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What are you saving for?

If you want to learn more and receive advice tailored
to your personal circumstances, please get in touch.

Higher Education
Higher education costs which include loans for tuition fees, living 
costs and maintenance.

Getting onto the property ladder
s another ma or e penditure. or an average rst time buyer,
a deposit e uivalent to between  and 9  of the property s 
purchase price could be re uired, more than the
average annual salary.

Retirement provision
ay seem a very long way o , but as with all planning, 

the sooner you start, the better. The full tate Pension is 
currently 221.20 a week and is certainly not enough on 
its own to achieve a comfortable retirement.

The rst step is to decide the investment
goal or goals and the timeframe. o you want 
to help a child or grandchild onto the property 
ladder, support them through higher education, 
help with a major expense, such as a wedding, 
or even start a pension pot for them?

A guide to planning the nancial 
futures of the children in your family. 



Getting started Investing for children

Happily, if you do want to help your child
with any of these expenses, there are plenty
of options to consider. However, it isn’t as 
simple as just setting up an account and 
starting to save into it.

Two principles which apply to many aspects of nancial planning are 
particularly relevant when planning for your child’s nancial future

—   The longer the timescale, the more scope there is for 
your investments to grow

—   Taking expert advice will help you get the decision right 
rst time and avoid potential pitfalls



Making your plan

Ownership and investments

Choosing the investments

Tax

Note: it is worth bearing in mind that the three above mentioned 
iss es an sometimes on i t  or e am e  o r hoi e or 
ownershi  ma  not t with the most desirab e ta  treatment
e re ared or the need to om romise



Ownership of the investment

There are three main ownership options to consider.

Keep the money in your name
The simplest way to get started is to 
invest money in you own name and 
make a pact with yourself that you 
will keep it for your child.

The advantage of this approach is you have 
ma imum e i ility. f you ever need the 
money more than they do, for example, 
you can cash it in and use it appropriately. 
Unless and until, you actually transfer it 
to them as a gift  there are no nheritance 
Tax T  conse uences to consider.

e o e o e e e t:
—   ou pay ncome Tax and or apital 

Gains Tax on the investment at your 
own marginal rate. f you are their parent, 
this might not actually make much 
di erence to your situation anyway, ut if 
you are a grandparent or not a relative, it 
could mean an unnecessary contri ution 
to the Revenue

—   While you own the money, its value, and 
any growth it achieves, remain in your 
estate. f you are close to, or a ove the 
nheritance Tax threshold you run the risk 
of attracting an additional lia ility. ven 
when transferred, the gift ecomes a 
otentially xempt Transfer, which means 

that T may e paya le if you were to
die within seven years of the transfer

—   Your circumstances might lead you 
to use the investment simply ecause 
you have access to it. Removing yourself 
from ownership can sometimes prove 
a useful discipline.

Invest in your child’s name
As a rule, children under 18 (16 in Scotland) 
cannot own  investments ecause they do 
not have the legal power to either make a 
valid contract with a provider or manage it 
on an ongoing asis. Simple deposit savings 
accounts may e  an exception to this rule  
ut even then, di erent anks and uilding 

societies impose their own minimum ages.

Designate the money 
or place it in a trust
Both a designated account and a 
formal trust deed can allow you to 
retain control over the investment 
without incurring any tax lia ility 
on its growth. These are explained 
in more detail here:

e te o t
A designated account is another method 
often used to hold investment funds for the 
ene t of a child. The investment is made 

in your name ut designated with the name 
or the initials of the child.

ike a are trust, designating an account in 
their name also amounts to an irrevoca le 
gift to the child and they will receive the 
money at maturity. n the meantime, the 
child is the owner for tax purposes, with you 
(the legal owner) acting simply as its trustee.

HM Revenue and Customs practice and the 
law relating to taxation are complex and 
subject to individual circumstances and 
changes which cannot be foreseen.
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Ownership of the investment

There are three main ownership options to consider.
Although there are no formalities, a designated account is 
e ectively a are trust. To e certain, however, you should maintain 
evidence of the gift in a way that is clear to all the parties involved 
 and also to R . A simple trust declaration should su ce.

Bare trusts
A are trust is the simplest type of trust, which gives the a solute 
ene t of whatever it holds to a child. n this case, the trust would 

hold your investment and when the child reaches 18 (16 in Scotland) 
they would get full access to the money themselves.

A are trust is usually set up using a eed of Bare Trust. This is 
a speci c document that normally involves the appointment of 
trustees, one of whom can e the person making the gift.
The trustees (or the nominee under a designation) would then
have full control over the money until the child reaches maturity
 ena ling them to monitor and switch investments as re uired. 

n setting up a are trust, however, you are making an outright, 
irrevoca le gift to that child. You cannot then change the ene ciary, 
so they will get the money whatever happens. Unless you are 
the child s parent, tax is ased on the child s own tax position, 
not your own.

