Discretionary Gift Trust

(Investment)
A customer guide

What is the Discretionary Gift Trust
(Investment)?

The Discretionary Gift Trust (Investment) is a trust that allows you to
make aninheritance tax (IHT) effective gift of cash, with the intention
of investing into investment bonds and/or collective investments.
You canalso control who will benefit from the trust fund.

Whoisitsuitablefor?

Itis suitable foranyone who wants to reduce their potential IHT bill
andwho can give up access to the cash given away.

What products canluseitwith?

The trust can be established with an onshore investment bond, ora
holding of collective investments.

The Discretionary Gift Trust (Investment) is not suitable for use with
Aviva protection policies; for such policies the Discretionary Gift Trust
(Protection) must be used.

Rememberthat these products will involve investmentin the stock
market, so the value can go down aswell as up and may fall below the
amountof the original investment. Before taking out aninvestment,
you and the trustees should read the relevant Key Features
documentcarefully. It'simportant to understand the product fully
and make sureitis suitable.

Howdolapply?

Firstly you will need to complete the Discretionary Gift Trust
(Investment) Deed. The trustees (appointed on the Deed) then
complete therelevantapplication form foran Aviva investment
bond or collective investments of their choice.

These documents then need to be sent to Aviva together with your
payment.

If the trustees areinvestingin collective investments you should not
send the Discretionary Gift Trust (Investment) Deed to us. However,
you should still complete it fully and carefully and keep it safe.

Alternatively, if you have an existing bond you will have to complete
the Discretionary Gift Trust (Investment) Deed, including the section
referencing your policy number, and send it to us.

Please note:

Inthis booklet, references to spouse are intended to include civil
partnerand references to widow or widower to include surviving
civil partner.
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The objective - how to leave more for your
family by reducing your IHT liability

You've worked hard all of your life. You own your own home and have
built up a reasonable nest egg for your retirement. You will probably
be unhappyto learnthat, unless you take stepsto preventiit,

HM Revenue & Customs could be one of the main beneficiaries of
your estate when you die.

The steady improvementsin the standard of living and the value

of property over the years have resulted in more and more people
becoming concerned about leaving an inheritance tax bill for their
children. One way to reduce inheritance taxis to make lifetime gifts.
However, you might not want to make outright gifts and lose control
overwhat happensto the money gifted. Forexample:

® youmaywantto retain some control over how the money you
wantto give away isinvested;

® whereyourgiftisintended for children or grandchildren who are
stillunder 18, an outright gift may not be appropriate;

® youmaywanttoensurethatfuture (unborn) childrenor
grandchildren can benefit from the gift as well;

® youmaywantyourwidow orwidower to be able to benefit from
the gift afteryour death.

A possible solution - Discretionary Gift
Trust (Investment)

The Discretionary Gift Trust (Investment) is designed to enable
you to make a gift of cash with the intention of investing into Aviva
investment bonds and/or collective investments. The benefits of
writing Aviva investments under the Trust are as follows:

® the Trustcan create an effective gift (chargeable lifetime
transfer) forinheritance tax purposes (see section headed
“UKinheritance tax”);

® thevalueofthegiftwill fall out of charge on deathifyou survive for
seven years from the date you create the Trust;

® anyinvestment growth within the Trust will not beincludedin
your estate forinheritance tax;

® youand/oryourtrustees can retain control over which of the
beneficiaries receive benefits, and when;

® unlike assetsinyourestate, paymentsto the trustees on your
death will not be delayed by the need to obtain probate (or
equivalent), provided thereis at least one trustee in place at
thattime;



® professionalinvestment management (forinvestment policies)
through leading fund managers;

® frustdocumentationis provided with no additionalinvestment
charges over and above those within the investment chosen.

How does the Discretionary Gift Trust
(Investment) work?

® Youshouldsetupthe Discretionary Gift Trust (Investment) by
completing the Trust Deed.

® Thepolicyholderisalsothe creator (settlor) of the trust.
® TheTrustcan caterforboth single and joint settlors.

® Bymakingyourinvestmentsubjecttoatrust,youare makinga
gift forinheritance tax purposes.

® Therearetwo classes of beneficiary. At the outset, you choose the
default beneficiaries and they will benefitif no otherappointment
ismade within the trust period (125 years). If your circumstances
change and you would like to considerappointing all or part of the
trust fund to another beneficiary, you should complete a letter of
wishes to the trustees detailing your revised intentions.

® Youshould notbeincludedinthe class of potential beneficiaries
(asthatwould have adverse taximplications).

UK taxation

The giftinto the Discretionary Gift Trust (Investment) is a chargeable
lifetime transfer. The annual exemption, if available, may be used to
reducethe chargeablevalue.

Please note taxlaws may change.

