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Discounted Gift Plan 
 
 
 

Estate planning needn’t be taxing 

 
 
 
These questions and answers are designed to be given to the settlor(s). We will 
normally call the settlor ‘you’ in this guide and we assume that you are habitually 
resident in the UK. 
 

Why use a Discounted Gift Plan? 
 
• It allows you to receive fixed regular withdrawal payments during your lifetime. 
 
• Payments can be made to beneficiaries in the event of your death without any 

need to wait for probate/confirmation. 
 
• It allows you to select the beneficiaries today that you wish to benefit from your 

Plan after your death without including this in your Will. For maximum flexibility 
the Trustees can change the beneficiaries. 

 
• It allows you to make a gift which may be discounted. 
 
• In the event of your death within seven years of making the gift, the IHT 

consequences may be further reduced by the discount, based on your age, sex 
and state of health.  

 
• There may not be any IHT to pay at the 10 year anniversary dates of the trust or 

when payments are made to your beneficiaries – this will depend upon the size of 
your gift, as explained in your suitability letter. 

 
 
 
 
 
 
 

 

 
Broom Consultants Limited has selected this document with due care and 
attention. Any reference to legislation and tax is based on our understanding 
of UK law and tax practice at the current time. The future tax position of the 
Bond, or your own tax position, may alter. 
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Discounted Gift Plan 
 
 
 
The Settlor 
 
Q. Who is the settlor? 
 

• You are the settlor if you effected the 
Plan by transferring money to the 
Trustees 

 
Q. Can spouses or civil partners take out a 

joint Discounted Gift Plan? 
 

• Yes. A joint settlor version of the Plan is 
available. On first death the specified 
withdrawal payments will continue to be 
paid to the survivor. This is a gift to the 
survivor for IHT purposes but it is usually 
covered by the spouse exemption. 

 
Q. Can I take out more than one Discounted 

Gift Plan? 
 

• Yes. You should consider excluding each 
other from benefiting from your Plans, in 
the Trust. This is to avoid HM Revenue & 
Customs (HMRC) treating the plans as 
reciprocal arrangements as such 
arrangements are not effective for IHT 
purposes. 

 
Q. Can I take out more than one Discounted 

Gift Plan? 
 

• Yes. But it is important that these have 
different start dates. Whenever you set 
up more than one trust, you should 
always make sure that these are on 
different dates or the IHT payable could 
be increased as a result. 
 

 
 
 
     

Q. What benefits will I receive from the 
Discounted Gift Plan? 

 
• The Trustees provide withdrawal 

payments by taking withdrawals from 
the Bond.  

• At outset you specify the amount and 
frequency of withdrawal payments you 
wish to receive.  

• This will influence the discount. You will 
receive withdrawal payments for the 
rest of your lifetime, unless the value of 
the bond reduces to nil. 

 
Q. Are there any age restrictions? 
 

• We recommend that you are over 50 
years of age and under 85 when the Plan 
comes into force. 

 
Q. What happens when I die? 
 

• The withdrawal payments that you have 
been receiving will cease 

 
• Any remaining funds are available to the 

Trustees who may choose to distribute 
this to the beneficiaries or continue to 
hold it invested in the Plan. 

 
• In the case of a joint settlor Plan, the 

specified level of withdrawal payments 
chosen at outset will continue to be paid 
out until the death of the survivor, 
provided the value of the bond has not 
reduced to nil. 

 
• Where spouses or civil partners take out 

separate Plans, the withdrawal 
payments will stop on the death of the 
settlor of each Plan. 
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Q. Can I vary my withdrawal payments under 
the Discounted Gift Plan? 

 
• No. The level of withdrawal payments 

paid to the settlor must be fixed at 
outset and can not be altered. Any 
excess payment made to the settlor will 
constitute a breach of trust by the 
Trustees. 

 
Q. What happens if I don’t need withdrawal 

payments in the future? 
 

• You would be able to give the 
withdrawal payments away, but this will 
have IHT consequences and you should 
consult Broom Consultants Limited (BCL) 
before proceeding. 

 
The Trust 
 
Q. Can I cancel the Discounted Gift Plan? 
 

• Once the Discounted Gift Plan has 
started it cannot be cancelled. 

 
Q. What type of Trust is used in the 

Discounted Gift Plan? 
 

• We usually recommend a Flexible (or 
Power of Appointment) Trust under 
which the Trustees can appoint benefits 
from a wide class of beneficiaries as 
defined in the Trust. At outset you will 
specify a ‘Main beneficiary of 
beneficiaries’ who will benefit if the 
Trustees do not make any appointment. 
If any other type of trust is used we will 
document the reasons. 

 
Q. What is the governing law of the Trust? 
 

• English law will apply. 
 
 
 

The Trustees 
 
Q. Who should I appoint as additional 

Trustees? 
 

• You should select one or more people 
who know you, for example relatives or 
friends, and are at least 18 years of age. 
You could also choose a Professional or a 
Corporate Trustee. 

 
• You should note that the Trustees have 

total control over who benefits from the 
Plan, subject to your specified ‘retained 
rights’ and so you should choose your 
Trustees carefully. 

