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Investments for Children 

 

Cash Savings Accounts for Children 

There are many savings (cash) accounts targeted directly at children, many with various free gifts designed to attract the 

interest of the child. Having their own account can help children learn about savings goals from an early age. However, 

as with all deposit accounts, the interest rates can be very low, so it is important to monitor the account and switch if 

necessary. Many of these accounts require an adult to administer the account if the child is under 11 and will generally 

run the account until the child is 18.   

In addition to the deposit accounts and Junior ISAs offered by various banks and building societies, other cash accounts 

that can be held in child’s name include the Children’s Bonus Bonds offered by National Savings & Investments (not 

currently on sale) and Premium Bonds (which can only be bought for children by parents/grandparents). Children over 

the age of 16 can also take out cash ISAs (see our Research Note on ISAs for further details). 

From April 2016, all interest on bank and building society accounts is paid gross.  

 
 

 

 

When making investments for children, start with the same considerations as for any other 

investment: the investment timescale, required liquidity, requirement for income/capital 

growth, and level of desired risk/return will all determine the appropriate combination of 

assets. Please refer to our Research Notes on these subjects for further details. 

Although investment considerations are identical, the structure of holding the assets may 

be slightly more complicated as a child does not have the capacity to enter into contract 

until age 18. Until then, an adult must usually make the investments on behalf of the child, 

by use of one of the specified accounts for children below, or a simple bare trust. A formal 

trust arrangement may also be needed if control is required beyond age 18. Please see our 

Research Note on Trusts for more details. 

Children are treated as individuals when it comes to taxation. They are entitled to the full 

personal allowance and starting/basic rate tax bands for income tax, and the full annual 

capital gains tax exemption. This applies to income or gains derived from assets where 

they have beneficial ownership – i.e. held under a bare trust for them. 

Anti-avoidance legislation applies to prevent the abuse of the child’s tax position by the use 

of artificial transactions to use their allowances/exemptions. In addition, where income 

arising from assets given by a parent exceeds £100 per annum, this income is taxed as if it 

were the parent’s and should be declared on the parent’s self assessment return. 
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Investment Accounts for Children 

For longer term goals such as school/university fees, help with future house purchases and weddings, investment in non-

cash asset classes that offer the potential for higher growth should be considered – for example, equities.  

When making investments for children, the same general considerations apply as for any other investment: the 

investment timescale, required liquidity, requirement for income/capital growth, and level of desired risk/return will all 

determine the appropriate combination of assets. Please see our separate Research Notes on these areas for further 

details. There are also some investment funds targeted specifically at children, but the only difference is generally the 

branding for marketing purposes, and better/cheaper funds can be found amongst the mainstream sectors. 

A child only has the capacity to enter into contracts at the age of 18. Up until this age, an adult must usually make the 

investments on behalf of the child. A designation can usually be added to the account if required, to identify these 

investments (see below), or the investment can be held in a trust. 

There are some investment contracts that can be held directly in the child’s name (but administered by an adult): 

personal pension plans, friendly society investments, and child trust fund accounts or Junior ISAs. Again, please see our 

separate Research Notes on these investments for further details. 

 

The Child Trust Fund 

The Child Trust Fund (CTF) was offered between 2002 and 2011, and aimed to provide a fund for children at age 18, 

which they can use in any way they wish, or roll over into an ISA at that stage. No funds can be withdrawn until age 18. 

Children born after 3 January 2011 are no longer eligible for any government contributions to these funds, and are 

eligible for Junior ISAs (see below) instead. Existing CTFs can be transferred to Junior ISAs.  

Family and friends can continue to contribute up to £9,000 (2022/23) a year to each account – the income tax parental 

settlement anti-avoidance rule will not apply (see below). However, parents must be happy to sacrifice control over these 

funds, as the child will have full discretion over how to use the funds at age 18. 

There will be no tax to pay on the income or capital gains arising on the monies in the account.  

The main providers of CTFs are Friendly Societies and Building Societies, as these institutions already have the 

infrastructure to deal with small individual investments efficiently.  The lure of a relatively small amount such as this has 

not tempted any of the better-known fund management groups to offer their own CTFs, although some of their funds are 

available through the schemes on offer. 

