EQUITY RELEASE ROUNDTABLE

Helen Morrissey talks to a panel of experts about how they expect the equity release
market to develop.

Helen Morrissey: Welcome to the
Retirement Planner equity release
roundtable. Patterns of retirement
are changing and as they change
there s an increasing role for eq-
uity release. We re seeing a pat-
tern where more people enter their
retirement years with outstanding
mortgages and debt on their credit
cards etc. How can equity release
help people to manage their situ-
ation?

Roger Hillier: One of the aspects
that is really evolving is how people
are using the money they receive
from equity release. If you look back
at how the money was being used,
say, ten years ago and whats hap-
pening today, there are some differ-
ences. People are using a lot of the
money, not all of it, but some of it,
for repaying existing debts. | think
that says quite a lot about what is
happening with peoples personal
nances.

Andrea Rozario: | think that the
attitude to debt is vastly different
now compared to what it was. So
we re seeing more and more people
in debt and equity release can be a
viable option.

Georgina Smith: 1d support what

Roger was saying. About 50% of
mortgages that we sell have a loan
to be cleared. However, as Roger
says, the money people get from
equity release is not only being used
to clear the debt, they re using it for
other things as well. However, the
primary reason is to come and clear
that mortgage that they don t want
to pay any more or cant afford to

pay.

Simon Smith: | think a lot of people
are entering retirement in debt and
a lot of that was to do with the fact
that mortgages haven t really been
properly whats the word | m look-
ing for

Andrea: Advised?

Simon Smith: they didnt come
within the realms of the Financial
Services Act. Banks and building
societies really werent interested
whether people could afford them
after retirement date, they just set
a time limit, or no time limit at all,
without asking the question. That
shouldnt happen with the way
things are being done now, so may-
be there wont be so much of it in
the future.

David Wright: | think equity release

will get bigger and bigger. | think
a time-bomb that is waiting to
happen is endowment mortgages.
| dont just mean the shortfalls, |
mean the people who have sur-
rendered them and then done ab-
solutely nothing. Now they have an
interest-only mortgage and they re
going to get to a point where the
lender says Well the 25 years is up,
what are you doing? and they won t
have a clue what happens next. |
think there s worse to come.

Andrea: Its childrens debt as well
though, isn t it, which | think is even
worse. That s where you ve got to be
extremely careful, because the ben-
e tis not necessarily for the actual
consumer.

Simon Little: Were witnessing a
cultural shift in attitude to debt
and how individuals view property
which we re only just beginning to
see play out. If | had £1 for every
time | either read or heard somebody
say They see their property as their
pension over the last 10 years? |d
be a wealthy person. Something like
25% of all new mortgages transact-
ed over the past year, were interest-
only in some shape or form. Clearly
some of those people are banking
on house prices accelerating over

the next 20 or 25 years with a view
to downsizing in order to release a
lot of equity. If that doesnt hap-
pen to the degree that they envis-
aged then what other options have
they got? Equity release is going to
be a vehicle that will help many of
these individuals manage their debt
through into retirement. So | think
we re seeing some quite interesting
dynamics which will play out over
the next 10 years.

Roger: | see equity release becom-
ing a bit of a get out of jail card
for many people. Yes, theres a lot
of money being passed on to chil-
dren, they Il inherit that and that
will help them get on the property
ladder but what happens then? |
just think with my own children,
one day they Il probably be buying
a property and they Il probably get
some sort of small deposit | imagine
from me but whats going to hap-
pen with their children?

Andrea: The problem is we just
never know what s round the corner
do we, especially with house prices.
Nobody expected the house prices
to increase quite so much over the
last decade, | certainly didn t.

Helen: Okay we ve been focusing

36 March 2008

36-38,40-42,44_RoundT_March08.in36 36

www.retirement-planner.co.uk

[}

Retirement Planner

21/2/08 4:32:00 pm



i <

Simon Smith: You ve got ) treat your home as just
another asset class

mainly on the debt aspect of eg-
uity release, but there are other
ways that equity release can be
used. I m thinking in particular of
things like IHT planning and pen-
sion top ups. How can we see these
new ways of using equity release
developing?

