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Getting onto the property ladder has rarely been 
more difficult. A combination of rising house 
prices, stricter lending criteria, and low wage 
inflation has seen thousands of young people turn 
to their parents for help.

Between 2016 and 2019, more than 1.1 
million property purchases in the UK 
were supported by the so-called Bank of 
Mum and Dad.

Source: Legal & General

Indeed, parents have lent more than £23 billion 
over the last four years to help their children to 
get onto the property ladder. 

In recent years, the Bank of Mum and Dad has 
grown in size and is now the UK’s tenth biggest 
lender, providing more finance each year than the 
Clydesdale Bank and the Skipton Building Society.

An estimated £6.26 billion of assistance was 
provided by parents to help fund their children’s 
property purchases in 2019, with Legal & General 
research estimating that parents are lending 
or gifting an average of £24,100 to help their 
children.

You may be thinking of opening the doors to the 
Bank of Mum and Dad either now or in the future. 
So, before you write a cheque, here’s a guide to 
all the factors you need to consider.
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If you’re thinking about helping your child 
onto the property ladder, one of your first 
considerations should be: Is the financial 
assistance a loan or a gift?

A recent joint study by the London School of 
Economics and the Family Building Society found 
that three-quarters of survey respondents said 
that financial assistance was given as a gift, with 
23% saying it was a loan.

Gifting money

Gifting the money to your child is one way to help 
them onto the property ladder – but beware of 
the tax implications. 

If your estate is subject to Inheritance Tax (IHT), 
your gift could incur a 40% Inheritance Tax 
charge if you die within three years of the money 
being gifted. If you die between three and six 
years after giving the gift, IHT is payable at a 
lower rate (there is a sliding scale).

If you survive for seven years after making the 
gift, it will no longer form part of your estate, 
meaning no IHT is due.

If possible, it can be better to avoid making a 
large, single gift. For example, each individual has 
an annual £3,000 IHT gift exemption, where you 
can gift up to £3,000 without an IHT charge.

Another concern that many parents have when 
making a gift is that any money they gift may not 
end up with their intended beneficiary. You might 
make a gift to your child but, if they separate 
from their partner, part of this gift might end up 
with an estranged spouse.

The Times recently reported a case where a 
couple spent £380,000 on legal fees following 
their son’s divorce as they did not want their 
former daughter-in-law to be awarded half of the 
£2 million home they had funded.

Is your assistance a gift or a loan?

There are several ways to tackle 
this issue:

•	� Prepare a Living Together Agreement 
(LTA) with the advice of a solicitor

•	� Arrange a pre-nuptial or  
post-nuptial agreement

•	� Ensure a couple have valid and  
up-to-date wills

By formalising the arrangement and taking these 
steps, you will benefit from the peace of mind of 
knowing your gift will remain with the intended 
beneficiary.
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Only around 15% of those who help 
with mortgage payments take financial 
or legal advice and there is usually no 
written record of transactions.

Source: ‘The Bank of Mum and Dad: How it really 
works’ by LSE and Family Building Society

Lending money

There are times when parents can gift what they 
think is an affordable amount to a child, only 
to find their own circumstances later change. 
Redundancy or ill health can then leave them 
short of money.

A loan may, therefore, be a useful option. It allows 
you to keep some control over the money, and 
there is an understanding that this money will be 
repaid to you.

The recent London School of Economics and 
Family Building Society study found that, of those 
parents who provided loans, most (82%) were not 
charging interest and about two-thirds said they 
expected repayment as and when the beneficiary 
could afford it, rather than agreeing a fixed 
repayment schedule.

It’s important to remember that a loan could still 
be subject to IHT because it will count as part 
of your estate when you die. A loan will only be 
exempt from IHT if you decide to waive the debt 
and gift the money instead – and assuming that 
you live for at least seven years after making the 
gift.

Bear in mind also that, while most parents choose 
not to charge their children interest on a loan 
if you do, you could be taxed on the interest 
because it will be treated as income.

One criticism that is often directed at parents 
who are lending money as the Bank of Mum and 
Dad is that they don’t ‘act like a bank’. 

When lending money, Helen Morrissey, personal 
finance specialist at Royal London, warns that it’s 
important to be clear what the expectations are 
on both sides and to think through what would 
happen if repayments could not be kept up.

