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Trust, Probate & Tax UPDATE

EXCEPTED ESTATES EXTENDED
The Inland Revenue has relaxed
somewhat the reporting regime for
Inheritance Tax (IHT) applicable to
the estates of deceased persons, by
amending the ‘excepted estates’
rules such that the form IHT 200
(the Inland Revenue Account for IHT)
will normally only need to be filed
when there is the expectation of an
IHT liability. Where this is not the
case, the simpler form IHT 205 can
be used. If the deceased was not UK
resident, a different form is used.
An estate will now qualify as an
excepted estate when the total of
the gross value of the estate plus
any chargeable transfers which
have taken place in the preceding
seven years does not exceed the
IHT threshold. In addition an IHT
200 will not be required, in most
cases in which the net chargeable
estate after deduction of the
spouse and charity exemptions

(only) is less than the IHT threshold.
Large estates (those with a value
above £1m before the spouse and
charity exemptions) will still have to
file the form IHT 200. It is estimated
that this change in procedure will
allow 30,000 estates per year to be
excepted from filing the longer
form. It is not all good news for
executors, however. From 22
January 2005, IHT accounts
delivered after the due date are
subject to a penalty of £100 if
delivered more than 12 months late
or £200 if delivered more than 18
months late: however, the penalty
assessed cannot exceed the IHT
payable. Where the account is more
than 24 months late, a fine of up to
£3,000 may be payable.
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We can help by assisting in dealing
with all IHT and probate matters.

INHERITANCE TAX GIFTS EXEMPTIONS
Whilst Inheritance Tax (IHT) is affecting more and more families, mainly due to house price
increases, the impact of the tax can usually be greatly reduced by some basic planning.
IHT is chargeable on transfers of
assets on death or those made
within seven years of death.
However, one of the simplest ways
to avoid IHT having a big effect on
your family wealth is to make use of
the available exemptions for gifts.
The main exemptions for gifts are
as follows:

Anything which reduces the
paperwork burden on grieving
relatives and their advisers is
welcome, but even the IHT 205 form

gifts not exceeding £3,000 in any
tax year. These can be a single gift
or a number of smaller gifts. If the
exemption is not used in one tax
year, it can be carried forward for
one tax year only; and
wedding gifts of up to £5,000 can
be made to each of your children
(including adopted children and
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any number of gifts of £250 are
also allowable - but more than one
gift cannot be made to the same
person.
Gifts of any size out of normal
income are exempt if they are part
of your usual expenditure (i.e. are
regular) and they do not reduce
your standard of living. Examples
are normal gifts for Christmas and
birthdays and payments made
regularly. This can be a most
valuable exemption as, for
example, a standing order or
payment of an insurance premium
or savings plan for a relative will be
completely exempt from IHT.
However, it is essential to be able to
demonstrate that making the gift
does not prevent you from
maintaining your usual lifestyle.
Lastly, do not forget that transfers
between spouses (except where the
spouse is not domiciled in the UK for
IHT purposes) are completely exempt.

Woodgate Financial Services is an appointed representative of Chesterton House Financial Services Ltd. and is authorised and regulated by the Financial Services Authority.
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step-children)
or
to
their
prospective spouses. For a
grandchild, great grandchild or the
person your grandchild or great
grandchild is marrying the figure is
£2,500 and £1,000 can be given to
anybody else. Wedding gifts can be
made in anticipation of marriage,
but are invalid for exemption unless
the marriage takes place.
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TAX PLANNING
- REMINDER
With the end of the tax year
looming, it is an opportune time
to think about using your annual
allowances for Capital Gains Tax
and Inheritance Tax, if you have
not already done so, and to give
your tax planning strategy the
once-over while there is still
time to take action this year.
Contact us for advice.

spring 2005 | one

CAPITAL GAINS TAX FOR
OWNERS OF TWO HOMES
Ownership of two homes in the UK
is becoming more commonplace as
couples who both own houses
marry, houses are inherited,
parents buy houses for their
children to live in, or people just buy
a place in the country, either to let
or to escape to at weekends.
Owning two houses does have
significant Capital Gains Tax (CGT)
implications. With house prices
having risen fast, many owners face
potential CGT liabilities. CGT on
property is very complex. Here are
some of the main planning points,
but this is just an outline guide.
Always take professional advice
before any significant transaction.
Once you have two houses, you
have two years to make an election
regarding which is to be the
‘principal private residence’ (PPR).
This is important since PPRs are
exempt from CGT. In general, it is

