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Enjoy unlimited 
access to 
your loan

Retain access to your 
loan whilst removing the 
investment growth from 
IHT.



The Gift and Loan Trust

Introduction
IHT is a tax levied against the value of an individual’s estate 
on death and also, in some circumstances, on gifts made 
during their lifetime.

An individual is only allowed to leave £325,000 (standard 
nil rate band) to his or her heirs (subject to any available 
exemptions) without the estate suffering IHT. From 6 April 
2017 there is an additional residence nil rate band if a 
residence is left to a direct descendant. Married couples and 
registered civil partners can each leave their nil rate band 
and residence nil rate band to their heirs.

And whilst you could make gifts to help reduce your 
potential IHT bill, your circumstances may not allow you to 
do this.

Alternatively you could consider making an interest-free 
loan, repayable on demand, which can generate IHT-free 
investment growth.

Background
In broad terms, what happens is that you (or you and your 
spouse/civil partner jointly) establish a trust by making a 
small gift of £10. Then you make a larger interest-free loan 
to your trustees.

The £10 gift is to ensure that the date on which the trust is 
established is clearly demonstrated.

The trustees then invest this loan with the aim of generating 
investment growth.

The investment growth is part of the trust and therefore 
does not form part of your estate. However, any 
outstanding loan does form part of your estate and would 
be subject to IHT.

The loan is repayable on demand and could, if required, 
be repaid over a period of time. In this way it can produce 
regular payments in the shape of the loan repayments. It 
must be appreciated that you cannot receive back more 
than the full amount of the original loan. For example, if the 
amount of the loan was £100,000 and a yearly repayment of 
£5,000 was requested, the payments would last for 20 years 
only and then cease.

Any part of the outstanding balance of the loan can be 
reclaimed at any time if there are unforeseen circumstances. 
This will impact on the amount of future payments available 
and may give rise to an income tax liability. If there is any of 
the loan outstanding on your death, the benefit of the loan 
(and hence the regular payments) can be passed on – for 
example, to your spouse. This is achieved by the addition of 
a codicil or clause to your will.

The Canada Life gift & loan trust allows you to carry out IHT 
planning, whilst still having access to capital.
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As we get older and we are more financially secure it is only natural that we consider 
the future for our children and grandchildren. 

However, the situation is brought into sharper focus by the fact that UK inheritance 
tax (IHT) may well reduce the amount that you are able to leave to your family. 

The benefits of a gift & loan trust include:

 • Regular ‘payments’ by way of loan repayments
 • You can recoup any of the outstanding loan at any time
 •  It can be a joint arrangement with you and your spouse or 

civil partner each making a loan
 • Choice of bare or discretionary trust arrangements
 •  The beneficiaries can be changed at any time providing the 

discretionary trust version is used

You loan the 
trustees a lump sum 
and as it’s a loan, 
you have unlimited 
access to the 
outstanding loan. 



Example
The gift & loan trust is an ideal vehicle for 
IHT mitigation. If you take regular loan 
repayments, you are effectively converting 
assets subject to IHT into assets free of IHT. 

The chart shows the effect of this. 
It assumes that your trustees repay 5% 
of the loan each year and that the trust 
investments grow by 6% each year. 
This means that the loan is repaid in 
full over 20 years and the growth in the 
investments will then fall outside your 
estate, so the parts of the bars coloured 
light grey in the chart are not subject to IHT.

Alternatively, you may decide to not take 
any loan repayments or defer them to a 
later date. In that case, the growth free from 
IHT is maximised as shown in the chart.

The fundamental objectives of the gift 
and loan trust are:
•  To reduce the potential IHT liability on 

your estate
•  To allow you to retain control over who 

benefits from the trust fund
•  To provide you with access to your 

original capital

*  The 6% growth is being used as an example and is not guaranteed. Please note that 
past performance is not a guide for the future. The value of units can fall as well as rise 
and currency fluctuations may also affect performance.

