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inheritance tax (IHT)
aka popularly as the ‘voluntary tax’ as so many are unnecessarily caught within its provisions. the threshold is £ 285,000 and all the individual has to own is a house worth, say, £ 180,000 + life assurance + a few deposits + etc. and the £ 275K. is exceeded. a regular wealth test especially if the individual is on his or her own is essential
As announced in Budget 2005, the inheritance tax threshold is increased by more than statutory indexation to £285,000 for the tax year 2006-07. The value of estates above the threshold is taxed at 40 per cent. The estimated number of taxpaying estates in 2006-07 will be about 37,000 - this is around 6 in 100 deaths. The threshold will be £300,000 in 2007-08. To continue to provide a fair and targeted system, with certainty for families, the Government will now increase the threshold by more than expected statutory indexation for the remainder of the Parliament, to £312,000 in 2008-09 and £325,000 in 2009-10.

IHT is a capital tax charged on a taxpayer’s estate on death -
     certain lifetime gifts (transfers)                wealth                 certain transfers into and out of trusts

applying to –

               UK domiciled persons on their property anywhere in the world
               Non-UK domiciled taxpayers with property in the UK

but certain lifetime gifts (transfers) are excluded –

                small gifts (up to £ 250) to any one person

                marriage gifts – up to £ 5,000 by a parent, £ 2,500 by a grandparent, £ 2,500 by one party to

                                           the other, or £ 1,000 by anyone else
                gifts from normal expenditure

                waiver or repayment of pay, and waiver of dividend up to 12 months before vesting

                transfers for maintenance of family – dependent relatives, children under 18 or in full-time 
                                           education or training

                maintenance of ex-spouse(s)

                annual transfers up to £ 3,000

as are lifetime and on death gifts (transfers) –
                all transfers between husband and wife but with limit of £ 55,000 where transferred out of UK

                       fiscal area

                to charities

                to most political parties

                of land to registered housing associations

                for national purposes
                considered to be of pre-eminent national, scientific, historic, artistic, architectural or scenic                          
                       interest

                to arrangements for the maintenance, repair or preservation of heritage property

                of decorations for valour or gallantry (so long as they have not been sold)

                of £ 10,000 made to British survivors of Japanese imprisonment, or their spouses

                      mutual transfers
over the 7 year period prior to death chargeable lifetime transfers are totalled and summed with the estate at death

no tax arises if the total is less that £ 285,000. 40% tax applies to the amount above this figure; however, only 20% is taxed of chargeable lifetime transfers above this figure
if transfers are not entirely exempt then they are ‘potentially’ exempt and are taxed should the taxpayer die within 7 years of the transfer (gift)
following are some relevant statistics -

                                                                         2006 / 07  2005 / 06     2004 / 05     2003 / 04        2002 / 03       
nil-rate band                                                  £ 285,000  £ 275,000     £ 262,000     £ 255,000      £ 250,000      
rate of tax on excess                                            40%           40%              40%             40%               40%                                  
lifetime transfers to and from certain trusts        20%           20%              20%             20%               20%                                       

overseas domiciled spouse exemption               55,000       55,000          55,000          55,000           55,000         

relief for businesses, unlisted and AIM)

companies, owner-occupied farmland )             100%         100%           100%          100% tenancies, 
                                                                                                                                       certain let farmland                        

relief for certain other business assets                  50%          50%              50% 

PETs: reduced tax charge on gifts within 7 years of death:

            years before death                                                            0 – 3   3 – 4   4 – 5   5 – 6   6 – 7 

            % of death tax charge                                                       100       80       60      40       20

annual exempt gifts                                                               £ 3,000 per donor        +       £ 250 per donee

marriage gifts

            parent gift on marriage                                                                        £ 5,000

            remoter ancestor                                                                                  £ 2,500

            party to the marriage                                                                           £ 2,500

            other person                                                                                        £ 1,000

charities gifts                                                                                                   exempt

community amateur sports clubs (CASCs)                                                      exempt

political party gifts                                                                                          exempt

quick succession relief
           estate increased by chargeable transfer

           followed by death in 5 years

                       death within first year                                                                  100%

                       each additional year – decreased by                                              20%                 

the issues of estate divestment and Inheritance Tax mitigation each call for experienced guidance
see also http://www.hmrc.gov.uk/cto/forms/iht_ws_2.pdf for the HMC&R calculation guide
