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Answer-to-Question-_1_

Liability to inheritance tax is based on the situs of the UK assets and the Long term UK 

resident position individual. 

An individual is Long term UK resident they have been resident in the UK for 10 out of 

the previous 20 tax years. If an individual is LTUKR then they are chargeable to UK IHT 

on their worldwide assets. 

George has only been UK resident since 6th April 2028. Therefore he will only be 

LTUKR from the tax year 2028/29. 

While NLTUKR George will only be chargeable to UK IHT on his UK assets. His 

foreign assets are excluded property and will remain excluded until he becomes LTUKR. 

The trust that George created on the 1 December is an excluded property trust as the 

assets are all foreign situs. Therefore, although this is a discretionary trust and therefore 

should be liable to the releant property regime , no exit charges or principal charges will 

be due while George remains NLTUKR. 

The trust therefore follows the LTUKR residency status of the settlor. 

This trust is also not an excluded property trust. 

The trust is however UK resident for tax purposes as the settlor is UK resident at the time 

of the trust creation and assuming the trustees are UK resident. 

If George were to leave the UK on the 6th April 2027, he will not have been LTUKR and 









Institution CIOT - CTA
Course / Session Adv Tech IHT Trusts and Estates Exam Mode OPEN LAPTOP + NETWORK
Extegrity Exam4 > 26.1.7.110 Section All  Page 6  of 31

__________________________________________________________________________________________

--------------ANSWER-1-ABOVE---------------
-------------------------------------------



Institution CIOT - CTA
Course / Session Adv Tech IHT Trusts and Estates Exam Mode OPEN LAPTOP + NETWORK
Extegrity Exam4 > 26.1.7.110 Section All  Page 7  of 31

__________________________________________________________________________________________

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

Answer-to-Question-_2_

Part 1 

Residency Status of the trust :

A trust residency positin is based on the residency status of the trustees unless there is a 
mixed residency trust in which case the residency status of the settlor at the date of 
creation will need to be taken into consideration

The trustees are all resident in Jersey, therefore the trust is non-resident for UK income 
tax and Capital Gains Tax. 

When a trust is non-resident, the trustees will only be liable to UK income tax on UK 
source income. 

For CGT, a non-resident trust is generally not liable to UK CGT on any disposals of the 
assets regardless of the location of the assets baring a few exceptions. 

The exceptions to the above rule is if the trustees make a disposal of assets that fall within 
the NRCG rules. This will be any disposals of UK residential property, an interest in UK 
Land or property or the disposal of an asset used in a UK trade. 

As the trust has no UK assets they will not be liable to UK CGT or Income tax as the 
trust is not generating UK source income. 

The transfer of assets abroad anti-avoidance rules will apply to look to tax the UK 
resident settlor or beneficiary on income and gains arising in the non-resident trust. 

The settlor of the trust is Balraj. He is currently UK resident. Balaraj Made a relevant 
transfer into the trust and trust income has now become payable to a person abroad. The 
trust is settlor interested as his wife can benefit from the trust. 

Therefore s.720 will apply and it will look to place an income tax charge on Balraj as the 
income arises in the trust. Balraj as the right to recover any income tax payable from the 
person abroad. 

Balraj is not in his first 4 years of residency and therefore will not be able to exempt the 
Income under the FIG regime as he is not a newly qualified resident. 
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-------------------------------------------
--------------ANSWER-3-BELOW---------------
-------------------------------------------

Answer-to-Question-_3_

Part 1 :

Brian has two options in regards to the trust that may be most suited for Hannah. 

The first option is a disabled persons trust and the second option is for Hannah to self-
settle into a disabled persons trust. 

Option 1 : Disabled persons trust 

The qualifying conditions for a disabled persons trust is:

The beneficiary needs to meet the definition of a vulnerable person. This would be met if 
either the beneficiary was a relevant minor ( not applicable in this situation) or if the 
person meets the definition of a disabled person or mentally disabled under the Mental 
Health Act. 

A disabled person is someone who is in receipt of means tested govenment benefits such 
as the attendance allowance or  disability allowance. If Hannah is receipt of these due to 
her life limiting condition she would be classified as a disabled person. 

Or if Hannah meets the definition of mentally disabled under the mental health act. 

The IHT implication of settling funds into a disabled person trust is that the initial 
settlement is a PET and therefore will only be chargeable to IHT if Brian were to die 
within 7 years. 

Disabled persons trust are usually discretionary in nature in order to not affect the means 
tested benefits which would happen with an IIP.

The trust is also treated as a qualifying interest in possession trust. Therefore, there will 
be no exit charges on the distributions from the trust and there will also be principal 
charges on the 10 year charge. 

A special income tax election can be made to treat the trust income and gains arising as if 
they had arisen directly to the disapplied person themselves. 
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To obtain the special income tax and capital gains tax treatment the trustees and the legal 
guardian or person must make a vulnerable persons election on the 31 Janaury following 
the end of the tax year in which the beneficiary first met the vulnerable person condition 
and will cease when the beneficiary of the trust no longer meets the conditions as a 
vulnerable person. 

The second election is for the special income tax and capital gains tax treatment . This is 
made year on year by the trustees on the date they file the tax return being the 31 Janaury 
following the end of the tax year. This is not available for CGT in the year of death. 

The special income tax treatment allows the trustees to benefit from the beneficiaries 
personal allowance, dividends allowance and savings allowances and be taxed at the rates 
of tax that would have applied if the income had arisen to the beneficiary themselves. 

Any distributions from the trust still carry a net 45% tax credit so a pool should be 
maintained to ensure that the right amount of tax has been paid. 

