








The Basic Principles of Inheritance Tax12

• Pre-Owned Asset Tax (POAT) is
designed to tax arrangements where
a person retains some benefit from an
asset which they have transferred but
has been structured in such a way 
that the gift with reservation rules do
not apply. 

POAT is an income tax charge which
is levied against a hypothetical level
of income deemed to be generated
by the relevant gift. There is a de
minimis level but all gifts within the
POAT are aggregated for this purpose.

• Taper Relief
This relief is in the form of a reduction
in the amount of tax payable in
respect of a PET which has become
chargeable (or additional tax in the
case of a lifetime chargeable transfer).

• Reliefs
Some assets attract a relief from IHT at
up to 100%. These are mainly Business
and Agricultural assets and some 
IHT mitigation schemes have been
developed which exploit these reliefs.

The amount of the reduction depends
on how long the donor lives after
making the transfer (see table below).

We have described these reliefs in
some detail at the back of this booklet.

Number of Complete 
Years Since Transfer Reduction in Tax Payable

0-3 nil

3-4 20%

4-5 40%

5-6 60%

6-7 80%

more than 7 100%

Taper Relief
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Inheritance tax (IHT) can be a highly
complex area of financial planning but,
for the majority of people, it is usually
possible to mitigate the effects of the
tax with quite straightforward
arrangements.

• Tax Efficient Will
If you pass away without having 
made a valid will, your estate will be
distributed according to the ‘laws of
intestacy’, which may be very different
from your personal wishes, e.g. in
England and Wales, for a married
couple with children, the surviving
spouse would receive the personal
chattels, plus £125,000 absolutely and
then only a life interest (income) from
one half of the residue. The children
would then take the other half of 
the residue on reaching age 18 
(or marrying below that age), plus 
the other half of the residue when 
the survivor dies. 

Many couples often leave everything
to their spouse or civil partner on
death. A correctly drafted Will,
remains an effective and appropriate
way in which to ensure the people
you leave behind are well catered 
for as well as helping to address any
IHT concerns. 

Whilst recent changes allow any 
unused portion of the NRB to be
carried forward for use on the survivor’s
subsequent death, the inclusion of 
NRB trusts within a Will continue to be
more effective in terms of directing
where benefits ultimately end up and,
depending on the type of asset
intended for the trust, may mean that
more of your estate passes to your
intended beneficiaries. This is especially
important in the cases of second
marriages, step children etc.

• Trusts
Trusts have been part of death duty
planning since death duties were 
first invented and are an effective 
way of making gifts without losing
entire control, especially where the
beneficiaries are younger members 
of the family. As one of the trustees
you could retain some control over
how and when they actually receive
the benefit.

The taxation treatment of a trust can
be complex depending on the type 
of trust and assets held within it. It is
essential to seek advice on the correct
trust for each individual circumstance.

Lifetime Planning for IHT
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• Tax Implications
As with any financial planning, the lifetime
tax implications of any actions should
always be considered, not least any
Income and/or Capital Gains Tax issues
where funds are raised from existing
investments. Particular attention should 
be paid to the ‘Gift with Reservation’ 
rules, especially when gifting all or 
part of the family home to children. 

• IHT Efficient Investments
There are many high quality investment
solutions available in the market place that
cater for every attitude to investment risk.
Some of these are specifically designed
with inheritance tax planning in mind. 

• Life Assurance
Once all of the above have been utilised
and the residual tax calculated, a life
assurance policy written under a suitable
trust arrangement could be effected in
order to meet the remaining liability.

The correct course of action for you will
depend on your exact circumstances and
we will be pleased to discuss your aims
and objectives with you before making
any suitable recommendations.
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Example 2
Fred, a widower, who had made no other transfers or gifts, died in May 2008
leaving an estate of £800,000 to his children. His wife, Betty, had died in
September 2005, leaving her entire estate of £400,000 to Fred. On Fred’s
death, the inheritance tax due on his estate is as follows:

Estate value £800,000
Less NRB (2008/2009) £312,000
Less Betty’s additional NRB revalued to current level £312,000
Estate subject to IHT £176,000
IHT Payable @ 40% £70,400

Example 1
Simon, died in May 2008, having made no other transfers or gifts. As he had
never married or entered into a civil partnership, he left his entire wealth of
£400,000 to his nephews and nieces. On Simon’s death, the inheritance tax 
due on his estate is as follows:

Estate value £400,000
Less NRB (2008/2009) £312,000
Estate subject to IHT £88,000
IHT Payable @ 40% £35,200

Examples
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Example 3
Sarah, a widow, died in May 2008 having made no transfers or gifts and left her
entire estate of £950,000 to her three children. Her husband, Alex, had died in
January 2007 having left the majority of his estate (£807,500) to his wife.

The children had received the balance (£142,500 between them) when their
father died. Thus he had used 50% of his NRB which was then £285,000.

