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-------------------------------------------
--------------ANSWER-2-BELOW---------------
-------------------------------------------

Answer-to-Question-_2_

Donald has a nil rate band of £325,000 which can be utlised in his lifetime or at death to 
pass assets up to this value to his beneficiaries. 

Transfers during his lifetime may lead to reduction in his death estate for IHT, however, 
there are certain restircitons. If Donald makes a gift with reservaiton (GWROB), HMRC 
will treat this as still within his death estate. 

Donald has annual exemptions of £3,000 per year available to him which would be free 
from IHT. There are also gifts which are outside the scope of these allowances where the 
gifts are given from surplus income. 

Dividends gifted to Mary

Donald does not have enough surplus income to pass all of the dividends from Tee Ltd to 
Mary, as evidenced by the requirement to sell shares in his portfolio to meet these gifts. 
This means that the passing of his divdend income from Tee Ltd to MAry from June 
2023 would be deemed as a PET for IHT. If Donald were to die within 7 years of these 
gifts, IHT would be due (although reduced by taper relief if he survives 3 or more years). 

These gifts at £150,000 per year would be a chargeable PET of £147,000 (less the annual 
exemption which would quickly erode away his nil rate band. 

Donald should consider what surplus income he actually has and consider gifting this 
income to MAry without the need to sell his share portfolio. 

As Donald's quoted share potfolio is held for capital growth and he cannot derive 
significant income from the asset, he could consider gifting this amount to Mary now. 
This would be a PET from the date of the gift and would fall out of IHT after 7 years. 

It is worth noting that the above gift to MAry would be a CGt disposal for Donald so the 
unrealised gains within this portoflio should be considered. IF they are significant, he can 
pass shares up to the value of the annual exemption of £6k per year to avoid triggering 
CGT. 



Institution CIOT - CTA
Course / Session Adv Tech IHT Trusts and Estates Exam Mode OPEN LAPTOP + NETWORK
Extegrity Exam4 > 24.3.10.64 Section All Page 6 of 19

__________________________________________________________________________________________  

Sale of house and gift of proceeds to Mary 

Donald has sold his house and given the proceeds to MAry. This would be a PET and 
Donald would need to survive under July 2030 to avoid the PET still being included as 
chargeable when he dies. 

Mary has used part of these proceeds to buy a flat where Donald lives so he has now 
benefitted from this gift to MAry.  This would not be a GWROB as Donald is not 
benefitting from the original house, however it would be caught under the Pre Owned 
Asset tax charge (POAT). This charge is an income tax charge which Donald would need 
to declare and pay tax on each year. 

Donald can claim to disapply the POAT charge and instead include the value of the 
benefit in his death estate. 

Alternatively, Donald can pay Mary the market value rent of £12,000 per annum, which 
would be taxable income in MAry's hands, but would avoid the need to pay the POAT 
charge.  

Artwork 

The artwork inheirted from Donald's sister was gifted to MAry in August 2010 but he did 
not stop receiving a beenfit frm it until July 2023 when he sold the house. Before July 
2023, the artwork was a GWROB within Donald's estate and, if he had died at this point, 
it would have been included in his death estate. 

As he has now stopped receiving the benefit from the artwork, the gift is now a PET but 
the clock has started at July 2023, when he stopped receiving the benefit. HE would need 
to survive for 7 years for this gift to be IHT free. 

IHT planning for Donald

1) Tee Ltd is an unquoted trading company and Donald has held the shares for more than 
2 years. The majority of the value of the company would be eligible for 100% BPR which 
would reduce the chargeable value. 

Within the company are two excepted assets. These are non-trading assets, held by the 
company which would restrict the amount of BPR available. The surplus cash and 
personal boat would be excepted assets and would therefore reduce the BPR and leave 
£720k of donals' share value exposed to IHT ((500 + 400/4,000) * 3,200,000 = 720,000). 
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If the cash balance of £400k were being held for a specific project for instance, the 
purchase of more land for the golf club or for working capital, it could be argued that this 
cash is not an excepted asset but this would need to be documented and evidenced and 
would be open for challenge by HMRC. 

The shares in Tee Ltd (excluding the above assets) are a good asset for Donald to hold at 
his death and can provide the majority of the income he requires for his lifetime so we 
would not suggest moving the ownerhsip of these shares during his lifetime. 

2) The woodland can attract woodland relief on the value attributable to the wood. The 
land itself is not relievable for IHT but the value of the wood and underwood is relievable 
for IHT so the value within Donald's estate would be £160k (£400-240k).

There is a clawback of the relief if the wood is sold after his death for a profit. 

APR is also available on the land if it were a commercial woodland operation but, given 
it is a cover for the golf course, this seems unlikely to suceed. 

3) The quoted investment portfolio attracts no relief from IHT and, as Donald has utiised 
his NRB already, would ikely be fully chargeable on his death. As Donald does not 
dervie any income from the portfolio to support his lifestyle, he could consider gifting the 
portoflio to Mary or perhaps to a trust for MAry's children, to start the clock on the gift. 

As menitoned above, this would trigger a CGT disposal so the gains and losses would 
need to be reviewed to maximise the efficiency of the gift. 

Donald should seek to maximise his lifetime gifting and keep his assets which attract the 
most IHT relief  i.e. the Tee LTd shares and the woodland. 

Donald does not own his main house (the flat purchased by Mary) so there is also likely 
to be no RNRB available for him. 

-------------------------------------------
--------------ANSWER-2-ABOVE---------------
-------------------------------------------
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Matthew, who has retained the painting, may be willing to accept the undertakings 
previously agreed to for the painting in regard to maintenance and preservation of it plus 
provision for public access,however, as the painting is not pre-eminent in its own right, it 
will need to be part of a collection for the painting to continue to qualify as CE. If 
Matthew leaves the painting hanging in the Castle with the other CE assets then it would 
work for CE but there would be a GWROB issue for Sir Philip. 

-------------------------------------------
--------------ANSWER-5-ABOVE---------------
-------------------------------------------










