Sheppard Financial Services
Winter Newsletter 2021
Life is uncertain, protect those who matter
Making wise choices for your loved ones’ future

Winter Newsletter 2021

Inside this issue

Inside this issue

Life is uncertain, protect those
who matter
Make sure your wealth is going to
those that matter.

Welcome to the winter edition of our
quarterly client newsletter, which
provides topical financial articles.

Get the most from your Individual
Savings Account (ISA) Allowance
Individual Savings Accounts (ISAs)
are an extremely useful way to save
money. The income and growth you
earn on your ISA investment is taxfree.

The new “Help to Buy” Equity
Loan
You can get a low-interest loan
towards your deposit. This is called
an equity loan. A new Help to Buy
Equity Loan scheme is open to firsttime buyers, and will be available for
two-years from 1 April 2021 until 31
March 2023.

Retirement Pitfalls
Saving into a pension can be vital if
you want to enjoy a comfortable
retirement - but watch out for any
pension pitfalls that could catch you
out.

If you have any questions in relation to the articles contained
within this newsletter please do not hesitate to contact us
and we will be happy to provide any guidance required.
Whatever your financial need, we are always pleased to
speak with you.
Call us on 0115 8413949
Any information in this brochure does not constitute
advice and should not be acted upon without taking
professional guidance.

Life is uncertain, protect those who matter

Many of us want to pass our wealth onto the
next generation. But it’s important to make
sure your wealth is going to those that matter.
Gifts
There’s usually no Inheritance Tax to pay on
small gifts you make out of your normal
income, if you still have enough income to
maintain your usual standard of living. For
example, regularly paying into your child’s
saving account or Christmas and birthday
presents. These are known as ‘exempted
gifts’.
In the UK married couples and civil partners
can pass unlimited assets to each other
without any charge to inheritance tax. This is
called the spouse exemption. The unlimited
spousal exemption is restricted to those
spouses 'domiciled' in the UK irrespective of
whether they live in the UK permanently. This
exemption is currently restricted to £325,000
(which is on top of the Nil Rate Band
available) if the receiving spouse is not UK
domiciled.
You can gift £3,000 a year, plus make
unlimited small gifts of £250 (providing this
doesn't form part of a larger gift), free from
inheritance tax. You can gift or bequeath
money to charities and political parties
(providing they meet certain criteria) and it will
be excluded from your estate when
inheritance tax is calculated.
One less well-known type of unfettered gifting
is to contribute to the living costs of someone
else - younger or older relatives for example but only if you can prove it's coming out of
spare income and meets other stringent
criteria.
People you give non-exempt gifts to will be
charged Inheritance Tax (the gift will also use
up some or all of the Nil Rate Band (NRB)
available to the estate on death) if you give
away more than £325,000 in the 7 years
before your death. If a potential exempt
transfer fails, there is a look back at transfers
more than seven years before the date of
death, and possibly up to 14 years.

The 7 year rule
This only applies where a gift, alone or
cumulatively, exceeds the Nil Rate Band
(NRB). For gifts that don't do so, there will be
no taper relief - the gift just uses all or part of
the NRB available to the death estate (and
therefore increases the IHT on the estate with no taper).
If there’s Inheritance Tax to pay, it’s charged
at 40% on gifts given in the 3 years before you
die. Gifts made 3 to 7 years before your death
are taxed on a sliding scale known as ‘taper
relief’.
Years between

Tax paid

gifts and death
Less than 3
3 to 4
4 to 5
5 to 6
6 to 7
7 or more

40%
32%
24%
16%
8%
0%

Trusts: gifts with strings attached
With trusts, you are still giving money away
and the ‘7 year rule’ still applies (unless
exempt gifts as previously described), but you
have more control than if you simply hand
over your cash to someone else.
Pension pots: pass your retirement
savings on to loved ones
The rules on inheriting retirement savings
were relaxed in April 2015, but how much your
heirs benefit depends on what type of pension
you have and your age when you die.

The Financial Conduct Authority does not
regulate estate planning, tax advice, wills or
trusts.

