
 March 2016 

The benefits of trusts 
 

 
Taking our lead from a number of recent public interest stories revolving around 
trusts and the use of these in financial planning, we thought it would be timely to 
take another look at trusts. 
 
An element of mystery often surrounds trusts and many people are frightened 
away by a perception that trusts are unnecessarily complex and very costly. 
 
However, this need not be the reality and there are likely to be ways in which all 
of us can potentially benefit from trusts. 
 
Therefore, the aim of this newsletter is to demystify trusts by explaining in simple 
terms how they work, the different types and the terminology used and how they 
might help us to achieve our financial planning objectives. 
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What is a trust? 
 
In its simplest form, a trust is a legal mechanism 
for separating the ownership of an asset into two 
parts: the ‘legal’ ownership, or title to the asset, on 
the one hand and the ‘beneficial’ ownership on the 
other.  
 
There are three parties involved in the setting up 
and ongoing operation of a trust and we have 
found that a simple way to explain how the trust 
works and each party’s role is to visualise the trust 
as a safe-deposit box.  
 
• The settlor is the person who decides that they 

would like to give away or ‘settle’ some of their 
assets (a building or an investment or some 
cash) into trust. To use our analogy, the settlor 
buys the safe-deposit box and places the asset 
inside this, thereby giving up their legal  
ownership of the asset. 

 
• Through the trust’s Deed, the settlor appoints 

trustees who take on the legal ownership of the 
trust. In our analogy, the settlor gives the keys 
to the safe-deposit box to the trustees, who now 
have control over the locking and unlocking of 
the box.  

 
• Also through the trust’s Deed, the settlor  

chooses the people who can benefit from the 
assets held in the trust, the beneficiaries, who 
become the beneficial owners of the trust’s  
assets. The settlor explains to the trustees in 
the Trust Deed how and when the beneficiaries 
can benefit from the trust’s assets. With our 
safe-deposit box analogy, the only party who 
can actually put their hands into the box to  
withdraw some or all of the contents are the 
beneficiaries, but only if the trustees have  
unlocked the box. 

 
In summary, the trust is created when the settlor 
transfers assets to the safe-deposit box and gives 
the trustees the keys. The trustees then protect the 
assets by keeping the box locked until such time 
as they agree, by reference to the Trust Deed, that 
the beneficiaries can access the trust’s assets. 

Why might I need a trust? 
 
Let us look at why, as potential settlors, we might 
want to transfer some of our assets into trust and 
then look at the different types of trust available. 
 
• Staying in control 
 
Most trusts will allow us, as the settlor, to include 
ourselves amongst the trustees. This will enable 
us, in conjunction with the other trustees - who 
have been chosen by us - to have a continuing say 
in the administration of the trust and the distribution 
of its assets. 
 
• Defining who receives what and when 
 
A trust allows us, as the settlor through the Trust 
Deed, to provide instructions to the trustees on who 
will benefit from our trust, what they are to receive 
and when they can receive it. However, unless the 
trust is a bare trust (see below), the trustees will 
have the flexibility to use their discretion when  
distributing trust assets, for example, if the trust 
continues after our death. This is why it is important 
to choose trustees carefully and ensure that they 
understand our personal wishes for the trust  
assets. 



There is usually a wide range of beneficiaries, but 
no specific beneficiary has the right to capital or 
income from the trusts. 
 
Let’s consider a grandparent whose grandchildren 
are young adults who have yet to marry and have 
children of their own. The grandparent may identify 
some cash which they are not going to require for 
their own needs but would like to earmark as a  
legacy fund for future generations of the family. 
 
The cash could be settled into a Discretionary trust 
with the grandparent naming themselves and one 
or two of their own children as the trustees. The 
beneficiaries need not be named but could include 
all current members of the family and future  
members such as great-grandchildren. 
 
The grandparent can let their wishes for the trust 
be known to the other trustees so that, even after 
their death, the grandparents wishes can be  
carried out. 
 
