estate, e.g. sale of 
£100,000 worth of shares makes a loss to the estate of the same amount. The 
receipt of the proceeds of £100,000 goes back into the estate as cash, therefore no 
overall loss is made and no IHT is payable. 
 
Where commercial transactions take place between connected persons, e.g. family 
members or business partners, then HMRC will look at these more closely to ensure 
that they have been completed ‘at arm’s length’, in other words on a commercial 
basis. 

 
In such circumstances, where the loss to the estate is deemed to be more than what 
has been paid for the asset, the higher figure will be used for IHT purposes as in the 
example of Una and her vases above. 
 
Other instances where IHT will become chargeable include: 
 

 If there has been a deliberate attempt to reduce the value of the estate on 
death, for example by not collecting a debt 

 Where transfers are deemed to have taken place to avoid IHT, then HMRC will 
look to tax the transaction(s) and apply the normal IHT rules. 
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1.4.5 Exempt Transfers  
 

There are a number of transfers that are exempt from IHT, meaning that they are 
not included in the calculation for IHT purposes at all. 
 
Exemption Details 

 
Gifts during lifetime or on death 
between UK domiciled spouses or 
civil partners 

 There is no liability to IHT on gifts between these two 
parties, there is no limit on the amount that can be given  

Gifts during lifetime or on death to 
a non-UK domiciled spouse or civil 
partner  

 There is a limit here of the current nil rate band (£325,000), 
amounts over this limit are charged to IHT in the normal 
way.  However, the spouse can make an election to be 
treated as UK domicile. 

Normal expenditure exemption 
during lifetime 

 A person can give away an unlimited amount of money 
where they can prove that it is part of their normal 
expenditure and the source of that money comes from their  
income and not their capital 

Annual exemption during lifetime  £3,000 annual exemption per tax year.  Can be carried 
forward ONE tax year only if not fully used.  The current 
year’s exemption must be used first, before going back to 
any available from the previous tax year 

Gifts on marriage or civil 
partnership during lifetime 

 £5,000 where the donor is the parent to their child  
 £2,500 by grandparent 
 £2,500 by the bride or groom and recipient is another 

spouse or civil partner 
 £1,000 if the donor is anyone else  

Small gifts exemption during 
lifetime 

 £250 per year to any number of individuals outright 
 Cannot be added as part of a larger gift  

Educational and maintenance gifts 
to spouse or civil partner 

 Unlimited for maintenance purposes  
 Certain payments for education, training or maintenance of 

children are also exempt until the later of the child reaching 
18 or completing full time education 

Gifts to charities and major political 
parties during lifetime or on death 

 Unlimited amounts where gift is outright 

Gifts for the national benefit during 
lifetime or on death 

 Unlimited amounts where gift is outright to museums, 
libraries, National Trust, land to housing associations 

Death as a result of active service 
(this covers members of the armed 
services, the emergency services 
and humanitarian aid workers) 

 Unlimited amount – the entire estate is free from IHT 
whenever death is caused or hastened by injury whilst on 
active service 

 

 

1.4.5.1 Normal Expenditure 

 
Here are some examples of where the normal expenditure exemption can and 
cannot apply: 
 
 Payment of premiums for a life policy for the benefit of another person, i.e. a 

regular gift of the premium and the benefits 
 

 Irregular payments that are surplus income to the requirements of the donor 
where it can be proved that the donor is not financially disadvantaged in making 
this transfer such that they have sufficient income to maintain their normal 
standard of living after allowing for this gift 

 
 Capital content of a purchased life annuity as this is a return of capital as 

opposed to an income stream 
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 Withdrawals from an investment bond under the 5% tax deferred rule as this is 

also return of the original capital invested 
 

 
1.4.5.2 Combining marriage and annual gift exemptions example 

 

 
Rachel is getting married and her parents want to know what is the 
maximum amount they can give her free from any potential IHT? 
 

 £10,000, that is £5,000 from each parent to their daughter 
 £6,000, that is £3,000 from each parent as their annual exemption 
 £6,000, if last year’s annual exemptions have not been used 
 Any amount from normal expenditure if they wish to gift an income 
 
Note that they cannot use the small gift exemption in addition to these exemptions. 
 

 
 
1.4.6 Potentially Exempt Transfers (PET) 

 
Most outright gifts a person makes during their lifetime will be treated as a 
Potentially Exempt Transfer (PET).  
 
This means that no tax is charged when the gift is made.  HMRC do not need to be 
informed.  The gift becomes fully exempt from IHT if the donor (the person gifting 
the asset) lives for seven years after making it. 
 
A PET is a transfer in life: 
 
 Made by one person to another, for example John gives a piano to Steve 
 Made by one person to a absolute / bare trust / fixed, or  

 Made by one person to a disabled trust 
 
A bare trust is a type of trust where only the named beneficiary can receive the trust 
property and they are entitled to receive it as soon as they turn 18. 
 
