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November 2025 Examination
PAPER 5
Inheritance Tax, Trusts & Estates
Suggested Answers
Candidates will be given credit for relevant points not on the mark scheme.



1. 

1) The transfer of assets is a chargeable lifetime transfer for Inheritance Tax purposes.

	
	£
	£
	

	Total assets transferred (cash)
	
	500,000
	½


	Less:
	
	
	

	Annual exemption x 2 (2014/15, 2015/16)
	
	(6,000)
	½ 

	Nil rate band
	325,000
	
	½ 

	Less: Cumulative transfers in the previous 7 years
£250,000 – £6,000 (AE x 2 2007/08, 2008/09)
	
(244,000)
	
	
1

	
	
	(81,000)
	

	Taxable amounts
	
	413,000
	

	Inheritance Tax payable at 20/80
	
	103,250
	1



* ½ for single grossing, ½ for calculation. 
	Gross Chargeable Transfer
	£494,000 + £103,250
	£597,250
	½


 
The due date for reporting the transfer via form IHT100 was 30 June 2016 (12 months after the end of the month of transfer) (1/2). Payment of the Inheritance Tax was due 30 April 2016 (the later of 6 months following the end of the month of transfer and 30 April following the end of the month of transfer) (1/2).
    (5)
2) 

Capital Gains tax is due on the disposal of the shares within the Trust as follows;
	
	X plc
£
	Y plc
£
	Z plc
£
	

	Proceeds
	42,000
	11,000
	45,000
	

	Value on 1 June 2015
	36,000
	18,000
	32,000
	

	Gain / Loss
	6,000
	(7,000)
	13,000
	   1

	Loss offset
	(6,000)
	
	(1,000)
	½

	Chargeable Gain
	0
	NIL
	12,000
	½

	Less: Annual exempt amount
	
	
	(1,500)
	½

	Taxable Gain
	0
	
	10,500
	

	Capital Gains Tax @ 20%
	0
	
	2,100
	1



	         Total Capital Gains Tax Due	£2,100
The Capital Gains tax should be reported on the Trust Tax Return (1/2), and tax paid by the due date of 31 January 2026 (1/2). 

The Trust is required to be registered with HMRC on the online Trust Registration Service, and as the Trust is taxable, the Trustees should make an annual return of any changes to the trust details or otherwise that no changes have been made (1/2).
(5)





3) 
The Trust is subject to a principal charge on the ten-year anniversary of the Trust, 1 June 2025, as follows:
	
	£
	£
	

	Value of Trust Fund on 1 June 2025
	
	515,000
	½

	Add: Undistributed and unaccumulated income in the five years before the principal charge (5 x £16,000)
	
	80,000
	1*

	Value of the Capital Account on 1 June 2025
Nil rate band 
	
325,000
	595,000
	
½

	Less: Settlors cumulative transfers in 7 years before trust commencement
	(244,000)
	
	½

	Less: Capital distributions in first 10 years
	(NIL)
	
	

	
	
	(81,000)
	

	
	
	514,000
	

	
	
	
	

	Notional Tax (514,000 x 20%)
	
	102,800
	½

	Effective Tax Rate (102,800 / 595,000)
	
	17.277%
	½

	Actual Tax Rate (17.277% x 30%)
	
	5.183%
	½

	
	
	
	

	Principal Charge (595,000 x 5.183%)
	
	£30,839
	½



The IHT100 form declaring the principal charge and payment of the IHT are both due 6 months following the end of month of the ten-year anniversary date i.e., 31 December 2025 (1).**
* ½ for identifying undistributed unaccumulated income, ½ for correctly calculating value. (Sufficient to use gross income, not necessary to calculate distributable income after tax).
** ½ mark for identifying the due date for reporting and ½ mark for identifying the due date for payment.
Max (5)
Total 15 marks



