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Savings and investment
schemes

Saving for the future is something that
most of us need to do whether for a
specific event, to supplement retirement
income or to accumulate a capital sum for
our future security and that of our families.

INn an environment where economic
forecasters warn of less predictable career
structures and a pensions outlook that
means we cannot rely on the state to keep
us in our old age, it has never been more
important to start putting a little aside for
the future.

What are investment companies

In a nutshell, investment companies are companies that invest in a diversified portfolio of assets to make money
for their shareholders. Investment companies can be investment trusts, venture capital trusts, and offshore and
AIM traded investment companies. Investment companies pool investors' money and employ a professional
fund manager to invest in a wider range of assets than most people could practically invest in themselves. This
way even people with small amounts of money can gain exposure, at low cost, to a diversified and professionally
run portfolio, spreading the risk of their investment. Investment companies are listed on a stock exchange and
there are over 400 investment companies in the UK responsible for the management of billions of pounds worth
of assets on behalf of investors. For more information on investment companies please read our factsheet ‘An
introduction to investment companies’.
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Savings and investment schemes

What are savings and investment schemes?

Savings and investment schemes were introduced as a simple method of buying investment
company shares without having to go through a stockbroker. You can use them to invest a regular
amount each month or to invest a lump sum. Most investment company shares are available through
these schemes which are generally run by the management companies of the relevant investment
companies.

Savings and investment schemes are one of the most cost-effective methods available for investing in
investment companies. Even if you have only relatively small sums to invest they can help build your
investment over time to provide you with a well-balanced portfolio for the future. And if you have
larger sums to invest, you may find their charges particularly competitive.

You can invest in an investment company savings and investment scheme from as little as £50 per month or
£250asa lump sum.

What are the benefits of investment companies?

Allows you to pool your money
When you purchase shares in an investment company you pool your money with all the other
investors’ money, providing potential economies of scale, in terms of dealing costs and administration.

Allows you to spread your risk

Each investment company owns a range of investments, so buying shares in only one company
effectively gives you a diversified portfolio. As you're not dependent on the success of just one or two
investments, this spreads your risk. However, it must be remembered that investment company shares
are equity investments and the price of the shares and the income from them can go down as well as
up. You may not get back the full amount invested.

Uses professional management
Each investment company uses professional fund management expertise.

Many have low internal charges

Most investment companies have low internal charges. Because the boards must act in the interests of
shareholders, they work to ensure that ‘costs’ or the company’s internal charges are not excessive and
that the interests of shareholders are looked after. Low charges within the company means more of
your money is working for you right from the start of your investment.

Put all these benefits together and you have an effective and cost-efficient investment vehicle which
can enable you to gain exposure to a diversified portfolio.
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Savings and investment schemes

The advantage of investing through an investment scheme

Flexibility

You can invest monthly or make a lump sum investment or a combination of both — perhaps topping
up your investment occasionally with a windfall or bonus. You can increase or decrease your regular
payments (subject to the minimum for the particular scheme you are in) and even stop investing and
start again at a later date if you want to. Remember that equity investment is for the longer term and
you should carefully evaluate your objectives and reasons for investing before making a decision to
change or dispose of your investment.

Each scheme may offer several investment companies that can be held within it, normally those under
the management of the scheme manager. You can hold more than one company’s shares within a
scheme and hold as many different schemes as you want. For instance, if you are investing for income,
you could invest in several different investment companies each paying dividends in different months
to give you a regular income.

Low minimum investment
With minimum monthly payments starting from £50 in some schemes and lump sums or occasional
top-ups from £250, you can start to build your investment up from a low initial base.

Low costs

A savings and investment scheme manager will commonly collate the buying orders from all the
monthly investors within a scheme for a given month and place the total as one bulk deal with a
stockbroker. By pooling all the investors' money the manager is able to negotiate a discount on the
dealing costs. These cost savings are passed on to you, making savings and investment schemes a
cost effective way to invest regularly in the stock market. Please note that although it is common for
schemes to buy once a month, some schemes offer weekly or daily purchases.

Scheme providers usually make an additional charge to cover the costs of administering the scheme.
These costs will be detailed in the provider's literature, and you should investigate the total costs
involved before investing.

Simple administration

Once you have decided which scheme you want to invest in, the scheme managers will send you all
the paperwork you need. You just fill in the forms and enclose a cheque or direct debit details and
leave it to the scheme manager to do the rest.
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Savings and investment schemes

Regular saving

One of the advantages of regular saving is known as ‘pound-cost averaging’. Buying your shares monthly
smoothes out the highs and lows of the share price over time. This is because you buy fewer shares when the
price is high and more when the price is low, taking away some of the risk of market timing that can occur when
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