A disabled trust is a type of discretionary trust set up for the benefit of a disabled 
person.  The definition of a disabled person is: 
 

 A person incapable of making decisions for their personal affairs due to mental 
incapacity, or 

 A person in receipt of Attendance Allowance or Disability Living Allowance or who 
would be receiving either of these state benefits if they were not in certain state 
or other provided accommodation or living abroad 

 
 
The value of the PET for IHT is usually the value at the date of the gift. 
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However, where the property has dropped in value, relief may be given: 
 

 If the donee (the recipient of the gift) still owns the property, then the value will 
be the market value at the time of the donor’s death  

 If the donee has sold the property on, then the value will be the market value at 
the time of the sale 

 For wasting assets that are deemed to have a useful life of 50 years or less, the 
current market value is used for IHT purposes 

 
 
1.4.6.1 Inheritance Tax for PETs 
 
Where the donor of a PET dies within seven years of making the gift then IHT 
becomes chargeable. 
 

 Tax is chargeable on the value of the PET at the date it was made, rather than 
any potentially higher value at the date of death 

 If the PET that has become chargeable and is within the available nil rate band, 
then no tax will be payable 

 Tax due is calculated against the estate, but payable by the recipient of the gift 
 If the recipient refuses to pay the tax , then HMRC will look to the deceased’s 

representatives to pay it 
 
 
1.4.6.2 Taper Relief 
 
The tax charge can be reduced via taper relief: 
 
Time between gift and donor’s death 

 

Percentage of full charge due on death 

0 – 3 Years 100% 

3 – 4 Years 80% 

4 – 5 Years 60% 

5 – 6 Years 40% 

6 – 7 Years 20% 

 
The tax payable at any time when the donor dies having made a PET can also be 
viewed like this: 
 

100%       

       

80%       

       

60%       

       

40%       

       

20%       

       

0 Yrs 1 – 3 Yrs 3 – 4 Yrs 4 – 5 Yrs 5 – 6 Yrs 6 – 7 Yr 7 + 
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To calculate the amount of IHT payable by the donee, calculate the full amount of 
IHT payable on death, i.e. 40% of the gift over the nil rate band and then use the 
appropriate percentage to reduce the tax charge accordingly. 
 
 

 
Peter made a PET of £400,000 to his son Oliver after all exemptions had 
been taken into account and there were no other transfers to consider. 
 
Work out how much IHT would be payable if Peter: 
 
a)  Died within 3 years of making the gift, 
b)  Died between 4 and 5 years of making the gift 
c)  Died over 7 years after making the gift? 
 
 
a) £400,000 less NRB of £325,000 = £75,000 charged @ 40% = £30,000 
 
No taper relief is applied because Peter’s death is within 3 years of the gift. 
 
b) £400,000 less NRB of £325,000 = £75,000 charged @40% = £30,000 
 
Relief applies as Peter’s death was within 4 and 5 years of the gift. 
 
Looking at the table or graph we can see that only 60% of the IHT is chargeable: 
 
£30,000 @ 60% = £18,000 
 
c) As Peter’s death took place over 7 years after making the gift, it is no longer 
chargeable to IHT and therefore no tax is due. 

 

 
 
1.4.7 Chargeable Lifetime Transfers (CLT) 
 
A Chargeable Lifetime Transfer (CLT) is one that is not exempt or potentially exempt. 
 
The most common type of CLT is a transfer into a trust, other than the bare and 
disabled trusts already mentioned, i.e. a discretionary trust. 
 
An immediate tax charge of 20% is payable where the CLT is above the remaining 
NRB.  There will be no further IHT to pay on the amount of the gift in excess of the 
NRB, if the donor survives for seven years.   
 
However, on death within seven years the full 40% becomes due and Taper Relief 
applies on the tax charge as for PETs.  Any tax previously paid is deducted from the 
amount of tax now due after taking into account Taper Relief. 
 
If the amount of tax paid when the CLT was made exceeds the amount due after 
Taper Relief then no further tax is due, but no refund is made either. 
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Where no tax was paid at the time the CLT was made because the transfer was 
within the nil rate band, but on death because of cumulation it is now part of the 
estate, then IHT becomes payable at the death rate of 40%. 
 
Where the value of an asset has dropped between the date of the gift and the 
donor’s death, then the value of the CLT is reduced in the same way as for PETs. 
 
Let’s take a look at an example: 
 

 
Eric made a transfer into a discretionary trust (CLT) in February 2014 of 
£506,000 when the nil rate band was £325,000.   
 
What tax was due? 
 
CLT February 2014 would have attracted an immediate tax charge for the amount 
over the nil rate band at that time, i.e. after 2 x £3,000 annual allowances: 
 
£500,000 – £325,000 = £175,000 taxed at 20% = £35,000 
 
 
Eric died in January 2017.  What further tax is due? 
 
Total tax charge on CLT £500,000 – £325,000 = £175,000 x 40% = £70,000 
 
£35,000 has already been paid, so £35,000 is now due. 
 
No taper relief is applied as death occurred less than three years after the gift 

 

 
 
1.4.8 Quick succession relief 
 
This is available where property in the deceased’s estate had been received by them 
by way of a chargeable transfer in the five years prior to their death and where IHT 
would have been payable on their own death. 
 
Where the recipient of the property dies, the tax charged on their estate is reduced 
by a percentage of the original transfer under quick succession relief. 
 
