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Institution   CIOT - CTA
Course   Adv Tech Owner-Managed Business

Event   NA

Exam Mode   OPEN LAPTOP + NETWORK

Exam ID   

Count(s)       Word(s)    Char(s)    Char(s) (WS)

Section 1       582         2593        3040       
Section 2       595         2477        3017       
Section 3       822         3752        4544       
Section 4       385         1921        2252       
Section 5       597         2586        3061       
Section 6       435         2035        2393       
Total           3416        15364       18307      
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both returns is 31 march 2027

-------------------------------------------
--------------ANSWER-1-ABOVE---------------
-------------------------------------------
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-------------------------------------------
--------------ANSWER-2-BELOW---------------
-------------------------------------------

Answer-to-Question-_2_

OPTION 1 - ON ISSUE

Under an EMI scheme, there is only a charge to income tax if exercised within 10 years if 
the options are granted at a discount.

There is also a charge to income tax if exercised after 10 years from grant.

There is never a charge to income tax on the grant of options.

The options are granted when the MV is £150. The option price is £70 a share and 
therefore they are at a discount.

The charge when Tom exercises (i,.e. in 2029 when Louise plans to sell the shares) will 
be as follows:

The lower of - 
MV at exercise £350
And MV at grant £150

less - option price £70

Total charge to IT = (150-70) *100 = £8,000

This amount will also be liable to class 1 NICs for Jet Away and Tom as there will be 
selling arrangements in place when he exercises the shares. The income tax and NICs 
must be reported via PAYE.

Class 1 primarys at 2% assuming he has a high level of income, and secondarys at 15%.

The company can get a CT deduction on exercise for the cost of the Class 1 secondary 
NICs (@15%) and the amount charged to income tax of £8000.

Option 2 - ON ISSUE

The issue of shares to an employee is charged to income tax as it is a part of remuneration 
for the employee from their employer.
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-------------------------------------------
--------------ANSWER-3-BELOW---------------
-------------------------------------------

Answer-to-Question-_3_

1) GIFTS TO OAKLEY

The gift of both the shares and the warehouse are disposals for CGT made by Marianne.

Oakley is a connected person for CGT and therefore both disposals take place at market 
value for proceeds. marianne's base cost and any costs of acquisition or disposal can be 
deducted to calculate the gains on each.

The gift of shares are in an unquoted company and therefore the disposal qualifies for gift 
relief under TCGA s165.

The gift of the warehouse is an asset used in Marianne's personal company i.e. she owns 
more than 5% of the shareholding both before and after the gift of the shares to Oakley. 
Therefore, the gift of the warehouse also qualifies for gift relief

However, the gift relief in respect of the warehouse will be restricted by 25% for the non-
business use of the asset.

The deemed proceeds i..e market value of the warehouse (25% of 500k) which is not 
related to the business is immediately charged to CGT for Marianne.

A claim for gift relief results in the gains arising on marianne to be rolled over against 
Oakley's base cost to reduce his base cost (effectively deferring the gain until he sells the 
assets).

A gift relief claim must be made within 4 years from the end of the tax year of the gift 
and must be made jointly by both Oakley and marianne i.e. oakley must agree. 

BADR would be available on each disposal if oakley did not agree as marianne's personal 
trading company / associated disposal (but again restricted for non-businesss use of the 
warehouse) - see below on BADR points
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INCOME TAX

Marianne will no longer have the rental income from the warehouse used in Carolwood 
so her income tax liability will be reduced each year going forward.

Her son Oakley will now have this additional rental income which he will need to report 
on a self-assessment tax return due each 31 january and pay income tax at his marginal 
rate (20%/40%/45%).

COMPANY PURCHASE OF OWN SHARES

On a company purchase of own shares - the proceeds received by the individual are 
charged to income tax unless the following conditions are met:

The company is an unquoted trading company - yes Carol wood is.

The purchase is for the benefit of the trade - yes it is here are Marianne is retiring from 
the business.

The repurchase does not form an arrangement to avoid tax - unlikely here

The seller is UK resident - marianne is

The seller must have owned them for at least 5 years - Marianne has met this 

The seller must have a substantial reduction in their interest in the company following the 
sale - i.e. at least 25%. Marianne is selling the remainder of her shares i.e. 100% so she 
meets this

As mentioned at each point above, it is likley that marianne will meet the capital 
requirements and therefore the distribution she receives from Carolwood will be treated 
as capital.

Her base cost can be deducted from the proceeds received and she will be able to claim 
BADR which is beenficial to marianne over the dividends treatment (llower rate of 18% 
compared to additional rate of dividemds of 39.35%).

She can claim BADR as she will have owned the sahres more than 2 years and it is her 
personal trading company (>5% shareholding and worked for the comapny - selling 
within 3 years of retirements - ceasing to trade)
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However, Level of cash in the accounts may need assessed for BADR / trading company 
requirements as above to ensure these requirements are met as the holistic approach taken 
by HMRC to view whether a company is trading is the 20:20:20 approach. The high cash 
reserves in comparison to the total assets could raise a red flag to HMRC. 

GIFT TO AURELIA

The gift to Aurelia is in an investment comapny. Again, aurelia is conneced for CGT so 
the proceeds are MV. the base cost is deducted to arrive at marianne's gain.

Gift relief is still available in a non-trading company so long as the company is 
marianne's personal company i.e. she holds more than 5%.

Marianne does hold more than 5% so gift relief can be claimed by both marianne and 
aurelia as above by oakley and marianne within 4 years from the date of the gift.

2) The high level of cash in the accounts can restrict the availability of BPR in Oakley's 
estate.

An asset must be used wholly or mainly for the purpose of the trading business to be 
eligible for BPR.

The shares are in an unquoted company so typically BPR is available at 100%.

However, cash is an excepted asset for BPR and therefore, the shaares would qualify for 

the value of the cash shall be left out of the account i.e. no BPR will be applied to the 
£650k of excepted assets 'cash' and would be charged to iht

-------------------------------------------
--------------ANSWER-3-ABOVE---------------
-------------------------------------------
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-------------------------------------------
--------------ANSWER-5-ABOVE---------------
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