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The Smith Family 
The third generation 

Savings for the grandchildren 

This month, we are going to see how we might be able to help the Smith family to save  
money for their grandchildren. 
 
Both the grandparents and the parents would like to start some form of saving for the various 
grandchildren.  
 
So, in this newsletter, we aim to 
 
• provide a background to the Smiths situation to help provide some relevance  
 
• look at the savings objectives of those involved  
 
• provide an overview of the various savings arrangements available in the market 
 
• consider the tax implications for all family members and, finally 
 
• suggest some suitable solutions. 



Introducing the Smith family grandchildren 
 
Harvey and Maggie Smith, the grandparents of 
our fictional family, have 3 children, two of 
whom have children of their own. Their eldest 
son, John, who we met last month, has 3  
children and Harvey and Maggie’s youngest 
daughter, Anna Nicole, has 2 children from her 
first marriage. Their middle son, Will, is  
married but has no children. 
 
The grandchildren are as follows: 
 
John’s 3 children are: 
 
• Steve, who is 23 and has recently joined the 

police 
 

• Sheridan, who is 18, is about to leave 
school and will be going to university 

 

• Adam, who is 16 and will be starting studies 
for his A-levels shortly 

 
Anna Nicole’s children, Jaden and Sam, are 
twins aged 12. 

The planned savings 
 
Harvey and Maggie have realised that their 
expenditure has been falling since they turned 
80 and that they now have surplus income of 
£1,000 per month. 
  
John and Anna Nicole have no surplus liquid 
capital but would both like to put away some of 
their surplus income to help their children.  
 
How can we help? 

Step 1: Understand the young person’s 
needs 
 
Before doing anything else, it is vital to  
understand the savings objectives from both 
the child’s viewpoint and from the parents’ or 
grandparents’.  
 
For example, the savings objectives for  
23-year-old Steve, who has just joined the  
police and may be saving up to buy his first 
home, are likely to be significantly different  

from the savings objectives of his young twin 
cousins, if they have even started to think about 
savings. 
 
Similarly, a parent or grandparent may trust one 
child more than another and be prepared to  
include more flexibility and accessibility for the 
more trustworthy child. 

Step 2: Identify the likely time-horizon for the 
savings 
 
Understanding the savings objective is important 
to provide us with some insight into the likely  
time-horizon for the savings. In turn, this will help 
to guide us as to how best to invest the savings.  
 
For example, cash savings will struggle to  
generate a ‘real’ rate of return, which means the 
savings may not retain their spending power BUT 
cash deposits offer certainty which is likely to be 
essential for shorter term objectives. For longer 
term savings, adopting a more adventurous  
investment strategy offers the potential for  
greater returns. 
 
Step 3: Understand the product market 
 
Two of the main products designed with young 
people in mind are shown below with a brief  
summary of their key features. 
 
• Junior ISAs – Set up by parent(s) for a child 

aged under 18. Once set up, grandparents can 
save into the JISA. Savings are locked away 
until the child is 18. Cash or Stocks and 
Shares JISAs are available. A maximum 
(currently £4,260) can be invested each year. 

 
• Lifetime ISAs – Set up by a young person in 

their own name into which a parent or  
grandparent could contribute. Up to £4,000 per 
annum can be saved and the government will 
give a 25% bonus on savings made, i.e. a 
maximum bonus of £1,000 per annum. The 
LISA fund has to be used for a home purchase 
or to fund retirement. 

 
Clearly, once a child reaches age 18, they can 
invest in any of the savings products available to 
us all. Parents and grandparents can also invest 
in stakeholder pension plans set up for children 
under the age of 18. 



  

Step 4: Understand the tax implications 
 
Firstly, we need to consider the possible  
impact of IHT legislation on any savings  
directed from parents or grandparents  
towards the grandchildren. 
 
The main points to be aware of are as  
follows: 
 
• Any gifts which can be shown to be made 

from surplus income are immediately  
    exempt from IHT. 
 
• There is an annual exemption of £3,000 

per donor in respect of IHT for gifts from 
capital. 

 
• Gifts with a value of up to £250 can be 

made to any number of people, but not to 
the same recipient of the annual capital 
exemption, above. 

 
• Gifts can be made up to the IHT nil rate 

band (currently £325,000) without any  
immediate liability to IHT but any gift will 
be brought back into the estate if the  
donor dies within 7 years of making the 
gift. 