2. 
1)
HMRC have the right to make a formal ‘enquiry’ into every tax return submitted to them. For an enquiry to be valid a HMRC officer must issue a formal ‘enquiry notice’ to the taxpayer under s.9A TMA 1970 within the ‘time allowed’ (1/2). The normal time limit for commencing an enquiry is 12 months after the date of filing of the return where this is submitted on time. For the original return submitted by the Trustees this is 29 January 2025 (1/2), and therefore HMRC were out of time to open an enquiry into this return (1/2).
An enquiry may be opened into an amendment to the tax return by the quarter day following the 12 month anniversary of submission where the amendment is after the normal due date (1/2), as this is a deemed to be a separate return for enquiry purposes (1/2). However, an enquiry into an amended return must be restricted to matters covered in the amendment and cannot be extended to submissions made in the original return (1/2). As the Trustees made an amendment on 2 February 2024, HMRC were in time to open an enquiry into the amended return as they had until 30 April 2025 to do so (1/2).
The Trustees were therefore obliged to provide the information in relation to the repairs, and the mortgage interest, as these were part of the amendment made, but could have refused to provide information regarding the capital gains tax computation as this was part of the original return not the amended return (1/2).
Max (3)
2)
The Trustees failed to keep suitable records to determine the correct treatment of the repairs, as well as the allocation of the mortgage interest, so they failed to take reasonable care (1/2). The discovery of the error by HMRC made this a prompted disclosure (1/2). The maximum penalty for a careless prompted disclosure is 30% and the minimum penalty is 15% (1/2) so this 20% fits within this range and was therefore reasonable (1/2).
The Trustees could have asked HMRC to mitigate this penalty to the minimum level of 15% if they complied with HMRC regarding the enquiry and promptly paid the tax and penalties due (1/2).
As they made a careless error, the trustees could have also requested that any penalty imposed be suspended by HMRC for up to 2 years and then cancelled if agreed suspension conditions are adhered to during that time (1/2). 
Max (2)
3)
If the Trustees disagree with the decision made by HMRC they can challenge the decision by appealing. In the first instance appeals must be made directly to HMRC who will determine the appeal by agreement (1/2).
A taxpayer can make an appeal on the basis that the legislation is unclear or open to different interpretation (1/2). 
The appeal must be given in writing giving the grounds for the appeal (1/2) within 30 days of the HMRC assessment, in this case by 24 November 2025 (1/2).
If HMRC do not agree the appeal, they will offer a review of the case (1/2). If the Trustees do not agree for HMRC to undertake a review, they must instead appeal to the First-Tier Tribunal within 30 days (1/2).
A review is conducted by an officer not previously involved with the case (1/2). The Trustees should put their case to the officer in writing and the review is generally carried out within 45 days (1/2). If a review takes longer than this or the trustees do not agree with the review decision, they can then appeal to the First-Tier Tribunal, so nothing is lost by initially accepting a review (1/2).
Tribunals are expensive and there is an alternative in the form of Alternative Dispute Resolution (ADR) (1/2) which would give the trustees the chance to reach an acceptable conclusion with HMRC via mediation if agreement cannot be reached instead of initiating formal appeal proceedings (1/2). To access the ADR process, they must first start the formal appeal process to First Tier Tribunal then make an application for ADR to be considered by HMRC (1/2). 
If the Trustees do not agree with the decision made by the First-Tier Tribunal they can appeal to the Upper Tribunal on a point of law only (1/2), after obtaining permission to do so from the First-Tier Tribunal or Upper Tribunal (1/2). 
Max (5)
4)
[bookmark: _Hlk209639162]The complaint made by the Trustees must be dealt with in a timely manner (1/2). An investigation of the complaint should be carried out by a person of sufficient experience (1/2), seniority (1/2) and competence (1/2) who was not directly involved in the act or omission giving rise to the complaint (1/2). There should also be consideration given as to whether Exto LLP’s professional indemnity insurer should be notified of the complaint (1/2).
Under the PRPG ATT members are required to show professional competence and due care when dealing with our clients affairs (1/2). As part of this, we must undertake continuous professional development to keep up to date with current issues with tax legislation (1/2).
The Trustees should be kept informed as the investigation progresses (1/2), and a decision on the complaint should be made in writing to them (1/2). The outcome of the investigation should include a decision on how you will compensate the Trustees, including whether you will deal with the appeal on a no fee basis (1/2). The Trustees should be given the option of appealing to the Tax Disciplinary Board if they are not satisfied with the outcome of their complaint and the steps taken to deal with it (1/2). Records must be retained of all correspondence relating to the complaint (1/2) as clients who complain to the TDB will be asked whether a complaint was also lodged with the member firm (1/2). 
If the complaint is found to be justified (even if only in part) then a prompt acknowledgement and apology should be made (1/2). There may be a requirement to get approval of this apology from the indemnity insurers (1/2).