 

Time between receipt of property and 

recipients death 

Percentage reduction of CLT available 

Up to 1 Year 100% 

1 – 2 Years 80% 

2 – 3 Years 60% 

3 – 4 Years 40% 

4 – 5 Years 20% 

 
This percentage relates to the tax on the net increase on the estate of the second 
person to die. 
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This is calculated as follows: 
 
Calculate the tax due on the estate in the usual way.  Then calculate the credit to be 
given under quick succession relief. 
 
Tax paid on 1st transfer x net transfer   x   applicable percentage from table above 
                     Gross transfer 
 
 

 
Luke dies leaving his estate valued at £400,000 to Katherine on which tax was due of 
£30,000.  Katherine dies within a year of Luke with an estate of £600,000 including 
the £370,000 inheritance. 
 
Tax on increase = £30,000 x £370,000 x 100%      
    £400,000 
        
       =   £27,750   x 100%   =   £27,550 
 
Tax on Katherine’s estate: 
£600,000 – £325,000 (nil rate band) = £275,000 x 40%  = £110,000 IHT liability 
 
Less quick succession relief (£27,750 x 100%)   = £  27,750 reduction  
 
                                                                                    = £ 82,250 IHT to pay 

 

 
 
Following on from example above if Katherine had died 3 years 7 months after 
Luke’s death then the calculation would be as follows: 
 
 

 
For second death between 3 and 4 years, relevant percentage reduction is 40% 
 
Tax on Katherine’s estate: 
£600,000 – £325,000 (nil rate band) = £275,000 x 40% = £110,000 IHT liability 
Less quick succession relief (£27,750 x 40%)   = £ 11,100 reduction  
                                                                                £ 98,900 IHT to pay 

 

 

 

 
1.4.9 Individuals dying simultaneously or within six months 
 

Where it is impossible to say who died first in a given situation, e.g. car crash, then 
the law assumes the older person died first and therefore their estate would be 
wound up first and the estate of the younger afterwards. 
 
As this could lead to the same property being taxed twice where the older had left 
property to the younger, HMRC presume that for IHT purposes they died together 
and thus only a single tax charge is taken. 
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Additionally, where a beneficiary dies within six months of the testator (person 
leaving the gift to them under a will), then a double charge can be avoided by a 
clause in the will stating that the gift is only effective if the beneficiary survives for at 
least six months.  
 

 
1.4.10 Transfer of nil rate band 

 
Any unused nil rate band available on the death of an individual can be claimed in 
full or in part by the estate of a spouse or civil partner of the deceased on their 
death, i.e. the second death. 
 
 For the claim to be successful the couple must have been married or in a civil 

partnership at the time of the first death 
 

 The percentage of any unused nil rate band from the first death is then added to 
the current nil rate band for the second death 
 

 In cases of multiple marriages and transfers of unused nil rate bands there is an 
upper limit of 100% by which the current nil rate band can be increased. This 
gives a maximum nil rate band of £650,000 in tax year 2016/17 
 

 Claims are normally made by the personal representatives on second death and 
these should be made within two years of the end of the month in which death 
occurred or within three months of beginning to act as personal representatives if 
that is a later date  

 

 
John died in January 2006 leaving an estate valued at £250,000. He left 
£13,750 to each of his four children and the remainder of his estate to his 
wife, Isobel.  The IHT threshold on John’s death was £275,000. 
 
Isobel died in August 2017 leaving an estate of £550,000 equally to her 
four children.  
 
What is the IHT liability? 
 
4 x transfers to children of £13,750 = £55,000 non exempt transfers 
Transfer to spouse exempt from IHT 
 
The amount of unused nil rate band available after John’s death is £220,000  
(£275,000 – £55,000 = £220,000) 
 
Percentage of full nil rate band that can be transferred to Isobel is therefore 80%  
(£220,000 / £275,000 x 100 = 80%) 
 
Isobel’s nil rate band is therefore increased by 80% of current nil rate band 
(£325,000 x 80% = £260,000 + £325,000 (her own NRB) = £585,000 
 

As the estate is within Isobel’s nil rate band there is no IHT to pay. 
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Assume John had made lifetime transfers prior to his death: 
 

 
Following on from the example above John had made PETs in January 
2000 to each of his four children of £10,000 each. 
 
The remaining details are the same. 
 
What is the IHT liability this time (ignoring the annual exemptions)? 
 
The amount of unused nil rate band available on first death (John) is £180,000. 
(£275,000 (NRB) - Lifetime gifts (£40,000) and non exempt legacies (£55,000))  
 
Unused NRB divided by threshold when John died is 65.45% 
(£180,000 / £275,000 x 100) 
 
Percentage of full current NRB that can be transferred to Isobel is 65.45%  
 
Isobel’s NRB (£325,000) is therefore increased by £325,000 plus (£325,000 x 
65.45%) to £537,713 
  
As Isobel’s estate (£550,000) is £12,287 above her available NRB, there is IHT to 
pay of £4,914.80 (£550,000 less £537,713 = £12,287 x 40% = £4,914.80)  
 

 
1.4.11 Main residence nil-rate band  

From 6 April 2017, a main residence nil-rate band can apply, in additional to the 
‘normal’ nil rate band.  

It will apply where the deceased’s had an interest in a residential property, which has 
been their residence at some point and is left in the estate to one or more direct 
descendants on death.  A direct descendant will be a child (including a step-child, 
adopted child or foster child) of the deceased and their lineal descendants. 

