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Important information

This presentation is for adviser use only, and contains some forward thinking statements which should not 
be taken as fact. Information given is based on our current understanding of taxation, legislation and 
HMRC practice, all of which are liable to change and subject to an individual’s own circumstances. 
Terms and conditions of products are available on request. The level of charges may change in the future.

For WebEx presentations, the event may be recorded for training purposes.

No reproduction, copy, transmission or amendment of this presentation may be made without the 
written permission from Prudential.

"Prudential" is a trading name of The Prudential Assurance Company Limited, which is registered in 
England and Wales. This name is also used by other companies within the Prudential Group. Registered 
office at 10 Fenchurch Avenue, London EC3M 5AG . Registered number 15454. Authorised by the 
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential 
Regulation Authority.

The value of an investment may go down as well as up. Your clients may get back less than they have paid 
in.
Any examples included are designed to represent a typical situation and not related to any particular 
individual.



Learning Objectives

Understand

Types of trust and 
trustee investment 

duties

Understand

Matching 
investment to 

particular trusts

Understand

Income tax and 
CGT treatment of 

trustee 
investments



Trusts 

What is a trust? Terminology used 
to describe the 

main parties

Who owns the 
assets?

Why use a trust? Three certainties for 
a  trust to exist

5 fundamentals to get us started



What type of trust is it?



Types of Trust

Bare 
Someone’s entitled to everything

Interest In Possession
Someone’s  entitled to income

Discretionary
No-one’s entitled to anythingDiscretionary

Bare

Interest in 
Possession



What kind of trust?

“For such of my 
children as the 
trustees shall in 
their discretion 
appoint by deed 

or deeds…”

A) Bare 

B) Interest In Possession

C) Discretionary
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What kind of trust?

“…on trust to pay the 
income to my wife Julie 
for life, thereafter to my 
children Neil and Jessica, 

in equal shares 
absolutely…”

A) Bare 

B) Interest In Possession

C) Discretionary
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What kind of trust?

“…residue of my estate 
on trust for the absolute 

benefit of my 
grandchildren alive at the 

date of my death. 
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C) Discretionary
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What kind of trust?“…the residue of 
my estate to such 

of my 
grandchildren as 
survive me and 
attain age 21 

years. …”

A) Bare 

B) Interest In Possession

C) Discretionary



What kind of trust?“…the residue of 
my estate to such 

of my 
grandchildren as 
survive me and 
attain age 21 

years. …”
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What are the Trustees’ investment 
responsibilities?



Statutory Duties

Skill & Care
Standard 

Investment 
Criteria

Reviewing 
Investments

Taking 
advice

Trustee Act 2000 



Trustee Act 2000

“the advice of a person who is reasonably believed by the 
trustees to be qualified to give it by his ability in and practical 
experience of financial and other matters relating to the 
proposed investments”



Trusts 

It’s a must! Be extra prudent Ignore personal 
views

Be fair between 
beneficiaries

Take account of tax 
considerations

5 guiding principles of trustee investment



What can the trustees invest in?



What can we buy?



What can we buy?



What can we buy?



What is the tax treatment of the trust? 



How are investments taxed?

OEIC must 
distribute net 

income 

Insurance Bond 
is non income 

producing
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Types of Trust

Bare 
Someone’s entitled to everything

Interest In Possession
Someone’s  entitled to income

Discretionary
No-one’s entitled to anythingDiscretionary

Bare

Interest in 
Possession



Bare trust - OEICs

• Trust is effectively ignored  

• No trustee self assessment return

• Interest and dividends taxed on beneficiary

• Capital gains taxed on the beneficiary (AEA 
£12,300)



IIP trust - OEICs

• Trustees initially taxed as they receive it  

• 20% on interest & 7.5% on dividends

• Income beneficiary is then taxed as they 
are entitled to the income

• Income retains its character

• Capital Gains? Trustee are liable



Example – taxing IIP interest 

• Trustees receive gross OEIC interest of £1,000 & pay tax @ 20%
• Beneficiary receives £800 from the trustees
• Beneficiary includes £1,000 interest in his/her tax return
• Beneficiary given credit for the £200 tax paid by the trustees
• The beneficiary can utilise their 0% starting rate for savings income and PSA as 

appropriate
• Beneficiary might pay more tax or be due a refund 

• Mandating?