HM Revenue and Customs practice and the law relating to taxation 
are complex and subject to individual circumstances and changes 
which cannot be foreseen.

Discretionary trusts
A discretionary trust can e as exi le as the are trust is rigid.
t is set up for a num er of potential ene ciaries, usually chosen 
y the creator of the trust. The appointed trustees then decide who, 

if anyone, of those potential ene ciaries will receive any of the 
income it generates and how often.

A discretionary trust can therefore e useful when you want to make 
a gift to a group of ene ciaries, for example, your grandchildren. 
This type of trust allows you to include grandchildren who haven t 
yet een orn, to give more help to those in greater need or to cut 
someone out completely if you so decide.

But as you would expect, this exi ility comes with some downsides:

—   The ncome Tax and apital Gains Tax treatment can e less 
favoura le than for a are trust.

—   The nheritance Tax treatment of discretionary trusts is often 
complex, particularly where large sums are involved.

—   There may e more administrative work 
involved  for tax and other reasons.
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Risk
As investments incur some risk, this is 
where we start any investment conversation 
with our clients. We spend time with our 
clients to understand not only how you will 
react to the ups and downs of markets, but 
also to assess your nancial capacity to 
absorb any capital losses.

This approach isn’t practical when the 
investment risks are e ectively taken on by
a child. Nevertheless, investment risk must 
still be considered, but bearing in mind this 
is all being done for the child’s bene t and 
not your own.

The timescales when investing for children 
are likely to be longer term and could span 
18 to 21 years for example. This longer-term 
strategy allows the investment to ride out 
uctuations in the markets and conse uently, 

when saving for your children, you may nd 
a broader range of options opens up, some 
of which may carry a greater risk (and greater 
potential for growth) than you might consider 
for yourself.

The value of investments and any income from 
them can fall as well as rise and you may not 
get back the original amount invested.

Goals
Setting a goal or goals is an important part 
of the investment process and can help you 
determine how much risk you need to take. 
We can help you be con dent in setting 
your goals, once set, you need to stick to 
these where possible. Making changes once 
the investment is in full ight can incur 
administrative and cost issues – which 
may result in poorer overall returns.

Allocation
Once risk factors and goals are determined, 
you can start to work out what type of 
assets you want to invest in. Getting an asset 
allocation arranged is vital and is considered 
a key stage in the investment process.

Fund choice
When it comes down to choosing investment 
funds, there is a vast choice and selecting 
funds is much more complicated than just 
picking the three top performers. In any 
event, past performance is not a reliable 
guide to the future.

ven within what might seem uite small 
and de ned categories, di erent funds 
can achieve results in uite di erent 
ways. For example, table-topping funds 
could carry the highest risk because 
they may be concentrated in a 
limited number of holdings. 

Choosing a suitable investment

hoosing an investment for your child is no di erent to choosing
an investment for yourself and involves four main stages:
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Child’s tax position
—   Each child has their own personal Income Tax allowance, 

which is currently £12,570 in the 2024/2025 tax year. Income 
covered by the personal allowance is normally free of UK tax 
and on top of this, there is a tax free ‘savings allowance’ enabling 
receipt of up to £1,000 of interest p.a. as well as a dividend 
allowance of up to £500 p.a.

—   Each child also has their own Capital Gains Tax annual 
exemption, which is £3,000 of gains in the 2024/2025 tax 
year. Beyond that, a tax rate of 18% applies for gains falling 
within the basic rate band (once added to income) and 
24% in the higher and in the additional rate bands for disposals 
made on or after 30 October 2024.

Parent’s tax position
You may be thinking that investing in your child’s name appears 
to be a tax e cient option. owever, there is an anti-avoidance 
rule to be aware of which states that a parent will be liable to 
tax on their child’s investment income (including investment 
made via a bare trust or designated account outside Scotland) 
if all of the following rules apply:

—   The child is under 18 and unmarried

—   The investment capital originated from the parent

—   The gross amount of income generated in the tax year by 
all capital given by the parent exceeds £100 (or £200 if both 
parents give money)

Of course, if you are the parent and a non-taxpayer, then no 
Income Tax will be due until your own Personal Allowance is used, 
but any basic or higher rate liability will fall immediately. Gifts from 
grandparents, other relations and friends are not caught by this 
rule, but M C may re uire evidence that such gifts are genuinely 
from the donor and are not an attempt to divert money from the
parents via a third party.

HM Revenue and Customs practice and the law relating to taxation 
are complex and subject to individual circumstances and changes 
which cannot be foreseen.

