
When considering estate planning and trusts clients 
can be reluctant to place more than the lifetime 
gifting allowance into a discretionary trust as they 
want to avoid paying an immediate 20% inheritance 
tax entry charge, so they look for alternative 
solutions. 

When clients want to pass wealth onto a child one 
such solution is the Controlled Access Account which 
is available via Canada Life International Limited.

 

Let’s consider a case study
Three years ago, with the help of their adviser, Raj and Bindi 
each placed £331,000 (the lifetime gifting allowance plus 2 
years of annual exemptions) into a discretionary trust. They 
have now contacted their adviser as they would like to gift 
some money to their granddaughter, Meera aged 2, to help 
with her education costs. They explain to their adviser that 
whilst they are aware that the discretionary trust beneficiaries 
are wide enough to cater for grandchildren, they want to keep 
this planning separate.

However, when their adviser explains that if they place the 
£247,500 investment into another discretionary trust as they 
have already used their lifetime gifting allowance, and only 
have their annual exemption from this year and last, there 
would be an immediate 20% inheritance tax charge of £47,100 
(£247,500 less £12,000 x 20%). As they don’t want to pay an 
immediate 20% IHT entry charge they ask their adviser to look 
for alternative options.
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Considering an absolute trust
Their adviser explains that they could use an absolute 
trust and as this is a potentially exempt transfer there is no 
immediate IHT charge. Like the gift into the discretionary 
trust previously if either died within seven years then the gift 
would be brought back into their IHT calculation. However, 
when their adviser states that under an absolute trust once 
the beneficiary reaches 18, being an adult, they are entitled 
to ask the trustees to wind up the trust and transfer the asset 
to them, Raj and Bindi are not convinced this is the right 
solution. At 18, Meera may be financially competent but as 
this is an unknown Raj and Bindi would like to have a bit 
more control over when she receives the money.

The Controlled Access Trust allows Raj and Bindi to make a 
potentially exempt transfer but due to the structure of the 
underlying bond and trust they can also control when Meera 
receives the proceeds, even after age 18.

How do the grandparents maintain control? 
6 years later the first 9 policies are due to mature. Just 
before the maturity date the trustees must decide whether 
they are going to allow all, some or none of the 9 policies 
to mature. If they allow any of the policies to mature the 
growth that has been made is taxed against Meera, as the 
absolute beneficiary. Being a minor, she will be entitled to 
use her personal allowance, the starting rate for savings 
and the personal savings allowance. Based on a 3% growth 
rate the account has grown to £295,530, with each policy 
being valued at £2,985. This means that if all 9 policies were 
allowed to mature a chargeable gain of £4,365 would occur 
and provided Meera has no other income there would be no 
tax to pay.

 
As Suri and Shaana decided not to educate Meera privately 
no money is required so, the trustees defer all 9 policies to 
the maturity date just before Meera’s 18th birthday. They 
could defer the maturity dates beyond Meera’s 18th birthday 
but by deferring to the anniversary just before Meera’s 18th 
birthday gives them the greatest flexibility. For the next 8 
years the trustees carry out the same exercise and defer all 
the policies to the maturity date just before Meera’s 18th 
birthday.
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The Controlled Access Trust –  
how it works.
Raj and Bindi set up an absolute trust for £247,500, 
naming Meera as the beneficiary. Raj and Bindi 
are automatically trustees and they name Meera’s 
parents, Suri and Shaana, as additional trustees. 
As trustees they invest the trust fund into a series 
of single premium maturing policies with Meera as 
the life assured. The maturity dates for each policy 
are selected at outset, and they decide to set the 
account up with 9 policies to mature from the age 
of seven every year for the next 11 years. This is 
to give the trustees more flexibility as currently 
it is undecided whether Meera will be educated 
privately. The adviser explains that the trustees do 
have the option to defer those maturity dates if the 
money is not required. 

Their adviser reminds them that the gift into the 
controlled access trust is a potentially exempt 
transfer and whilst it isn’t combined with the 
previous chargeable lifetime transfer it will still 
take seven years to be fully exempt from IHT. 
However, the growth, from day one, is free from 
IHT immediately.
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Higher education costs
By the time Meera is 17 they know that she will be going to 
university in a year’s time and would like to ensure that the 
trust provides funds to meet, at least, the university fees. For 
illustration, if we say that the growth rate remains at 3% the 
account would be worth £385,597, with each segment having 
a value of £3,894.92.

If we assume that tuition fees have risen to £12,000 the 
trustees would need to allow 4 policies to mature each 
year for the next 3 years. They then need to decide when to 
defer the remaining 87 policies to, as this is the last time the 
deferment option is available to them. Whilst they want to 
be able to help financially, they also need to consider how 
responsible Meera is with money and her potential needs in 
the future. The trustees, with the help of their adviser, decide 
to allow 10 to mature at 21, 10 at 25 and the remaining 67 at 
age 30. This is to ensure that Meera receives benefits after 
university, either to go travelling or help with living costs and 
then at 25 as the trustees want to ensure that benefits are 
available for perhaps a house deposit.  

When the final 67 policies mature the trust is wound up 
and ownership passes to Meera. As owner Meera can then 
independently manage those remaining policies and 
can decide to defer some or all to a later date. She can 
also endorse the account to allow for the policies to be 
surrendered, either fully or partially.

An important part of estate planning is 
selecting the best solution and trust for a 
client’s circumstances. Whilst Raj and Bindi, 
having survived seven years, have reduced 
their inheritance tax liability that was not the 
main purpose of the exercise. They wanted to 
retain control of when Meera could access her 
inheritance and by selecting the Controlled 
Access Trust this has been achieved. 


