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In this issue:
l Workplace pensions – what to do next
l Tax year end planning – the gifting of capital to children and grandchildren

Workplace pensions – what to do next
In my last Bulletin I focused on the hugely important issue of Workplace Pensions. With every employers
“Staging Date” now firmly set (based on data applicable on 1st April 2012), I explained how easily an
18 month lead time can be swallowed up – particularly where some sections of a company’s workforce
already participate in some form of pension savings. 18 months is now all that’s left for companies with
more than 60 employees on their payroll, before their Staging Date arrives. Employers with fewer than
30 employees will still have a lead time of more than 24 months before the arrival of their Staging 
Date.  But as pressure on limited industry administration and advice resources builds up, I think it’s
essential that Companies with a seemingly comfortable notice period should check out the website of
The Pensions Regulator at www.thepensionsregulator.gov.uk/employer/detailed-guidance.aspx and
recognise what’s coming. Then talk to us.

Tax year end planning – the gifting of capital to children and grandchildren
There’s less than 3 weeks to go before the end of the Tax Year. In Bulletin 27 I flagged up the principal
tax-year-end issues that might carry relevance for our clients and their advisers – although the printed
copy of my Bulletin somehow managed to quote last years ISA allowance in place of this years!  Sorry
about that. Many questions were nevertheless raised. One area of tax-year-end planning that has held
particular interest is the gifting of capital to children and grandchildren. I therefore thought it would be
worthwhile to summarise the tax efficient options available for such gifted capital.  What follows is neither
exhaustive nor prescriptive; it’s simply an overview of the principal options open to parents and
grandparents for investing for the child.

Personal Allowance
Nearly everyone, resident in the UK for tax purposes, receives a Personal Allowance – irrespective of
age. Basic Personal Allowance amounts to £8,105 this tax year. Every child is therefore capable of tax
efficiently receiving an income of up to £8,105 (£9,440 2013/14) from interest bearing savings, dividends
from shares and income paid from a trust, this tax year, tax free.  

Income yielding capital, bearing the child’s name, may originate from any source other than the child’s
parents. Grandparents may therefore gift capital to grandchildren and thereby enable the child to use
their Personal Allowance against the investment income generated.

The exception to a child’s usage of their Personal Allowance is where the capital that generates yield or
interest in the child’s name, originates from the parents. Income generated in the child’s name upon
capital originating from a parent, is subject to a tax free limit of £100 per year, per parent. Income
generated above this limit is taxed upon the parent.
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Capital Gains Tax Exemption
Children enjoy the same annual CGT exemption as adults. Qualifying gains of up to £10,600 upon
investments held for the child may therefore be realised in the child’s name, free of CGT. A lower
exemption limit of £5,300 is likely to apply where the investments are held in the hands of trustees.

Inheritance Tax
Where IHT upon gifted capital is a consideration (Settlor’s estate in excess of the £325,000 personal ‘nil
rate band’ and after taking note of the inter-spouse transferable nil rate band) there are a variety of ways
in which beneficiaries of gifted monies might avoid any subsequent IHT liability. Clearly the wording of
the Settlor’s Will is relevant here – but taking that as a given, the donor should check out the availability
and usage of their £3,000 Annual Exemption, £250 Annual Small Gifts, Gifts made in consideration of
marriage and Gifts that might fall under ‘Normal expenditure’ exemptions.

Now, let’s talk about available investment vehicles:-

l Child Trust Fund
Although not a Tax Year sensitive opportunity, Treasury supported tax exempt Child Trust Funds were
withdrawn on 1st January 2011. Almost every child born between 1st September 2002 and 2nd
January 2011, and resident in the UK will hold Child Trust Fund Account.  

The Government’s decision to withdraw CTF’s and introduce Junior ISA’s may cause confusion – so
be aware that every existing Child Trust Fund remains fully open to the receipt of fresh investment.
Payments of up to £3,600 may be made into a child’s CTF account in any 12 month period ending on
the child’s birthday. The resultant funds are fully capable of being invested, tax free, in both equities
and cash deposits. Access to the funds amassed within a CTF is denied to the child until their
attainment of age 18. Thereafter, full accessibility is theirs.

l Junior ISA’s
Launched in November 2011 as a successor to CTF’s and available to children born after 2nd January
2011 (or before 1st September 2002), Junior ISA’s are capable of receiving annual capital sums of up
to £3,600 from any parent, grandparent, relative or friend.

All the usual advantages of tax exempt cash and equity investment are granted – although unlike an
adult ISA, the Junior ISA permits switching from shares to cash and vice versa. Once again access
to monies invested within a Junior ISA is denied until the child’s attainment of age 18.

Qualification for a Junior ISA account is conditional upon the child’s ineligibility for a Child Trust Fund
(CTF) account. The child cannot have both!

Additional Investment Routes

l Children’s Savings Plans
Some investment managers offer Savings Plans for children in which both lump sums and regular
monthly payments can be invested in the child’s designated account. Tax is charged on the settler as
is IHT. If held in a Bare Trust, invested capital will accumulate outside the Settlors estate and utilise the
child’s own income tax allowance.
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l Friendly Societies
Regular monthly savings may be made on behalf of the child within a 10 year Tax-exempt Savings
Plan. Payments of up to £100 per month may be made – to be invested within an offered range of
equity based collectives.

l National Savings
A maximum investment of £3,000 may be made into Issue 35 of the NS&I Children’s Bonus Bond,
guaranteeing an interest rate of 2.50% for a fixed term of 5 years, tax free.

Premium Bonds are often a popular gift to children. With a minimum holding of £100 and a maximum
of £30,000, the appeal is in the possibility of winning cash prizes of between £25 and £1m.  Although
the capital is secure, no interest is paid upon the monies committed.

l Personal Pensions
Yes, you knew I’d get round to this – but as a very long term savings initiative, any amount of up to
£3,600 per year may be invested on behalf of a non-taxpaying child!  Access to the final fund will be
governed by pension legislation but tax relief at source means that an investment of £3,600 requires
the gifting of just £2,880 net. Not an obvious cause for a big hug – but a great way of demonstrating
the importance of starting early...!

Geoff Stait
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