THE ASSOCIATION OF TAXATION TECHNICIANS

ATT PAPER 5 INHERITANCE TAX, TRUSTS & ESTATES

November 2025

TIME ALLOWED

3 HOURS 30 MINUTES

All workings should be shown and made to the nearest month and pound unless the question
specifies otherwise.

A maximum of two marks will be awarded for the quality of presentation of the answers.

You must type your answer in the space on the screen as indicated by the Exam4 guidance.



The Green Family Trust was settled by Mr Green for his grandchildren on 1 June 2015. The terms
of the Trust state that the grandchildren have an entitlement to income at 18, and absolute
entitlement to the Trust capital at age 25.

Mr Green settled £500,000 into the Trust, which was used immediately to purchase a managed
share portfolio. Mr Green had previously jointly settled £500,000 into a different Trust with his wife
for the benefit of their adult children in January 2009. No holdover relief was claimed on the creation
of either Trust. Mr Green has made no other lifetime transfers.

In 2024/25 The Green Family Trust made the following disposals:

Value on Disposal
1 June 2015 proceeds

£ £
X plc 36,000 42,000
Y plc 18,000 11,000
Zplc 32,000 45,000

The Trust receives £16,000 a year of dividend income. The income has never been distributed. No
capital distributions have been made from the Trust.

The value of the Trust on 1 June 2025 stands at £515,000, excluding undistributed and
unaccumulated income.

Requirements:

1) Calculate any Inheritance Tax due on the settlement of the Green Family Trust in 2015,
assuming Mr Green paid any tax due. State the value of the gross chargeable transfer.
State the deadline for reporting and paying the tax. (5)

2) Calculate the Capital Gains Tax due for 2024/25 and state the deadline for reporting
and paying the tax. Identify any requirements in relation to the Trust Registration
Service. (5)

3) Calculate any Inheritance Tax due on the 10-year anniversary of the trust and state the
deadline for reporting and paying the tax. (5)

Total (15)

You work for Exto LLP and the Trustees of the Yin Family Settlement are a client of your firm. The
Trustees submitted their tax return for 2022/23 on 29 January 2024. Following the discovery of an
error in repair costs claimed on the tax return and the amount of mortgage interest claimed they
amended the tax return on 2 February 2024. No other amendments were made to the tax return.

On 1 February 2025, HMRC wrote to the Trustees to open an enquiry into the Trust tax return.
They have asked for additional information regarding the repair costs claimed on the rental
property, and the mortgage interest amounts. They have also asked for information regarding the
Capital Gains Tax computation on the sale of a separate commercial let.

Following the enquiry, HMRC disallowed the deduction of mortgage interest as this related to a
residential let, not a commercial let as the Trustees had informed you. They also disallowed a
number of repair costs as they concluded they were capital in nature.

HMRC have imposed a 20% penalty on the underpaid tax, based on a decision of careless
behaviour.

After the closure notice was issued by HMRC on 25 October 2025, the Trustees approach you with

a press article regarding a recent HMRC tribunal decision that supports their argument that their

repair costs were revenue, rather than capital. You agree that this may be a valid argument.
Continued
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Continuation

The Trustees have now made a complaint about you to Exto LLP, stating that you were negligent
in not further arguing their case based on the facts of the tribunal case. As a consequence, they
have asked for you to deal with an appeal to HMRC without any further charge.

Requirements:

1) Discuss the validity of HMRC’s notice to enquire. (3)
2) Discuss whether the 20% penalty imposed should be accepted, and what could be
done to mitigate this penalty. (2)

3) Explain the options to appeal the decision by HMRC based on the recent case, and
whether this appeal can be escalated if initially rejected. (5)

4) Explain how Exto LLP should deal with the complaint from the Trustees. (5)
Total (15)

Ron Baker died on 6 April 2024. The gross value of Ron’s estate on his date of death was
£1,700,000.

A loan was taken out by the executors on 30 April 2024 to pay the Inheritance Tax due on the
estate. This was repaid on 31 March 2025. Interest was due on the loan at £300 per month.

During 2024/25 the estate received income as follows:

£
Dividends on quoted shares 60,000
Interest from a cash ISA 7,000
Interest on solicitors’ client accounts 15,000

The executors sold the following assets on 12 November 2024

Asset Proceeds Value at death
£ £
Shares in Banana plc 230,000 210,000
Shares in Apple plc 45,000 60,000
Ron’s Car 15,000 14,000

An interim distribution of cash was made to Ron’s wife on 3 March 2025 of £12,000, after which the
estate generated no further income.

The executors distributed Ron’s assets on 3 May 2025. Ron’s nephew received a gift of £12,000
and four paintings specified in the Will, valued at £34,000 on Ron’s death. Ron’s son and daughter
each received 50% of the remaining quoted share portfolio as specified in the Will; these were
valued at £500,000 on distribution. The residue passed to his wife, Jane.