On Sarah’s death, the inheritance tax due on her estate is as follows:

Estate value £950,000
Less NRB (2008/2009) £312,000
Less Alex’s unused NRB (50% x NRB) £156,000
Estate subject to IHT £482,000
IHT Payable @ 40% £192,800

Example 4
Jack and Diane had always planned to get married once their busy schedules
allowed and had made a start by effecting Wills leaving everything to each
other. Unfortunately, Jack died in July 2007 before they had a chance to 
marry leaving an estate of £600,000. Diane died 12 months later leaving an
estate of £800,000. The inheritance Tax due on both of their estates is 
as follows: 

Estate value on Jack’s death £600,000
Less NRB (2007/2008) £300,000
Estate subject to IHT £300,000
IHT Payable @ 40% £120,000

NB - No spouse’s exemption for common law relationship

Estate value on Diane’s death £800,000
Less NRB (2008/2009) £312,000
Estate subject to IHT £488,000
IHT Payable @ 40% £195,200

NB - No additional NRB available for common law relationship
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Calculate your own IHT Liability

1st Spouse 2nd Spouse

Your share of the main residence

Your share of jointly owned assets

Savings/investments

Life insurance not under trust

Personal possessions (e.g. car, jewellery,
holiday home etc)

Non exempt transfers made within the 
last 7 years

Total assets

Deduct mortgage

Deduct other debts

Deduct exemptions and reliefs

Deduct NRB

Total subject to IHT on first death

Deduct unused NRB (if applicable)

Total subject to IHT on second death

The amount liable for inheritance tax will depend on how your assets are to be
distributed on first death. Any amount that exceeds the NRB at this time that passes
to a ‘non exempt’ beneficiary (e.g. children/grandchildren) will be chargeable to IHT
at that time. If all assets pass to your spouse on first death, IHT will be chargeable at
the time of the second death.

IHT liable on first death @ 40%

Less existing provision

IHT liable on second death @ 40%

Less existing provision

IHT payable
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*Prior to the 1995 Budget only holdings of at least 25% qualified 
for the 100% relief, smaller holdings attracted relief at only 50%.

Type of Relief Amount of Relief

Business Property Relief

A sole proprietor’s business or an interest in 
a partnership

100%

A holding of unquoted shares or shares in a company
quoted on the Unlisted Securities or Alternative
Investment Markets*

100%

A controlling share holding in a company quoted 
on the stock exchange

50%

Land, buildings, machinery or plant owned by a
controlling shareholder or by a partner and used 
wholly or mainly in the business carried on by the
company or partnership

50%

Settled property used by a life tenant in his 
own business

50%

Agricultural Property Relief

Where the transferor has the right to vacant 
possession of the property or the right to obtain 
vacant possession within 12 months

100%

Let property 100%

Share-holding in a farming company 100%

Any other case including property owned by 
a partner and used in the partnership

50%
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Business Assets or Agricultural Property

Valuable reliefs also exist which can result
in substantial reductions in inheritance
tax (IHT) liabilities where part of an
estate comprises of qualifying business
assets or agricultural property. 

In many instances, a transfer during 
life, or on death, is completely free 
from any IHT liability. However, these
rules are complex and are frequently
changed, so great care should be
exercised if your assets consist of 
these types of property. 

To qualify for the relief, the business asset
must be “relevant business property”.

The main requirement is, in fact, that
the business should be carrying on a
trade rather than investment business.
A business which consists wholly or
mainly of dealing in the following 
would be excluded:

• Securities
• Shares
• Land
• Buildings or

• Making or holding investments

Agricultural relief applies to transfers of
“agricultural property” which includes
agricultural land (including woodlands,
pasture and land subject to set-aside)
as well as cottages, farm buildings and
farmhouses which are of a character
appropriate to the property. 

The relief also applies to controlling
interests in farming companies.

The main reliefs, which are subject to
minimum periods of ownership, are set
out on the following page.
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A New View in Wealth Management

Originally established in 1993, 
Bradley Stuart has developed organically
in the ensuing years and today offers a
definitive portfolio of financial services 
to business, industry and a growing
number of private individuals. 

First penned by Senior Partner, 
Peter Mullins, the organisation's maxim,
“Our success is a reflection of the 
success and standing of our clients”, 
has proved remarkably apposite and
provides continuing evidence of 
the commitment to excellence that
characterises every aspect of the 
firm's operational procedures.

We invite you to consider the benefits 
of talking to one of our Consultants, 
each a leading industry authority 
in his or her respective discipline. 

We specialise in the following areas:

• Employee Benefits
• Wealth Management
• Tax Planning
• Protection

If you wish to discuss your requirements
further or if you have any questions 
with regards to our Tax Planning services
please feel free to contact us.

Bradley Stuart House,
1A Shaw Street,
Worcester,
WR1 3QQ.

T: 01905 731 444
E: Lcarpenter@bradleystuart.co.uk
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This guide has been prepared with all possible
care to ensure its accuracy. It is based on our
current understanding of legislation and HM
Revenue & Customs’ practice and is supplied 
to clients of Bradley Stuart purely for their
information, not for presentation to clients.

Neither the issuer, nor Bradley Stuart, nor 
any of its employees or partners can accept
responsibility for any errors or omissions.

Notes

The Basic Principles of Inheritance Tax
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Contact Us
Bradley Stuart House, 1A Shaw Street, Worcester, WR1 3QQ.

Telephone: 01905 731 444
Email: Lcarpenter@bradleystuart.co.uk Web: www.bradleystuart.co.uk

7553 Bradley Stuart BASIC INHERIT TAX A5 COVER:Layout 2  10/10/08  16:06  Page 1