UKinheritance tax

The following tax sections describe the position of the trustees of
your Discretionary Gift Trust (Investment) ifinvested in aninvestment
bond. As the Trust gives the trustees wide powers of investment,

your adviser may recommend investinginto other assets such as
collective investments or cash accounts. In these circumstances your
adviserwill be able to provide you with the taximplications of their
recommendation.

Ifthe aggregate value of your chargeable lifetime transfersin any
seven year period exceeds the available nil rate band, which is
currently £325,000, theninheritance tax is payable on the excess at
halfthe death rate (ie currently at 20%).

Thetrust fund may also be subject to periodicinheritance tax
charges atevery 10 year anniversary of its creation. A charge will arise
ontherelevantvalue of the trust fund that exceeds the then available
nilrate band. Any chargeable lifetime transfers you made in the seven
yearsup to creating the trust will also be takeninto accountin the
calculation. The chargeis half of the current death rate (20%) of 30%
of the excess. This equates to a rate of 6%.

Exitcharges mightapply when capital is distributed to beneficiaries.
These will apply where there has been a charge toinheritance tax at
the last 10-year anniversary or at the start of the trust if within the first
10vyears.

If the seven yearaggregate value of your chargeable transfersis
below the available nil rate band at the start of the trust there will be
noinitial chargetoinheritance tax. Similarly, if the relevant value of
the trust property and chargeable transfers at subsequent 10-year
anniversariesis lessthan the available nil rate band, there will be no
inheritance tax charge.

Ifyou die within seven years of making a chargeable lifetime transfer,
the value of that transfer will become chargeable to inheritance tax
attherate applyingon death (currently 40%). Any tax payable on
death will be reduced by any tax that was payable when the Trust
was created.

The actual policy proceeds will generally not be subject to
inheritance tax as the policy itself will not be part of your estate.

Ifthe trustis effected by one person, ie just one of the spouses, the
premium(s) should not be paid from ajoint account as this could
have adverseinheritance tax consequences. If the policy and trust
aresetupjointly by both spouses then neither spouse will be a
beneficiary under the trust, and premiums can be paid from ajoint
account.

If you make chargeable lifetime transfers in excess of £325,000 (the
current nil rate band) in the same tax year orin the seven years before
thetransfer, you must complete a form IHT100 and IHT100a, and
send thisto HM Revenue & Customs. The trustees will also have to
completeanIHT100 and either IHT100c or IHT100d when reporting

a proportionate (exit) charge or principle (periodic) charge.

Theinheritance tax treatment of trustsis complex and the above is
simply a brief summary. Furtherinformation can be found on the
HMRC website at hmre.gov.uk or from your professional tax adviser.

Example

Andrew Brown has an estate valued at £700,000 including £60,000in
liquid assets available for re-investment. His will leaves his estate to
his children,and Andrew realises that they will have an inheritance
tax bill since his spouse nil rate band was used when they died.

Andrew would like to mitigate the potentialinheritance tax bill.

He does not need his £60,000 free capital. He discusses investment
bonds as a possible option with his financial adviser. Andrew
understandsthat the value of an investment bond can fall, butis
happy to take thisrisk. So he decides to investin an Aviva investment
bond and write this undera Discretionary Gift Trust for the benefit of
his children.

Andrew’s annual exemption for this year and the lastis available, so
this creates a chargeable lifetime transfer of £54,000. As he has made
no previous chargeable transfers, thereis no inheritance tax to pay,
and noneedto completean IHT100 or IHT100a. Provided Andrew
lives a further seven years, the gift will fall out of charge with a saving
of 40% x £60,000 = £24,000 (on current rates).

UKincometaxwhereaUKinsurancebondischosen

You, as the settlor of the trust, will be assessed to income tax on any
gain that arises under the investment bond whilst you are living (or
in the tax year of your death) providing you are resident in the UK.
(See ‘Whatis a chargeable gain under aninsurance policy?’ in
the ‘Questions & Answers’ section.)


http://hmrc.gov.uk

Ifa gain arises after the tax year of your death orwhen you are not
UKresident, then the trustees (if they are UK resident) are liable to
income tax at the rate applicable to trusts (currently 45%) but with a
20% credit for tax suffered within the insurance bond. If the trustees
are not UK resident then any beneficiary ordinarily residentin the
UK may be liable to income taxat their marginal rate on any money
received from the trust, with no credit for corporation tax payablein
the UK on policyholder funds.

You should notethat a chargeable gain might affect eligibility for
incomerelated benefits and allowances such as child benefit.

Aviva onshore policies and UKincome tax

ForUKresidents any gain arising under an Aviva onshore policy

will not be subject to basic or starting rates of tax. Thisis because

of corporation tax paid by Aviva onits policyholder funds. You will
only pay taxon the gainifyou already pay income tax at higher rates,
orifthe gain takes youinto the higher rate band. Top slicing relief
can beclaimed by anindividual to reduce the tax payable where
appropriate. When income taxis payable on a chargeable gain the
rate charged is the difference between basic rate and the marginal
rateyou pay.