Discretionary Trust - OEICs

• Trustees taxed on income received
• First £1,000 - 20% & 7.5% 
• Balance – 45% & 38.1%

• Trustees can pay out the income with a 45% 
tax credit

• Income doesn’t retain its character

• Capital Gains? Trustees are liable



The £100 rule – minor children

Where the settlor is a parent, the income 
is taxed on the parent, whether or not it’s 
paid to the child. 

If the total income of a child from 
settlements of one parent doesn’t exceed 
£100 in any tax year, the legislation 
doesn’t apply in that year.



Has settlor retained an interest?

Where the settlor has retained an interest,  
the income arising is treated as the 
settlor's income for tax purposes. 

A settlor has retained an interest if the 
property or income may be applied for the 
benefit of the settlor, a spouse or civil 
partner.



Trusts & Capital Gains Tax

Trust capital gains over £6,150*

Type of capital gain CGT rate

Residential Property 28%

Other 20%

Trust capital gains up to £6,150*

Type of capital gain CGT rate

Residential Property Exempt

Other Exempt

* Trust exemption is half the personal exemption. The trust exemption is split between the number of trust set up by the settlor subject to a minimum 
of 1/5th per trust. 



How are investments taxed?

OEIC must 
distribute net 

income 

Insurance Bond 
is non income 

producing



Trustee held bonds

Bonds are non 
income producing

Bonds are not 
subject to CGT

So…how are they 
taxed?



Bare Trusts

Chargeable event gains will be taxed 
on the beneficiary of a bare trust 
subject to two exceptions.

1. Parental settlements

2. Discounted Gift Trusts 



Not a Bare Trust 

Then it’s likely to be:

Discretionary

or

Interest In Possession



IIP & Discretionary Trusts – single 
settlor

John takes out an investment bond 
and assigns it into a discretionary 
trust. 

Subsequently the bond is encashed 
when John is still alive and UK 
resident. 

Who is taxable?



IIP & Discretionary Trusts – single 
settlor

Jo takes out an investment bond 
where she is the sole life assured. 
She assigns it into a discretionary 
trust. 

When Jo dies the chargeable 
event gain occurring on her death 
is charged on? 



IIP & Discretionary Trusts – single 
settlor

Jack took out an investment bond 
in 2010. The lives assured are him 
and his son. 

He assigned it into a discretionary 
trust. Jack dies on 1st May 2020 
and the bond continues due to 
the existence of the second life 
assured. 

Who is taxable on encashment? 



IIP & Discretionary Trusts – joint 
settlors

In 2010, Bill and Hilary jointly set 
up an investment bond under a 
discretionary trust. 

Bill dies one year later but the 
bond continues with Hilary as the 
surviving life assured. In 2020/21 
the trustees encash the bond. 

Who is taxable?



What should the trustees invest in?



Consider tax status of beneficiaries

Savings incomeSavings income

Dividend incomeDividend income

Personal allowancePersonal allowance

Capital GainsCapital Gains

£12,500 tax free income within personal allowance£12,500 tax free income within personal allowance

£1,000 / £500 Personal Savings Allowance @ 0%
£5,000 starting rate taxed @ 0%
£1,000 / £500 Personal Savings Allowance @ 0%
£5,000 starting rate taxed @ 0%

£2,000 dividends taxed at 0%£2,000 dividends taxed at 0%

£12,300 gain within annual exempt amount  £12,300 gain within annual exempt amount  



Interest in Possession

• May need income producing 
asset

• OEICs generally more appropriate
• Investment bonds are broadly 

unsuitable
• It wouldn’t be fair!!
• Larger trusts may be diversifying 

tax wrappers / other trust assets 
may be providing interest

• Unless the trustees can pay 
capital to the income beneficiary?



Bare 

• Probably for an under 18
• OEICS can be considered – access 

allowances
• Beware parental settlement
• Bond may be suitable
• Offshore more suitable?



Discretionary 

• Undistributed income expensive
• Tax returns – trustee and 

beneficiary
• Settlor interested rules!
• The above is caused by income…
• CGT - £6,150 & 20%
• No CGT on bonds
• OEICs suitable – low income / 

gains
• Bonds – simplicity, flexibility & 

return



Consider bonds

Non 
income 

producing

No  tax 
until 

chargeable 
event

5% tax 
deferred 
available

No Capital 
Gains Tax

Assignable 
with no 

chargeable 
event
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trustee investment 
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investments



Thank you for your time

If you would like any further information 
click on the ‘Knowledge & literature’ tab 
on the Pru Adviser homepage to access 

‘Technical’
www.pruadviser.co.uk


