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Parents know all too well how much a small person can cost. Alongside the
nappies, pocket money, school trips and music lessons there are longer-term
costs that can seem quite intimidating. However, these expenses can actually
be more manageable with careful forward planning.

The largest expense for most children, well, young adults, is likely to be
the cost of going to university which will run into thousands of pounds a
year. Student loans can help, of course, but they will saddle students with
debt for many years to come. Sadly, almost a third of students say they will
put salary before their true career aspirations in order to pay off the debt1.

On the other hand, if you were to put £50 a month from birth into the
average UK stock market fund, it could give your child a pot worth
£20,9892 if they graduate at the age of 21. This could go a long way
towards paying off their debts. 

Of course, university isn’t the only thing that your children might need help
saving for. You might want to help with the deposit for a house, a first car
or a wedding, as well as other expenses such as a gap year. 

This guide aims to give you a real chance of helping your children or
grandchildren achieve their dreams. I hope you find it useful.

Tom Stevenson, March 2011

1 Source: Wes Streeting, President of the NUS
2 Fidelity, 2011. These figures are based on a hypothetical investment that grows 6% a year and has an annual management
charge of 1.5%.

Introduction
By Tom Stevenson, Investment Director,
Fidelity International
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Choosing a long-term investment

Saving for children or grandchildren has one
significant advantage over many other types
of investment – you know when you are likely
to need the money. It could be their 18th
birthday, their 21st or some other date you
have in mind, but it means you can plan very
specifically for the time frame. 

Powerful growth for the long haul 
If you know you will be investing for five years
or more, our investment experience suggests
holding some or all of your investments in
share-based funds, subject to your risk
appetite,   as these offer a level of long-term
growth potential that other types of
investment cannot match. 

Of course, recent years have reminded us all
that shares are a volatile investment. They
can rise and fall unpredictably over short 

periods, and it can be hard to look past
headlines that shout market volatility.
However, history shows that shares do tend
to rise in value over the long term.

This can be seen if you look at the
performance of the UK stock market since
1985. Despite the ups and downs, as shown
in the graph below, the total value of UK
shares (as represented by the FTSE All-Share
Index) has grown by an average of 6.1% a
year (or 345.8% overall). This period includes
Black Monday, Black Wednesday, the
bursting of the dotcom bubble, the financial
crises in Japan and the recent credit crunch.
It is important however, to remember that
past performance is not a guide to what may
happen in the future.

Performance of the UK stock market since 1985 (using FTSE All-Share)
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What’s more, if you invest in shares through
a mutual fund, you can reduce the level of
risk involved in stock market investing. This is
because you will be holding a selection of
shares chosen by an expert fund manager, so
each company that the fund invests in is only
a small part of the total investment. You can
potentially reduce risk even further by holding
a mix of funds that invest in different sectors
or geographical regions as this gives you
access to a wider range of opportunities.

Make changes when you need to
Another advantage of investing in shares is
that they are normally very “liquid”, which
means it is easy to put money in and take it
out. As a result, when you approach the time
when your children will need the money, you
will have the option of moving the savings
into less volatile types of investment, such as
bond funds. These don’t offer the same level
of growth potential as shares, but they are
also much less likely to fall in value
significantly as well. You could also move
some of the money into cash, which is the
most secure of the asset classes, although it 

offers the least growth potential. There is
more information about the main asset 
types on the next page and we have some
suggestions about how you can choose funds
for your investment portfolio on page 14.

Pick a fund that does the work for you
If you don’t want to manage the move from
shares to bonds and cash yourself, you could
choose a fund that does it for you. This type of
fund automatically moves your money over
the years, so that you take the right level of
risk at the right time. This type of investment
is generally called a Lifestyle Fund (the ones
offered by Fidelity are called Target Funds).
All you have to do is choose the Lifestyle
Fund with the target date that is closest to
the time when your child will need the money
and then make your investment. 

When thinking about any kind of investment
please remember that their value can fall as
well as rise and you may get back less than
you invested. Of course, past performance 
is not a guide to what may happen in 
the future.

