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If you have you ever scratched
your head in despair about what
to give your children or grand-
children for Christmas, then you
could consider making an
investment for them that will
long outlast the Christmas tree.

There are a number of different
investments that can be made for
children which could be useful in the
long term towards buying a first car
or contributing to university costs to
stop them getting into debt.

A unit trust, or shares in an
open-ended investment company
(OEIC), is one option. Any realised
gains would be taxed on the child
and, of course, he or she would have
his or her own capital gains tax
annual exemption, which may mean
there is actually no tax to pay.

Even if there were, under current
legislation the rate would only be
18%. Any income arising through
dividends would also be taxed on the
child unless the present is from a
parent and that ‘grossed-up’ income
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(plus the income arising under other
gifts from the same parent)
exceeded £100.

Alternatively, it could be a good
idea to invest in stakeholder pension
arrangements for your children or
grandchildren. Even if they are non-
taxpayers, they are not prevented
from obtaining tax relief on the
arrangement. This is impressive
because if, for example, you were to
invest £2,880 in this way, the
government would add a further
£720 to the investment, making
£3,600 in all. This effectively
represents a guaranteed immediate
return of 25%.

If you could actually give a
present like this every year, there is
the potential to build up a substantial
fund to use in the future. Of course,
more modest contributions may also
reap long-term rewards. Under the
current rules children will not
normally have access to the funds
until they are aged 55 and the way
they draw benefits will be subject
to HM Revenue & Customs rules at
the time.

Other investments which may
be worth considering come from
National Savings & Investments, or
an ordinary bank deposit savings
account or, within limits, even one
of the friendly society bonds on
offer. And don't forget the Child
Trust Fund.

As with all gifts, inheritance tax
has to be considered, but there are
useful exemptions that could well
serve to make such gifts
worthwhile.

Past performance is not a reliable
indicator of future performance. The
value of investments and the income
from them can go down as well as up
and you may get back less than you
invested.

University Fees Rise

The new academic year will be marked by a further increase in maximum

student tuition fees to £3,145 in England and Wales. Although the student is

automatically lent the money, usually it still has to be repaid with inflation-

linked interest. Planning to meet education costs may now need to include

funding for university unless you want your child to graduate into debt.



MAKE THE
MOST OF YOUR
RETIREMENT
OPTIONS

Are you planning to convert your
pension fund into a retirement income
soon?

If so, then the options open to you are

greater than they have ever been. For

instance, in the last few years:

* There has been a radical change to pension
tax rules that has allowed companies to

develop new, more flexible, retirement
income products.

* Several insurance companies have launched

innovative plans that can offer you a
combination of guarantees and potential
income growth. You should remember that
investment values can fall as well as rise.

Competition has increased in most retirement
income sectors. The annuity market is a good
example of this, with more attention being paid
by insurers to tailoring annuity rates to your
individual circumstances. The rate you are
guoted could now depend upon whether you
are a smoker, your hometown postcode or your
previous employment, among other factors.

The range of opportunities is extensive, but it
often seems to be ignored. Recent research from
the Association of British Insurers (ABI) showed
that almost two thirds of the people who bought
a pension annuity took the rate that their
pension provider quoted.!

Before accepting what your pension plan
provider offers, it is vital that you take advice.
There are many factors that you should consider
beyond the immediate amount of income
available. For example:

* What provision do you wish to make for your
partner and any other dependants?

* How important are guarantees to you?

* Will you want to vary your income in the
future, e.g. reduce it when your state pension
starts?

* Do you want to use your pension as part of
your inheritance tax planning?

We can help you answer these questions. If you
ignore them now, you could spend many years in
retirement regretting it.

1. ABI Research Paper No 8, 2008 ‘Pension Annuities’,
May 2008
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