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Taxation considerations of designated accounts

This guide helps you understand the tax consequences of establishing a designated account in
conjunction with a Collective Investment Account (CIA) as well as the ongoing tax treatment
of income and gains.

References to designated account refers to irrevocable designations only. An account name or label (known as a
revocable designation) does not create a formal legal structure and therefore this guide is not applicable.

Creating alegacy for children

and/or grandchildren

Parents and grandparents (as well as other relatives and [

friends) often want to give money or assets to their children Quilter «

or grandchildren. Where a ‘gift" is being made to a child, it's

important to consider why the investment is being made and Saving for children —what options are available and what
what type of investment would be most appropriate. There do I need to know?
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are many options, those offered by Quilter are explained
here: Saving for children - what options are available and
what do I need to know? | Quilter

If the investment needs to be for the long term, investing in
stocks and shares or collective investments may be suitable,
as it allows investors to spread the investment risk over the
term for even modest sums.

The (collective) investment account cannot be set up in the
child’s name, so the individual making the 'gift' must apply for
it and hold it in their own name, but for the ultimate benefit
of the child.

How this is structured will affect the tax consequences for —
both the child and the adult donor.

A simple bare trust structure using irrevocable designations

By setting up the Collective Investment Account (CIA) which Quilter and applying an irrevocable designation, the investor
creates an absolute trust in favour of the designee, the child (beneficiary). Where the designee is more than one child, each
child will receive an equal share of the investment.

The individual who sets up the account cannot access the funds for their own benefit once created (i.e. it is irrevocable)
or change who will receive the funds. When the child reaches the age of 18, they become legally entitled to their share
of the funds.

Atrust (including designated accounts, must register with HMRC's Trust Registration Service (TRS) if it is considered UK resident
or has a UK tax liability.

The trust (designated account) must register within 90 days of the trust date and proof of registration must be sent to Quilter.

Further details regarding trust registration can be found here: www.quilter.com/siteassets/documents/platform/guides-and-
brochures/qip22888_registering_trust-guide.pdf
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Inheritance tax treatment of
gifts via the designated account

At the point the CIA is designated and if any additional monies
are added, the investor is making a potentially exempt
transfer (gift). This is equivalent to the value of the account

at the time or the additional investment amount paid. The
exception to this is if the gift qualifies for one of the available
IHT exemptions.

Where a gift does not qualify as exempt, it will fall out of the
estate after seven years.

More information on the taxation of lifetime gifts and
exemptions available can be found here: Inheritance Tax
treatment of lifetime gifts - Quick reference guide | Quilter

Ongoing tax treatment of the designated account

Capital gains tax - the designee will be liable to any capital gains realised and will be able to use their full available annual
exempt amount.

Income tax - if the account has been created by anyone other than a parent of the child, any income tax liability will fall on the
child and again he/she will be able to use all of their available personal allowances.

Any gains and/or income above tax allowances will be taxable at marginal rate. Where there are multiple designees the gains
and income are equally split.

Parental settlement rules can apply

If the gift originates from a parent of a minor (and unmarried) child and the amount of gross income earned within the CIA
exceeds £100 per tax year, the parent will be assessed on the income, not the child as described above. This is known as the
‘parental settlement rules’

This treatment applies to all income received including distributions for income and accumulation units and interest earned on
cash and fund manager rebates. The application of this £100 ‘disregard’ limit is on a ‘per investor/per child' basis. Therefore, if
both parents invested for the benefit of two children, the overall income limit would be £400 in any tax year before the parents
are assessed on the income.

What’s the tax treatment once the beneficiary reaches 187

There are no significant tax implications at 18. For CGT purposes there is no change in beneficial owner so no disposal and
unless the parental settlement rules apply (which would now cease), income continues to be assessed on the beneficary.

When a beneficiary does reach 18 they can have the account transferred into their personal name. This is achieved by the
trustees completing a transfer of ownership form.

Summary

With more and more focus on efficient wealth transfer, caused by frozen nil rate bands and unused pension funds
forming part of the taxable estate from April 2027, understanding the options available enables you to provide solutions.
Understanding how these solutions are taxed on creation and on an ongoing basis shows the value you can add in this area.

Designated accounts are one of the options and provide a simple, tax efficient solution but can be restrictive as families
grow and evolve or where money is provided by parents. Matching the right trust/IHT solution to the right client is a skill
worth mastering.
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