Max (5) 
Total 15 marks



3.
	Income Tax
	
	
	
	£
	

	Dividends
	
	-
	60,000
	

	Interest received on solicitors accounts
	
	15,000
	
	

	Interest received on ISA (Note 1)
	
	0
	
	

	
	
	15,000
	60,000
	

	Less: IHT loan interest (300 x 11)
	
	(3,300)
	
	1

	
	
	11,700
	60,000
	

	Tax @ 8.75%
	
	
	5,250
	½

	Tax @ 20%
	
	2,340
	
	½

	Income tax due
	
	2,340
	5,250
	

	
	
	
	
	

	Income Tax Due
	
	
	7,590
	

	
	
	
	
	


Note: A cash ISA retains its tax-free status for up to 3 years following Ron’s death (½)
	      
Capital Gains Tax
	
	Proceeds
£
	Value at death 
£
	Gain
£
	

	Apple Plc
	45,000
	60,000
	(15,000)
	½


	Banana Plc
	230,000
	210,000
	20,000
	½

	
	
	
	5,000
	½*

	SP2/04 deduction (£8,000 x 270,000/1,700,000)
	
	
	(1,271)
	1

	Less: Annual exempt amount
	
	
	(3,000)
	½

	Taxable gain
	
	
	729
	

	
	
	
	
	

	Capital Gains Tax @ 20%
	
	
	146
	½

	(candidates will obtain the ½ mark if they use 24% in line with changes announced in the 30 October 2024 budget as enacted in FA 2025 on 20 March 2025
	
	
	
	


    
*1/2 mark available for offsetting loss against the gains in the administration period.
Note: Cars are wasting assets, and therefore exempt from Capital Gains Tax (½).
Assets passing to beneficiaries is not a chargeable event for CGT purposes (½), they receive these a probate value (½).
[bookmark: _Hlk189509615]The tax liability can be declared to HMRC via the informal process (½), as the estate meets the following requirements:
· Total liability to income tax and CGT during the administration period is less than £10,000. 
· the administration period lasted no more than 2 years;
· The probate value of the estate is less value than £2.5 million;
· the proceeds of assets sold in any one tax year are less than £500,000; and
· the estate is not regarded as complex.

(Max 1 mark for all conditions)                
Max  (8) 
2) 	Ron’s nephew received a pencuniary legacy (½) as it is a specific amount of money (½). The beneficiary of a pecuniary legacy is not normally entitled to interest unless the payment is over 12 months from the date of death (½). Ron’s nephew is entitled to interest of £22.50 (£12,000 x 1/12 x 2.25%) (½). This is paid to him gross (½).
Ron’s nephew also received a specific legacy (½) as he was left named assets (½). As these paintings were not income producing assets, he is not entitled to income on his legacy, regardless of when it was paid (½).
Ron’s son and daughter received a specific legacy (½), but the shares are income producing assets, and therefore they are entitled to the income produced by these assets during the administration period (½).
Their 2024/25 R185s will each (½) be as follows:
	
	Net
£
	Tax
£
	

	Dividend Income
	27,375
	2,625
	1



The specific legatees are treated as receiving the income annually on an accrual’s basis (½). They are therefore treated as receiving the dividend income during 2024/25, the year it was received by the executors (½).
Ron’s wife received a residuary legacy (½). She is entitled to the income produced by the remaining assets during the administration period (½).
Her 2024/25 (½) R185 will be as follows:
	
	Net
£
	Tax
£
	

	Interest Income
	9,360
	2,340
	1


	
As she received an interim distribution of £12,000 on 3 March 2025, this exceeded the net interest distributable from the client account up to that date and so this would be deemed to have been distributed to her in full during 2024/25. (½) The interest on the specific legacy is an admin expense but fell after the date of the distribution and is not therefore deductible, it will instead be deducted from her entitlement to Capital (½).
Max (10) 
Total 18 marks



4. 
1) IHT payable on Juliana’s lifetime transfers:
	