For CGT gains are treated as if they had arisen to the beneficiary therefore the trustees 
will benefit from the lower rates of CGT and the full AEA. 

Crucially for the Disabled persons trust to continue to qualify for favoured tax treatment 
the trust income and assets must not be distributed to any other persons who do not meet 
the disabled person definition - there is an exception to this rule being an annual limit of 
£3,000 or 3% of the value of the trust. 

Therefore Grace would not be able to be a beneficiary of the trust and a second 
discretionary trust should be created to protect the DPT. 

OPTION 2 - Self settlment 

Hannah while she has her mental capcity could self settle her own assets into a disabled 
persons trust. This would be neither a PET nor CLT. As there are no assets leaving 
Hannah estate. 

Hannah could appoint Brian as the trustee so that he could manage the trust assets as 
Hannah condition continues to worsen. 

For self settlements the vulnerable persons election above will need to be made in order 
to benefit from the Special CGT treatment as stated above. 

However, for self-settlement the Special Income tax treatment election does not apply. 



Institution CIOT - CTA
Course / Session Adv Tech IHT Trusts and Estates Exam Mode OPEN LAPTOP + NETWORK
Extegrity Exam4 > 26.1.7.110 Section All  Page 13  of 31

__________________________________________________________________________________________

The trust will be settlor interested and therefore the trust will be taxed under s.624. 
Hannah will be taxed on the income as it arises after the trustees have been taxed on the 
income under the discretionary tax rates. If Hannah gets a repayment due to overpaying 
tax then this will go back into the trust.

Crucially, Brian is not able to self settle for Hannah into this type of trust. 

The limit of £3,000 or 3% of the trust asset value continue to apply to this type of trust as 
stated above. Therefore Grace would not be able to be a beneficiary. 

Part 2:

For a disabled persons trust on Death the assets in the trust will form part of Hannah 
death estate. This is because the trust is a QIIP.

The treatment of the trust assets in Hannah estate on death is regardless of whether Brian 
settled the funds into the trust or if Hannah self settled. IHT will be payable if Hannah's 
estate is above the NRB and the trustees will be liable to pay the tax related to the settled 
property i.e the assets in the disabled persons trust. 

The trust will usually be wound up at this point unless the trust were to continue for 
another vulnerable disabled person. However, a new vunerable person election would 
need to be made.

For income tax , the special tax treatment will continue to apply in the year of death for 
the trustees for the trust if Brian settled the funds into the trust. Therefore the trustees 
income would continue to be taxed on the tax rates attributable to Hannah if the income 
had arisen directly to her.

For the self-settlement trust this would not be the case as the election was not applicable. 
Therefore the trustees would continue to be taxed at the RAT rates until the trust is 
wound up. 

The trustees will have a CGT deemed disposal of all the trust assets at the death. 
However, death is not a chargeable event for CGT purposes and therefore no CGT will be 
payable unless there was a heldover gain claim on the settlement of the assets into the 
trust in which case a gain will be chargeable up to the value of the heldover gain.
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If the trust were to continue with a new beneficiary being added to the trust who is not a 
vulnerable person then the trust would convert to a discretionary trust under the relevant 
property regime and will be subject to EC and PC on distributions out of the trust and on 
the 10 yearly anniversary of the original settlement of the trust.

Special Income tax and CGT election will cease to have effect and the trustees will be 
taxed at the RAT rates and distributions to beneficiaries are deemed to be non-savings 
with a 45% tax credit. 

-------------------------------------------
--------------ANSWER-3-ABOVE---------------
-------------------------------------------
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date and annually from there. 

The instalment option is available for shares mainly in an unquoted trading company, 
land and buildings and business and partnership shares

Argicultural land ( up to the AV) , shares in an unlisted trading company, business and 
partnership shares are not interest bearing. The rest is interest bearing. The excess above 
the agricultural value will be interest bearing. 

Therefore the Moore Farming Partnership can have IHT due paid by instalments and not 
interest bearing. 

The AM contracting Ltd shares are also able to benefit from the instalment option under s.
228. 

The riverhouse will benefit from the instalment option up to the AV as non-interest 
bearing and then the value abovee that will be interest bearing on the outstanding amount.

The commercial rental will be interest bearing. 

If the property or shares are sold while tax is outstanding the whole amount will be 
taxable immediately.
-------------------------------------------
--------------ANSWER-4-ABOVE---------------
-------------------------------------------
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on the 31 January and the second on the 31 July following the end of the tax year. The 
POA's are 50% of the previous years liability. 

Executors will need to report the CGT within 60 days of completion as the disposal was 
of a residential property. Therefore it was due 1 April 2024. 

Once the AP has ended for the executors than can apply for clearance from HMRC to 
discharge them of liability and to submit the tax return early instead of waiting for the 
normal filing date. 

-------------------------------------------
--------------ANSWER-5-ABOVE---------------
-------------------------------------------
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n4: 

SP 2/04 higher of : Lodge

Actual Cost : £2,625 

8,000 x 500,000/2,116,000 = 1,890

SP 2/04 higher of : Bungalow

Actual Cost : £750

8,000 x 310,000/2,116,000 = 1,172

SP 2/04 higher of : Townhouse

Actual Cost : £2,000

8,000 x 700,000/2,116,000 = 2,647

Reporting requirements:

The sale of the shares are CGT payment and return are due with the SA return on the 31 
Janauary following the end of the tax year. 

The sale on the residential properties tax will be due 60 days after the completion of sale:

Lodge : 20th Octoer 2025
Bungalow : 30th November 2025 
Townhouse : 1 December 2025
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