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

Answer-to-Question-_2_

Tee Ltd - Business Property Relief

Business property relief (BPR) is available at a rate of 100% where shares are held and 
transferred and those shares are shares in an unquoted trading company which have been 
held for at least 2 years. 

The shares in Tee Ltd appears to meet the relevant conditions for BPR. However, relief is 
restricted where the trading entity holds excepted assets which broadly are those assets 
which are not used for the purposes of the trade or those assets which are used for 
personal use. This would include the surplus cash of £400,000 which is not being used for 
working capital and this would also include the boat valued at £500,000 for Donald's 
personal use. 

BPR would therefore be restricted as the surplus cash and and boat would not be deemed 
to be relevant business property and therefore, the value of these items would be subject 
to IHT at 40%. 

Donald could either earmark the cash for future business plans and this should be well 
documented, e.g. in the company accounts, so it's no longer considered an excepted asset 
(assuming there are viable business plans), or distribute the income albeit this will have 
tax consequences. He can then gift the cash, which would be a PET and not fall within his 
death estate and may even fall outside the scope of IHT if he survives 7 years. The boat 
should also be distributed or sold so that the full value of the company qualifies for BPR.  

Dividends 

A waiver of a dividend is not a transfer of value for IHT purposes, provided the dividend 
is waived 12 months before the right to the dividend has accrued. So therefore, if Donald 
wishes to gift his daughter the dividends from Tee Ltd, he should consider utilising this 
exemption. 

Donald's current method of gifting dividends after having received them will result in 
Potentially Exempt Transfers. No IHT will be charged if he survives 7 years from the 
date of the gift and taper relief may be available if he survives 3 years from the date of the 
gift. 
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Normal Expenditure Out of Income

There is also an IHT charge where the transfer of value is from income, and has no 
impact on the donor's standard of living. It does not appear that Donald can benefit from 
this given he is having to sell assets to meet his income shortfall and fund living 
expenses. The gifts are therefore affecting his standard of living. 

It would perhaps theregfore make sense for him to start withdrawing the surplus cash 
from Tee Ltd to help remove the excepted asset and also so he has more income to meet 
his living expenses and any gifts of surplus income could benefit from the above 
exemption. 

Pre-Owned Assets Charge - The Flat 

Where an individual makes a transfer of cash,and that cash is then used by the donee to 
purchase an asset which the donor is not then virtually excluded from,the pre-owned 
assets ("POAT") rules come into play which levy an income tax charge on the donor on 
the annual/rental value of the property that he benefits from. There is a de-minimis 
exemption available where the rental value is less than £5,000. 

The POAT rules are relevant here because Mary has used £350,000 of the £1,000,000 gift 
given to her to purchase a flat in which Donald lives. Donald must therefore pay income 
tax on the rental value which is £12,000 per annum. 

To avoid this, he could pay the market rent of £12,000 to Mary. Mary would then 
however have an income tax charge on the rent. 

The alternative would be to elect to treat the value of the flat as a gift with reservation. 
This would then mean that the flat would be within his death estate. As Donald is trying 
to reduce his death estate this does not seem like a viable option. 

Therefore, he should consider Mary's income levels to determine the tax implications of 
paying rent. Or he should accept the POAT charge. In both cases, there will be a removal 
of cash from the estate and the cost of having the flat in his estate will likely outweigh the 
cost of the income tax he may need to pay/ Mary may need to pay. 

The cash given to Mary is also a potentially exempt transfer and will be exempt provided 
that Donald survives for 7 years from the date of the gift. Taper relief will be available if 
he survives at least 3 years from the date of the gift. 

Gift With Reservation



Institution CIOT - CTA
Course / Session Adv Tech IHT Trusts and Estates Exam Mode OPEN LAPTOP + NETWORK
Extegrity Exam4 > 24.3.10.64 Section All Page 7 of 19

__________________________________________________________________________________________  

Where a donor makes a gift, and then is not virtually excluded from enjoying that gift, the 
gift is deemed to be a gift with reservation of a benefit ("GWROB"). Given Donald gifted 
Mary the artwork, but then kept it within his own house, there would be a gift with 
reservation. 

When Mary took full occupation and the gift with reservation was released, this would 
have resulted in a further Potentially Exempt Transfer. Donald must survive 7 years from  
July 2023 when it was released for this to be exempt and at least 3 years to benefit from 
taper relief. 

The GWROB rules could have been avoided, if he paid for the property's usage. Donald 
should ensure that the artwork remains in Mary's property and should ensure he does not 
seek to occupy it again through taking it into the flat. 

If he had not benefited from the artwork, there would be no PET given since the initial 
gift, more than 7 years have passed. 

Woodlands Relief 

The value of the trees and underwood can be left out of account when calculating IHT, 
which amounts to £240,000 of the total land valued at £400,000. 

Annual Exemption

Donald should ensure he makes gifts up to £3,000 each year to benefit from the annual 
exemption. 

NRB

He could make a CLT of up to £325,000 to use his NRB. No further IHT would be 
payable if he survives 7 years from the date of the CLT. 
 
-------------------------------------------
--------------ANSWER-2-ABOVE---------------
-------------------------------------------
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-------------------------------------------
--------------ANSWER-3-BELOW---------------
-------------------------------------------

Answer-to-Question-_3_

1. Deemed domicile and scope of IHT 

Stefan triggered UK tax residence in the 2011/12 tax year. For the purpose of the deemed 
domicile rules, split years are disregarded. 