Also, where the deceased owned a residence on or after 8 July 2015, but downsized 
to a less valuable residence or ceased to own such a residence (i.e. they sold or 
gifted it), the value of the former residence will still be available provided the 
deceased left the smaller residence, or assets of equivalent value, to direct 
descendants. However, the total amount available cannot exceed the maximum 
available residence nil-rate band.  

The value of the main residence nil-rate band for an estate will be the lower of the 
net value of the interest in the residential property (after deducting any liabilities 
such a mortgage) or the maximum amount of the band. The maximum amount will 
be: 

 £100,000 for 2017 to 2018 
 £125,000 for 2018 to 2019 
 £150,000 for 2019 to 2020 
 £175,000 for 2020 to 2021 
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However, where the net value of the estate (after deducting any liabilities but before 
reliefs and exemptions) is above £2 million, the residence nil-rate band will be 
reduced by £1 for every £2 that the net value exceeds that amount.  

Only one residential property will qualify for the nil rate band.  However, where an 
estate includes an interest in more than one residential property, the legal personal 
representatives of the estate will be able to nominate which residential property 
should qualify. A property which was never a residence of the deceased, such as a 
buy-to-let property, will not qualify. 

It will be possible to transfer any unused residence nil rate band to a surviving 
spouse or civil partner, in the same way that the existing nil-rate band can be 
transferred.  And the transfer will still be possible where the first death occurs before 
6 April 2017, providing that on their death, the qualifying conditions were met. 
 
 
1.4.12 Interest in Possession Trust (IIP) 

 
An interest in possession trust is one where the beneficiary of a trust has an 
immediate and automatic right to the income from the trust. 
 
The trustee must pass all of the income received, less any trustees' expenses, to the 
beneficiary.  The beneficiary who receives income often doesn't have any rights over 
the capital held in such a trust.  
 
The capital will normally pass to a different beneficiary or beneficiaries in the future. 
 
IHT 
 

 

Pre 22.03.06 
Gift into IIP trusts were 
classed as PETs. 
 

Assets of the trust belong to estate of the beneficiary with the interest in 
possession. On their death are included in their estate for IHT purposes. 
N.B. Any change in the beneficiary with the interest in possession after 6 
October 2008 will be treated as a CLT and brings the trust into the Post 
22.03.06 regime (as a relevant property trust; see below) unless the 
beneficiary dies and the new beneficiary is their spouse. 

  
Post 22.03.06 
Gift into trust into IIP 
trusts are classed CLTs. 
 

Assets of the trust do not form part of the estates of any of the 
beneficiaries.  
 

  

 
 
 
1.4.13 Discretionary Trusts 

 
In a discretionary trust, the trustees have 'discretion' about how to use the trust's 
income. They may also have discretion about how to distribute the trust's capital. 
The trustees may also be able to 'accumulate' income - add it to capital.  
 
These are called ‘relevant property trusts’ for inheritance tax purposes.  
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Trustees may be able to decide:  

 how much income and/or capital is paid out, if any  
 which beneficiary to make payments to  
 how often the payments are made  
 what, if any, conditions to impose on the recipients 

Under the terms of the deed that creates the trust, there may be situations when the 
trustees have to use income for the benefit of particular beneficiaries. However, they 
may still retain discretion about how and when to pay. The extent of the trustees' 
discretion depends on the terms of the trust deed. 
 
 
 

IHT 
 

 

Immediate Charge An immediate tax charge of 20% (25% if paid by the settlor) on lifetime 
transfers into trusts is payable if, after exemptions, their value exceeds the 
available nil rate band. 
 

  
10 yearly Charge There is a 10 yearly tax charge of 30% of the lifetime rate of 20% (i.e. 6%) 

on the value of trust assets in excess of the available nil rate band for the 
trust, at that time. 
 

  
Exit Charge An exit charge when funds are taken out of the trust between anniversaries 

is payable if there was either an immediate or 10 yearly charge. 
 

 

 
1.4.14 Reliefs from IHT 

 
A relief reduces the value of a transfer for IHT purposes, but does not remove it 
from the calculation, even though a relief of 100% impacts on the estate in this way. 

 
 
1.4.14.1 Business property relief 

 
This applies to any transfer of business property, e.g. shares in an unincorporated 
company that are deemed to be qualifying business assets, that have been held / 
owned for a minimum of 2 years. 
 
 
The relief is: 
 

 100% relief for unincorporated businesses, e.g. sole traders and partnerships, 
and investments in companies listed on the Alternative Investment Market, i.e. 
unquoted companies.  This allows for family businesses to be passed on and 
continued without impacting on the estate for IHT purposes 

 50% for controlling shareholdings in fully listed companies 
 50% for land, buildings and plant and machinery used wholly or mainly in a 

partnership in which the transferor was a partner 
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Business property relief is not available for: 
 
 Property that is subject to a binding contract for sale, e.g. a buy and sell 

agreement 

 Assets that have not been used in the business for the last two years or large 
cash sums unless it can be proved it was held for specific business purposes 

 Businesses that consist of mainly dealing in stocks, shares or securities or land 
and buildings or holding investments 

 
Additionally, some gifts made in the seven years before death could become 
chargeable, e.g. where the donee no longer owns asset, unless the property has 
been replaced by other qualifying assets. 
 