Jan 06 – Jan 07 – Jan 08 – Jan 09 – Jan 10 – Jan 06 –
Jan 07 Jan 08 Jan 09 Jan 10 Jan 11 Jan 11

FTSE All Share +13.2% -3.6% -27.8% +33.2% +18.1% +24.1%

How the market has performed over the last five years

Source: Datastream, as from 31.01.06 to 31.01.11

5 year
cumulative
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The key asset types

Cash is the safest of investment classes.
The problem with cash for long-term savings
however is that this security comes at a
price. Interest rates are currently close to
zero and the spending power of your money
will wither away with even a relatively low
rate of inflation.

Bonds are issued by institutions to raise
money. Bonds issued by the UK government
are known as gilts, while those issued by
companies are called corporate bonds. In
return for the purchase of the bond, the
investor will receive a fixed rate of interest.
When the bond matures it will also pay back
the original investment. Once issued, bonds
are traded in the open market so subsequent
holders may buy and sell them for more or
less than their face value. This means the
yield a secondary holder receives is
determined by the price they paid, not the

face value. High demand for a bond will
cause its price to rise and its yield to fall.
Conversely, the worry that companies, or
even countries, may default on interest and
capital payments will lower the price of their
bonds and push their yields higher.

Shares or equities offer greater potential over
the long term because they reward investors
for taking a greater capital risk than holders
of bonds. As a result of this greater risk they
are also the most volatile asset too, as we
have seen over the past decade.

Alternative assets covers a wide range of
investment options. It’s now possible for
investors to buy commercial property,
commodities and other investment assets
through investment funds. These also offer
high growth potential and higher risk than
cash or bonds.

The risk return spectrum

Cash funds Bond funds Equity funds Individual equities

Lower risk, lower potential returns Higher risk, higher potential returns

Please note: Due to the greater possibility of default, an investment in corporate bonds is
generally less secure than an investment in government bonds. Default risk is based on the
issuer's ability to make interest payments and to repay the loan at maturity. Default risk may
therefore vary between government issuers as well as between corporate issuers.
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Now we’ve looked at the benefits of shares
and other types of assets, we would like to
highlight four essential principles that can help
ensure you make the most of your money. 

Principle 1
The best time to start investing is now

Principle 2
Invest as much as you can afford

Principle 3
Don’t try to time the markets

Principle 4
Think about saving each month 

1. The best time to start investing is now 
Investing for children is all about the long
term, so to give your investment as much
time as possible to grow, you need to start
investing as soon as possible. 

The sooner you invest the more time your
money will have to grow. You will also benefit
more from “compounding”, which is the
snowball effect you have when the growth
your investment has achieved also starts to
grow. If you delay, you’ll probably have to
invest much more to achieve a similar result. 

A fund that grows 6.0% a year will double in
value in 12 years. That’s not quite so exciting
as doubling in a few weeks, but as the graph
below shows, it means that over 21 years
your investment could be worth over three
times as much as you started with (so £10,000
could become £33,996). Please bear in mind
this is only a projection and the amount is
not guaranteed.

The growth potential of £10,000 over 21 years
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Four essential investment ideas
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Four essential investment ideas

2. Invest as much as you can afford
Many people find it hard to work out how
much money they will need to save to help
their children. 

This is why we believe the best strategy is 
to put aside as much as you can afford. It
means you are not just more likely to achieve
your goal but you could build up more than
you need. Visit fidelity.co.uk/quickstart to
use our myPlan Portfolio Quickstart tool (see
page 14) to help with your investment
planning for your child.

Increasing your investment by even a small
amount can make a big difference. For
example, imagine you invest in a fund that
grows by 6.0% a year, has a management
charge of 1.5% a year and has no initial charge.
If you invest £100 a month, you could have
over £41,977 after 21 years. However, if you
managed to get together an extra £50 to
invest – £150 a month – you could have
£62,966 in 21 years’ time. This is only an
illustration and the amount is not guaranteed.

3. Don’t try to time the markets
Instead of investing straight away, you might
be tempted to wait for the market to reach a
low point or for confirmation that a recovery
is really happening. But how will you know
when this low point is? And how long do you
wait until you are sure it is a recovery? Even
the experts find it impossible to “time the
markets” like this with any consistency.

If you put off making an investment because
you think prices have further to fall or you
are not sure they have really started to
recover, there is a risk that you will miss out
on the significant rises that often occur in the
early days of an upward trend. The graphs
on the opposite page show how the US 

market has recovered from some of the 
most severe bear markets in history. 
Including the recent credit crunch crisis
which saw markets recover by slightly over
50% in less than six months.