T
Your
Independent Savings Account (ISA) allowance

Individual Savings Accounts (ISAs) are an
extremely useful way to save money. Unlike a
second property, on which you have to pay
Capital Gains Tax on any profit, the interest
and other income and gains you earn on your
ISA investment is tax-free. The current
(2020/21) annual threshold is £20,000 which
can be invested into a cash ISA, an ISA that
invests in unit trusts or equities, an innovative
ISA or a Lifetime ISA (or potentially a
combination of all four).
You don’t pay tax on the interest
A cash ISA works in much the same way as
an ordinary savings account, except you do
not pay tax on the interest you earn. ISAs are
in addition to the new Personal Savings
Allowance (PSA). With PSA, as a basic rate
taxpayer you’ll be able to earn up to £1,000 in
savings income tax-free and as a higher rate
taxpayer will be able to earn up to £500.
Are you making the most of your taxefficient savings allowances?
Individual Savings Accounts (ISAs) and unit
trust investment products can offer value for
money, flexibility and a wide choice of
investments; in addition, ISAs provide tax
efficiency.

government funded bonus
·

Junior ISA - under 18s (in the 2020-2021
tax year, the savings limit is £9,000).

Children who are 16 or 17 are allowed to have
an adult cash ISA as well as a Junior ISA.
That means this age group has a larger ISA
allowance than anyone else.
The key benefit is that any money you hold
within an Individual Savings Account (ISA)
is not subject to tax.
Your ISAs won’t close when the tax year
finishes. You’ll keep your savings on a tax-free
basis for as long as you keep the money in
your ISA accounts.
Want to get the most from your ISA
Allowance?
ISAs can help savers and investors to build up
the sums they need to meet financial goals,
whether to supplement a retirement pot or a
deposit for a home. If you want to know how
ISAs work and how to use them to manage
your wealth, please give us a call. We can
help to take full advantage of their benefits.

The good news is you are not required to
include details of your ISAs on your selfassessment tax form. If you complete a tax
return, you don’t need to declare
any ISA interest, income or capital gains on it.
There are many different types of Individual
Savings Accounts (ISAs):
·
·

·
·

Cash ISA - you can invest cash in bank
and building society accounts
Stocks and shares ISA - used to invest in
stocks and shares (often via collective
investments such as unit trusts and
OEICs).
Innovative finance ISA - peer-to-peer
lending (high risk)
Lifetime ISA - £4,000 a year (which forms
part of the overall £20K allowance) into a
Lifetime ISA and receive 25%

The value of investments and income from
them may go down. You may not get back
the original amount invested.

The new “Help to Buy Equity Loan” - April 2021

You can get a low-interest loan towards your
deposit. This is called an equity loan. A new
Help to Buy - Equity Loan scheme is open to
first-time buyers, it will only be available for
two-years from 1 April 2021 and will end on 31
March 2023.

You can apply for the new scheme
now!
A Help to Buy Equity Loan is a government
scheme which can help first time home buyers
get a property with just a 5% deposit.
There are restrictions.
The home you buy must:
● be a new build
● have a purchase price of up to £600,000
in England (or £300,000 in Wales)
● be the only one you own
● not be sub-let or rented out after you buy
it

● you start to pay a monthly interest fee of
1.75% of the equity loan
● your interest fee will rise each year in
April by the Retail Price Index (RPI) plus
1% until you repay your loan
You only need to repay the equity loan in
full when you:
● pay off your mortgage
● sell your home
● come to the end of your equity loan term.
But you can choose to pay off your equity loan
any time, in full or in 10% chunks before the end
of the loan period.
The amount you borrow is a percentage of the
value of your new home. And the amount you
pay back is the same percentage of the value of
your home.
This means, if the value of your home rises, so
does the amount you owe on your equity loan. It
works both ways, so if the value of your home
falls, the amount you owe on your loan falls too.

How it works
With a Help to Buy Equity Loan the
government lends you up to 20% (40% if
you’re in London) of the cost of your newly
built home.
You pay a deposit of 5% or more and arrange
a mortgage of 25% or more to make up the
rest.
You won’t be charged interest on the 20%
loan for the first five years of owning your
home.
Paying back the equity loan
For the first five years:
● the equity loan is interest free
● you pay a £1 monthly management fee
by Direct Debit
From year 6
● you continue to pay the £1 monthly
management fee

Your home may be repossessed if you do
not keep up repayments on your mortgage.