1.4.14.2 Woodlands relief 

 
This is a special relief for growing timber in the UK or European Economic Area. 
 
The relief apples to the timber itself rather than the land, applies on death only and 
defers the tax until the timber is sold. 
 
It is, however, possible that either Agricultural property relief could apply to the land 
or Business property relief could also be available and give instant relief rather than 
deferred relief.  
 
 
1.4.14.3 Agricultural property relief 

 
Available across the European Union including the UK for transfer during life and on 
death. 
 
The property must have been owned and occupied for 2 years and used for 
agricultural purposes, or been owned for 7 or more years and occupied by someone 
else for agricultural purposes for that time. 
 
In circumstances where Agricultural property relief and Business property relief can 
be applied, Agricultural relief is applied first. 
 
The features of this relief are as follows: 
 

 Includes land, buildings and growing crops, but not the machinery and animals 
(which may qualify for business property relief)  

 Based on agricultural land value not development or market value 
 100% relief for owner occupied farms and farm tenancies 

 50% relief for interests of landlords in let farmland, although this has been 
increased to 100% for land let under tenancies of over 12 months that started 
after 31 August 1995 

 
Similarly to Business property relief Agricultural relief is not available for property 
that is subject to a binding contract for sale, e.g. Buy and Sell agreement.  Also, 
some gifts made in the seven years before death could become chargeable, e.g. 
where the donee no longer owns asset or the land no longer qualifies as agricultural 
land. 
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1.4.14.4 Post Mortem Relief 

 
 Available on shares sold within 12 months of death, and property sold within 4 

years of death 
 If shares/property is sold for less than the valuation on death then the IHT can 

be recalculated 
 Must apply to all the shares/property and not just those sold at less than the 

valuation 

 
 
1.4.14.5 Death as a result of Active Service 

 
 Estates of the members of the armed forces are tax free if they die as a result of 

injuries or diseases contracted on active service 
 There is no time limit, so death could occur many years after the injury 

 Also applies to members of the Police Service of Northern Ireland who die from 
injuries caused in Northern Ireland by terrorist activity 

 For deaths since 19 March 2014 the relief also applies to the emergency services 
personnel or those providing humanitarian assistance. 

 

 
1.4.15 Gifts with reservation 
 
Property that is given away is still treated as being that of the donor if they continue 
to derive some benefit or enjoyment from it, e.g:  
 

 Parents giving their house to their children but still occupying it 
 Money given away but the previous owner still receives interest from it 
 Freehold interest in land given away where the donor has a lease on the property 

granted less than seven years before the gift was made 
 
If this is the case then it is still treated as remaining part of the donor’s estate for 
IHT purposes, i.e. as if the transfer had not happened even if the paperwork to 
complete the transfer of ownership has been completed. 
 
Such gifts are generally to be avoided as they could in theory lead to double taxation 
of CGT on the gift originally and then IHT if it is still considered to be that of the 
donor, as in the example of gifting a property to children above.  In practice, 
however there are mechanisms in place for this not to happen. 
 
Gifts into trust where the donor is a beneficiary or could become one in the future as 
with a discretionary trust are generally considered gifts with reservation by HMRC. 
 
In such circumstances donors should exclude themselves from becoming a 
beneficiary under the trust if they want the trust to be effective for IHT planning 
purposes. 
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1.4.16 Pre owned Asset Tax (POAT) 

 
The tax is charged on individuals where the donor continues to receive some benefit, 
e.g. the benefit derived is from the free or low cost use of assets they formerly 
owned or provided the funds to purchase, but is not treated as a gift with 
reservation for IHT purposes.. 
 
Assets that may be included are property, land chattels and intangible assets, e.g. an 
interest in a settlement or life policy. 
 
How POAT works: 
 
 An annual cash value is calculated, and this is added to income and taxed at income tax rates 

 Chattels and intangible assets are valued at the official interest rate, currently 3%. 
 If the taxable benefit  is less than £5,000 it can be ignored or if the individual pays full value for 

use of the asset, then there is no benefit 
 Any payments made for the benefits from the asset are deducted from this tax charge 
 Assets are valued at 6 April each year, or the date it is subject to the charge if later in the year, 

land (including property) and chattels need only be re-valued every 5 years 
 

 
 
There are also certain exclusions and exemptions: 
 

 Assets transferred to spouse or civil partner 
 Assets in which the owner, spouse or civil partner has an interest in possession 
 Asserts sold at arm’s length price paid in cash 
 Assets that the former owner ceased to own prior to 28 March 1986 
 Assets that are included under gift with reservation rules 
 Where the benefit is no more than incidental 
 
Commercial Equity Release schemes are also exempt where they are completed at 
arm’s length. 
 
 
There are options for those caught by the POAT rules: 
 

 Attempt to undo the arrangement, as this was a retrospective tax, although this 
can be difficult where a trust is involved 

 Pay the additional income tax 
 Elect for the asset to be subject to IHT on death (completion of form IHT 500) 

normal deadline being 31 January after the end of the tax year in which the 
liability arose.  HMRC do have discretion to accept late elections without 
restriction 

 
As has already been mentioned, regulations are in place to avoid double taxation for 
all types of taxation. 
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1.4.16.1 Valuation of a transfer 

 
The value of a transfer is generally the open market price of the property in 
question. 
 
