
An investment trust makes a very
special gift for a child you love

for children

Investing some money – either 

a one-off lump sum or on a

regular basis – is an ideal 

way to give any child a head

start in life. 

And, because of their low

charges and excellent long-term

performance record, investment

trusts are an ideal way of

investing on behalf of a child. 

It’s a particularly useful way for

parents, grandparents or

godparents to make a lasting

gift – and one that the child will

appreciate even more when he

or she is old enough to know

the importance of money. 

It’s also a highly effective way 

of showing a child the practical

benefits of long-term planning

and saving in later life! (and

starting a pension – see our

factsheet ‘its for pensions’).

As you can see from the chart, 

if you had invested £1,000 on

behalf of a child 20 years ago,

you could now be giving them 

a cheque for £15,444.

If you had invested £1,000 on behalf
of a child on their 1st birthday in the
average investment trust, you could
give them a cheque on their 21st
Birthday for £15,444...

All figures are provided by Standard & Poor’s Micropal
over 20 years to 31.08.2001. *Conventional investment
trusts. Mid to mid with 3.5% deduction for stamp duty,
brokerage and market spread, net income re–invested.
**UK savings deposit £25,000+ Net Investment Index.
***Unit trusts. Offer–bid, net income re–invested. 
Past performance is not necessarily a guide to the future.

there’s no better way to give a child a head start in
life than by putting a little aside on their behalf...

£15,444*

investment
trust

£11,790***

unit 
trust

£3,788**

building
society



why investment trusts?

Investment trusts are an ideal

way of investing for children,

for a number of reasons.

1. An investment trust may hold

shares in up to three hundred

or more different companies

at any one time – which

means you can enjoy all the

advantages of stock market

investment whilst spreading

the risk. This generally makes

them less risky than investing

directly in the shares of just

one or two companies quoted

on the London Stock Exchange.

2. Investment trusts, on average,

deliver excellent returns over

the longer term.

3. Most investment trusts 

have low charges – which

means more of your

investment is actually

working for you.

4. They are extremely

affordable – you can invest

from as little as £250 lump

sum or even invest monthly

(some start from as little as

£25 a month).

Finally, it’s worth remembering

that, over the short term, 

the stock market can be a

volatile place. However, 

these ups and downs tend 

to get smoothed out over the

longer term. This is why

investment trusts are so

appropriate as an investment 

on behalf of young children. 

After all, if you invest when 

a child is born, you could 

have 18 years to build up 

a sizeable investment on 

their behalf.

Children under the age of 18

are not allowed to hold

company shares in their own

name. One way around this is

for you to invest on their

behalf in a way that they

become the beneficial owners

of the shares (i.e. they will

benefit from all the income

and capital growth). Even

though the shares will be

registered in your own name

you can include their initials

alongside. This is a very basic

way of holding the shares in

trust (called a ‘bare trust’).

Although you will be the

registered owner of the shares,

the child is the beneficial

owner, and will have access to

the proceeds of the investment

on reaching the age of 18. Until

that time, you are the trustee

and are responsible for looking

after the investment on their

behalf, until the shares can be

registered in their name.

All the necessary basic

paperwork will often be

provided by your investment

trust provider.

You can set up a more formal

type of trust, which could

specify, for example, that the

child only receives the income

from the investment trust until

25, but you’ll have to consult

your solicitor for this.

As the legal position of 

trusts can be complicated, 

you should take advice before

committing yourself to setting

one up to make sure you 

know exactly what your rights

and duties, and those of the

child, are.

how to invest for children



Give them a gift that can
really make a difference a gift that can grow 

over the years...

Investment trusts are an ideal

way to save for children for

the longer term and can give a

special child a great start in life. 

Receiving a lump sum when

they come of age, or knowing

they have the basis of a

pension, is sure to be a present

they will remember forever.

And the sooner you start, the

longer and better chance your

money has to grow. 

Long after toys have been put

away and wrapping paper

discarded, the gift of an

investment trust is one that

can last and grow, hopefully

increasing in value over the

years to give a child a truly

special gift later in their life.

This is particularly useful for

grandparents or godparents

who are looking for an unusual

gift; one that will be greatly

appreciated by the parents at

the time of giving – and, later,

by the child.

Similarly, investment trusts can

be used to help pay for future

expenses like school fees...

university fees... a deposit on a

first home... or even a wedding. 

Either way, whatever the money is

used for, investment trust shares

make an ideal gift for any child.

for children



school fees

Parents play the biggest part in

giving children the best possible

chance to succeed. But children

often entail a greater financial

commitment than parents

realise – and unless you’re one

of the lucky few, who can rely on

savings or an inheritance to

meet those costs, you’re going

to have to plan ahead.

Putting a single child through

private school from the pre-prep

stage to the end of secondary

school could cost as much as

£16,800 per year. And that’s just

school. When it comes to

university, the situation is just as

bad. Government changes to

university funding mean that

students, or more often their

parents, are having to bear the

brunt of the costs of college or

university – at current estimates,

you could expect a three year

course to come with a total

price-tag of up to £23,000.

