Handelsbanken Wealth & Asset Management Insight

Generous lending conditions,
high rates of forgiven loans, and
a personal relationship with
your branch manager...is it any
wonder that the ‘Bank of Mum
and Dad’ has such loyal and
regular customers?
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The Bank of Mum and Dad

When we talk about the Bank of Mum and Dad, we are effectively talking about
handing money over to your children. There are many reasons why your descendants
might look to you for financial support, and many routes you could take in funding
them, if you so choose. It’s no surprise, then, that such a large number of our
customers come to us seeking advice in this area.

How are people giving money to their children?

Some ways of passing money on to your children can start very early, including putting
money into a Junior ISA for your child. The current annual allowance for contributions
is £9,000, meaning that if you start paying into an ISA when your child is young, they
could find themselves with a sizeable sum of money by the age of 18.

Focusing on later life stages, some parents might also consider contributing to their
children’s pension pots. Covering school fees and other expenses for grandchildren

is another possible way to help out younger generations financially. But with house
prices at historically high levels, the most common ‘Bank of Mum and Dad’ queries we
receive concern helping the younger generation onto the property ladder.

According to national statistics, in February 2023, the average UK house price was
£288,000 - £6,000 higher than at the same point in 2022. In London - the UK’s most
expensive region — the average price was £532,000 (though prices are rising more
slowly in the capital). With even the most generous mortgages typically requiring a
deposit of at least 5-10% of the house value, using the prices above as a guide, the
necessary deposits can quickly run into the tens of thousands.

Meanwhile, developments in relatively recent history — such as new pension freedoms
— have unlocked previously inaccessible money for many. As more people consolidate
their pension pots and move money around, some have chosen to use a portion of
their retirement funds to help their children onto the property ladder.

However, we would advise caution in this regard. It is important to ask yourself (and
ideally a regulated adviser) if taking such a course of action will leave you unable to
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fund your retirement. Very few people have more in their pension funds than they will
need to meet their future income requirements during a potentially very long retirement.
What’s more, once retired, you are unlikely to have the opportunity to generate
significant levels of savings in the future.

To gift or toloan, that is the question

With this in mind, if you do want to help your child onto the property ladder, it is
important to ask yourself whether you can afford to give these funds away as a gift to
your child, or whether you would be better placed to offer them a loan.

There is a balancing act to be found here between planning effectively for inheritance
tax purposes (giving away money reduces the value of your estate, and potentially its
tax liabilities) and wanting to be certain that you can afford to make the gift. If you opt
for a loan, you must also factor in the true likelihood of this loan being repaid.

Making a gift of your money

If you have reasonable notice of your child’s property purchase plans, you could
consider gifting money to your child on a regular basis. If this is funded from your
surplus income (rather than savings), it could well be exempt from inheritance tax under
current tax rules. ‘Income’ could also refer to dividend income from an investment
portfolio.

If gifts are made using your £3,000 annual exemption (allowing gifts up to this value

to be made each year) this too will immediately be outside of the scope of inheritance

tax. More significant gifts of capital, in excess of this amount, will generally fall outside
of your estate after seven years; should you pass away within this time period, the gift

could be exposed to inheritance tax.

Whatever their size or regularity, it can be helpful for financial gifts to children to be
documented. We often suggest writing an accompanying letter to your child, setting
out the date and value of the gift, and perhaps the purpose for which this is intended.
Besides the emotional value of this act, it can be helpful - in the event of your death —
for your executors to have these records.

Importantly, making a gift to your child to fund a housing deposit should not affect the
mortgage they are offered. The mortgage lender must be satisfied that your child can
repay the loan, even if interest rates rise, which does not relate to the source of their
deposit. If you have concerns in this area, speaking to a regulated mortgage adviser is
the best course of action.

Loaning capital to your child

It's possible that while you have the means to offer some financial liquidity to your
child in the near term, you are not confident in parting with those funds indefinitely.
Perhaps you are still paying off your own mortgage, or foresee property costs or other
significant expenditure ahead. Maybe you are not confident about funding your own
retirement without these funds. It is quite conceivable that you are concerned about
the longer-term security of this money under your child’s management.