Whilst a Discretionary trust offers the highest level 
of flexibility, the trusts’ benefits come with  
potentially more administration than a Bare trust, 
including tax implications both upon the setting up 
of the trust and the ongoing administration. 

• Timely distribution of assets 
 
Assets held under a trust are normally outside our 
estate and can be dealt with on our death without 
having to wait for probate. For example, the  
proceeds of a life assurance policy held in trust 
can be paid to the trustees on production of a 
death certificate.  
 
This means there should be no delay in the  
trustees distributing the sums assured to our  
beneficiaries, which is likely to be vitally important 
for, say, family protection.  
 
• Mitigating Inheritance Tax (IHT) 
 
Because trusts allow us as settlors to give up the 
legal ownership of assets, providing that we are 
not also a beneficiary of the trust, transfers of  
assets into trust can provide similar IHT mitigation 
benefits as outright gifts by taking advantage of 
IHT exemptions and allowances such as the  
seven-year rule. 
 
The use of trusts in helping us to mitigate the IHT 
liability on our estates will be the subject of a  
separate newsletter. 
 
Different types of trust 
 
• Bare (absolute) trusts 
 
Under a bare trust, the beneficiaries are absolutely 
entitled to the capital and income from the assets 
of the trust. The main duty of the trustees is to 
manage the trust assets for the beneficiaries and 
then transfer them when required or when  
requested by the beneficiaries. 
 
Bare trusts are very simple and have little  
administrative burden on the trustees so are a 
popular type of trust used where the distribution of 
assets in the trust is known at the outset. This can 
often be where the beneficiaries are minors, so 
the trustees will manage the trust fund until the 
beneficiaries reach the age of majority.  
 
• Discretionary trusts 
 
Under a discretionary trust, the trustees have  
power to retain or distribute any income and they 
also decide on how and when the trust assets are 
paid out.  



What do I need to consider? 
 
As with any new element of our overall financial 
planning strategy, setting up a trust is essentially 
about choice and having a clear understanding of 
what we are trying to achieve. 
 
Taxation implications are also an important  
consideration which we have only briefly touched 
on in this newsletter, preferring to focus on  
demystifying trusts. 
 
It is true that trusts can be complex but this should 
not be a reason to dismiss them as they can  
contribute significant value to our overall financial 
planning. 
 
Trusts need not be costly. As with any financial  
decision, any costs need to be weighed up against 
the benefits offered to decide whether there is  
value to be gained. 
 
In summary, if you would like to find out more 
about trusts and how they may be able to add  
benefits to your personal financial planning, please 
do not hesitate to contact your Breed Elliott  
financial planner. 
 
 
 

“It is true that trusts can be 
complex but this should not be 

a reason to dismiss them”  

• Interest in Possession trusts 
 
This type of trust generally gives the beneficiary 
the right to the income from the trust but not a 
right to the capital. This type of trust can also be 
known as a Life Interest trust. The beneficiary 
with the life interest (the life tenant) has a right to 
the income for life or for a fixed period. 
 
On the beneficiary’s death, or expiry of the fixed 
period, the capital will pass to the other named 
beneficiaries.  
 
This type of trust is commonly used in wills for 
spouses, particularly where a second marriage 
may be involved and there are children from a  
previous marriage. For example, one spouse will 
want to ensure that the other spouse is financially 
secure for life should they predecease them, but 
would eventually want their assets to pass to their 
children from their previous marriage. This can be 
achieved by an Interest in Possession trust. 



Market Value at the 
start of 2016 

Current 
situation   Comments 

Interest Rates 
(BOE base 
rate) 

0.5% 0.5% at 
30.04.16 The Bank of England Base Rate remains at 0.5%.  

House Prices 
(Nationwide) 

House prices 
increased by 
4.5% in 2015 

The annual 
change in 
house prices 
is 4.9% at 
30.04.16 

  UK house prices increased by 0.2% in April and 
  annual house price growth slowed to 4.9%. 

UK Share 
Prices 
(FTSE 100) 

6242.30 
6,241.89 at 
the close on 
30.04.16 

 
The FTSE 100 increased by 1.08% in April. 
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