UK capital gains tax

Yourinsurance policy will generally be exempt from capital gains tax
inthe hands of the trustees.

Questions & Answers

1. Whois the settlor?

The person(s) who set(s) up the trust. They should be 18 or overand
of full mental capacity.

2. Who canbe atrustee?

Anyadultwhois of sound mind may be appointed as a trustee. Also, a
trust company may be appointed. There are a number of things to
bearin mind when appointing trustees and you should speak to your
own professional advisers about this. In the Discretionary Gift Trust
(Investment) the settloris automatically a trustee. We recommend
you appoint at least one other trustee.

3. Who has the power to change the beneficiaries
under the trust?

When the trustis set up, the settlor(s) will choose who can benefit
from the trust fund. The settlor(s) can change the beneficiaries
duringtheir lifetime. After the death of the only or surviving settlor,
the trustees have the power to change the beneficiaries during the
remaining term of the trust.

4. Canspouses/civil partners each take out theirown
trustarrangement?

Whilst this can be done, it should not be done without discussion
with your professional advisers, as this may counteract any
inheritance tax advantage.

5. Can spouses/civil partners establisha
Discretionary Gift Trustjointly?

Yes, this can be done using the Discretionary Gift Trust
(Investment) Deed.

6. Canlusethetrust with existing policies?

Yes, existing policies (provided by companies within the Aviva group)
canbe used.

7. Whatisa chargeable event under aninvestment
bond?

When a chargeable eventoccurs, a calculationis required to decide
whetherthereisachargeable gain. The following are chargeable
eventsforthe investmentbond:

a) deathresultingin paymentunderthe bond,ie when the lastor
only lifeinsured dies;

b) fullycashinginthebond,orawholeindividual policy within
thebond;

c) assignmentofthe bond for money orsome other consideration,
ie notas a gift;

d) partialcashing-in of the bond in excess of the 5% allowance.

Before making a withdrawal, the trustees should consult their
professional adviser regarding the tax consequences, as there are
various options that can be considered (see section onincome tax).

8. Whatis a chargeable gainunder aninvestment
bond?

Achargeable gainis triggered by a chargeable event, such as cashing
inyourbond. It's the amount by which the value of the policy exceeds
theamount paid intoit. You will also have a chargeable gainif you
withdraw more than the 5% yearly allowance from your bond.
Because your bond is made up of several life policies, there could be
achargeable gain in some circumstances. This could happen ifyou
cashin completely and make a profit oreven if you partially cashin.
Achargeable gain relating to a life policy may be subject toincome
tax. Life policies are exempt from capital gains tax unless the policy is
sold tosomeoneelse.

Ifyour part-surrender exceeds the 5% allowance, it will produce a
chargeable gain equalto the amountabove 5% - evenif the bond is
actually showing an investment loss at the time. Any gain you make
onyourbondis potentially subject to income tax. Because we pay
corporation taxon investmentincome and gains within its funds, you
have no liability to basic rate income tax. You will only pay tax on the
gainifyou already payincometax at more than the basic rate orifthe
gainitselftakes yourincomeinto the higher rate band. You will then
pay extra tax, currently at 20% (or 25% if you are an additional rate tax
payer),onthe gain oron part ofthe gain. The gainis also treated as
income, so it may affect any income-related benefits (such as child
benefit) that you may receive.



Important notes

Thisbookletis notintended to give advice. Anyone thinking of using
a Discretionary Gift Trust (Investment) or doing anything under the
provisions of the trust, must rely on the advice of their own legal
and/orfinancial advisers. We would urge you to seek appropriate
professionaladvice relevant to your own circumstances before
proceeding. Thisisimportant foranumber of reasons.

® Creatingatrusthastaxationaswell as legal consequences.
® Oncethetrusthasbeencreatedit cannotbe revoked.

® Thetrustees have aspecial duty to the beneficiaries and the
misuse of a trust power by a trustee can make her/him personally
liable forany resulting loss to the beneficiary.

Referencesto taxtreatmentin this booklet are based on Aviva’s
understanding of current legislation and HM Revenue & Customs’
practice. Both of these are likely to change in the future, and this
could resultintax being suffered underan existing arrangement.
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Every carehas been taken astoits accuracy. However, neither Aviva
norits representatives can accept responsibility for loss, however
caused, suffered by any person who has acted or refrained from
actingasaresult of material published in orin conjunction with this
booklet.

Trust Registration. If your policy iswritteninto a trust, there may be
an action toregister the trust with HMRC. Registrationis the trustee’s
responsibility. As part of our checks, we may ask to see evidence
that this has been done. If you can’t show us proof, this may delay
your policy being processed. You can find more information about
the Trust Registration Service on the Government website. If you're
unsure about whatyou needto do, you should speak to a legal or
financial adviser.
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