the benefits of
relevant life policies

Welcome to our guide to relevant
life policies. This guide explains
the benefits of taking out a
stand-alone single life policy
on the life of an employee, and
gives details about the legislation
that governs relevant life policies.
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why should I use a
relevant life policy?
A relevant life policy is an alternative
way of providing a lump sum on death
for an individual, without the need to
set up a registered group life scheme.

What does a stand-alone single life
policy do?
The aim of the policy is to provide a lump sum
benefit on the death of an employee. This removes
the need for the company to set up a registered
group life scheme. The policy is designed to meet
the requirements of a single life relevant life policy
under S393B(4) (b) of the Income Tax (Earnings
and Pensions) Act 2003.

Who are relevant life policies aimed at?
The policy is aimed primarily at 2 groups:
•	High-earning employees who have substantial
pension funds and don’t want their death-in-service
benefits to form part of their lifetime allowance.
•	Small businesses that don’t have enough eligible
employees to warrant a group life scheme.
Relevant life policies can also be used by directors
of the company.
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what are the
advantages?

Provided the arrangement meets the criteria
below, a relevant life policy has a number
of advantages:
• The benefit won’t form part of the employee’s lifetime
pension allowance.
• The premiums paid won’t form part of the employee’s
annual allowance. The annual allowance is the
amount that can be contributed by, or on behalf of,
an individual to any registered pension scheme with
the benefit of tax relief. So the employee is still able
to make full use of their annual allowance to make
contributions to a registered pension scheme.
• Premiums paid by employers are not normally
assessable on the employee as a benefit in kind
so they’re not subject to income tax.
• Premiums paid by employers are not normally
assessable for employer or employee National
Insurance contributions.
–	s247 of the Finance Act 2004 omits Part 6 of the
Income Tax (Earnings & Pensions) Act 2003,
Chapter 1.
–	This means payments by an employer for a nonregistered death-in-service plan on the life of an
employee are no longer treated as employment
income, where previously the payments would
have been taxed as a benefit in kind. As the
premium is not treated as employment income,
there will be no charge to income tax or National
Insurance.
• The premiums may be treated as an allowable
expense for the employer in calculating their tax
liability provided that the local inspector of taxes
is satisfied they qualify under the ‘wholly and
exclusively’ rules.
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• Provided the benefits are payable through a
discretionary trust, in most cases the benefits are
paid free of inheritance tax as the payment is not
part of the employee’s estate. But the trust will
be subject to normal inheritance tax rules for
discretionary trusts, which in some circumstances
may give rise to the following charges:
–	Up to 6% of the value of the trust fund on each 10th
anniversary of the date the trust was established
(the periodic charge). A periodic charge will only
apply if there is a value held in the trust at the 10th
anniversary. This could happen if, for example,
the employee dies shortly before the 10th
anniversary and the benefits have not been
distributed to the beneficiaries.
–	Up to 6% of the value of the fund on appointment
of benefits out of the trust to a beneficiary
(the exit charge).

helping hand

We include our Helping Hand service in every
Bright Grey menu plan. Helping Hand gives the
person covered and their family valuable practical
and emotional support whenever they need it.
Helping Hand provides:
• E
 motional and practical support from
a personal nurse adviser
• Bereavement counselling
• H
 elp and advice including access
to complementary therapies

How do I qualify for a relevant life policy?
The policy must meet the following rules to qualify
as a single person relevant life policy:
• The policy must only provide for a lump sum death
benefit payable before the age of 75.
•	No other benefit must be conferred under the policy.
• The policy must not be capable of having a surrender
value. There are circumstances in which a small
surrender value is allowed, but under Bright Grey
plans no such value will arise.
• Any benefit must only be payable to an individual,
or a charity. This can be payable through a trust
and to maximise the tax efficiency of the policy
we recommend that the policy is issued under a
discretionary trust from outset. We can provide
specimen wording.
• The main purpose of the policy must not be tax
avoidance.
You can find the detailed legislation that defines these
rules at the end of this guide.

