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Answer-to-Question-_1_

George is domiciled in Guernsey and has been resident in the UK since 6 April 2018. If 

George is resident in the UK for 10 out of the last 20 tax years, he will become long term 

UK resident (LTUKR). He will then be within the UK IHT and be taxed on all income 

and gains worldwide. He will be LTUKR from 5 April 2028.

George set up a discretionary trust on 1 December 2020. As George is not LTUKR, the 

trust set up will be excluded property trust given the assets in the trust are all foreign situs.

Therefore, there will be no exit charges or principal charges while George is non-

LTUKR. From 5 April 2028, this will change as he will be deemed LTUKR for being a 

UK resident for 10 out of the last 20 tax years.

FIG relief doesn't apply as been UK resident since 2018.

Income tax

Income tax on the trust is based on the residency of the trustees. The trustees are not 

mentioned here so assumed they are overseas as he is domiciled in Guernsey. The trust 

was set up in December 2020 when the trust was based on the domicility of the settlor - 

as this was Guernsey, the trust is overseas for income tax. Therefore, only income 

relating to UK assets will be chargeable for income tax. As the assets are all foreign situs, 

there will be no income tax. 

Anti avoidance provisions will tax undistributed income on overseas trusts to settlor 

under s624 ITTOIA 2005 or s720 ITA 2007. However, as George is not a beneficiary of 

the trust, this won't apply.
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The anti avoidance provisions will then tax accumulated income on UK resident 

beneficiaries under s731 ITA 2007 if the beneficiaries are entitled to a capital distribution.

Capital gains tax

Capital gains tax on the trust is based on the residency of the settlor when he made the 

trust. As George was UK resident, the trust is within the scope of UK Capital gains tax on 

trust assets.

There is a wider scope for the definition of settlor interested for capital gains tax on 

overseas trusts. This includes children and grandchildren. Here, as the beneficiares are 

Georges children, anti avoidance provisions will tax any gains on the settlor under s86 

TCGA 1992. Therefore, George will be taxed on any gains if in receipt of a capital 

distribution. Any stockpiled gains under s86 TCGA 1992 will be matched against any 

capital distribution received.

If George becomes non resident, then any gains will then be matched against capital 

distributions on the UK resident beneficiaries (ie children) under s87 TCGA 1992.

Leaving UK ad ceased to be UK resident on 5 April 2027

If George leaves the UK and ceases to be UK resident on 5 April 2027, then he won't be 

deemed long term UK resident as he'd only have been UK resident for 9 out of the last 20 

tax years.

Therefore, any accumulated income will remain in the trust and be matched against any 
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capital distribution to UK resident beneficiaries.

IHT status

As the trust set up on 1 December 2020 is all foreign situs assets, then there will be no 

IHT exit charge as it is excluded property. George should sell his UK home and proceeds 

paid into a non UK bank account. The proceeds would then be excluded property. George 

would also be able to claim principal residence relief (PRR) if this was nominated as his 

main residence and therefore no capital gains tax payable.

The foreign assets in his estate would be excluded property.

Trust

If the trustees become non resident, then there will be an emigration charge.

All assets are deemed to be disposed of at market value and then repurchased at the 

market value.

As the trust is within the charge of capital gains tax, there will be a capital gains tax 

charge. However, as the current values are same as the initial values of the trust, then 

there will be no gain no loss.

Leaving UK and ceased to be UK resident on 5 April 2028
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ER: 115,000 / 900,000 = 12.778%

AR: 12.778% x 30% x 29/40 (w1) = 2.779%

Exit charge =  950,000 x 2.779% = £26,400

This will be due within 6 months from the end of the IHT transfer (ie 31 October 2028).

(W1) Number of quarters

01/12/20 - 05/04/2028 = 29 quarters

As the trustees are deemed to dispose of assets at their market value and reacquire them, 
there will be an exit charge of £26,400.

There will be a principal charge based on the current value of the trust on 1 December 
2030 - £1,000,000.