A key point to notice is that, while it takes a
long time for the market to recover fully,
about half of the losses are recovered in a
very short period after the lowest point is
reached. This is represented by the “V”
shapes in the shaded parts of the graphs.

No one knows for sure when a market has
reached the bottom of a trend. So an investor
who waits until things look more positive risks
missing the initial part of a recovery, when the
most significant gains may be made.
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1929: the great depression
Length of bear market: 31 months
Amount lost: 85%
Half recovery: 52 months
Full recovery: 262 months

1973 - 74: oil crisis
Length of bear market: 11 months
Amount lost: 44%
Half recovery: 6 months
Full recovery: 64 months

2000 - 03: dot.com crash and 9/11 attacks
Length of bear market: 25 months
Amount lost: 49%
Half recovery: 16 months
Full recovery: 56 months

2008 - 11: credit crunch
The economy has entered a modest period of recovery,
which appears to mirror others from the past.  
Amount lost: 44%
Recovery: 13 months
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Jan 06 – Jan 07 – Jan 08 – Jan 09 – Jan 10 – Jan 06 –
Jan 07 Jan 08 Jan 09 Jan 10 Jan 11 Jan 11

Dow Jones ($) +16.2% +0.2% -36.8% +25.8% +18.1% +9.5%

S+P 500 ($) +12.4% -4.2% -40.1% +30.1% +19.8% +0.5%

How the markets have performed over the last five years

Source: Datastream as from 31.08.05 to 31.01.11

Please note these figures are to the end of January 2011, for the most recent performance visit
fidelity.co.uk or contact us on 0800 41 41 61. 
Past performance is not a guide to what might happen in the future. Also, for overseas
investments, you may get back more or less than you invest as a result of currency fluctuations.

5 year
cumulative
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Four essential investment ideas

4. Think about saving each month
Unless you have a large sum to invest, a
good way to build up significant savings for
your children over the years is to start a
monthly savings plan. This can help you
maintain a long-term investment strategy
and it is a useful way of being disciplined
about saving for your children’s future – you
will soon start thinking of your regular
payment as an essential part of your budget.

Monthly investments also give you a way to
benefit no matter how the markets are
performing. If share prices go up, the shares
you already own will increase in value. On
the other hand, if share prices go down, your
next investment will buy more shares.

This benefit of regular saving, a phenomenon
known as “pound cost averaging”, is illustrated
in the table below. It compares the returns
achieved from a lump-sum investment of
£3,000 and these achieved with a series of
12 monthly investments of £250 each.

The regular saver finishes the period with an
investment that is worth more than the lump-
sum investor’s – even though the shares are
the same price at the end of the year as they
were at the beginning. It sounds unlikely, but
it’s true. Check the figures for yourself!

Pound cost Lump-sum
averaging investment

Average price per share £9.93 £10 

Shares accumulated 302.13 300 

Value by end of the year £3,021.30 £3,000 

Based upon hypothetical market movements.
There is no guarantee that pound cost
averaging will result in better returns than
lump-sum investing 

Price per shareN
um

b
er

 o
f 

sh
ar

es
 b

o
ug

ht

0

10

20

30

40

Dec
£10

Nov
£8

Oct
£7

Sept
£8

Aug
£9

Jul
£9

Jun
£12

May
£13

Apr
£15

Mar
£12

Feb
£12

Jan
£10

Fewest shares bought
(16.67 shares)

Most shares bought
(35.71 shares)

Pound cost averaging



Investing for children 11

There’s no limit on how much you can give or
invest for children or grandchildren but there
are a number of tax factors you have to take
into account when you are saving for a child
– although, of course, we can only give you
an outline of current rules in this guide. If you’re
concerned about a tax issue, you might wish
to contact a financial adviser or an accountant
who specialises in this area. You may also find
the information you need at www.hmrc.gov.uk.

Before we look at how children are taxed, it
is important to understand that the money
must have genuinely been given to them and
that they are the true beneficial owners. If
you simply put money to one side that you
perhaps intend to give to a child at a later
date then you will be taxed until such a time
that the gift becomes complete. 