A person who is not born in the UK and does not have a domicile of origin in the UK, 
will become deemed domicile in the UK once they have been UK resident for 15 out of 
the 20 previous tax years. 

Stefan will therefore become deemed domicile under the long term resident rules from 6 
April 2026. 

The offshore discretionary trust created whilst Stefan was non-UK domicile which holds 
foreign assets only, would be an excluded property trust as the trust follows the domicile 
of the settlor, and therefore will not be within the scope of UK IHT, even if Stefan later 
becomes deemed domicile.  

The remainder of his worldwide estate would fall within the scope of UK IHT if he was 
to die whilst being deemed domicile, including any potentially exempt transfers made 
within the 7 years prior to his death. 

Other than his UK pension fund, which is likely to fall outside the scope of IHT, he holds 
assets valued at £5,073,000. Assuming he dies on 6 April 2026, and the value of his 
assets remain the same, the PETS given in March 2023 will also become chargeable. He 
would not be eligible for the residence nil rate band given the total value of his estate far 
exceeds £2,000,000. His nil rate band would be £325,000. The IHT on his death estate is 
estimated to be £1,899,200 (40% x 5,073k - 325k). This does not include IHT on the 
Potentially exempt transfers. 

2. Tax Planning Opportunities

Whilst Stefan is non-UK domiciled, he could create a further excluded property trust to 
hold his foreign assets. These foreign assets will continue to be excluded property for 
IHT purposes even when Stefan becomes deemed domcile. Transferring the foreign 
assets into the trust will not result in an IHT entry charge and nor will there be any 
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principal or exit charges. The assets will also not fall within the gift with reservation of 
benefit rules. Unless his UK investments provide him with necessary income, he should 
consider swapping them for foreign investments and also adding these to the trust. 

Provided the trust itself remains offshore, i.e. the trustees are non-UK resident the trustees 
will not be subject to UK tax unless it receives UK source income. However, if Stefan 
chooses to transfer his UK bank account or UK investments into the trust, the income 
derived from these is likely to be disregarded under s811 ITA 2007 and there should not 
be any UK income tax payable. 

Given the trust it settlor interested, as Stefan will continute to benefit, income arising 
from the trust would usually be taxable directly on the settlor. However, there is a 
protection where that income arises from excluded property and that income is therefore 
deemed to be protected foreign source income. This income will only be taxable in the 
hands of the settlor, if it is actually distributed. Whilst he remains non-UK domiciled, 
provided distributions are kept offshore, the remittance basis of taxation can be used. 
Once he is deemed domicile, the distributions will be matched with relevant income of 
the trust. It will be taxed on Stefan has non-savings income and will be subject to tax at 
his progressive rates of taxation. A foreign tax credit will not be allowable. 

There are safe harbour provisions which apply which prevent these matching rules where 
the motive behind trust creation was not tax avoidance, but these are not likely to apply 
here and would be difficult to evidence. 

Trust gains will be chargeable under s87 TCGA. The rules apply where capital payments 
are made to a UK resident out of the trust who is deemed domicile under the long term 
resident rules. Capital payments will be matched with the trust gains on a Last in, first out 
basis. Unmatched payments will be carried forward and matched with future gains. 

Howeever, where there is accumulated undistributed income within the trust, a capital 
payment will first be matched with that income and subject to income tax at the income 
tax rates. The remainder will then be matched with the trust gains, and will be subject to 
CGT. The individual's annual exempt allowance is available. 

Where gains have arisen, and are not distributed in the year they arose, or the following 
tax year, the CGT arising on a capital payment will attract a supplementary charge of 
10% for each tax year the gain remained undistributed. The maximum supplementary 
charge is 60%. 

The above treatment will only continue to apply provided that Stefan does not taint the 
trust by adding property directly or indirectly to the trust once he is deemed domicile. If 
he taints the trust, the income and gains will arise to him as the settlor on an arising basis. 



Institution CIOT - CTA
Course / Session Adv Tech IHT Trusts and Estates Exam Mode OPEN LAPTOP + NETWORK
Extegrity Exam4 > 24.3.10.64 Section All Page 10 of 19

__________________________________________________________________________________________  

-------------------------------------------
--------------ANSWER-3-ABOVE---------------
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The gifts would result in an IHT recapture charge as above. However,if the donee makes 
the necessary undertakings, i.e. the same undertakings made by Sir Philip, then the 
conditional exemption claim would continue. 

A conditional exemption claim can be made where the following necessary undertakings 
are made: 

- The asset/property must be in the UK and must be kept in the UK (albeit temporary 
absences may be agreed with HMRC); 
- The public must be given reasonable access;
- The asset/property must be well maintained and preserved. 

These undertakings must be given within 2 years following the date of the transfer 
otherwise the IHT recapture charge will arise and will be payable by the donees, i.e. 
Holly and Matthew. 

The gift of the gnome is a PET for IHT purposes. The gift will become chargeable if Sir 
Philip dies within 7 years of the date of the gift. Taper relief may be availble if he does 
survive at least 3 years from the date of the gift. However, given it's preeminent artistic 
interest, Holly cna make a conditional exemption claim within 2 years of the PET or 
within 2 years of Sir Philip's death so it's not subject to IHT. 

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