sensible to elect for the property
that is expected to rise most in
value to be the PPR. A married
couple can have only one PPR.
If a couple owns a property which is
let on a commercial basis, it will
become chargeable to CGT, but
there are special reliefs for
business assets which are normally
available if the property was
acquired and used for ‘furnished
holiday letting’, the rules of which
are lengthy. This is a complex area,
which requires careful planning.
Where there are periods in which
gains are chargeable and periods in
which they are not, the gain is
normally apportioned on a time
basis. In addition, any gain arising
before 31 March 1982 is ignored
and the taxable gain on assets is
reduced as the time of ownership
increases. The amount of ‘taper
relief’ available depends on

whether the asset in question was
held as a business asset or not.
If a house is sold which has been
the PPR and actually lived in at any
time, the last three years of
ownership are treated as private
residence. So, if a house has been
owned for ten years, lived in for six
years and then rented out for four
years, only one tenth of the gain will
be chargeable.
If your residence has large grounds
(over .5 of a hectare), a chargeable
gain may arise on them. There is an
exemption, where the grounds are
‘required for the reasonable
enjoyment of the property’. Where a
large landholding is being divided
into lots and sold for development,
beware of selling the house first and
retaining the land, since CGT may
then arise when the land is sold.
Since transfers between spouses
are exempt from CGT, where a
chargeable gain is expected it can,
in some circumstances, make
sense to transfer an interest to your
spouse before sale. This will make
use of both CGT exemptions, but
may compromise other reliefs.
CGT is an extremely complex tax.
There are many circumstances in
which a house, which most people
think of as completely exempt from
CGT, can become chargeable. This
guide is merely intended to identify
some of the main issues. Many
people pay more CGT than they
need to as a result of not taking
advice. There is no substitute for
seeking professional help before
you act.
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CARE HOME CONTRACTS
Finding a care home place can be
difficult, with many homes running
at or near full occupancy levels, so
it is no wonder that many families
do not pay close attention to the
contracts for care offered to them
by the care home of their choice.
Care homes are required to offer
contracts which meet certain
minimum standards but there are
pitfalls to look out for in the
contracts offered by some homes.
Here are some of the main things to
look out for.
Basic Care - The contract should
set out in clear terms the charges
for accommodation and meals,
nursing care and personal care.
Additional Charges - The cost of any
additional services, such as
hairdressing, laundry and so on,
should be quantified clearly. It is
important to understand which

services are provided within the basic
charges and which are regarded as
‘extras’. Watch out also for up-front
charges, such as ‘placement fees’,
which can be substantial.
Variations - Make sure that
changes in charges are the subject
of a suitable notice period and that
termination notice periods are
acceptable.
Non-payment Clauses - Some
contracts provide for the payment
of interest on sums due which are
paid late and may provide for the
retention of belongings of the
person in care in the event of nonpayment. If such clauses are
present, make sure they are clearly
understood.
Voids - Some contracts attempt to
continue to charge a resident who
has died or moved until a new
resident is found.

Guarantees - A contract may
specify that a guarantor for the fees
must be provided – normally a
family member. Where such
clauses are present, particular care
must be taken.
There are a number of other
potential pitfalls in care home
contracts which have not been
mentioned here. If you are looking
into care homes, either as a
potential resident or as attorney for
a resident, it is sensible to ensure
that advice is taken over the precise
terms of the contract.
We will be pleased to assist you in
any matter relating to care home
arrangements. Telephone us on

01509 217770
to discuss any questions you
might have.

CIVIL PARTNERSHIP ACT - NEW WILL NEEDED
The Civil Partnership Act, which
became law on 18 November 2004,
will allow, from late 2005, samesex couples to have their unions
recognised in the UK as the
equivalent
of
marriage,
by
registration of a civil partnership.
The scope of the changes this has
entailed is far-reaching – laws as
diverse as those relating to
inheritance
to
claims
for
jobseeker’s allowance are affected.
Opposite-sex couples will not be
eligible to form civil partnerships.
Same-sex couples will particularly
welcome the provisions which will
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allow the application of standard
Inheritance
Tax
planning
techniques and the ability to
transfer pensions to their partners.
It is not all welcome news, however.
For example, there are some
differences compared with the
marriage ceremony – registration
of a civil partnership will be a
written process with no exchange
of vows. This has been the subject
of some criticism.

registration will revoke an existing
will. Couples planning to register
their partnerships should therefore
arrange for new wills to be drawn
up as a priority as failure to do so
will leave civil partners intestate,
their existing wills no longer being
valid. This could have disastrous
effects should one of them die.

One crucial point about the civil
partnership that is not often
mentioned is that (like marriage)
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