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DEFENSIVE EQUITY FUND WITH ZERO-
DISTRIBUTABLE YIELD FOR IHT PLANNING  
 

INTRODUCTION 
Levendi have recently launched a new share class of the Levendi Thornbridge Defined 
Return Fund, that has been specifically designed to work within a flexible reversionary trust. 
The fund offers the possibility of capital growth, a degree of protection when markets fall 
and does not rely on rising markets to generate a positive return. The zero-distributable 
yield avoids the costs and complexity of collecting and distributing any income received by 
the trust to the beneficiaries and the tax liability for the settlor.  

IMPORTANT NOTE 
This document is intended for professional financial planners only. Levendi are not tax 
experts. The information in this note is based on our understanding of the tax treatment of 
Trusts. This information should not be used as guidance or advice. Advisers should take 
advice from professional tax experts 

REVERSIONARY TRUSTS 
Flexible Reversionary Trusts can be an effective way to mitigate IHT. They offer the settlor 
the ability to gift assets so that they are potentially outside their estate AND retain access to 
the assets of the trust in the future if they need to. There is no tax to pay on gifts of up to 
the Nil-Rate Band £325,000 (2017/18) and no IHT if the settlor survives for seven years. For 
more information; https://www.gov.uk/hmrc-internal-manuals/inheritance-tax-
manual/ihtm20561   
 
Some Flexible Reversionary Trusts invest directly in funds. These offer benefits over trusts 
that use Life Bonds; investment gains may be treated as capital gains rather than income 
and these Trusts benefit from their own Capital Gains Allowance. Assets can be transferred 
into trusts in-specie so deferring any CGT liability. Its then possible to distribute the assets in 
the trust in-specie to the beneficiary, so allowing each beneficiary to use their own CGT 
allowance when they realise the value of the assets that they have been given.  

INVESTMENT PREFERENCES 
Trusts can be used by investors that are relatively young to start to move assets outside 
their estate. Each settlor will have their own preferences and their own attitude to risk. For 
many, the priority will be the return of capital rather than the return on the capital in the 
trust. Many investors will look for a lower risk investment that offers the prospect of a high 
enough return to protect the real value of the trust after fees and charges.  
 

https://www.gov.uk/hmrc-internal-manuals/inheritance-tax-manual/ihtm20561
https://www.gov.uk/hmrc-internal-manuals/inheritance-tax-manual/ihtm20561
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The risk/return profile of the Levendi Thornbridge Defined Return Fund will be attractive for 
many settlors. The fund offers the prospect of steady returns that do not rely on rising 
markets. The fund offers a degree of protection when markets fall.  

THE TREATMENT OF INCOME IN A REVERSIONARY TRUST 
One requirement of a flexible reversionary trusts is that any income generated by assets 
held by the trust must be identified, collected and distributed to the beneficiaries. The 
settlor will be liable for tax on the income. Aside from the asymmetry between the payment 
of income to the beneficiaries and the tax liability for the settlor there are two other 
problems if the assets of the trust generate an income.  

- The settlor may not want the beneficiaries to receive an income.  
- The identification, collection and payment of income incurs costs and charges that 

will be charged to the trust.  
 
To minimise the problems caused by identifying and collecting the income from assets 
within a trust, trusts will typically only hold the income share classes of funds that distribute 
all the income that the fund has received. Even when using an income share class collecting 
and distributing the income can be complicated and costly to administer.  
 
Using income shares does nothing to resolve the problems around the asymmetry of 
payment and tax, or of unwanted income. A preferred solution is for trusts to invest in the 
income share class of a fund that have a zero-distributable yield. However, managing assets 
to achieve a zero-distributable yield can be costly. Typical strategies will require assets to be 
sold before the payment of a dividend or interest payment and then repurchasing after the 
payment has been made. So-called “bed and breakfast” trading will incur additional trading 
costs and charges. They may not be successful in achieving the zero-distributable yield 
mandate either. Unless there is some material market risk between the sale and purchase, 
the trust may be treated as though it has received an element of income. 

THE NEW SHARE CLASS 
The Levendi Thornbridge Defined Return Fund is a lower risk fund with broad equity market 
exposure. Critically it does not invest in any assets that generate an income. The fund is a 
natural fit for the requirement of Flexible Reversionary Trusts.  
 
The new “W” share class has been created specifically for trustees of Flexible Reversionary 
Trusts that want investments that offer the possibility of lower risk capital gains and do not 
want to receive any income. The share class has an annual distribution. The amount payable 
is 100% of the income received by the fund. But because the fund does not receive any 
income, this means the distribution will be zero. This meets the requirement of a 
reversionary trust to invest in assets which make it possible / easy to identify, collect and 
distribute all the income generated while not generating any income.  

http://www.levendi-im.com/
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CONCLUSIONS 
Using the W Share Class within a Flexible Reversionary Trust offers significant benefits to 
settlors and beneficiaries 

- Assets held by the trust are outside the settlor’s estate after seven years 
- The fund fees are low, there are no additional costs incurred avoiding income.  
- There are no fees at the trust level collecting and distributing income.  
- Fund units can be transferred into and out of the trust in-specie.  
- The fund offers the possibility of capital growth and a degree of protection if 

markets fall.  
- The fund has daily liquidity allowing the trustees to liquidate the fund to meet any 

requirements for settlor to receive a payment back from the trust.  
- The trust can lend money if beneficiaries need to access assets held in the trust,  
- Any growth within the trust can be sheltered using the trusts CGT allowance.  
- Finally, when the trust is distributed, and in-specie transfer allows the beneficiaries 

to use their own annual CGT allowance to realise the value of the assets that they 
have received. 

DETAILS 
Website www.levendi-im.com   
Prospectus, supplement, 
KID, Application form 

https://www.davy.ie/corporate-institutional/investment-
fund-services/funds  

Fact Sheet https://www.levendi-im.com/wp-
content/uploads/2018/04/Levendi-Defined-Return-Fund-
Factsheet-March-2019-.pdf  

Contact info@levendi-im.com  
0203 150 2847 

 
DISCLAIMER 
Levendi Investment Management and its affiliates do not provide tax, legal or accounting advice. This material 
has been prepared for informational purposes only, and is not intended to provide, and should not be relied 
on for, tax, legal or accounting advice. You should consult your own tax, legal and accounting advisors before 
engaging in any transaction. 
 
The contents of this document are communicated by, and the property of, Levendi Investment Management 
Ltd. Levendi Investment Management Limited Ltd is an appointed representative of Thornbridge Investment 
Management LLP which is authorised and regulated by the Financial Conduct Authority (“FCA”). The 
information and opinions contained in this document are subject to updating and verification and may be 
subject to amendment. No representation, warranty, or undertaking, express or limited, is given as to the 
accuracy or completeness of the information or opinions contained in this document by Levendi Investment 
Management Ltd or its directors. No liability is accepted by such persons for the accuracy or completeness of 
any information or opinions. As such, no reliance may be placed for any purpose on the information and 
opinions contained in this document.  The information contained in this document is strictly confidential. The 
value of investments and any income generated may go down as well as up and is not guaranteed. Past 
performance is not necessarily a guide to future performance. 
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