Income tax
Children are entitled to the same personal
allowance as other people. In other words,
they can have an income of up to £6,475
(2010/11) rising to £7,475 in (2011/12), and
not have to pay any income tax. However,
there are special rules if a parent or step-
parent has given savings to their child. Where
gifts from a parent to an unmarried child
under 18 produce more than £100 gross
income a year, the whole of the income from
the gifts is taxed as the parent’s (not the child’s)
income. Each parent has a separate £100 limit.
The special rule does not apply to gifts given
by grandparents, other relatives or friends.

If tax has been deducted at source on interest
from savings and investments and the child’s
total taxable income is less than the tax-free
allowance they are due, HM Revenue &
Customs form R40 can be completed to make
a claim for repayment of the tax deducted.

Capital gains tax
Capital Gains Tax (CGT) is a tax on the profit
or gain you make when you sell or dispose of
an investment but tax is only payable on the
amount of any gains that exceed the annual
allowance (£10,100 for 2010/11). The rates of
tax for gains from investments for individuals
are 18% and 28% and the rate used will
depend on the amount of their total taxable
income and gains. 

Children have entitlement to the annual
allowance and capital gains are tax free up
to the limit, regardless of the origin of the
capital used to buy the investments.

If you make a gift of existing assets or existing
investments by transferring them to a child
this will be treated as a ‘disposal’ for capital
gains tax purposes, and you may be liable 
to tax at that time irrespective that the
investment have not been cashed-in. You’ll
need to work out if any tax is due.

Inheritance tax
You can give away gifts worth up to £3,000
in each tax year and these gifts will be exempt
from inheritance tax when you die. You can
carry forward any unused part of the £3,000
exemption to the following year, but if you
don’t use it in that year, the carried-over
exemption expires. There are also some
other exemptions for small gifts up to £250,
certain regular gifts made from income and
wedding gifts.

Any other straightforward gifts you make to
children will be exempt from inheritance tax
as long as you live for seven years after making
the gift. These sorts of gifts are known as
‘potentially exempt transfers’. If you die
within seven years and the total value of gifts
you made is less than the inheritance tax

The tax situation for children’s savings
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Once you have decided how much you wish
to invest and in what assets you wish to
invest, you will then need to decide how to
invest. There are many options beyond a
simple bank or building savings account.
Quite often investments cannot be held
directly by a child until they are 18 although
some may have a lower age restriction.
Often a parent, guardian or relative will need
to invest on behalf of the child. When you
are investing the child’s money on their
behalf, it is very important for tax and legal
purposes to keep proper records of the gifts
so that it can be shown it is the child’s
money as opposed to your own. 

OEICs, unit trusts and investment trusts
One of the easiest ways to invest in the stock
market, shares, bonds or certain other
alternative assets’ is through a unit or investment
trust, or an open ended investment company
(OEIC). These are sometimes also called
mutual funds, investment funds or collectives.
Some funds may provide an annual return in
the form of either a dividend or interest, which
can be paid out or re-invested within the

investment. There is no tax to be paid on
dividends (provided the child is a not a higher
rate taxpayer) but tax credit cannot be
reclaimed even if the child is a non-taxpayer.
Interest payments on UK funds are made after
a deduction of basic rate tax and can be
reclaimed if the child is a non-taxpayer. Any
capital growth made on funds is generally
subject to capital gains tax although some
offshore funds can be subject to income tax
on the growth.   

Children’s tax allowances can often be used
very effectively with investment funds so 
that tax can be kept to a minimum or even
avoided altogether, although you must also
be aware of the special rules that apply to
gifts from parents (see page 11).

A child can’t hold these types of investments
until they are 18 years old but you can open
one and add the child’s initials to the account
holder name, which is called ‘designation’ and
you can transfer the assets when the child
reaches 18. Alternatively, some people use a
simple trust arrangement.

threshold, then the value of the gifts is added
to your estate and any tax due is paid out of
the estate. However, if you die within seven
years of making a gift and the gift is valued at
more than the inheritance tax threshold,
inheritance tax will need to be paid on its
value, either by the person receiving the gift

or by the representatives of the estate. If you
die between three and seven years after making
a gift, and the total value of gifts that you
made is over the threshold, any inheritance
tax due on the gift is reduced on a sliding
scale. This is known as ‘Taper Relief’.