David: | think there needs to be a bit
more openness if that s going to be-
come mainstream. | think there are
IFAs out there doing exactly what
you ve just described, but because
they ve come up with this strategy
they re quite understandably keep-
ing it to themselves. None of the
product providers seem to have an-
ything really concrete to say on the
subject. | know Stonehavens come
out with some useful little iers on
both those subjects, but not with
any enormous detail of how to go
about it. Having been an IFA for a
long period of time, whenever | hear
of any moderately good idea, the
thing that s always on your mind is
compliance and how do you put it
across in a compliant manner.

It can be very frustrating that we re
all inventing a wheel individually. If
we could get together and deter-
mine the best way of doing things,
with the help of compliance people
and so on, then thats got to be a
major untapped part of the market.

Georgina: What you would start to
see is equity release being used as
a sensible thing to do when you re
looking at your retirement plan-
ning. We re seeing a lot of growth
coming from IFAs, the nancial
planners that are now using equity
release alongside pensions and in-
vestments, and therefore now using
the property as part of the retire-
ment planning process.

That to me is a really good use of

equity release and it may remove
some of the stigma that s associated
with equity release at the moment,
because consumers are making edu-
cated positive choices about how to
use their property alongside pen-
sions and investments.

Simon Little: There is an education-
al need here, and the starting point
for this is to educate consumers to
begin to see their property as an as-
set, just as you would your pension
fund. If that becomes more main-
stream thinking, then companies
will develop tools and the systems
and implement the compliance rig-
our to support this thinking, to say
to people youve got these two/
three, asset pools, for example their
accumulated pension fund, savings
and of course the value of their
property. For most people it would
be whats tied up in their property
is their largest asset on retirement
and the question is, How do | access
that and what are you going to do
with that?

David: Another barrier of course is
there are inheritance tax (IHT) spe-
cialist IFAs out there who don t be-
lieve in equity release.

Georgina: Because they dont un-
derstand it.

Andrea: The actual concept of equi-
ty release is reasonably easy to work
out. Its the advisers who have spe-
cialised in equity release that can
utilise equity release and inherit-
ance tax to ensure that their clients
are making the most out of their
estates. What we ve got to do is to
get the FSA to understand that.

David: There s a reason why the in-
heritance tax part of equity release
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is a small part, and that s because of
a lack of understanding and fear of
compliance. It can be a lot bigger.

Roger: Certainly in inheritance tax
theres a general lack of market
awareness anyway. If you look at
how many people actually make
inheritance tax planning provision, |
would ve thought it was a very small
percentage. So there is signi cant
potential to include equity release
in the raft of possible inheritance
tax product solutions.

David: There must be an awful lot
of those people who will come into
the category of high net worth but
dont have suf cient sums of cash
to pass on. They might have a mil-
lion pound house and a £100,000 in
the bank, but they cant afford to
give it away. Equity release can pro-
vide funds for tax ef cient invest-
ment or gifting.

Simon Smith: | want to go back to
the idea of using it for pensions, be-
cause on the face of it that sounds
absolutely fantastic. However, |ve
run some calculations up there and
you re looking for a very speci ¢
person to do that. For one, it re-
ally doesnt make any sense unless
they re a 40% tax payer, so you ve
got to be a substantial 40% tax-
payer to do an equity release to get
that much cash put into your pen-
sion plan. You ve got to be a big old
earner and if hes a big old earner
he s probably been stashing it away

for years.

Andrea: | think the larger markets
are the people that want to utilise
equity release on an ad hoc basis or
a draw-down basis. They want to
supplement their income, or they
want to help their children and
their relatives, or they want to just
improve their lifestyle. Thats the
larger end of the market.

Simon Smith: Yes, but Simon s right
in as much as youve got to treat
your home as just another asset
class and thats the key to it. Once
you see it as just an asset and not as
something that you ve fallen in love
with, it becomes clear.