 
• Trustees can be given considerable 

protection from liability. 
 

• So that it is easier to administer the 
trust, it is sensible to restrict the number 
of Trustees to a small number. 

 
Q. Is the settlor a Trustee? 
 

• Yes. You are automatically a Trustee 
from the outset. You can choose to 
retire at any time. Sometimes a new 
Trustee may have to be appointed 
before you can retire. 

 
• In the case of a joint settlor Plan, you are 

both automatically a Trustee from the 
outset. 

 
Q. What are the duties of the Trustees? 
 

• The Trustees are responsible for 
administering the Plan and taking 
investment decisions. They should 
monitor and review the investments and 
they should normally take professional 
advice in relation to their investment 
decisions. 
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• The Trustees may choose to appoint 
different beneficiaries of the trust. It is 
not possible for any payment to be 
made to the beneficiaries until the 
settlor has died (or in the case of a joint 
settlor Plan, both of you have died). This 
is to protect the discount. 

 
Q. Can the Trustees be changed? 
 

• Yes. During your lifetime you have the 
power to appoint and or remove 
Trustees.  
 
After your death this power rests with 
the surviving Trustees or in the case of a 
joint settlor Plan, the survivor of you. 

 
Q. What if the Trustees reside overseas? 
 

• Only UK resident Trustees should be 
chosen at outset. 

 
• If any of the Trustees later reside abroad 

this may affect the status of the Trust 
and its tax liabilities and you should seek 
advice from (BCL). 

 
Q. What if any of the beneficiaries reside 

overseas? 
 

• If any of the beneficiaries live overseas, 
they may not be able to be lives assured. 

 
The Investment 
 
Q. Who makes the application of the bond? 
 

• The Trustees. 
 
Q. To whom should the cheque be made 

payable? 
 

• The cheque should be made payable to 
the recommended provider. 

 

• Where the gift is being made by one 
person (i.e. not a joint gift), the donor 
must ensure that the cheque for the 
investment amount is drawn on an 
account in the donor’s sole name, not 
from a joint account or a business 
account, for example. 

 
Q. Who are the lives assured on the bond? 
 

• You can choose to give the investment 
bond a potentially longer lifespan by 
selecting one or more beneficiaries to be 
the lives assured, instead of the 
Trustees. 

 
• It is possible for there to be several lives 

assured on the bond, you should contact 
your adviser about this. 

 
• Neither the settlor nor his or her spouse 

or civil partner should be lives assured 
on the bond, in order for the Plan to be 
effective for Inheritance Tax purposes. 

 
 
Q. Can the Trustees surrender the bond? 
 

• The Trustees should not take partial 
surrenders from the bond unless this is 
being used to pay their tax liability. 

 
Q. Is there a minimum or maximum 

investment? 
 

• All providers impose minimum and 
maximum initial investments in the 
Discounted Gift Plan, which may vary 
from time to time. 

 
Q. Can the settlor make additional gifts to the 

Plan? 
 

• No, the Plan can not be topped up as 
this could affect how IHT applies to your 
plan. 
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• A new plan can be effected, if suitable. 
 
The Beneficiaries 
 
Q. Who are the beneficiaries? 
 

• Subject to the obligation to pay you the 
withdrawal payments specified at 
outset, the bond is usually in a Flexible 
Trust. 

 
• This would mean the Trustees can 

appoint benefits from a wide class of 
beneficiaries as defined in the Trust. At 
outset you will specify a ‘Main 
Beneficiary of Beneficiaries’ who will 
benefit if the Trustees do not make any 
appointment. 

 
• There may be IHT consequences where 

payments are made to beneficiaries. 
These payments can only be made after 
your death. 

 
Q. What happens when a beneficiary dies? 
 

• If a ‘Main beneficiary’ dies, their share of 
the investment is not treated as part of 
their estate for IHT purposes. This is 
because the gift into the Plan is treated 
as a chargeable transfer for IHT 
purposes. 

 
• The Trustees should consider appointing 

the share of the deceased beneficiary to 
a new beneficiary from the list of 
Potential Beneficiaries. This is not 
treated as a transfer for IHT purposes 
and will not increase the IHT payable by 
the estate of the deceased beneficiary. 

 
 
 
 
 

Inheritance Tax (IHT) 
 
Q. How is the Discounted Gift Plan treated for 

IHT purposes? 
 

• By effecting the Plan you have made a 
gift into the trust. 

 
• The amount of this gift (less any amount 

which is exempt), and less any discount 
(see later), is treated as a chargeable 
transfer. If this amount, when added to 
any other chargeable transfers you have 
made in the previous 7 years, exceed the 
current nil-rate band the Trustees will be 
liable to IHT which is charged at 20% on 
the excess. 

 
• If you die within 7 years of effecting the 

Plan, further IHT may be due on the 
initial gift you have made into the trust. 

 
• The Trustees may have a further IHT 

liability on each 10 yearly anniversary of 
the Plan being effected. The maximum 
charge is 6% of the value of the fund at 
this time and in many cases is a lot less 
than this. 

• The charge is based on the value of the 
trust fund less the current value of your 
retained rights, at the 10 year 
anniversary. If this value is less than the 
available nil-rate band there will be no 
charge. 

