
Home is where the wealth is
Richard Northedge examines the pros and cons of equity release and 
looks at how it has become an alternative to downsizing  or pension-
raiding for the asset-rich, income-poor

The UK government’s recent White Paper, Fixing 
Our Broken Housing Market, seeks ways in which 
ageing homeowners with surplus space can 
downsize to improve their quality of life (and to free 
up property for couples). The equity-release sector 
has another solution for older owners: stay put and 
utilise the surplus property equity.  

A record £2.15bn of housing equity was turned into cash 
through lifetime mortgages last year, but that is small fry 
compared with the US or mainland Europe where realising 
property equity is an established part of retirement finance. 
The UK market is still blighted for many by past mis-selling 
scandals, a perception of high cost and a fear that the elderly 
will lose ownership of their homes. 

The equity-release providers have, therefore, cleaned up 
their act. “Home-reversion plans” – sale-and-leasebacks in 
which the provider takes a share of the property ownership 
– are now a very small share of the market. Modern equity 
release involves a loan, secured on the home. So, as with 
a conventional mortgage, the title (and any uplift in value) 
remains with the borrower. But whereas the occupier pays 
ongoing interest on a conventional property loan, the 
interest on an equity-release mortgage rolls up. Instead of 
borrowing capital to buy a property and servicing the loan 
from income, equity-release borrowers withdraw their own 
capital, frequently using it as income. The principal is repaid 
at death when the property is sold. The US calls such release 
schemes “reverse mortgages”.

Average equity-release mortgage rates fell below 6 per cent 
last year. But rolling up such rates compounds very quickly: 
£100 borrowed at 6 per cent will become a £200 debt in 12 
years – £400 in 24 years. So while the lenders do not take 
an ownership stake in the home, the equity soon passes 
to them as the interest clocks up.  And, not surprisingly, the 
proportion of the property value that can be borrowed is low 
– and the younger the borrower, the lower the loan-to-value. 

While in legal terms, an equity-release mortgage looks much 
like any other, the business model is more actuarial than 
banking. Equity-release lenders do not worry about loan-

to-income ratios, security of employment or credit scores 
because the borrowers will not be servicing the debt. The 
key questions are property value and life expectancy.

So while an 85-year-old can borrow half the house value, 
someone a decade younger can expect just 40 per cent; at 
65 the loan is only 30 per cent and a 55-year old will get only 
just above 20 per cent. Do not even bother applying if you 
are younger than that – and do not expect much more than 
50 per cent, even if you are 100.

That actuarial model means that most equity-release 
mortgages come from life insurance companies. While 
external finance is now on offer, the lenders historically used 
annuity assets. Those banks that did give lifetime loans, 
including Northern Rock, dropped out after the financial 
crash, as did the Prudential. But Aviva has been lending since 
1991 and leads a market that includes LV and Aegon. Legal & 
General joined the market in 2015 followed by the OneFamily 
mutual. Big brokers include Key Retirement, which arranged 
more than a third of last year’s loans, and Bower Retirement. 

Regulation was toughened up after the scandals and 
criticism. The Financial Conduct Authority’s rigorous 
mortgage rules cover equity release too, although the 
watchdog now worries that overzealous policing has 
prevented growth. It introduced this year a Conduct of 
Business (Lifetime Mortgages) Instrument that will make 
loans easier and allow more flexible disclosure. But equity 
release remains subject to both lending and life insurance 
supervision, including Solvency 2. A Prudential Regulation 
Authority (PRA) consultation that closed last month (March)
is concerned about  insurers matching fixed-rate mortgage 
assets against their liabilities  for undefined periods – 
although it recognises that there can be a “good match”. 
The PRA is also worried about mortgages bundled into 
securitisation packages when they cannot be valued or 
given credit ratings, but as borrowers cannot default on 
payments, mismatching is the biggest risk to what should be 
a profitable business.  

The mortgage lenders claim to go further than statutory 
regulation, insisting that borrowers take financial advice and 



seek an independent valuation. Their trade body, the Equity 
Release Council, has a code covering all members. Lenders 
also provide a “no negative-equity guarantee”, promising 
that the loan will never exceed the building’s value. Those 
guarantees also worry the PRA, which wants to know what 
assumptions are being made on customers’ health and 
future property prices.

Lenders have no recourse to the homeowners’ other assets 
so they must ensure that there is still equity in the property 
when the owner eventually dies. The 65-year-olds who 
borrowed the maximum £150,000  on a £500,000 home 
would have a £300,000 debt at 77 – and owe £600,000 
if they lived to 89 (and £1.2m if they reached 100.) If house 
values rose at the same rate as the interest compounds, the 
owners’ equity would keep pace with the loan, of course.

But in reality, the property market leaps ahead then retreats 
while a fixed-rate loan rises relentlessly and regularly – and, 
over the past decade, the compound annual growth in UK 
house prices has been less than 2 per cent. So the owners’ 
equity is steadily eroded. That said, no negative-equity 
guarantee has ever been triggered. 

The sums are further complicated because most borrowers 
take a series of regular loans to use as tax-free income, rather 
than a lump sum. Any existing mortgage must be repaid 
when taking an equity-release loan and some people do 
raise capital to pay off other debt, finance improvements or 
fund a dream holiday, but 62 per cent of plans agreed last 
year were for regular drawdowns. So the 65-year-old eligible 
to borrow £150,000 might not reach that limit for many 
years, and each tranche could be at a new fixed rate, making 
the calculations complex. Rising property values may allow 
additional borrowing later, but there can be steep penalties 
for early repayment. 

The scope for equity-release schemes to grow rapidly seems 
good when such a large proportion of the UK population 
owns homes with values inflated by cheap borrowing and 

a shortage of properties. More than two-thirds of home-
owners aged over 65 have no mortgage. The average age of 
last year’s new customers was 72 and, while retirement ages 
are rising, so is longevity. Their average loan was £78,000 
but the London average was almost double that. At present, 
the south-east, including the capital, accounts for most of the 
money lent. 

Hopefully, a bigger market will encourage more entrants, 
greater competition and product innovation. Some new 
fixed-rate loans are available for around 4.5 per cent. Already 
there are hybrid loans, part variable rate, part fixed, plus an 
inflation-linked rate. But lenders still shun some properties, 
including freehold flats or council homes in blocks higher 
than four floors.   

The UK’s attitude to debt has changed. Poor saving and 
annuity rates might mean that exploiting new rules to raid 
the pension fund is a first call for the asset-rich, income-poor, 
but liquidating the property equity will appeal to many. And 
the family need not know that their inheritance is being 
steadily spent.

On the other hand, equity release can allow the Bank of 
Mum & Dad to help children onto the property ladder. 
Even the government White Paper concedes the difficulty 
in asking the elderly to downsize: encouraging them to 
redistribute their wealth into the economy may be an 
attractive alternative.  
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Find out more about our Equity Release qualification on 
our website: libf.ac.uk/cerer 

http://www.libf.ac.uk/study/professional-qualifications/mortgage-advice/certificate-in-regulated-equity-release-(cerer)

