CONSIDERATIONS TO
MAKE BEFORE
CHOOSING A
VULNERABLE PERSONS
TRUST

Selecting suitable Trustees for a trust is
crucial. Trustees should be trustworthy,
appropriate in age, and have a good
relationship with the testator and Primary
Beneficiary. Having more than one Trustee
is advisable. Trustees must act in the best
interests of the Primary Beneficiary and be
capable of managing the trust effectively,
including handling tax matters.

The Vulnerable Persons Trust creates an
Interest in Possession (IIP) for the Primary
Beneficiary, safeguarding their inheritance.
However, the trust fund is considered part
of the beneficiary's estate for inheritance
tax purposes. If the trust assets exceed the
Nil Rate Band (£325,000), it incurs a 40%
inheritance tax on the surplus before
distribution to reserve beneficiaries.

The testator must consider the type of
benefits received by the primary beneficiary
due to the IIP in the Vulnerable Persons
Trust. If benefits could be affected, a
Standard Discretionary Trust might be
more beneficial.

If the estate is left to linear decedents then
the estate will qualify for the Residential Nil
Rate band
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Tax Treatment

The Vulnerable Persons Trust receives
favourable tax treatment in respect of
income tax. The income generated by the
trust is only taxed at a rate of 20%
(standard income tax rate) as opposed to
the trust rate of 45% as you would find with
a Standard Discretionary Trust. The
Vulnerable Persons Trust is not a Relevant
Property Trust, this means that there are no
anniversary charges (10-year tax charges) or
any exit charges when funds are withdrawn.