Gift and loan – 5% withdrawals

Gift and loan – no withdrawals
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Assumptions: Loan outstanding
Select Account Outside estate
Canlife Managed (0-35% Shares) Fund
£10 gift + £100,000 loan
Loan repayed by annual 5% withdrawals
6% growth a year*

Years

Assumptions: Loan outstanding
Select Account Outside estate
Canlife Managed (0-35% Shares) Fund
£10 gift + £100,000 loan
No loan repayments
6% growth a year*

Years
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How it works
The gift & loan trust starts with you making a gift into  
trust, of just £10. If you are establishing the gift and loan 
trust with your spouse/civil partner each will be making a 
gift of £5.

For IHT purposes, the initial gift can be offset against 
the annual exemption, but failing that it will either be a 
potentially exempt transfer or a chargeable lifetime transfer 
depending on the trust arrangement.

For full details of the tax position, please ask your adviser or 
see the tax notes which are available on request.

The trust fund is held for the benefit of beneficiaries.  Please 
note beneficiaries can only be changed or other individuals 
included at a later date if you choose a discretionary trust. 
Therefore before deciding on which trust to use (bare or 
discretionary) you should speak to your adviser.

After making the initial gift, you make an interest-free 
loan to the trustees and they invest that amount in an 
investment bond. This loan is repayable on demand and 
any loan repayments are funded by withdrawals from the 
investment bond.

Procedure
Any outstanding loan is due to you and forms part of your 
estate for IHT purposes. However, any investment growth 
on the investment bond owned by the trustees will be 
outside your estate and free of IHT.

The trust will also have the advantage of avoiding delays on 
your death, because there is no need to obtain a grant of 
representation, provided that there is a surviving trustee.

You make an initial gift of £10

The trust names beneficiaries and additonal trustees

Loan Agreement completed, including 
repayment requirements

Loan amount passed to trustees who 
invest in an investment bond

Trustees make withdrawals to meet loan repayments



Will I need to have a medical?
No medical evidence is required under this type of 
arrangement.

Taking a ‘payment’: when do I decide how 
much I want to receive?
You inform the trustees on how you want the loan repaid – if 
you choose regular amounts (yearly, quarterly or monthly), 
this could provide you with tax-efficient payments.

You can choose the level of loan repayments you want to 
receive when you start the investment bond. However, you 
can change this or decide to take the outstanding balance 
of the loan at any time.

Please note that the total of all payments you receive from 
the investment bond can never exceed the amount of the 
loan you originally made.

Will I pay tax when I take a payment?
You are currently entitled to receive 5% of the investment, 
for each policy year for 20 years and defer any income tax 
payable. Where the full 5% entitlement is not taken in any 
policy year, the unused amount is carried forward for use in 
future years.

For example, should you select a yearly withdrawal of 
4% of your original investment, you are entitled to take 
withdrawals free of income tax for 25 years.

If the withdrawals including any ongoing adviser charges 
agreed by the trustees, in any year exceed 5% of the 
investment made, the excess will generate a chargeable gain.

There may also be a chargeable gain on the full surrender of 
any investment bond.

Where there is a chargeable gain, this must be included on 
your tax return and you may be liable to income tax. You 
should speak to your adviser regarding this.

What are the other advantages or 
disadvantages of the arrangement?
One advantage is that under the discretionary version,  
the trustees can change the beneficiaries at any time.

However, it should also be remembered that you can only 
receive ‘payments’ in the form of loan repayments. Once 
the loan is fully repaid no more payments can be made.

Also, if you die in the early years of the arrangement, very 
little in the way of IHT mitigation will normally have been 
achieved.

Past performance is not a guide for the future. The 
value of any investment is not guaranteed, as it is 
directly linked to the value of assets held by the 
selected investment fund(s) and can fall as well 
as rise. If the investment bond is surrendered, 
the surrender value may be less than the original 
investment. Currency fluctuations can also affect 
performance.

The information regarding taxation is based on our 
understanding of current legislation, which may 
be altered and depends on the individual financial 
circumstances of the investor. We recommend you 
consult with your professional adviser for more 
details about your individual tax position.
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Questions and answers

What happens when I die?
If the investment bond has been written on your sole life in 
the event of your death the death benefit will be paid to the 
trustees.

However, if the investment bond has been written with other 
lives assured it will remain in force until the last life assured 
dies (joint life last death). In this situation the trustees 
may need to surrender the bond to repay the loan if the 
appropriate provision has not been included in your will.
Otherwise, the loan repayments can continue to be made to 
your surviving spouse/civil partner or the will beneficiary.