Even though you might be family members, 
experts recommend that you get a loan 
agreement written up in order to make the terms 
clear and avoid issues in the future.

Helen says: “Arguments over whether money 
needs to be repaid, or over what time period, 
have the potential to cause considerable harm to 
the parent/child relationship. It may seem very 
formal, but all parties should consider taking 
legal or financial advice and, if needs be, get 
something down in writing. Taking this approach 
can bring much needed clarity to the process and 
save both parties a lot of grief.”
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CASE STUDY

Why it’s important to put a loan agreement in writing

Sarah is buying a property and her mum is providing some money to help 
fund this. Their mortgage lender requires them to document that the money 
being provided by Sarah’s mum is a gift.

Sarah and her mum view this as a formality but agree that Sarah’s mum is 
lending the money. However, they do not make a formal Loan Agreement. 
Sarah agrees to pay back the loan when she can.

Sarah later defaults on her mortgage and the mortgage lender takes 
possession of the property.

The property is sold by the mortgage lender. As no formal agreement was 
made regarding the loan, Sarah’s mum is not entitled to any repayment.

Then, Sarah’s mum dies within seven years of the purchase of the property. 
Sarah then faces an Inheritance Tax bill on the money her mum ‘gifted’ to 
her. On a sum of £30,000, tax of up to £12,000 could be due.
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Whether you are gifting or lending money, it’s 
vital that you get the right paperwork in place.

While there might be a general expectation within 
your family that you will provide some financial 
help, the details of how this would take place 
(loan or gift, repayment schedule, what would 
happen if the couple split up) should be worked 
out in advance.

For example, experts recommend that a Living 
Together Agreement is prepared, particularly if 
your child is unmarried and buying with someone 
else.

This gives you the opportunity to sit down with 
your child and their partner and discuss (and 
record) details of the financial contribution 
you are making, and what will happen if the 
relationship were to end.

If your child also intends to allow another 
person (for example, a partner or friend) to live 
at the property, it is a good idea to create a 
Tenancy Agreement, as well as a Living Together 
Agreement. This helps to set out the rights and 
responsibilities of each party.

As well as making it clear who owns the property, 
it also sets the expectations for meeting the costs 
of living.

It can pay to take both financial and legal 
advice to answer questions such as:

•	� Is the help you are providing a loan or 
a gift?

•	� If it is a loan, what are the repayment 
arrangements?

•	� Do you have a say in what happens 
to the property or the right to use it 
yourself?

•	� What happens if your child’s 
relationship breaks down?

•	 What happens if a parent dies?

•	� Will you benefit from an increase in 
the property value?

Whether it’s a gift or loan, get the 
right paperwork in place
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The consequences of not ‘acting like a bank’

As we have seen, if you are lending or gifting 
money to a child to help them buy a property, it’s 
vital that you get the right paperwork in place.

Mark Bogard, chief executive of the Family 
Building Society, says: “While parents are 
happy to help their children, there is rarely any 
discussion about how any money should change 
hands or be repaid.

“Failing to carry out some basic planning and 
documentation can store up a whole host of 
problems if things go wrong. Things such as 
the break-up of relationships, the death of one 
or both parents, or the need for parents to 
contribute to care costs in future, all need to be 
considered.”

The Sun recently reported that a rising number 
of parents are now going to court to recoup 
the money they have provided to their children. 
Estimates suggest there are now 12 to 15 cases 
every month where parents take their adult 
children, or their child’s spouse, to court in order 
to retrieve their money.

Family law barrister, Greg Williams, told the 
newspaper his workload has trebled since 2014. 
He believes that the most common reason 
parents want their money back was when their 
children and their partner split up.

He said: “A frequent example is where the 
parties agree that the parents of one of them 
contributed a large sum to the purchase of the 
property, but they cannot agree what the basis of 
that contribution was. Was it a gift, a loan, or an 
investment leading to a beneficial interest?”

Leaving yourself short of money

Whilst gifting or lending loved ones the money to 
help them buy their first home can be rewarding, 
you do need to look at the long-term picture. 