The impact of taxes

A child’s tax position is really no di erent to that of an adult.
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Discretionary Trust tax position
iscretionary trust taxation is di erent from individual taxation.

—   Trusts and Income Tax Most trusts do not pay Income Tax on 
income up to a tax-free amount (normally £500). Tax is due on the 
full amount if the income is more than the tax-free amount.

—   Trustees do not ualify for the dividend allowance. ividend-type 
income is taxed at 3 .35% and all other income at 45%.

—   If income from a discretionary trust is distributed to a child rather 
than accumulated within the trust, some tax reclaim on behalf 
of the child may be possible. owever, the parental tax rules will 
come into play if one of child’s own parents created the trust.

—   iscretionary trusts have an annual Capital Gains Tax exemption 
of £1,500, or £3,000 if the bene ciary is vulnerable. Beyond the 
exemption, CGT is then charged at the rate of 24% depending on 
the asset for disposals made on or after 30 October 2024.

Inheritance Tax
Gifts to children, whether trusts are involved or not, are liable to I T. 
In practice, various annual exemptions and use of the nil rate band 
(currently £325,000) mean there is unlikely to be any tax liability
when the gift is made. owever, if that gift doesn’t ualify for any
of the exemptions and you die within seven years, at least some 
portion of its value will be included in the nal I T calculation.

iscretionary trusts can also be subject to I T, with the liability 
being calculated every 10 years and when assets are passed 
out of the trust.

HM Revenue and Customs practice and the law relating to taxation are 
complex and subject to individual circumstances and changes which 
cannot be foreseen.
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Bringing it all together – the right choice of product

Choosing your funds may be the end of the investment decision process,  
but it is not the end of the exercise. After fund choice, you need to  
decide what type of product or ‘wrapper’ you need, bearing in  
mind tax considerations and the re uirement for exibility.
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Bringing it all together – the right choice of product

Junior ISAs and ISAs

Child Trust Funds

Note: No child can hold both a JISA and a 
CTF. If a JISA is preferred, there is now the 
option to transfer the proceeds of CTF 
into a JISA, usually without penalty.

Investment bonds

policies which can be useful for the 
ana e ent of lu p su s place  into 

trust  i e collecti e fun s  the  are also 
a ailable fro  both onshore an  o shore 
pro i ers  he un erl in  in est ents are 
usuall  collecti e fun s  but the o erall ta  
treat ent is i erent an  base  on life 
assurance ta  rules
n ee  it is that treat ent that a es 
the  suitable for trust in est ent  irstl  
inco e accu ulates within the bon  itself  

ini isin  the associate  a inistrati e 
an  ta  issues  econ l  o shore bon s 
enable the efer ent of certain inco e 
an  capital ains liabilities  hich eans 
that  other than withhol in  ta es  ta  
can be carefull  ana e  both urin  the 
in est ent ter  an  also o er the perio  in 
which it is nall  re ee e

Personal Pensions
Personal pensions come with no minimum 
a e restriction an  contributions are 
limite  to a ma imum of  a ear
Contributions to a personal pension are 
ma e net of basic rate ta  meanin  ou 
can start to buil  that  a ear at 
a net cost of  re ar less of our 
own ta  position  o further ncome a  
or Capital ains a  will be pa able on the 
in estments hel  in the personal pension  
until our chil  starts ta in  bene ts  
which currentl  cannot be before a e 

National Savings & Investments
ational a in s  n estments  also 

o ers a limite  ran e of pro ucts suitable 
for chil ren  with ar in  ta  a anta es

he alue of in estments an  an  
income from them can fall as well as 
rise an  ou ma  not et bac  the 
ori inal amount in este

HM Revenue and Customs practice and the 
law relating to taxation are complex and 
subject to individual circumstances and 
changes which cannot be foreseen.

n estin  for chil ren

*From 2028, the age at which someone can access their pension will be 57 rather than 55.



Next steps
We hope this guide has given you a broad insight into investing 
for children. We can help you through the ownership, investment 
and tax issues, not only now but in the years ahead.
o ma e plans to secure the nancial securit  of the chil ren 

in our famil  please et in touch  we can e plore the speci c 
options for our circumstances

We are part of The Openwork Partnership, a trading style 
of Openwork Limited, which is authorised and regulated 
by the Financial Conduct Authority.

P o     p  ppro e  b  he penwor  Partnership on 

Folan Brookes Financial Consultants Limited
Prama House 267 Banbury Road

Oxford County
OX2 7HT

01865 339640
info@folanbrookes.co.uk
www.folanbrookes.co.uk

Folan Brookes Financial Consultants Limited is an Appointed Representative of 
The Openwork Partnership, a trading style of Openwork Limited, which is 
authorised and regulated by the Financial Conduct Authority.