In such instances, you might want to consider making a loan to your child, rather than
a gift. It is possible to draw up a simple loan agreement that is signed by all parties

and witnessed independently. This agreement could include the terms under which the
loan will be repaid, whether interest is payable and on what basis, and in some cases a
stipulation as to the purpose of the loan (e.g. to buy a first home).

Over time, you might choose to ‘forgive’ part or all of the loan, ultimately making a gift
of the money instead. It can be helpful to set expectations around this (your own and

your child’s) in advance, but of course this is not always achievable in reality. If you

do decide to convert all or part of your loan to a gift, the seven-year period relating to
inheritance tax (mentioned above) would begin at the point of the loan’s forgiveness.

Protecting your family relationships and your capital

We advise that, as far as possible, you discuss matters like these openly within your
family. If you feel unable to help your child onto the property ladder — either at all, or at this
time, or to the extent requested — then it is probably more helpful to make this clear at
outset.
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If you have concerns about mixing your financial affairs with your child’s partner’s,
rest assured that these are very common worries. There are plenty of options that
could mitigate against the risk of money being lost to your family through changes
in your child’s personal life, like (as we mentioned above) making a loan of your
capital rather than a gift. Many other steps can be taken too: from co-habitation
agreements for live-in partners, to prenuptial agreements for spouses, there are
lots of other potential choices. If you’ve made a substantial contribution towards
your child’s property, it could be a good idea to encourage your offspring to enter
into agreements like these, and to seek legal advice for peace of mind (yours and
theirsl).

If you are divorced or separated from your child’s other parent, it may be that one
of you is in a better financial position, and more able to help out. Perhaps, if you
have more than one child, you would like to offer more financial help to one of your
children than another. This could be the result of a wide range of factors, including
differences in your children’s earning potential and personal circumstances.

While these conversations can be daunting, we normally advise being as
transparent as possible with those involved. All families are different, and it is
important to find the arrangements that work best for you.

Christine Ross
Head of Private Office (North) & Client Director

Handelsbanken Wealth & Asset Management Limited is authorised and regulated by the
Financial Conduct Authority (FCA) in the conduct of investment and protection business,
and is a wholly-owned subsidiary of Handelsbanken plc. For further information on our
investment services go to wealthandasset.handelsbanken.co.uk/important-information.
Tax advice which does not contain any investment element is not regulated by the FCA.
Professional advice should be taken before any course of action is pursued.

¢ Find out more about our services by contacting us on 01892 701803 or visiting our
website: wealthandasset.handelsbanken.co.uk

¢ Read about how our investment services are regulated, and other important
information: wealthandasset.handelsbanken.co.uk/important-information

e Learn more about wealth and investment concepts in our Learning Zone:
wealthandasset.handelsbanken.co.uk/learning-zone/

e Understand more about the language and terminology used in the financial services
industry and our own publications through our Glossary of Terms: wealthandasset.
handelsbanken.co.uk/glossary-of-terms/

All commentary and data is valid, to the best of our knowledge, at the time of
publication. This document is not intended to be a definitive analysis of financial or other
markets and does not constitute any recommendation to buy, sell or otherwise trade in
any of the investments mentioned. The value of any investment and income from it is
not guaranteed and can fall as well as rise, so your capital is at risk.

We manage our investment strategies in accordance with pre-defined risk and reward
targets, which vary from strategy to strategy to suit a range of customer needs.
Portfolios may include individual investments in structured products, foreign currencies
and funds (including funds not regulated by the FCA) which may individually have a
relatively high risk profile. The portfolios may specifically include hedge funds, property
funds, private equity funds and other funds which may have limited liquidity. Changes in
exchange rates between currencies can cause investments of income to go down or up.

Registered Head Office: No.1 Kingsway, London WC2B 6AN. Registered in England No:
4132340 wealthandasset.handelsbanken.co.uk
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