The sums being handed over can be significant, 
with Legal & General reporting that the average 
amount lent/gifted now stands at £24,100. Their 
research also found that:

 

In many cases, these approaches won’t be an 
issue in themselves. However, it’s worrying that 
more than a quarter (26%) of Bank of Mum and 
Dad lenders are not confident they now have 
enough money to last throughout retirement, 
while 10% also said they no longer feel financially 
secure. 

These figures were backed up by the LSE 
research, which found that 24% either ‘agreed’ or 
‘strongly agreed’ that they were concerned about 
the future effect [of gifting/lending money] on 
their finances’.

•	� 15% of over-55s have accepted a 
lower standard of living after helping 
family buy a home

•	� 21% dipped into ISA savings, 7% used 
their pension drawdown and 6% used 
income delivered from Annuities

•	� 16% unlocked housing wealth through 
a lifetime mortgage to provide 
financial support 

Factors to consider if you’re thinking of opening the doors to the Bank of 
Mum and Dad

Before committing, speak to a financial adviser to establish that any gift 
or loan you make won’t significantly affect your standard of living.
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Alternatives to the Bank of Mum and Dad

With the average amount of assistance now standing at £24,100, for many people, a financial loan or 
gift simply isn’t an option. However, there are other ways you can provide support to your child.

Become a guarantor

A guarantor mortgage is where you act 
as a guarantor for 100% of the mortgage 
debt. Essentially, you agree to cover the 
mortgage payments if your child fails to 
do so.

The guarantor can be removed from the 
mortgage later on if your child can prove 
they are able to take on the debt by 
themselves.

Remember that a charge may be placed 
against your home, which means that 
if your child defaults on their mortgage 
payments your home could be at risk.

Use the equity in your home as security

Some lenders will let you use the equity 
in your own home as security against 
your child’s mortgage. 

So, if your child takes on a loan for 100% 
of the property, you can use the value of 
your home as security against 25% of the 
loan.

If nothing goes wrong, it shouldn’t cost 
you anything. But if they are unable 
to keep up with repayments and they 
default on the mortgage, you would be 
liable for a portion of the loan. This could 
put your own home at risk.
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Buy a property with your child

You could take out a joint mortgage 
with your child. Your combined incomes 
might mean you can borrow more but 
remember you’re equally liable for both 
the repayments and the total mortgage 
balance if your child doesn’t pay. 

A drawback of this is that, if you already 
own a property, you would pay an 
additional 3% Stamp Duty.

Plus, if it is your second home and you 
are still on the mortgage when the 
property is sold, there may be Capital 
Gains Tax to pay. Some lenders will let 
you take on a joint mortgage without 
adding your name to the property title 
deeds, which will help you to avoid these 
tax issues.

Use your savings as security

There are several mortgage deals 
available which allow for your savings to 
be used as the deposit for your child’s 
mortgage.

Here, you deposit a percentage of the 
purchase price into a savings account 
with the lender. You benefit from interest 
on your savings and your child doesn’t 
have to provide a deposit.

After a fixed period (typically five years), 
your savings will be returned to you, as 
long as your child has kept up to date 
with their mortgage repayments.

Bear in mind that your savings will be 
committed for a fixed period, although 
you should get them back plus interest if 
the mortgage is well managed.

Get the help you need

As we have seen, getting expert legal and 
financial advice is important. Without it, you 
could leave yourself in a difficult position with 
your child, both financially and emotionally. 

A financial planner can help you to establish 
whether any gifts you intend to make are 
affordable and can also help you with the tax 
and estate planning implications of becoming 
the Bank of Mum and Dad.
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If you’d like advice on any aspect of gifting or lending money to 
your children, or you want to be sure you can afford to make a 
gift, please get in touch.

Please note: The Financial Conduct Authority 
does not regulate estate planning, tax planning or 
will writing.

Your home may be repossessed if you do not 
keep up repayments on a mortgage or other loans 
secured on it. Think carefully before securing 
other debts against your home.

Equity Release will reduce the value of your 
estate and can affect your eligibility for means-
tested benefits.

The content of this newsletter is for information 
purposes only and is based on our current 
understanding of HM Revenue & Customers 
guidance and tax legislation. It is not an offer 
to purchase or sell any particular asset and it 
does not contain all of the information which 
an investor may require in order to make an 
investment decision. Seek professional advice.
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