There are two types of scheme on offer, stakeholder and non-stakeholder: 

• Stakeholder 

The Stakeholder rules for the Child Trust Fund are similar to the rules for the Stakeholder pension.  They are aimed at 

providing a low cost transparent option, and total charges are limited to 1.5% of the fund per annum. The Stakeholder 

plan must invest in equities; it must also include a Lifestyling option which means that once the child reaches age 13 the 

fund will be gradually switched to Government and other bonds and cash in order to gradually phase out of the equity 

market and to safeguard any gains made to that date.  The fund must also be able to be switched to a new provider on 

request, and the minimum additional payment must not be more than £10. These stipulations make it uneconomical for 

Stakeholder CTF providers to offer any other investment option than an Index Tracking fund, as this is the cheapest type 

of fund to run.   

• Non-Stakeholder 

Funds classified as non-Stakeholder are those that are not subject to the above restrictions. Some offer only a cash 

investment, and some offer equity-based products where the charges exceed the charges for the Stakeholder plan, but 

offer a wider investment choice than just an index-tracking fund.   
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Junior ISAs 

Junior ISAs are now available for all under 18 year olds who do not hold a Child Trust Fund. Existing Child Trust Funds 

can also be transferred into Junior ISAs. The following rules apply:  

• All UK resident children (aged under 18) who do not have a Child Trust Fund are eligible for Junior ISAs. This 

includes those born before the start of CTF eligibility, in September 2002, as well those born after 3 January 2011. 

• Children can only hold one cash and one stocks and shares Junior ISA at any one time (but transfers are permitted). 

• There is a £9,000 (2022/23) per tax year limit on new subscriptions (applies to the combination of any payments into 

a cash and stocks and shares element). 

• After age 16 they can also open a normal Cash ISA without that impacting on the Junior ISA limit. 

• At age 18 the Junior ISA becomes either a normal Cash ISA or a normal Stocks and Shares ISA – i.e. the child 

becomes absolutely entitled to the funds at this point. No withdrawals can be made earlier, except in the event of 

terminal illness or death. 

• From age 16, the child can open a Junior ISA themselves; before that age an adult with parental responsibility will 

need to open and manage the ISA for them (although contributions can be made by anybody). 

• The anti-avoidance legislation on income over £100 derived from parental contributions does not apply.  

Taxation Considerations 

As always, investment considerations should be a priority, but investments should always also be made as tax efficiently 

as possible. Children are treated as individuals when it comes to taxation. They are entitled to the full personal allowance 

and starting/basic rate tax bands for income tax, and the full annual capital gains tax exemption. This also applies to 

income or gains derived from assets where they have beneficial ownership – i.e. held under a bare trust for them. 

Designated Accounts versus Bare Trusts 

There are two ways in which investments can be held on behalf of children, designated accounts and by trust. The 

simplest form of trust is called a bare trust; however, there are a number of other forms of trust that may be suitable (for 

example where control of the assets is required after age 18), and these are outlined in our Research Note on Trusts. 

• Designated Accounts 

The account is opened in the adult’s name, but a designation can be added (e.g. the child’s initials) to identify these 

funds separately. It used to be thought that the designation was sufficient to move the beneficial interest in the funds to 

the child, and create a bare trust, but HMRC have said that they may not necessarily view this as such. In this case, the 

funds remain in the possession of the adult, who is liable to tax on any income or capital gains in the normal way, and 

also fall into the adult’s estate for inheritance tax purposes. The benefit of this approach is that the adult retains control of 

the funds and can decide when to hand some or all of the funds to the child, if at all. 

• Bare Trusts 

If the adult wishes to gift the funds absolutely and irrevocably to the child, the simplest way of doing this is through a bare 

trust. The investments remain in the adult’s name as a trustee, but are held in trust for the child (again, a designation 

could also be used to identify these funds separately if required).  

The difference here is that the funds are treated as the child’s for tax purposes, which, as noted above, can be 

advantageous for children with low amounts of income and gains. The child will also gain full control over the funds at 

age 18, subject to the completion of the appropriate paperwork to move the investment into their own name directly. The 

gift to the child would be a potentially exempt transfer for inheritance tax purposes for the adult, and seven years after 

the gift the funds would fall out of the adult’s estate. 
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It is usually advisable to have more than one trustee, for ease of administration should one trustee die. Some investment 

houses provide proforma ‘declaration of trust’ forms, to set up the bare trust. This sets out the intention to gift the funds 

to the child. Alternatively, a solicitor can help draft a suitable document. This is a relatively simple matter and so should 

not be too costly.  

