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Acceptance in Lieu, Lifetime Giving and Conditional Exemption 

 

If employed correctly, all three of these schemes can potentially be utilised to reduce your tax 
liability, be it income tax, capital gains tax (CGT) or inheritance tax (IHT).  
 
What is Acceptance in Lieu? 
  
Introduced in 1910 by former Prime Minister, David Lloyd George, the Acceptance in Lieu (AIL) 
scheme enables taxpayers to transfer items of cultural and historical importance, e.g. important 
works of art and other heritage objects, into public ownership in full or part payment of their IHT 
liability.  
 
Between 2010 and 2012, fifty one such items of "major cultural significance" worth a total of £40 
million were offered in place of £25 million of IHT, these included masterpieces by Sir Joshua 
Reynolds, JMW Turner and Peter Paul Rubens.  
 
What items may be accepted in lieu of IHT?  
 
The categories of property which may be accepted in lieu of IHT are as follows: 
  

• Works of art  
 

• Manuscripts  
 

• Heritage objects  
 

• Historic documents  
 

• Land  
 
Any such items must be in acceptable condition and "pre-eminent", so of particular historical, 
artistic, scientific or local significance, either individually or collectively, or when associated with a 
building in public ownership, such as a National Trust property.  
 
If accepted, the Secretary of State for Culture, Media and Sport will approve the item or collection 
and the taxpayer will then be given the full market value for the items in return for which the items 
are distributed to museums, galleries and public archival depositories throughout the UK. 
 
Benefits of AIL for you and your estate 
 
Because of how IHT works, if your request to use the AIL scheme is accepted, then you will be able 
to apply a higher proportion of the value of the object you are offering than if the same object had 
been offered for auction.  
 
For example if, in order to settle an IHT liability, an estate sells an item valued at £100,000 on the 
open market, IHT will usually be payable at 40%, so the estate will only receive £60,000 of the 
auction proceeds which can then be put towards the IHT liability. If, instead, the same object is 
offered in lieu, 25% of the tax that would have been payable is remitted to the estate; the effect 
being that the object instead has a tax settlement value of £70,000. An object offered in lieu of tax 
is, therefore, worth 17% more than if it is sold on the open market at the same price. As such, there 
is a clear advantage to using the AIL scheme.  
 
There are additional benefits in terms of the amount of IHT that will be payable by the estate, as 
well as the amount of interest that will be charged on the IHT liability. It is also possible for the 
object to remain in situ, as part of a collection, so you may be able to take advantage of the AIL 
scheme without the item ever leaving its home. 
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As part of the 2011 Budget, the Government announced a package of measures to support 
philanthropy, encourage charitable giving and reduce the administrative burdens on charities; one 
of these measures was a scheme designed to stimulate lifetime giving by encouraging taxpayers to 
donate pre-eminent objects or collections of objects to the nation. In return for donating these 
objects, taxpayers will receive a reduction in their tax liability of 30% of the value of the object that 
is being donated. The donor can then apply this tax credit over the course of the following 5 years 
to either their CGT or income tax liability, in whichever order the donor desires (although this 
decision has to be made in advance commencing in the year in which the offer of the object is 
registered). As matters stand, this scheme is yet to receive Royal Assent so is unlikely to come into 
effect until April 2013 at the earliest but, once in place, could provide extremely attractive tax 
savings. 
 
Lifetime giving is therefore very similar to the Acceptance in Lieu scheme, but has the advantage of 
enabling taxpayers to receive the benefits of the scheme during their lifetime. 
 
In addition to the introduction of the lifetime giving scheme, the Government announced that for 
deaths occurring from 6 April 2012 a reduced rate of IHT (36% as opposed to the usual 40%) would 
be charged on estates where 10% or more of the deceased's net estate (after deducting IHT 
exemptions, reliefs and the available nil rate band sum) is left to charity. This lower rate of IHT can 
have a significant effect on the overall amount of IHT that is payable on your death, while the 
amount that your beneficiaries receive is only slightly reduced. 
 
What is Conditional Exemption? 
 
If a person transfers national heritage property, and IHT is chargeable on that transfer, an 
exemption is available from that charge subject to certain conditions:  
 

• the particular transfer must be eligible for the exemption. It can be a transfer made on death 
(so under the terms of a person's Will) or it can be a lifetime transfer as long as the person 
making the transfer has been entitled to the property for at least the six years prior to 
making the gift.  
 

• the property must in its nature qualify for the exemption, i.e. it must fit into one of the 
following categories:  

 
a) objects or collections of national, scientific, historic or artistic interest;  
 
b) land of outstanding scenic, historic or scientific interest;  

 
c) buildings and the associated land that require preservation on grounds of their historic or 

architectural interest; or  
 

d) any object which is historically associated with a building that requires preservation on the 
grounds of the building's historic or architectural interest. 

 
 

• the exemption must be claimed, normally within two years.  
 

• the new owner must undertake to look after the property in the UK and secure reasonable 
access to the public, including access without a prior appointment.  
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• if the property is transferred again (otherwise than by sale) the new owner can 
replace the undertaking to retain the exemption.  
 

• but there would be no charge (i.e. there would be an absolute exemption) for gifts, or 
sales by private treaty, to certain public bodies, or upon the Revenue's acceptance of 
the property in lieu of IHT. 

 
A key element in conditional exemption is obtaining the Revenue's agreement that the items 
you are putting forward do indeed qualify for the exemption. While considerable guidance is set 
out in statute, the finer detail does have to be agreed between the Revenue and the potential 
donor; this is something with which we can assist. 
 

While there is a clear benefit to gaining a conditional exemption for IHT purposes, there is also 
an impact from a CGT point of view in that the person making the disposal by way of a gift and 
the person acquiring it are treated as accruing neither a gain nor a loss. However, on sale or 
material breach of the rules, the asset is treated as sold for its market value and a charge to 
CGT arises. The donor must therefore be careful to ensure that no material breach occurs or, if 
a sale takes place, that the undertaking referred to above is replaced to guarantee that the 
exemption remains. 
 
If you would like further information about any of the topics covered in this guide, or believe that 
you may be able to benefit from any of the schemes outlined, then please contact us at 
wealth@wansbroughs.com. 