This includes a shareholding where a controlling interest is lost as a result of the 
transfer as a controlling interest would normally be worth more than the value of any 
shares sold, e.g. a company owned where a husband and wife own 40% each where 
one party gives their shares to their son. Here the transfer is deemed to be 40% of a 
controlling interest as opposed to the market value of 40% of the shares. 
 
HMRC will look closely at any transfer between connected persons, e.g. family 
members or business partners, to make sure that there is no element of a gift 
involved. 
 
For life policies, when the life assured dies, if they have a life policy on their own life, 
that has not been assigned to anyone else or written in trust for anyone else, the 
proceeds will be paid to their estate and form part of the liability for an IHT 
calculation. 
 
 
Life Assurance Valuation Rules 
 
When the life assured dies with an “own life” policy, that has not been assigned or written under trust, 
the policy proceeds will form part of the deceased’s estate. 
 
With “life of another” policies, if the policyholder dies before the life assured, the market value, if any, 
at the date of the policyholder’s death will be included in the value of policyholder’s estate.  The market 
value is normally the surrender value, but it could be greater if the life assured is gravely ill. 
 
When a life policy is written under a discretionary trust from inception, the premiums may be treated 
and valued as a CLT, if they cannot be covered by the various IHT exemptions. 
 
Policies assigned to a trust after inception will be treated as a gift.  This will be a CLT, unless the trust is 
a bare or disabled trust, in which case it will be PET.  Under the special valuation rules applicable to life 
policies the minimum value of such a transfer is taken as being the total of all premiums paid up to the 
time of the transfer, less any amount already paid to the policyholder under the policy.  The market 
value (usually the surrender value) will apply if this is higher. 
 
However, the special valuation rules do not apply to a term assurance policy of three years or less, or if 
the term exceeds three years, where both of the following apply: 
 
 Premiums are payable for at least two thirds of the term 
 Premiums payable in any one year do not exceed twice those in any other year 
 
A term assurance policy will be deemed as having no value, unless the life assured is known to be 
gravely ill and a claim on the policy is almost certain. 

 

 
Finally, where the transferor pays the tax due on a chargeable lifetime transfer then 
the value of the transfer needs to be grossed up to take account of this additional 
payment as this is a loss to the estate.  
 
 
 
 



© Aviva - 19 -  v2017 

 
Having already transferred an amount equal to the Nil Rate Band, Harry wants to 
make a gift into a discretionary trust of £50,000. The immediate tax charge for this is 
20% = £10,000. 
 
If Harry makes a gross gift of £50,000, then the trust will suffer the IHT charge of 
£10,000 payable to HMRC and they will receive £40,000. 
 
Where Harry wants to pay the tax himself as the transferor he would need to gross 
up his gift of £50,000 to £62,500 (£50,000 divided by 0.8 = £62,500) in which case 
the outcome would be:  
 
Gross gift from Harry     £ 62,500   
Immediate liability for tax as CLT 20%     £ 12,500 (paid by Harry to HMRC) 
Net gift to discretionary trust     £ 50,000 
 
This only applies to transfers over the nil rate band where any immediate tax charge 
is taken.  The gross amount of the gift is used in all future IHT calculations. 
 
For the example above, assuming no previous gifts have been made then the 
transfer would need to be £375,000 as calculated below: 
 
£375,000 – nil rate band £325,000 = CLT of £50,000 liable to IHT at 20% 
£50,000 net transfer = £62,500 grossed up to allow transferor to pay tax to HMRC 
Gross transfer for IHT purposes is therefore £325,000 + £62,500 = £387,500. This 

leaves £325,000 as the net gift. 

 
 
 
 
1. 4.17 Paying IHT 

 
IHT is normally due to be paid six months after the end of the month when the 
transfer was made, dependent on whether the transfer was made in life or on death. 
 

 
1. 4.17.1 Lifetime transfers 
 

 If transfer made between 5 April and 1 Oct then due on the following 30 April   
 Any gifts where IHT is due should be reported to HMRC for assessment 
 For a failed PET, where tax is due, the donee pays the tax 
 For a failed CLT where tax is due, the estate pays the tax 
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Calculating Inheritance Tax due on death – lifetime gifts 

 

Step 1 Look back seven years from the date of death and identify any 
chargeable lifetime transfer (CLT) and potentially exempt transfers (PET) 
 

Step 2 Look back a further seven years from the oldest transfer found to 
identify any CLTs that will now be caught under the cumulation principle 
(see 1.4.17) 

Step 3 Calculate amount of nil rate band used and identify amount of nil rate 
band still available 
 

Step 4 Calculate tax to pay on any transfers made in the seven years prior to 
death 
 

Step 5 Apply relevant taper relief to CLT and PET 
 

Step 6 Identify amounts of IHT to be paid by personal representatives for CLT 
and donee for PET   
 

 
 
1.4.17.2 On death 
 
 Responsibility of the personal representatives of the estate  
 Representatives must submit accounts of the deceased’s estate and pay any tax 

due before they can distribute the estate 

 Normally due six months after the end of the month when death occurs  
 IHT payable for land can be paid in installments by arrangement with HMRC 
 Where an estate has been left to a charity as well as family members, i.e. an 

exempt beneficiary and a non exempt beneficiary, then the estate is spilt before 
calculating the tax due  

