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Most people during their working lives have a life assurance policy. Or more than one. 
 
Most people do not have this policy “subject” to a trust. In most cases, that is a basic 
financial error. 
 
Correcting that error is simple – and we can help you. One problem with this subject is that 
it can seem as if this is a complex situation. 
 

 

Using trusts with a life policy is NOT complex 
 
We really don’t help ourselves within the financial sector, as we can take fantastic ideas which are of 
immense benefit to you and make them seem hideously complicated and difficult. 
 
Putting any life policy, you have into trust is a great example. Most people will think that trusts are 
not relevant to them. 
 
They think “trusts are for the uber-rich, are legal documents which have strange language applied 
to them and are only of use if you have complex affairs”. 
 
Before explaining how none of this is true when it comes to life assurance policies, let us reframe the 
position entirely and present you with a straightforward choice of two options: 
 

 

Option one: 
 
You have a life assurance policy for £200,000 and, unfortunately, this pay outs because you die, 
whilst the policy is still in force. 
 
A lump sum is payable to your estate of £200,000 (your “estate” refers to everything you own when 
you die, which is then distributed to your beneficiaries). 
 
Your estate receives the money directly and this is used to help look after your spouse, kids, pay off 
debts etc. 
 
However, there’s a problem with getting probate (this being the legal right to distribute/access an 
estate of a deceased individual) and things get complicated. The pay-out is delayed for a very long 
time, creating hassle and stress for your loved ones. 
  
The life assurance money is paid eventually, by which time your spouse has met someone else and a 
few years later remarries. This doesn’t work out; it was a mistake. 
 
Your spouse still has most of the £200,000 from your life assurance policy to help look after 
themselves and your kids, but now must face the prospect of losing half of that £200,000 to his/her 
newly divorced ex-spouse. 
 
They then start a business and try to make a success of this, but it fails, and they have accumulated 
creditors who now want to pursue them for outstanding sums and debts, the remaining £100,000 or 
so from your life assurance pay-out is used to help clear up the position. 
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Option two: 
 
You have a life assurance policy for £200,000 and, unfortunately, this pay outs because you die, 
whilst the policy is still in force. 
 
A lump sum is payable, to a trust, of £200,000. 
 
That trust is controlled by your spouse and the cash within the trust is there for their benefit and 
that of your kids.  They can decide how and when to release that money. 
 
It is not in your estate, so there is no need to wait for probate to get access to any of this sum. 
 
Your spouse meets someone new, remarries and it all goes horribly wrong.  The newly divorced ex-
spouse of your spouse has no claim against the trust. 
 
Your spouse starts a business, it goes horribly wrong and there are lots of creditors. They have no 
claim against the trust. 
 
Putting your life policy into trust (subject to a trust on pay-out) puts a protective wrapper around 
the lump-sum pay-out. 
 
It is, to use the popular saying, a “no brainer”. 
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A life assurance pay out could bump up a potential tax liability? 
 
If a lump sum pay-out is not subject to a trust arrangement this means it will be added into the 
deceased’s estate and passed through to their beneficiaries. 
 
This could lead to an Inheritance Tax (IHT) payment– quite unnecessarily – becoming applicable. 
Either immediately or in the future. 

 
Example one. 
 

JB, a divorced businessman with two kids, dies unexpectedly. He has personal and business assets 
valued at £800,000 and a life assurance policy valued at £400,000. 
 
His total allowances against IHT are £500,000 (his “Nil Rate Band”) – so his total estate is £1,200,000, 
his net estate, subject to tax, is £700,000, his estate must pay £280,000 in IHT. 
 
The life assurance pay-out increases his estate by £400,000 and increases the tax bill by £160,000. 
 
In effect, he has paid for life assurance so that £160,000 of the pay-out is paid in tax. IF THAT POLICY 
HAD BEEN PLACED INTO TRUST, the £400,000 would not have been subjected to IHT. 

 
Example two. 
 

Mr JB is married to Mrs AB. They have joint assets worth £900,000 and a £500,000 life assurance 
policy. They have a young family. 
 
Mr JB dies, and everything goes to Mrs AB, who also receives the £500,000 life assurance pay-out. 
There is no IHT payable because everything has moved from husband to wife, on death. 
 
However, Mrs AB now has an estate of £1.4 million. £400,000 above the current £1 million total Nil 
Rate Band, assuming they have a suitable residential property which provides for this level of 
allowance. 
 
If the life assurance has been subject to a pay-out into a trust it would not been added to her estate. 
 

 
 

Summary 
 

The benefits of using a trust to receive the pay-out from a life assurance are potentially 
significant, and it is very simple to place a policy into trust, including any existing policies. 
 

Come and talk with us if you have existing life assurance policies or are considering taking 
out a policy, we can help you with getting this subject to a trust on pay-out. 
 
It is important to note that if you have existing policies, they can be made subject to a 
trust, you do not have to arrange this at inception, when you first arranged the policy. So, 
it is never too late to sort this. 
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About Us 

 
At Your Family Asset, we are an award-winning advisory business, specialising in a wide array of 
financial services, including mortgages, loans, insurance, and more. 
 
With over three decades of experience in the mortgage industry, we take great pride in delivering 
bespoke solutions that perfectly align with your unique financial circumstances. 
 
Allow us to demonstrate how we can assist you, whether you’re embarking on your financial journey 
or have already begun planning for the future. We’re here to alleviate the complexities of financial 
planning, ensuring you have the best options tailored to your individual needs. 
 
 
 
 
 
 

 
 
Contact Us 
 
4 Baxter Court, High Baxter Street, Bury St Edmunds, IP33 1ES 
info@familyasset.co.uk 
020 8498 0960 
 