Investing tax efficiently for children

The tax situation for children’s savings
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If you choose this investment option, you 
will have the choice of over 1,200 funds from 
our award-winning fund range, including
MoneyBuilder funds, Bond funds and cash
options. Please visit fidelity.co.uk to view the
full list. Please remember that the value of
investments can go down as well as up and you
may not get back the amount you invested.

Individual Savings Account (ISA)
ISAs are a very tax efficient way to save as you
pay no income or capital gains on tax on the
returns you receive. An ISA is not an investment
itself but simply a wrapper surrounding your
fund choice(s) that makes them more tax
efficient. The annual ISA allowance is £10,200
so you can invest up to £10,200 in a Stocks and
Shares ISA or up to £5,100 can be invested in a
Cash ISA. From the 6 April 2011, the ISA
allowance will rise to £10,680 for the
2011/12 tax year.   

Money that is to be invested in an ISA must
belong to the person making the application
and children aged 16 or under cannot have
an ISA and those aged 16 or 17 can only have
a Cash ISA. Once they are 18 they receive the
full ISA allowance. Please note that Fidelity
do not accept investments from anyone under
age 18. Provided they are eligible, the child
can invest money given to them into an ISA
but the special rule for parental gifts still applies
to any investment income from the ISA. 
Of course, there is nothing to stop anybody
investing their own money in an ISA and then
giving it to a child at a later date after cashing
it in. To learn more about ISAs visit fidelity.co.uk
and click on guidance and planning. 

A new Junior Individual Savings Account will
be introduced in autumn 2011, where your
child will be able to withdraw their tax free
money when they reach the age of 18.
Please see page 15 for further information.

Secure their future with a pension
Setting up pensions for your children or
grand children may sound extreme, but it
could be an excellent way to take advantage
of the power of compound growth. A good
reason for children to have a pension is that
they receive tax relief, even though they
probably do not pay income tax. This means
that if you paid £240 a month into a pension,
it would be made up to £300 with tax relief.
There are restrictions on how much tax relief
will be given to non-taxpayers and you can
find out more information from the HMRC or
DirectGov websites.

Let’s say you keep these payments up until
the child is ten and invest them in a fund that
grows at an average rate of 6% per year and
has an annual charge of 1.5   %. This could
produce a pension “pot” of £538,470 by
their 65th birthday. They would also have the
option of making their own payments into
the fund later on, which could prepare them
even better for retirement. Please note that
this is a projection of what you may get back
and is not guaranteed. 

One type of pension that should be considered
for saving for your children is the self-invested
personal pension (SIPP). This gives you much
greater control over the investments you hold
in the pension – in fact, it is much like an ISA in
the sense that you can hold whatever funds
you want within it. With all pension products
you cannot access your money until your
retirement age (between 55 and 75).

It’s important to remember that whether you
are eligible to invest in an ISA or a SIPP, and
how much the tax savings are worth to you,
will depend on your particular circumstances
and all tax rules may change in the future.
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The building blocks of your portfolio

There are two main ways you can put your
money in investment funds. You can invest
directly with a fund company or you can use
a fund supermarket, which offers funds from
a range of investment companies. One of the
advantages of going to a fund supermarket is
that some of them offer online tools and
services that can help you find the right funds
to invest in for your children.

For example with Fidelity’s fund supermarket,
FundsNetworkTM, you can access the myPlan
Portfolio Quickstart – a tool designed to
help you choose funds based on your
attitude to investing.

Step 1

Deciding on the investment approach 
for you
To get started, go to fidelity.co.uk/quickstart
and answer a few quick questions. When you
have finished, it will suggest two ways you
could manage your money over the time
period you highlighted. The first is based
purely on when you need the money, while
the second also takes into account your
attitude to risk. The tool is flexible as you can
use the sliders on the right to change any of
your answers, if you would like to see how
this could affect your investment approach. 

Step 2
Finding the funds to invest in
When you are ready, click on the “Find funds”
box in the bottom right. This will take you to
a new page where you can find specific funds
for each part of your portfolio. You have the
option of choosing a ready-made solution
(such as the Target Funds we highlighted on
page 5) or you can choose your own funds

based on the suggested mix of funds. To help
you choose your own funds the tool links to
our Fund Evaluator tool. Once you’ve picked
a fund, you can invest straight away by
clicking on the “buy” button, or you can call
us on 0800 368 4235 for more information.
Our lines are open from 9am to 6pm,
Monday to Saturday.