 Where 10% of an estate is left to charity, then the inheritance tax rate for the 
remainder of the estate is reduced to 36% (10% reduction from 40% to 36%) 

 
 

Calculating Inheritance Tax due on death – estate 
 

Step 1 Value the assets of the deceased 
 

Step 2 Deduct any exemptions 
 

Step 3 Consider transfer of any unused nil rate band   
 

Step 4 Calculate amount of nil rate band used and identify amount of nil rate band 
still available 
 

Step 5 Identify amount of IHT to be paid by personal representatives 
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Georgina leaves an estate of £800,000 split equally between her son Felix and her 
favourite charity.  The charity receives £400,000 free from all taxation. 
 
Felix receives £370,000 after paying £30,000 IHT. 
 
£400,000 – £325,000 nil rate band leaving £75,000 taxable at 36% = £27,000 IHT 
due. 

 

 

 

 
Charles, domiciled in the UK, died in November 2017 leaving his estate 
split equally between his three children after a donation of £100,000 to his 
favourite charity. 
 
His estate was made up of his house valued at £550,000, share and unit 
trust portfolio with a current value of £150,000, an unincorporated 
business he had successfully run for the last ten years valued at £500,000 
and an inheritance from his father’s estate of £400,000 on which £100,000 
inheritance tax had been paid some three and a half years previously. 
 
What is his IHT Bill? 
 
Charles estate 
House    £   550,000 
Investments  £   150,000 
Business  £   500,000 
Inheritance  £   400,000 
Total estate  £1,600,000 
 
Deductions  £   500,000 (Business Property Relief) 
   £   100,000 (Charity donation) 
Chargeable estate £ 1,000,000 
Less nil rate band £   325,000 
Taxable estate  £   675,000 
 
IHT payable £675,000 x 40% = £270,000 
 
Quick succession relief from three and a half years ago gives 40% relief 
£100,000 x £400,000 / 500,000 = £80,000 x 40% = £32,000 
 
IHT payable after taking into account QSR = £238,000 (£270,000 – £32,000)   
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1.4.18 – Combining PETs and CLTs 
 

 
After allowances, William made a transfer into a discretionary trust in 
September 2007 of £150,000. 
 
In August 2015 he made a further transfer to his daughter of £200,000.  
 
William died in May 2017 leaving an estate of £250,000. His nil rate band 
was £325,000. 
 
How much tax is payable on each gift and then on the assets within the 
estate? 
 
1. Tax payable on gift into the discretionary trust. 
 
This would have been a CLT, but no immediate tax was payable as it was 
within the nil rate band. Also, as William died more than 7 years after 
making the gift, there is no tax to pay on death. 
 
2. Tax payable on the gift to the daughter. 
 
This was a PET and as William died within 7 years, it is now chargeable.  
However, when calculating the tax payable on the ‘failed’ PET, account 
must be taken of any other gifts made in the 7 years before the PET was 
made.  As the CLT was made in those last 7 years, its value will reduce the 
NRB used when calculating the IHT payable on the PET. 
 
So tax on the PET is: 
 
£200,000  -  £175,000 NRB  (£325,000 - £150,000 (CLT)) x 40%                                                                                 
=  £10,000  
 
No taper relief applies, as death occurred within 3 years. 
 
3. Tax payable of the value of assets held within the Estate 
 
As the CLT was made more than 7 years ago, it can be ignored.  The PET 
became chargeable, so will reduce the NRB available. 
 
So tax on the estate is; 
 
£250,000  -  £125,000 NRB (£325,000 - £200,000 PET)  x  40%  =  
£50,000 
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Personal Taxation Learning Outcome 1.4 (TAX1.4) – End of Module Test 
 
Multiple Choice Questions 

 
Question Answer 

1.4.1 -  

Which of the following 
statements is CORRECT? 
 

A. The value of a person's estate on death is subject 
to an IHT rate of 20%. 
 

B. The value of a person's estate on death is subject 
to an IHT rate of 40%. 
 

C. Depending on the value of a person's estate IHT is 
charged at 20% and 40% on the appropriate 
portions. 
 

D. IHT on Chargeable Lifetime Transfers is payable at 
0% and 20% on the appropriate portions. 
 

 
1.4.2 -  

Alan placed £200,000 into 
a Discretionary Trust in 
April 2016.  In May 2017 
he died leaving an Estate 
of £400,000 to his son.  
Ignoring any exemptions 
how much Inheritance Tax 
is due to be paid by the 
personal representatives 
of the estate? 
 

A. Nil 
 

B. £30,000 
 

C. £110,000 
 

D. £160,000 
 

 
1.4.3 -  

Grace died leaving the 
following; House 
£200,000, Holiday home 
£50,000 and an unsecured 
debt of £20,000.  Two 
years ago she made a gift 
of £30,000 to her 
daughter.  Ignoring all 
reliefs, allowances and 
exemptions, the value on 
which inheritance tax is 
calculated is? 
 

A. £250,000 
 

B. £260,000 
 

C. £280,000 
 

D. £300,000 
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1.4.4 -  

What happens to a 
Potentially Exempt 
Transfer if the donor dies 
8 years after making the 
transfer? 
 