 
So, Harvey and Maggie would be able to 
give away their surplus income of £1,000 per 
month, plus £3,000 per annum each from 
their capital, plus small gifts of £250 per  
donee and John and Anna Nicole would be 
able to save for their children from their  
surplus income with no IHT implications. 
Having considered the IHT implications for 
the parents and grandparents, we then need 
to consider the Income Tax and Capital 
Gains Tax (CGT) implications for the  
different savings products.  

A simple way to do this is to look at the  
impact of tax at three different points in time: 
 
1. At the point we save our money into the 

product 
 
2. Whilst our savings are growing inside the 

product and 
 
3. When we withdraw our savings. 
 
There are no tax implications on the savings 
going into the product, with the notable  
exception of pension plans. Any saving into a 
pension would be boosted by the addition of 
tax relief. Relief would be given based on the 
tax status of the owner of the plan and not 
the person investing. 
 
The savings in the pension fund would then 
grow virtually tax free but tax would be paid 
on the income once the grandchildren had 
retired and started to draw a pension income 
from the fund. Apart from the pension  
commencement lump sum, currently 25% of 
the fund value, which is tax-free. 
 
Like pension plans, there are a number of 
savings products where the returns  
generated during the product’s lifetime  
receive favourable tax treatment. For  
example, winnings from Premium Bonds are 
tax free as is any interest earned within a 
cash ISA. 
 
For products which offer the potential for 
capital gains, CGT is only paid when those 
gains are realised. At that point, investors 
are able to benefit from an annual CGT  
exemption, which is currently £12,000. 

 



Step 5: Matching a suitable product to the Smiths family’s needs 
 
Once we understand the different family members’ needs and understand the range of  
products available and their different tax treatment, we can find a suitable savings product.  
 
As an example, here is a summary of what we might recommend to the Smiths. 
 
Harvey and Maggie would like to be completely equal with their grandchildren and are  
concerned that young people will struggle in retirement. 
 
• For as long as they are alive and can afford to do so, we could recommend that they invest 

£200 per month into a pension for each child. Each contribution would be boosted by tax 
relief to £250 and they could adopt an adventurous investment strategy because of the 
long-term time horizon. The child could then start to make their own pension contributions 
once they could afford to do so. 

 
• John appreciates that his parents are helping with his children’s long-term savings, but he 

feels that he would like to provide them with financial support in the reasonably short term, 
for example, to help Steve with a  deposit on a home, or to help Sheridan to clear her  
student loan, or to help Adam with funds to go travelling in his gap year. 

 
• Given these objectives, we could advise him to help Steve to set up a Lifetime ISA, help 

Sheridan to buy Premium Bonds and set up a JISA for Adam. Each of these would be 
cash savings because of the likely short-term time horizon for each savings account. John 
would be able to contribute monthly to each account. 

 
• Anna Nicole’s objectives may be similar to her brother’s with the difference being that her 

twins are only aged 12.  
 
• Given that there is unlikely to be any need to access the savings until the twins are at least 

aged 18, we could recommend a stocks and shares JISA into which Anne Nicole can 
make monthly savings. 

 
These are just some of the potential solutions we could recommend. The better we  
understand the individual family members’ aims and objectives, the better we will be able to 
match a suitable product to their needs. 
 



If you have received this email in error, please contact us on the email below with your correct details or removal request  
neilmiller@breedelliott.co.uk 
 
The information contained in and transmitted with this email is confidential and/or privileged and intended only for the person 
to whom it is addressed. Any unauthorised use, retransmission, dissemination or action undertaken based on this information 
by persons, or entities other than the intended recipient, is strictly prohibited. 
 
The information contained in this newsletter is for information purposes only and does not constitute advice, if you don't  

understand any of its contents we recommend you seek Independent Financial Advice. 

Market data 

  
Market 
  

  
Value at start 

of 2019 
  

  
Current 

situation 

  
Comments 

  
  
Interest Rates 
(BOE base rate) 
  
  

  
  

0.75% 
  

  
  

0.75% at 
31/05/19 

  
  
The official bank rate is 0.75%. 

  
  
House Prices 
(Nationwide) 
  
  
  

  
  

House prices 
increased by 
2.6% in 2018 

  
  

House prices 
down by 0.2% 

at 31/05/19 

  
  
Annual house price growth slowed to 0.6% 

  
  
UK Share Prices 
(FTSE 100) 
  
  
  

  
  

7142.83 

  
  

7161.71 
at the close on 

31/05/19 

  
 
The FTSE 100 has fallen 257 points since the 
beginning of May. 
  