The new “Help to Buy Equity Loan”

Buyer’s 5% deposit

Example: for a home with a £200,000 price
tag (outside of London)

£10K
Government’s 20% loan

Repaying a 20% equity loan where the home
has increased in value.

£40K
● buy your home for £200,000
75% mortgage from commercial lender

£150K

● sell your home for £210,000
● Repay your 20% equity loan, £42,000
● Pay off your 75% mortgage, £150,000

Buyer’s 5% deposit

£20K
Government’s 40% loan

£160K

Example: for a home in London with a
£400,000 price tag
Repaying a 40% equity loan where the home
has increased in value.
● buy your home for £400,000

55% mortgage from commercial lender

£220K

● sell your home for £420,000
● Repay your 40% equity loan, £168,000
● pay off your 55% mortgage, £220,000

Help to Buy Equity Loan
You can get a low-interest loan towards your deposit. This is called an equity loan.
An equity loan, worth up to 20% of a property's value (or up to 40% in London), is used by a
potential buyer to 'fatten up' their deposit. A bigger deposit gives you access to better mortgage
rates, and you also don't have to worry about paying interest on the equity loan for the first five
years.
Plus, you don't have to repay the equity loan itself until you come to sell your property, OR at the
end of your mortgage term (max 25 years) – whichever of these comes sooner.
Your home may be repossessed if you do not keep up repayments on your mortgage.

Retirement Pitfalls

1. Misunderstanding the cost of
living in retirement
It’s important when saving for retirement not
to underestimate how much you need to set
aside, otherwise you could be left with a
significant shortfall once you stop working.
Everyone’s circumstances, needs and desires
in retirement are different and it may be that
you need more money than you think.

2. Underestimating the length of
your retirement
The pension freedoms have given people the
opportunity to take money from pension pots
early, often before planned retirement
ages. This could potentially be storing up
trouble for the future, especially if people are
underestimating how long these pensions
need to last.

3. Relying on your home as your
pension
Property can be a reasonable long-term
investment, but you shouldn’t put all your
money into your home at the expense of your
pension. Pensions can have many
advantages over property, including tax relief
and employer contributions (in the case of
most workplace pensions).

4. Not reviewing your pensions
Many people think that just having a pension
means they will be financially prepared for
retirement, but they don’t always understand
that it’s necessary to review these plans on a
regular basis in order to get the best return.
If you find you have a shortfall, you may still
be able to take steps to increase the chances
that your pension pot will be able to achieve
the income you want when you retire.

A pension review with a financial adviser
could be a wise move, it may give you the
chance to go over everything to see if you are
heading where you want to.

5. Not assessing all your retirement
options
It’s important that you spend time assessing
all your options and get good advice, it could
be a wise move to seek professional financial
advice.
To better understand the choices for using
your pension pot, a useful start is Pension
Wise – the free and impartial service backed
by the government.

7. Thinking you have to stop work
completely
Phased retirement can offer many
advantages and not just financial. Winding
down into retirement can give you time to
build up new hobbies helping to enable a
smooth transition into full retirement.

8. Falling victim to a scam
For most people in the UK, their pension
savings can be one of their largest financial
assets, saving towards their retirement over
the course of their working lives.
Unfortunately, because of the size of
individual pension pots, pension savings can
be an attractive target for criminals.
It’s always best to check who you are dealing
with and be on your guard if you’re
approached about your pension.
The value of your pension can fall as well
as rise and you may not get back the
original amount invested.

Saving into a pension can be vital if you want to enjoy a comfortable retirement - but watch out
for any pension pitfalls that could catch you out.
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Sheppard Financial Services is a trading style of Roger Graham Sheppard. Sheppard Financial
Services is authorised and regulated by the Financial Conduct Authority (register.fca.org.uk).
The information contained within this brochure is subject to the UK regulatory regime and is
therefore targeted primarily at consumers based in the UK.
This publication is based on press releases and other online information. The publication is for
guidance only and no responsibility can be accepted by ourselves or our representatives.
Any information in this brochure does not constitute advice and should not be acted upon
without taking professional advice.
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