
Whoever said the best things in life are free obviously 
didn’t have children…Having kids is expensive, but,  as 
any parent will tell you, they’re worth every cent.

One of the best decisions you can make as a parent,  
is to decide to start saving early on for your child’s 
education. Putting money aside for your child is a 
great way to protect yourself against the possibility   of 
financial difficulties later in life. They might need money 
for several different reasons: from paying for their 
studies to buying their first car or even starting their 
own business. In South Africa, the cost of education is 
increasing annually at a rate higher than inflation, whilst 
the average South African salary can barely keep pace. 
The reality is that all these above-mentioned expenses 
will require a substantial degree of capital outlay in the 
future. Most parents in South Africa start saving too 
late for their child’s tertiary education. This in effect 
results in forfeiting years’ worth of investment in their 
children’s potential growth.

Determining how much funding your child might need 
going forward is the first step in deciding what type of 
investment vehicles you should choose to invest in on 
their behalf.

Historical statistics have proven that a simple savings 
account won’t grow and perform over time as much  as,  
for instance, a unit trust that holds equities, property or 
bonds.

The effect of compounding returns will be realised 
over the long term, and in this case, you will have a 
decade’s worth of capitalised growth to look forward 
to. Any investment on behalf of your child should be 
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treated as a medium- to long-term investment, with  an 
applicable risk profile to match. Therefore, having  a 
proper financial plan that is realistic and executable will 
be advantageous for both you and your child. It is the 
priority of all parents to give their children the  best 
possible start in life, but what is the best way  to invest 
in your children’s future? Let’s have a look at some of  
the options:

Tax-Free Savings Accounts (TFSA) are an increasingly 
popular way to save for children’s future. The reason 
is obvious: all growth within the investment is free of 
interest-, dividend- and capital gains tax. What most 
people don’t actually know, is  that the underlying 
investment in a TFSA can be a money market account, 
a fixed-term bank account, a unit trust investment or 
even a JSE-listed exchange traded fund. Therefore, 
selecting which investment vehicle to use  depends 
entirely on risk-tolerance and the investment horizon.

Although a Tax-Free Savings Account might sound 
bullet-proof, there are some important restrictions to 
consider. For example, the maximum contributions 
allowed in a TFSA is capped at R33,000 p.a. and 
R500,000 over the investor’s lifetime. This is an 
important factor to consider as your children might 
want to make use of the TFSA when they are older and 
may be disappointed to find that their limits have been 
reduced by previous  contributions.

If you choose to preserve your child’s tax-free 
investment limits and are willing to forgo the tax 
benefits, investing in a regular Unit Trust in your child’s 
name might be a better option. Not only do you have 
a much wider range of investments to choose from, 
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but you also have the flexibility to withdraw from the 
investment at any stage without any penalties. As any 
wise investor will tell you: diversification plays a huge 
part in the performance of any investment portfolio 
over time. Therefore,  ensure that your child’s portfolio 
is structured with sufficient diversification amongst 
different funds, asset classes and industry sectors. 
Unlike a TFSA, Unit Trust contributions are not limited 
in terms of how much you can contribute p.a. However, 
for parents investing in their own name on behalf of 
the children it is  important to keep in mind that any 
contributions in excess of R100,000 p.a. are liable for 
donations tax at  20%.

Education saving plans on offer by most financial 
services companies and insurers are typically 
endowment policies. With an endowment policy, a 
monthly contribution is made for a specified period and 
a lump sum amount is paid out at the end of  the period. 
The minimum investment term for an endowment is 
generally five years but can of course be longer. For 
higher-income earners, endowments potentially offer 
greater tax efficiency since they are taxed at a flat 
rate of 30%. In addition to the savings element, an 
endowment policy also provides the policy holder with 
a portion of life cover. This might be important if you’d 
want whatever savings you’ve made for your children to 
be continued in the event  of your unexpected passing.

Up until this point you might be thinking: ‘Yes, I’ve 
heard this before… Show me the numbers!’ Before we 
do this, it is critically important to understand that any 
financial plan is subject to variables and assumptions, 
for example: time-horizon, investment performance 
and of course, the actual costs of future expenses.

These variables are subject to change from person to 
person, therefore all  the examples below are purely 
for illustrative purposes and are not to be considered 
literally.
 
Parameters for illustration:
• Annual education inflation = 9%
• Annual increase in contribution (%) =  9%
• Expected growth on savings per annum= 10%
• Current cost for one year at university = R70,000
• Duration of degree = 4 years

Scenario 1
Let’s assume you start saving today for your child’s 
tertiary education in 5 years’ time. The total  cost
of his or her tuition will roughly be R536,872. This is 
based on a figure of R70,000 p.a. to cover class- and 
textbook expenses. To cover this cost, you would need 
to invest a monthly amount of an estimated  R3,071 p/m 
starting today. This amount would have to be increased 
annually by 9% to match education inflation.

Scenario 2
Let’s contrast that by looking at an example where   a 
parent has 10 years to go before his or her child heads 
off to University. If we keep all the above-mentioned 
variables constant (i.e. inflation, costs etc.), this parent 
will have to start saving in the region of   R1,637
p/m to cover the total future cost of his her  child’s
4-year degree amounting to R826,044. Again, these 
payments would need to escalate at 9% every year.

Scenario 3
Lastly, if you started saving today for your child’s 
tertiary studies in 15 years’ time, you would need to  put 
away a monthly amount of R1,178 p/m. If rising costs 
of education are to continue at the same current rate, it 
will cost you a total of around R 1,270,970 in  15 years’ 
time to send your child to university.

If these numbers are anything to go by, you do 
not  want to be caught on the wrong side of  rising 
education costs. The fact that education inflation is 
almost 4% more than headline inflation year-on-year 
means that the earlier you start saving for your child’s 
education, the better. Even if you are unable to save 
the full monthly amounts, it would be advantageous  
to save whatever you can afford, due to the financial 
relief it will provide later down the line.  Speak to   your 
financial advisor to find out how you can combat these 
rising costs and devise a financial plan that is realistic, 
affordable and executable.
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