	£
	£
	

	Lifetime transfers – IHT in lifetime:
	
	
	

	
	
	
	

	29.07.2017 – Gift of Widgets Ltd shares to Dana
	
	
	

	Loss to donor:
	
	
	

	Shares held before transfer: 6,000 x £63
	378,000
	
	½

	Shares held after transfer: 3,000 x £20
	(60,000)
	
	½

	Value transferred
	318,000
	
	

	BPR available at 100% as unquoted trading shares
	
	
	½

	BPR @100%
	(318,000)
	
	½

	PET to Dana
	
	Nil
	

	
	
	
	

	02.10.2018 – Gift of office building to trust
	
	
	

	Value of building at transfer
	795,000
	
	

	BPR available at 50% as building used in a partnership of which Juliana was a partner
	
	
	½

	BPR at 50% x 795,000
	(397,500)
	
	½

	Net transfer
	397,500
	
	

	AE 2018/19
	(3,000)
	
	1

	AE 2017/18
	(3,000)
	
	

	CLT
	391,500
	
	

	NRB – fully available
	(325,000)
	
	½

	
	66,500
	
	

	IHT at 20/80 (payable by Juliana so single grossing applies)
	
	16,625
	1

	Gross value of CLT (391,500 + 16,625)
	
	408,125
	½ 

	
	
	
	

	12.04.2019 – Gift of farmland to nephew
	
	
	

	Value of land at gift
	50,000
	
	

	Let for agricultural purposes for > 7 years therefore APR available on agricultural value, rate of 100% as lease post 1 September 1995
	
	
	½
½

	APR at 100% x £30,000
	(30,000)
	
	½

	Net transfer
	20,000
	
	

	AE 2019/20
	(3,000)
	
	½ 

	PET so not chargeable in lifetime
	17,000
	Nil
	

	
	
	
	

	Total marks for part 1
	
	
	(8)



2) IHT payable as a result of Juliana’s death:
	
	£
	£
	

	Lifetime transfers – IHT on death:
	
	
	

	
	
	
	

	29.07.2017 – Gift of Widgets Ltd shares to Dana
	
	
	

	Value transferred
	318,000
	
	

	BPR no longer available as shares listed on the Stock Exchange in 2019
	
	
	½

	AE 2017/18 – not available as used in lifetime CLT calculation
	-
	
	½ 

	AE 2016/17
	(3,000)
	
	½ 

	Chargeable to IHT
	315,000
	
	

	Nil rate band at death
	(325,000)
	
	½

	Taxable
	
	Nil
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	02.10.2018 – Gift of office building to trust
	
	
	

	Gross CLT
	408,125
	
	

	BPR withdrawn as property is not relevant business property in the hands of the trustees (rented out):
	

	
	
½

	BPR withdrawn
	397,500
	
	½

	Chargeable to IHT
	805,625
	
	

	NRB (£325,000 - £315,000)
	(10,000)
	
	½

	Taxable
	795,625
	
	

	IHT @40%
	318,250
	
	½

	Taper relief 4-5 years = 40%
	(127,300)
	
	½ 

	
	190,950
	
	

	Less lifetime IHT paid
	(16,625)
	
	½

	IHT payable by trustees
	
	174,325
	

	
	
	
	

	12.04.2019 – Gift of farmland to nephew
	
	
	

	Value of land at gift
	50,000
	
	

	APR available at 100% of agricultural value of land retained (still used for agricultural purposes)
	
	
	
½

	APR at 100% x 30,000 x 50%
	(15,000)
	
	½

	
	35,000  
	
	

	AE 2019/20 (2018/19 already used)
	(3,000)
	
	½

	Chargeable to IHT
	32,000
	
	

	Nil rate band remaining (£325,000 - £315,000 - £408,125)*
	nil
	
	½

	Taxable
	32,000
	
	

	IHT @ 40%
	12,800
	
	½

	Taper relief 3-4 years = 20%
	(2,560)
	
	½ 

	IHT payable by nephew
	
	10,240
	

	
	
	
	

	*Original CLT remains on clock for NRB purposes
	
	
	½

	
	
	
	

	Death estate:
	
	
	

	
	
	
	