Before I apply for a relevant life policy
with Bright Grey, what do I need to know?
How do I set up a relevant life policy?
The employer will apply for a Business Protection Menu
plan on the life of the employee. The plan must only
include Life Cover.
What term can I choose?
You can choose any term from one year up to a
maximum of 40 years. But the term of the plan must
end before the 75th birthday of the employee for the
plan to qualify as a relevant life policy.
What is the maximum amount of cover?
You can apply for any amount of cover up to the lower
of £5,000,000 or 15 times the annual salary of the
employee, including P11D benefits. If the employee is
also a shareholder any dividends they receive can also
be included in this amount. This is equivalent to
providing up to 4 times salary as death-in-service
benefits and up to 11 times salary as a lump sum to
buy an annuity as an alternative to a widow’s or
dependant’s pension.
We don’t normally need financial underwriting, but
for higher amounts of cover we might ask for proof
of earnings.
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the legislation

The legislation
Below is the detailed legislation that governs relevant
life policies.
A ‘relevant life policy’ is defined in subsection 393B(4)
of the Income Tax (Earnings and Pensions) Act 2003
(‘ITEPA’) as:
(a) an excepted group life policy as defined in section
480 of the Income Tax (Trading and Other Income)
Act 2005,
(b) a policy of life insurance, the terms of which provide
for the payment of benefits on the death of a single
individual, and with respect to which:
i)	condition A in section 481 of that Act would be
met if paragraph (a) in that condition referred
to the death, in any circumstances or except in
specified circumstances, of that individual (rather
than the death in any circumstances of each of
the individuals insured under the policy) and if
the condition did not include paragraph (b), and
ii)	conditions C and D in that section and conditions
A and C in section 482 of that Act are met, or
(c) a policy of life insurance that would be within
paragraph (a) or (b) but for the fact that it provides
for a benefit which is an excluded benefit under or
by virtue of paragraph (a), (b) or (d) of subsection
(3) of ITEPA s.393B.
Therefore the conditions that need to be met if a policy
is to be a relevant policy within the ‘single life’ category
set out in (b) are:
• Condition A in section 481 of the Income Tax
(Trading and Other Income) Act 2005 (‘ITTOIA’) –
that “under the terms of the policy a sum or other
benefit of a capital nature is payable or arises on the
death in any circumstances of [the individual] insured
under the policy who dies under an age specified
in the policy that does not exceed 75.”

• Condition C in section 481 – that “the policy does
not have, and is not capable of having, on any day:
(a)	a surrender value that exceeds the proportion
of the amount of premiums paid which, on a time
apportionment, is referable to the unexpired
paid-up period beginning with the day, or
(b) if there is no such period, any surrender value.”
• Condition D in section 481 – that “no sums or other
benefits may be paid or conferred under the policy,
except as mentioned in condition A or C”.
• Condition A in section 482 of ITTOIA – that “any sums
payable or other benefits arising under the policy
must (whether directly or indirectly) be paid to or
for, or conferred on, or applied at the direction of:
(a)	an individual or charity beneficially entitled
to them, or
(b)	a trustee or other person acting in a fiduciary
capacity who will secure that the sums or other
benefits are paid to or for or conferred on, or
applied in favour of, an individual or charity
beneficially.”
• Condition C in section 482 – that “a tax avoidance
purpose is not the main purpose, or one of the
main purposes, for which a person is at any time:
(a)	the holder, or one of the holders, of the policy, or
(b)	the person, or one of the persons, beneficially
entitled under the policy.”

For more information about relevant life policies
and business protection in general, please speak
to your financial adviser.

Important note
The information in this brochure is based on our understanding of
tax law and practice at the date of publication. These may be affected
by future changes and individual circumstances. You should therefore
always seek professional advice before entering into any arrangement.
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contact details
write to us
Customer Care
Business Protection Team
Bright Grey
2 Queen Street
Edinburgh
EH2 1BG

email us
help@brightgrey.com

phone us
0845 6094 500

fax us
0845 6094 527

business protection
from Bright Grey
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