
This briefing note has been written for professional 
adviser use only.

Under a bare trust, the beneficiary is entitled to their 
share of the trust assets once they attain the age 
of legal majority; this is age 18 except in Scotland, 
where it is age 16.

For many years HMRC had a clear practice on the 
taxation of chargeable event gains that arise under 
a life assurance policy held subject to a bare trust.

This was as follows:

 •  If the beneficiary is a minor, chargeable event 
gains are taxed on the creator of the trust 
(if the settlor is not alive or not UK resident, 
the trustees are taxed instead)

 •  If the beneficiary is an adult, chargeable event 
gains are taxed on that adult beneficiary

However, HMRC have now changed their view on the 
taxation implications after taking legal advice.

Their opinion is now that chargeable gains should 
always be taxed as the income of the beneficiary, 
irrespective of the beneficiary’s age.

The one exception is where a parent made the 
settlement, because in those circumstances the 
parental settlement provisions for general income tax 
purposes will apply.

So the revised tax position, as seen by HMRC, is:

 •  If a bare trust was established by a parent, 
chargeable gains over £100 are taxed on that 
parent if the beneficiary is under the legal age 
of majority and unmarried

 •  Chargeable gains that arise after a parental 
settlor’s death will be taxed on the beneficiary 
(assuming the beneficiary is a minor unmarried 
child of the settlor)

 •  In all other cases, chargeable gains are taxed 
on the beneficiary

Where a grandparent or other person establishes a 
bare trust and not a parent, this change in practice 
will provide scope for using minor beneficiaries’ 
personal allowances to offset chargeable gains.

For example, excess withdrawals or sub-policy 
(segment) surrenders could be taken from an 
offshore bond to fund school fees, ensuring that 
the resultant chargeable gain is within the child 
beneficiary’s personal allowance. So no income tax 
will arise on the profit made.

An offshore bond is used in this example because 
there is no tax on the underlying fund (except for 
non reclaimable withholding tax on some equity 
funds) unlike a UK bond.

This briefing note has been prepared for 
professional adviser use only.

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 investors take their 
own professional tax advice.
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