	Total assets
	1,255,000
	
	

	Conditional exemption for Andy Warhol painting (see below)
	(300,000)
	
	½

	
	955,000
	
	

	NRB – fully utilised against lifetime transfers
	-
	
	½

	RNRB – available as main home left to direct descendent
	(175,000)
	
	½

	
	780,000
	
	

	IHT @ 40% payable by executors
	
	312,000
	½

	
	
	
	

	Conditional exemption for Andy Warhol painting
	
	
	

	As the painting had previously been designated as heritage property by HMRC then on the basis that it remains heritage property at the date of Juliana’s death (½) and Dana makes a claim for exemption by 14 March 2025 (½) then conditional exemption from IHT on Juliana’s death estate will apply (½).

Dana must adhere to certain undertakings in order for the IHT exemption to continue. She must keep the painting in the UK (½), allow reasonable public access to view the painting (½). She must maintain and preserve the painting (½) and publicise these undertakings (½).

	
	
	
	

	Total marks for part 2
	
	Max
	(12)



3) CGT and IHT on sale of painting
	
	£
	£
	

	CGT on sale of painting:
	
	
	

	Disposal proceeds
	338,000
	
	

	Base cost (MV at death)
	(300,000)
	
	

	Gain
	38,000
	
	½

	Annual exempt amount
	(3,000)
	
	½

	Taxable gain
	35,000
	
	

	CGT @ 20%
	
	7,000
	½

	
	
	
	

	IHT recapture charge
	
	
	

	A charge to IHT also arises on the sale of the painting
	
	
	½

	Net proceeds of sale
	338,000
	
	½

	Less CGT paid on sale
	(7,000)
	
	½

	Chargeable amount
	331,000
	
	

	NRB – already fully used
	           -
	
	½

	
	331,000
	
	

	IHT @ 40%
	
	132,400
	½

	
	
	
	

	Dana as the vendor is liable to pay both the CGT and the IHT
	
	
	1

	
	
	
	

	Total marks for part 3
	
	
	(5)



                                                                                                                                                                                       Total 25 marks




5. 	
	1) The Evans Family Discretionary Trust

	As Joe was registered blind and in receipt of Personal Independence Payments, he falls within the definition of a disabled person (1/2). This means that special tax rules apply to the trust set up for his benefit provided that the following claims and elections are made (1/2):

· Vulnerable Person Election (VPE) (1/2)
This election confirms to HMRC that Joe is a “vulnerable beneficiary” by virtue of him being a disabled person. It is a one-time joint election between Joe and the trustees made by 31 January following the end of the tax year to which it is to first apply (1/2).

· Claim for Special Tax Treatment (1/2)
In order to obtain the special Income Tax and CGT rules as set out below, an annual claim (1/2) must be made by the Trustees of the Evans Family Discretionary Trust on their self-assessment tax return (1/2).

	Income Tax treatment
	The tax payable by the trustees on the annual £6,000 income will be calculated as if it had arisen to Joe directly (1/2). Therefore, instead of paying trust rates of tax i.e., 45% (1/2) on the bank interest, the bank interest would be treated as falling within Joe’s personal allowance (1/2). If the interest had been higher in any year, Joe’s savings allowance and basic rate band would also be available to use against the income (1/2).
	
	When making the £5,000 annual income distributions to Joe, the trustees are required report the distributions on Form R185, with a corresponding 45% tax credit (1/2). Therefore, a tax pool charge is likely to have arisen each year (1/2). Joe is, however, able to reclaim the 45% tax suffered (1/2).

	Capital Gains Tax treatment
	The tax payable by the trustees on the annual £10,000 capital gains will be calculated as if it had arisen to Joe directly (1/2). Therefore, his annual exempt amount would be available to use against the gain (1/2). Any gain in excess of the annual exempt amount would be subject to 10% tax on the basis that Joe is a basic rate taxpayer (1/2), rather than to trust CGT rates of 20% (1/2).

	This special tax treatment would not have applied for 2024/25 as it is not available for Capital Gains Tax purposes (1/2) in the year of Joe’s death (1/2).