Where can the trustees invest the loan amount?
Under our UK and international investment bonds there is 
a wide choice of funds available to the trustees, covering 
different geographical and economic sectors of the global 
economy.

They will have access to funds run by many of the leading 
established fund managers, plus specialist multi manager 
and multi asset portfolios. There are funds which cater for 
all investors from cash funds through to specialised funds. 
Please speak to your adviser for more information of the 
funds available.

Why is there a trust?
To reduce your potential IHT liability, it is important to 
legally separate your initial gift from the rest of your assets. 
This is achieved by using a trust.

The trustees, who are appointed by you, are then 
responsible for investing the loan you make and also 
administering the trust on behalf of the beneficiaries. You 
are automatically the first trustee but you must appoint 
at least one additional trustee for the arrangement to be 
effective.

What happens if my investment falls in value 
and I want my loan repaid?
The loan agreement only allows for you to receive the 
current value of your investment, at most. What this means 
is that in most cases, if the value of the investments in the 
trust fund is lower than the balance of outstanding loan at 
any time, the trustees’ liability to repay the loan to you will 
be limited to the value of the trust fund.

The trustees will have no personal liability to repay the 
difference between the value of the trust fund and the 
balance of outstanding loan.

However, where this applies, please note that the whole 
of the balance of the outstanding loan (not the limited 
amount) will be potentially assessable to IHT in your estate.

How can I use the gift & loan trust to minimise 
my inheritance tax liability?
The gift & loan trust allows you to make potential IHT 
savings whilst still having access to your capital. At the 
outset, the initial gift is £10 and then you decide on 
the subsequent interest-free loan to the trustees. Any 
investment growth will not form part of your estate, it is 
only the outstanding loan amount that will form part  
of your estate for IHT purposes.

Please note that, in the view of HMRC, a limited recourse 
loan agreement (as described above) has no impact on the 
potential IHT liability on the outstanding balance of the 
loan at the death of the Lender.

As a result, unless the outstanding balance is exempt (for 
example, because it is inherited by the lender’s widow(er)), 
IHT would be chargeable on the full outstanding loan.



Strength 
Canada Life Limited is part of the Great-West Lifeco group, 
a constituent of the Financial Times Global 500 world’s 
largest companies. This group has combined assets under 
administration of more than £980bn as at 30 September 
2019.

Great-West Lifeco’s market capitalisation is £16.69bn as at 20 
June 2019 making us larger than Legal & General and Aviva.

Another reflection of financial strength is the rating 
provided by the major ratings agencies. The current ratings 
can be found on our website and the following rating 
information is correct as at 23 December 2019.

Stability
Founded in 1847, Canada Life is the oldest Canadian life 
insurance company. Headquartered in Toronto, Canada Life 
operates in the United Kingdom, Canada, Germany, Ireland 
and the Isle of Man.

Canada Life began operating in the United Kingdom in 
1903 and looks after the investment, retirement and 
protection needs of individuals and companies alike. As well 
as providing stability and security through its individual 
contracts, Canada Life has grown to become a leading 
provider of competitively priced group insurance solutions. 
Canada Life was acquired by Great-West Life in 2003 who 
have since made further acquisitions to create a powerful 
financial services organisation with a long history and 
pedigree and with truly global reach.

Service
We pride ourselves on our high level of service and believe 
that we are the only provider to offer a published service 
charter with non-performance penalties. This means that 
we will pay you or your professional adviser should we fail 
to deliver on these published standards.

We have been recognised for our high standard of service 
and have received numerous awards.

About Canada Life

Standard & Poor’s 
Insurer Financial Strength AA

Moody’s Investors Service 
Insurer Financial Strength Aa3

A.M. Best Company 
Financial Strength A+

Fitch Ratings 
Insurer Financial Strength AA

For more information about  Canada Life, please speak to 
your adviser.

A gift and loan 
trust allows you 
regular or ad hoc 
access to your 
outstanding loan.
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Canada Life Limited, registered in England no. 973271. Registered office: Canada Life Place, Potters Bar, Hertfordshire EN6 5BA.
Telephone: 0345 6060708 Fax: 01707 646088 www.canadalife.co.uk Member of the Association of British Insurers. 

Canada Life Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.
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