A. It would be subject to IHT if the PET was for more 
than £325,000. 
 

B. It could be liable to IHT but would benefit from 
Taper Relief. 
 

C. It would potentially be subject to IHT if a 
Chargeable Lifetime Transfer had been made 
within seven years of the PET. 
 

D. It will be exempt. 
 

 
1.4.5 -  

Brian makes a Chargeable 
Lifetime Transfer that 
exceeds the Nil Rate Band.  
What is the position 
relating to IHT? 
 

A. No IHT is payable at the time of the Transfer, but 
could be paid on death at a rate of 20%. 
 

B. IHT is payable immediately at the lifetime rate on 
the whole transfer. 
 

C. IHT is payable immediately at the lifetime rate on 
the portion exceeding the Nil Rate Band. 
 

D. IHT is payable immediately subject to taper relief. 
 

 
1.4.6 -  

How is a gift with 
reservation treated for IHT 
purposes? 
 

A. The current value of the gifted property will form 
part of the donor's taxable estate. 
 

B. The beneficiary will pay IHT at the time of the 
transfer. 
 

C. The gift will be subject to tax relief at the 
reservation rate. 
 

D. The gift will benefit from taper relief. 
 

 
1.4.7 -  

Brendan gifted £2,000 to 
his nephew during the last 
tax year. He has made no 
other gifts. He wants to 
gift a further £4,000 in the 
current tax year. You 
should tell him that this 
will be ... 
 

A. classed as a PET. 
 

B. immediately chargeable to tax at 20%. 
 

C. an exempt transfer. 
 

D. allowed under the small gifts exemption. 
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1.4.8 -  

What effect will the 
application of IHT taper 
relief have on the taxation 
of a chargeable transfer? 
 

A. The full charge at death rates will be reduced. 
 

B. Any overpaid lifetime rate tax can be reclaimed. 
 

C. The value of the transfer will be reduced when 
calculating the remaining nil rate band. 
 

D. The tax due on transfers within the nil rate band is 
revoked. 
 

 
1.4.9 -  

If an individual dies with 
an estate of £525,000 and 
in her will, leaves 50% to 
her husband and 50% to 
her two children, how 
much IHT will be payable? 
 

A. Nil 
 

B. £80,000 
 

C. £105,000 
 

D. £210,000 
 

 
1.4.10 -  

Chloe died in June 2017.  
The only gift Chloe made 
before her death was a 
cash gift to her son in July 
2012 of £600,000 after 
deduction of allowable 
annual exemptions.  What 
IHT is due on the gift? 
 

A. £66,000 
 

B. £88,000 
 

C. £110,000 
 

D. £275,000 
 

 
 

- End of Questions       - 
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Answers 

 
Question Answer 
1.4.1 -  

Which of the following 
statements is CORRECT? 
 

D 
 

IHT on Chargeable Lifetime Transfers is payable 
at 0% and 20% on the appropriate portions. 
 

1.4.2 -  

Alan placed £200,000 
into a Discretionary Trust 
in April 2016.  In May 
2017 he died leaving an 
Estate of £400,000 to his 
son.  Ignoring any 
exemptions how much 
Inheritance Tax is due to 
be paid by the personal 
representatives of the 
estate? 
 

C 
 

£110,000 
 

1.4.3 -  

Grace died leaving the 
following; House 
£200,000, Holiday home 
£50,000 and an 
unsecured debt of 
£20,000.  Two years ago 
she made a gift of 
£30,000 to her daughter.  
Ignoring all reliefs, 
allowances and 
exemptions, the value on 
which inheritance tax is 
calculated is? 
 

B 
 

£260,000 
 

1.4.4 -  

What happens to a 
Potentially Exempt 
Transfer if the donor dies 
8 years after making the 
transfer? 

 

D It will be exempt. 
 

1.4.5 -  

Brian makes a 
Chargeable Lifetime 
Transfer that exceeds the 
Nil Rate Band.  What is 
the position relating to 
IHT? 
 

C IHT is payable immediately at the lifetime rate on 
the portion exceeding the Nil Rate Band. 
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1.4.6 -  

How is a gift with 
reservation treated for 
IHT purposes? 
 

A The current value of the gifted property will form 
part of the donor's taxable estate. 
 

1.4.7 -  

Brendan gifted £2,000 to 
his nephew during the 
last tax year. He has 
made no other gifts. He 
wants to gift a further 
£4,000 in the current tax 
year. You should tell him 
that this will be ... 
 

C An exempt transfer. 
 

1.4.8 -  

What effect will the 
application of IHT taper 
relief have on the 
taxation of a chargeable 
transfer? 
 

A The full charge at death rates will be reduced. 
 

1.4.9 -  

If an individual dies with 
an estate of £525,000 
and in her will, leaves 
50% to her husband and 
50% to her two children, 
how much IHT will be 
payable? 
 

A Nil 
 

1.4.10 -  

Chloe died in June 2017.  
The only gift Chloe made 
before her death was a 
cash gift to her son in 
July 2012 of £600,000 
after deduction of 
allowable annual 
exemptions.  What IHT is 
due on the gift? 
 

A £66,000 
 

 