	Inheritance Tax treatment
	As a qualifying Disabled Persons Trust (DPT) for Inheritance Tax purposes the creation of the trust would have been a PET by Deidre (1/2). No exit charges (1/2) or 10-year charges (1/2) will apply as the trust property is not relevant property, but instead is treated as forming part of Joe’s estate on death, i.e., he is treated as having a qualifying interest in possession in the trust assets (1/2).

	Total marks for part 1                                                                                                                                                                                        (12)



	2) IHT payable in respect of The Evans Discretionary Trust as a result of Deidre’s death

	As Deidre died within seven years of making the settlement, an IHT charge will arise on her original PET as follows:
	
	
	£
	

	01.07.2016 – Creation of The Evans Family Discretionary Trust
	
	

	Value of transfer to settlement
	390,000
	

	AE 2016/17
	(3,000)
	

	AE 2015/16
	(3,000)
	

	PET now chargeable
	384,000
	½

	NRB – fully available
	(325,000)
	½

	
	59,000
	

	IHT at 40%
	23,600
	½

	Taper relief – 5-6 years = 60%
	(14,160)
	½

	IHT payable 
	9,440
	



	The Trustees of The Evans Family Discretionary Trust were liable to pay the IHT arising (1/2) and the due date was 31 October 2022 (1/2).

	Total marks for part 2                                                                                                                                                                                          (3)


	3) The Novo Discretionary Trust

	This trust will be a self-settled qualifying disabled person’s trust (1/2) due to Joe’s disability status (1/2), meaning that it will receive some favourable tax treatments.

Income Tax treatment
However, it is not possible to make any elections for special Income Tax treatment. Instead, the usual settlor interested trust rules will apply and the annual trust dividend income of £6,000 would be treated as belonging to Joe (1/2). The income would first be taxed at trust rates within the trust and then declared by Joe personally on his self-assessment tax return (1/2), with credit given for the tax paid by the trustees (1/2). If a tax repayment arose, which is likely to have been the case due to Joe’s income levels, this should have been returned to the trust (1/2).


	Capital Gains Tax treatment
As for the Evans Family Discretionary Trust, assuming a VPE election was made by Joe and the trustees and a Claim for Special Tax Treatment was made each year by the trustees (1/2), the tax payable by the trustees on any capital gains will be calculated as if they had arisen to Joe directly (1/2). Therefore, his annual exempt amount would be available to use against the gains, and any taxable gain would be charged at the basic rate of 10% up to the level of the basic rate band as Joe was a basic rate taxpayer (1/2).

This special tax treatment would not have applied for 2024/25 as it is not available in the year of Joe’s death (1/2).


Inheritance Tax treatment
The trust assets form part of Joe’s estate for IHT purposes (1/2). This means that there was no transfer of value for Joe on creation of the trust as his estate remained at the same value before and after the transfer, i.e., there was no loss to donor (1/2).

There are no relevant property charges within the trust (1/2) as it is treated as a qualifying interest in possession for Inheritance Tax purposes (1/2).

	Total marks for part 3                                                                                                                                   MAX (6)



4) IHT payable as a result of Joe’s death.

	
	£
	£
	

	No lifetime transfers.
	
	
	

	
	
	
	

	Death estate:
	
	
	

	Free estate
	372,000
	
	

	Qualifying IIPs:
	
	
	

	The Evans Family Discretionary Trust
	460,000
	
	½

	The Novo Discretionary Trust
	150,000
	
	½

	
	982,000
	
	

	NRB – fully available
	(325,000)
	
	½

	
	657,000
	
	

	IHT @ 40%
	
	262,800
	½

	
	
	
	

	RNRB – not available as main home not left to direct lineal descendent
	
	
	½

	
	
	
	

	IHT payable by Executors:
	
	
	

	262,800 x 372,000/982,000
	99,554
	
	½

	
	
	
	

	IHT payable by Trustees of The Evans Family Discretionary Trust:
	
	
	

	262,800 x 460,000/982,000
	123,104
	
	½

	
	
	
	

	IHT payable by Trustees of The Novo Discretionary Trust:
	
	
	

	262,800 x 150,000/982,000
	40,142
	
	½

	
	
	262,800
	

	
	
	
	

	Total marks for part 4
	
	
	(4)



	 
Total marks for question 5                                                                                                                                                                                      (25)
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