Requirements:

1) Calculate the Capital Gains and Income Tax due on the Estate and explain the process
of declaring this to HMRC. (8)

2) State the types of legacies received by each of the beneficiaries and explain if they
are entitled to any income in relation to these legacies. Produce the information to
include on forms R185 where required. (10)

Total (18)
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Juliana died on 14 March 2023 having never married and having always been domiciled in the UK.
Her Will directed that her estate should be left to her daughter, Dana.

During her lifetime Juliana made a number of gifts as follows:

a)

On 29 June 2017 she gifted 3,000 shares in Widgets Ltd to Dana. Widgets Ltd was an
unquoted trading company and Juliana had purchased her shares in 2014. At the time of the
gift, there were 10,000 shares in issue. Juliana continued to hold 3,000 shares after the gift.
The value of shareholdings at the time of the gift were as follows:

Shareholding Value per share
£

0-25% 17

26-50% 20

51-74% 63

75-100% 78

In 2019 the shares in Widgets Ltd were listed on the London Stock Exchange.

On 2 October 2018 Juliana gifted an office building valued at £795,000 to a discretionary
trust for the benefit of her grandchildren. Juliana paid any Inheritance Tax arising. The office
building was used in Juliana’s recruitment business which she ran in partnership with Dana
until they ceased trading in July 2020, at which point the trustees decided to rent it out
commercially.

On 12 April 2019 Juliana gifted farmland to her nephew. The land was let to a local farmer
on a 20-year lease, signed on 31 January 2002. The market value of the land at the time of
gift was £50,000 and the agricultural value was £30,000.

When the lease ended in 2022, Juliana’s nephew sold half the land for £28,000 and
continued to let the remaining half to the farmer on a new lease.

Juliana’s death estate consisted of the following assets:

Asset Value
£
Main home 600,000
Shares in Widgets plc 225,000
Investment portfolio 130,000
Original Andy Warhol painting 300,000
Total 1,255,000

The painting had previously been designated as heritage property by HMRC.

On 4 April 2025 Dana decided she no longer wanted the painting and sold it to a private collector
for £338,000. Dana is a higher rate taxpayer and made no other disposals during the tax year.

Requirements:

1)

2)

3)

Calculate the Inheritance Tax payable on Juliana’s lifetime transfers explaining any
Inheritance Tax reliefs available. (8)

Calculate the Inheritance Tax payable as a result of Juliana’s death explaining any
Inheritance Tax reliefs or exemptions available. (12)

Calculate the Capital Gains Tax and Inheritance Tax payable on the sale of the
painting. (5)

Total (25)
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Joe Evans died on 18 August 2024, aged 52, resident and domiciled in the UK. During his lifetime,
Joe had been registered blind and was in receipt of Personal Independence Payments, which are
exempt from Income Tax.

Joe’s death estate consisted of the following assets:

Asset Value
£
Main home 160,000
Investment portfolio 180,000
Vintage gramophone 32,000
Total 372,000

He was also a beneficiary of two trusts:

a)

On 1 July 2016 Joe’s mother Deidre settled £390,000 onto The Evans Discretionary Trust
for the benefit of Joe. The trust produced £6,000 of bank interest and £10,000 capital gains
per annum. The trustees made an annual distribution to Joe of £5,000.

Deidre, both resident and domiciled in the UK, died on 29 April 2022 at which time the trust
assets were valued at £425,000. At the time of Joe’s death, the trust assets were valued at
£460,000. Deidre left her entire estate to Joe via her Will. Deidre had never been married
and made no other lifetime gifts.

Joe used £125,000 of his inheritance to settle The Novo Discretionary Trust for his own
benefit on 2 July 2022. The trust received dividends of £6,000 per annum. This trust was
valued at £150,000 at the time of Joe’s death.

Joe had made no other lifetime transfers and received no taxable income other than income
distributions from the trust. He had never married and his Will directed his entire estate
should be left to his nephew.

Requirements:

1)

2)

3)

4)

Explain how The Evans Family Discretionary Trust was charged to Income Tax,
Capital Gains Tax and Inheritance Tax during Joe’s lifetime. You should include
details of any beneficial elections and assume those elections have been made.
Computations are not required. (12)

Calculate, with explanations, the Inheritance Tax payable in respect of The Evans
Family Discretionary Trust as a result of Deidre’s death. State who is liable to pay any
Inheritance Tax arising and the due date for payment. (3)

Explain the Income Tax, Capital Gains Tax and Inheritance Tax treatment of the Novo
Discretionary Trust during Joe’s lifetime. You should assume any beneficial elections
have been made. (6)

Calculate, with explanations, the Inheritance Tax payable as a result of Joe’s death
and state who is liable to pay the tax. (4)

Total (25)
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