 
• There may also be a charge to IHT when 

payments are made to the beneficiaries 
after your death. These are known as 
‘exit payments’. For distributions in the 
first ten years the exit charge will be 
zero. For distributions after a ten year 
anniversary the exit charge will be zero if 
the last ten year was zero. 
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Q. How is a joint settlor Discounted Gift Plan 
treated for IHT purposes? 

 
• Usually you are each treated as if you 

had each made a separate gift into trust 
of half of the initial investment. 

 
Q. How is the amount of the discount 

calculated? 
 

• The discount is the value, at the time the 
Plan is effected, of the withdrawal 
payments you have requested to be paid 
to you from the Plan (the ‘retained 
interest’) 

 
• This value will depend on your life 

expectancy, which is in turn determined 
by your age, sex and state of health. 

 
• The value of the gift you have made to 

the Plan for IHT purposes is then 
determined by deducting the amount of 
the discount from the initial investment. 

 
Q. Can the discount be reduced? 
 

• Age and health are the key factors in 
determining the discount. Following 
underwriting this may be reduced from 
our original illustration. 

 
• This discount could be reduced to zero if 

your health dictates.  
 

• If this happens a determination of the 
importance of this discount needs to be 
made. 

 
Q. Is the discount the primary reason to do a 

Discounted Gift Plan? 
 

• In our opinion, discounts are not the key 
factor in recommending a Discounted 
Gift Plan. The discount, though valuable 
in assisting in the mitigation of IHT, 
should be considered a bonus. We feel 

the main motivator is starting the 7 year 
period to remove the full investment 
from the estate. 

 
Q. How will I know the amount of the 

discount applying to me? 
 

• Once your Plan has been underwritten, 
you will be provided with confirmation 
of the amount of discount considered 
appropriate. We cannot guarantee that 
HMRC will accept this valuation of the 
discount, but they have approved in 
principle the method of calculation. 

 
• In order for us to underwrite a plan, the 

provider may need to obtain a report 
from your doctor. The provider will pay 
for this. 

 
Q. Who is responsible for paying any IHT? 
 

• The Trustees should pay any IHT due. If 
you (the settlor) pay any of this tax, this 
could affect the tax status of the Plan. 

 
Q. Will the IHT Gift with Reservation rules 

apply to the Discounted Gift Plan? 
 

• No. With this type of trust you create 
two separate sets of rights. 

 
• Your rights to withdrawal payments (the 

retained rights) remain part of your 
estate but ceases to have any value on 
your death. 

 
 

• The beneficiaries’ rights are held in a 
trust to which you have no access and 
are therefore not caught by the gift with 
reservation rules. 
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Discounted Gift Plan 
 
Pre-Owned Asset Tax 
 
Q. Is the Plan subject to Pre-Owned Asset Tax? 
 

• HMRC have produced a Guidance Note 
which advices that this type of 
arrangement is outside the scope of this 
tax. 

 
Capital Gains Tax 
 
Q. Will the Plan be subject to Capital Gains 

Tax? 
 

• There will not usually be any Capital 
Gains Tax charge for the Trustee whilst 
they hold the bond because they are the 
original owners of the bond. 

 
Income Tax 
 
Q. When might an Income Tax liability arise? 
 

• There will be no charge to Income Tax 
unless a chargeable gain arises. 

 
• A chargeable gain may arise if the 

Trustees make withdrawals from the 
bond which exceed a yearly allowance. 
This is 5% of the initial payment and can 
be taken each year. Any unused 
allowance can be carried forward 
indefinitely. The allowance runs out 
when 100% of the original payment has 
been withdrawn. 

 
• A chargeable gain may also arise if the 

Trustees encash the bond or if it is 
terminated by the death of the life 
assured (or the last surviving life 
assured). On final termination any 
previous withdrawals will be taken into 
account, as will any previous chargeable 
gains. 

 
 
 
 
Q. Who is liable to tax on a chargeable gain? 
 

• During your lifetime, and in the tax year 
of your death, any chargeable gains 
arising on a bond held by the Trustees 
will be deemed to be your income, as 
the settlor of the Plan. If you are a 
higher-rate taxpayer, you will pay 
(currently) 20% Income Tax on gains on 
UK bond. Top-slicing relief may reduce 
this liability if you become a higher-rate 
taxpayer only when the gain is added to 
your other taxable income. You may 
recover any additional tax paid from the 
Trustees. 

 
• Where you have paid tax, it is important 

that you do reclaim any tax from the 
Trustees or you will be making additional 
gifts to the Plan which could affect the 
tax effectiveness of your Plan. 

 
• If you receive age related personal 

allowance, married couple’s allowance 
or certain state benefits, your 
entitlement to these allowances may be 
affected. 

 
• If you are not living or are not UK 

resident in a tax year when a gain arises, 
the gain will be deemed income of the 
Trust, on which the Trustees are liable to 
Income Tax. Trustees are liable at 20% 
on gains on UK bonds. The first £1,000 of 
gain in any tax year may be subject to a 
lower rate. 

 
 
 
 
 
 
 