 Take the chore out of
choosing funds
As the world's investment
specialist we strive to
help investors make

better investment decisions. We offer
over 1,200 funds and a range of online
tools to help you find the right funds for
your investment needs.

Our Select List is a short list of funds that
our experts believe are some of the top
rated funds across all major market sectors.
Visit fidelity.co.uk/selectlist to see the
full list of funds. We believe that the
Select List provides an excellent choice
of funds for anyone constructing their
own investment portfolio and is not a
recommendation to buy. Equally, if a fund
you own already is not on the Select List
we are not recommending that you sell it –
the list represents funds and managers
that our experts particularly rate.

You can also use our Fund Evaluator
tool, which makes it easy to filter and
compare funds using over 15 advanced
search criteria. In minutes you can turn a
universe of 1,200 funds into your own
personal shortlist. Visit fidelity.co.uk/funds
to use the tool.
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After you’ve invested
It is important to keep an eye on your
investments and make changes over the
years. The main reason is to manage the
level of risk as the time approaches when
your children will need the money.

One way you can do this is to move your
investments gradually from share-based
funds into bond funds and cash. The myPlan
tool can help, so it may be worth using it

every year or so to see how your portfolio
could be balanced and then making any
necessary changes.

With a fund supermarket such as
FundsNetwork you can switch between funds
online at a very low cost, which can be a
great way to keep your investments on track
to achieve your goals.

Other investment options
Junior ISAs – Are due to be launched in
autumn 2011 and have been created as a
replacement for Child Trust Funds (CTFs). Like
traditional ISAs, holders will be allowed to invest
in stocks and shares or cash. The annual
contribution limit however is yet to be finalised.
Children born from January 1st 2011 onwards
will be eligible to open this tax free, 18 year
junior ISA. 

Child Savings Accounts – Many banks and
building societies offer savings accounts for
children. The rate of interest can vary quite
significantly, though some also offer special
gifts. These accounts can be a great way for
children to get their first experience of saving
and managing money, but they are unlikely to
offer significant long-term returns.

Children’s Bonus Bonds – These are offered by
NS&I, which means they are backed by the
Government. They provide tax-free interest
for children under 16 and there is an additional
bonus if the money remains untouched for five
years. NS&I bonds are available in “issues”
and each has a fixed rate of interest. This
means they offer a consistent, tax-free
income. On the other hand, they are unlikely
to provide the long-term returns that you
could see from the stock market.

Premium Bonds – These are also provided by
NS&I and are often bought for children (they
can be bought by anyone aged 16 or over or
on behalf of under-16s by parents and grand-
parents). They offer the potential of a big win
(the maximum prize is £1 million tax free) as
well as many smaller prizes, but they do not
pay any interest. This means that you may not
see any growth on your investment at all, while
winning the average amount produces a return
similar to that from Bonus Bonds. For further
information on the returns from Bonus Bonds,
visit the NS&I website.  



Annualised growth rates, total return, sector median performance and ranks – Data
Source -© 2011 Morningstar, Inc. All Rights Reserved. The information contained
herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be
copied or distributed; and (3) is not warranted to be accurate, complete or timely.
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Fidelity has a long history of helping people meet
their financial goals. We have a reputation for
developing innovative investment products and we
pride ourselves on providing clear information to
help you make your investment decisions.

As an independent company, we are free to
concentrate on the best interests of our investors.
And throughout our history, we have focused
single-mindedly on investment, rather than
expanding into other financial areas.

We can’t advise you on what investments would
suit your particular circumstances, so you may want
to talk to a financial adviser. However, we do have
a full range of brochures about our products and
services, together with a number of free guides
about key investment topics.

If you would like copies of any of these publications
or more information about Fidelity, or if you would
like to invest, please:

Go to fidelity.co.uk where you can find daily
news updates and read the views of our
expert commentators

Call us on 0800 41 41 61 (9.00am to 6.00pm,
Monday to Saturday)

If you’d like more information about investing for
children, please visit fidelity.co.uk/child

We’re here 
to help