There will be another principal charge on the 20 year anniversary (ie 05/04/38) based on 
the current values of £1,500,000 if the trust is within UK charge.

Capital gains tax based on the market values of the assets at 5 April 2028.

£50,000 gain less AEA £1,500 for the trust = £48,500 x 24% = £11,640 to be paid on the 
trust self assessment return to be reported on 2027/28 return and payable by 31 January 
2029.

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

Answer-to-Question-_2_

IHT status of the trust

The trust is an overseas trust as the trustee is a trust corporation resident in Jersey and 
Balraj is non long term UK Resident (LTUKR) when he set up the trust (pre 06/04/2025 
based on domicile rules - which he was domiciled in India). 

Balraj continues to be non LTUKR as he has not been UK resident in the last 10 out of 20 
previous tax years.

Therefore, the trust is an excluded property trust and this is evidenced further by trust 
assets being a portfolio of foreign shares and no UK assets.

There is no exit charge on the capital distribution to Daniel as the trust is an overseas trust 
(excluded property).

Income tax

Income tax is based on the residency of the trustees - here the trustees are overseas and 
therefore there will be no income tax on the trust.

However, anti avoidance provisions will tax any foreign income at the hands of the settlor 
under s624 ITTOIA 2005 or s720 ITA 2007 if the trust is settlor interested. The trust is 
settlor interested as Balraj spouse can benefit from the trust. 

Safe harbour rules to exempt the trust from anti avoidance rules are available under s737 
ITA 2007. However, as Balraj set up the discretionary trust prior to coming to UK to 
minimise his UK tax liability, this will likely fail. 

Therefore any capital payment will be taxed in the hands of Balraj under s720 ITA 2007.

Capital gains tax

Capital gains tax is based on the residency of the settlor when creating the trust or the 
LTUKR status of the settlor. As the trust was settled when Balraj was non resident and 
non LTUKR, the trust won't be within the UK CGT regime.
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-------------------------------------------
--------------ANSWER-3-BELOW---------------
-------------------------------------------

Answer-to-Question-_3_

The trust most suitable for Hannah would be a disabled persons trust.

The trust is treated as being a qualifying interest in possession trust meaning thre will be 
no exit or principal charges on any distributions from the trust providing Hannah meets 
the criteria under s89 IHTA 1984.

Under s89A IHTA 1984, if Hannah were to settle property herself, this wouldn't 
constitute a gift with reservation of benefit (GWROB). As it follows the QIIP rules, any 
assets transferred into the trust would be as if Hannah owned it anyway within her estate.

She would be entitled to personal, savings and dividend allowances unlike other trusts 
which we can use on any income/gains from the trust.

She will also be entitled to any capital losses to offset against any capital gains.

Income will be taxed at the basic rate (20% on non savings and savings income) and 
8.75% for dividends.

Expenses are not deductible for income tax purposes but will come be deductible against 
net distributable income.

The annual limit is the lower of :-

a) £3,000 and
b) 3% of the amount that is the maximum value of the settled property in question.

The trust would fail to meet the criterion under S89 IHTA 1984 if Grace was made a 
benficiary as she wouldn't meet the requirements of a disabled person. The trust would 
then fail to be a disabled persons trust and enter the relevant property regime where the 
trust would be applicable to rates of trust (ie 39.35% on dividend income and 45% on non 



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 12  of 26

__________________________________________________________________________________________

savings and savings income). There would be exit charges and principal charges on any 
capital distributions.

Therefore, it is imperative Grace is not made a beneficiary of the trust.

On Hannah's death, the trust is treated in the same way as a qualifying interest trust under 
s48 IHTA 1984. The trust assets would form part of Hannah's estate as settled property 
and any IHT due would be payable and reportable at the hands of the trustees. Her free 
estate on her death would be chargeable to IHT in the hands of the executors.

Providing the nil rate band would cover the trust assets at death, there will be no IHT to 
pay.

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
