Anti-Avoidance 

Many of the tax advantages associated with investing through children have been gradually removed. It is important to 

remember that where any investment is made through another person with the intention of obtaining a tax advantage 

only (i.e. not an outright gift) the Inland Revenue have powers to ignore the tax effects of the transaction by stipulating 

that:  

• It constituted a series of manoeuvres the major purpose of which was the avoidance of tax, or  

• The individual behind the transaction had created a settlement and retained an interest in it. 

This would apply equally to a transfer of assets from say husband to wife, followed by a sale and then a return of 

proceeds to husband or a deliberate attempt to use a child’s Capital Gains Tax (CGT) exemption to realise a tax free 

gain, with proceeds again returned to the parent. 

Income Tax Parental Settlement Anti-Avoidance Rule - £100 Income Limit 

Furthermore, anti avoidance legislation exists so that where a parent (not grandparents/others) settles one or more 

assets on an unmarried minor child, and income from those assets exceeds £100 per annum, the entire amount of 

income (not just that amount over £100) is assessed to tax on the parent. This is the case even where income from an 

investment held under bare trust is accumulated on behalf of a child.  

Although children aged 16 to 18 are not able to take out a stocks and shares ISA, they can invest in a cash ISA. The 

£100 anti-avoidance provision also applies here, as described in the extract from IR2008 below: 

“ISAs for 16 and 17 year-olds are intended primarily for those in full or part-time employment, including those still at 

school with, for example, Saturday jobs, but ISAs will also be used by some young people to save money given to them 

by their parents. If you give your child money to invest into an ISA account, and the total investment income arising on all 

gifts from you, not just in ISAs, exceeds £100 in any tax year, all the income arising will be treated as part of your income 

for that tax year for income tax purposes. You should report that income to your Tax Office. 

This rule does not prevent you from giving your child money to invest in an ISA - you just have to take care not to give 

your children too much. The £100 income limit for each child applies to each parent, not to both taken together.” 

Therefore, where investments are made on behalf of children these should be made primarily with the purpose in mind of 

benefiting the child concerned, with any tax benefit of secondary importance.  For example, an investment in a Unit Trust 

on behalf of a child under a “bare trust” arrangement may be both sensible from an investment point of view (assuming 

the child has a long term investment horizon) and from a tax point of view as the child will at 18 be able to realise the 

investment with the benefit of his or her own CGT exemption. Where income is in excess of £100 per annum all income 

will be assessed on the parent, but if high growth/low income investments are selected this should not represent too 

much of a problem. 

Investments Not Included Under the £100 Rule 

• National Savings & Investments ‘Children’s Bonus Bonds’ for under 16 year olds. 

• Personal pension contributions of up to £3,600 per annum gross can be paid by a parent (or any other adult) on 

behalf of a child. The payment is made net of basic rate tax, and so costs £2,880, even where the child has not 

paid any income tax. The usual pension rules apply – please refer to our Research Notes on pensions for 

further details. 

• Parents can pay premiums of up to £270 per annum into qualifying friendly society policies on behalf of a child 

(also sometimes called baby bonds). However, many of these policies levy high charges and restricted 

investment choice, which may negate any tax benefit. Please see our separate Research Note on the subject. 

• Parents may also wish to consider whether a more formal trust arrangement may meet their needs. 
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Important information: Our views are based upon our understanding of current legislation in England. Levels and bases of, and reliefs 

from, taxation are subject to change and their value to you will depend upon your personal circumstances. You should not act on any of 

the information without seeking professional advice.  

Risk Warning: The past is not necessarily a guide to future performance.  The value of your investment and the income from it can fall 

as well as rise and is not guaranteed. 

© clarity Ltd. clarity Ltd is authorised and regulated by the Financial Conduct Authority (FCA). The FCA does not regulate all types of 

Pensions, Mortgages or Taxation Advice. clarityLAW is brought to you in association with Taylor Vinters solicitors, a firm regulated by 

the Solicitors Regulatory Authority. 

Find out more 

If you would like to discuss any of the issues raised in this research note, or to arrange a meeting with a clarity 

adviser, please don’t hesitate to get in touch:  

Tel:  0800 368 7511  

Email:  enquiries@clarityglobal.com  

Web:  www.clarityglobal.com  

 