Needless to say, it’s better to 

plan early and the sooner you

start saving towards your child’s

school fees, the more chance

your money has to grow.

how to invest for
school fees

Investing for school fees, where

you are trying to achieve a

certain amount of return within

a specified time frame, is very

different to general investing

without a specific need or goal.

Knowing roughly how much

money you will need, and by

when, should help you choose

what’s most appropriate for you. 

Split capital investment trusts

(please refer to our separate

factsheet), because they have 

a fixed life, can be used to invest

for school or university fees and

both capital shares and zero

dividend preference shares can

help you time your investment

to coincide with school fees as

they fall due. 

As split capital investment 

trusts have different wind-up

dates, you can invest a series 

of lump sums in a variety of

different trusts with differing

maturity dates. This way you 

can realise your investment as

and when you need it.

Capital shares are a high risk

investment because they offer no

predetermined right to any capital

growth or to return of your original

capital, but do offer the potential

for outstanding investment

performance given their volatility.

With zero dividend preference

shares, on the other hand, you

know the predetermined return.

But it is important to remember

that nothing is guaranteed. Zero

dividend preference shares in

certain splits carry a high degree

of risk, albeit with the potential of

higher returns, in contrast to

lower risk zeros. It is therefore

important that you research a

split carefully and see your

financial adviser before investing.

Those investors looking for the

best of both worlds, and according

to their risk profile, can divide their

investment between the two types

of share.

Please note that investment trusts are primarily intended as long-term investments.  Because an investment in an investment trust may go down in
value as well as up, you may not get back the full amount invested.  This type of investment is not suitable for everyone and if you have any doubt
whether it is suitable for you, you should obtain expert advice.  Levels and bases of, and reliefs from, taxation are subject to change. Any reliefs
referred to are those currently applying. Value depends on individual circumstances of investor. The tax credit rate is currently 10% but will be
removed in 2004.



taxation

By investing for children, you can

make savings against your

inheritance tax bill with a little

bit of planning. The easiest way

to lighten your inheritance tax

liability is to give away some of

your assets to your child or children

– assets that they might receive

after you are deceased anyway.

As a parent or grandparent, you

can give away up to £3,000 a

year without creating any liability

to inheritance tax. Any more will

be treated as a Potentially

Exempt Transfer (PET) of assets –

no tax is payable at the time of

the gift and it will remain tax-

free as long as you survive for

another seven years.

If you die before that time, the

child will have to pay inheritance

tax on a sliding scale.

inheritance tax planning

Everyone has their own

personal tax allowance, even

children, and as long as the

child’s taxable income doesn’t

exceed the 2001/2002

allowance (£4,535), there will

be no income tax at all to pay

on the income received.

However, the income will be

added to any other source of

income received by the child,

such as wages from a part-time

job. Children also have a capital

gains tax allowance if profits

are made on the disposal of 

the shares.

Investing for your children can,

therefore, be very tax efficient,

but you need to be careful. 

When setting up any

investment scheme you need to

take a close look at the tax

situation, not only how it

affects the child, but also how

it affects you or any other

donor. One of the most

important questions to ask

yourself is whether you will

have to pay tax on the child’s

investment income. This really

depends on who is gifting the

investment to the child and

what their relationship is.

As with all questions of tax, the

issues can be complicated and

you should, therefore, take

advice if you are uncertain

about your position.

● for parents
If you have made investments

on behalf of your child, which

generate an income of £100 

or more a year, the income will

be deemed to be part of your

income and you will have to pay

income tax on that income. 

This applies until the child is 18

provided they remain unmarried.

● grandparents, friends
or other relations

The income tax situation is

different if you are a

grandparent, friend or other

relation of the child. Any income

generated by gifts made from

those other than parents is

treated as the child’s. 

Pension planning

From 6th April 2001, 

for the first time, pensions

became available to

children. In most cases,

contributions of up to

£3,600 gross can be 

made to a child’s pension

each year. Investment

trusts, given their low

charges and long-term

performance, are ideal 

for this purpose.



Choosing the right investment

trust is important and you may

wish to obtain professional

advice. This is especially

important when dealing with

questions of tax. Here we’ve been

able to give only a brief outline;

an expert will be able to give you

more detailed advice relating to

your particular circumstances.

School fees planning in particular

is a time consuming operation

and advisers may charge you.

what to do next
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For further information...

Visit our website

Our website is a good place to start if you want to learn more about

investment trusts and how they can help you get the most from your

savings. You can find us at www.itsonline.co.uk
Contact an Independent Financial Adviser

If you would like any further information or advice, you should

consult an Independent Financial Adviser (IFA). You can get the

details of three IFAs in your area by calling 0800 707 707.

Look out for this symbol

Investment trusts regularly advertise in the national and financial

press - just keep your eyes open for the symbol above. 

information factsheets
The AITC publishes a range of introductory factsheets which are

available free of charge by calling 0800 707 707
• its for investment trusts

• its understanding risk

• its for income or capital growth

• its for individual savings accounts (ISAs)

• its for pensions

• its split capital investment trusts

We are also currently introducing a more detailed range of factsheets

about investment trusts and how they work; please call us or visit our

website for further information.