Simon Little: | think youre right,
and | dont think were there yet.
We havent uncoupled the emo-
tional tie to properties that we have
in this country. But thats where
we re heading increasingly you hear
the phrase the kids have spent my
income, I'm going to spend their
inheritance, being used and we are
seeing a really different attitude to
retirement which in part is being
driven by the baby boomers that are
just coming up to retirement.

Andrea: | was talking to an adviser
the other day and | asked him if he
dealt with equity release. He said no
and when | asked him why he said, |
don t agree with it.

Simon: Because?

Simon Little: There is an educational need here...
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Andrea: Why don t you agree with
it?, Just dont, But why?, Just
don t. That to me is so frustrating,
because that is him imposing his
feelings onto his customers. He s re-
moving a choice from his customers
because he doesn t believe in equity
release, and that should not be al-
lowed.

Simon Smith: |ve got a case right
now, where a 73 year old woman
needs to do equity release to keep
her home, and the solicitor is writ-
ing her a letter to say that shes
doing the wrong thing and that
she should go into an old people s
home.

David: Shes 73?

Simon Smith: Yes.

David: Reasonable health?
Simon Smith: Yes.

Andrea: Hes getting into realms
that he shouldn t be getting into.

Simon Smith: Oh absolutely, Ive
made it perfectly plain to my client
that he shouldn t be giving her that
kind of nancial advice. | m also go-
ing to be telling him that.

Roger: | think one of the things we
should mention is the biggest sin-
gle reason people use equity release
is to improve or adapt their home.
This indicates they want to main-
tain it as their main residence and
continue living in it for as long as
possible. This should be reassuring
for product providers as enhanced
properties will maintain or improve
their relative market value.

Andrea: The other thing is care in

IFA Pro les

Mike Lewis is the business development manager
for Equity Release Solutions

Mike has specialised in the equity release market for
some Ve years previously being the operations man-
ager with NHFA Ltd. His role involves supporting the
team of specialist advisers and development of pro-
fessional business connections for the broker referral
service offered by ERS in addition to their direct to
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Income Plans (SHIP)

Andrea set up Rozario Harris and Co Ltd an independ-
ent, whole of market IFA specialising in the equity re-
lease market in 2004. She ran the company until her
appointment as director general of SHIP in October
2007. Andrea heads SHIP s management board, and
manages the execution of decisions from the main
SHIP board. She began working in nancial service 15
years ago and is already well known as a knowledge-

able and passionate spokesperson for equity release.

Simon Smith is a nancial planner at Independ-
ent Retirement Strategies

Simon Smith has specialised in retirement planning
and equity release for around eight years. He set up
Independent Retirement Strategies around ve years
ago with the speci c aim of enabling people to access
good quality advice. He believes his customers appre-
ciate having an equity release specialist in the local
area rather than having to go via a national IFA or
product provider.

David Wright is managing director of Sixty Plus
David has worked in nancial services for nearly 20
years and, after spending his formative years working
for a major building society, established his own rm in
1995. Following a decade as a general practitioner IFA
he decided to specialise in equity release having seen a
steady increase in demand for advice.

Sixty Plus has made good progress in working with a
growing number of IFA rms who don t want to advise
on equity release but instead refer to a specialist.

the home. | think care in the home
is going to be a large part of the
market going forward, because as
were living longer its inevitable
that we re going to have more peo-
ple in ill health for longer. If you
have the option of staying in your
own home rather than moving into
what s currently available with re-
tirement homes etc, | think the ma-
jority of people would prefer to stay
at home.

Simon Smith: It could well be a
much cheaper option too and bet-
ter for a lot of people.

Helen: Do you think if there was
more emphasis on the positive
aspects of equity release that it
would be more popular?

Roger: | feel its dangerous to ad-

vertise the holiday aspect of it

Andrea: Well | disagree with that
because what were doing then is
were pigeon-holing people and
we re putting them into this cat-
egory of they re not responsible for
making their own decisions.

Simon Smith: | do a lot of adver-
tising and | just would feel uncom-
fortable if | say do this and have a
cruise of a lifetime.

Mike Lewis: It needs to be a bal-
anced view, doesn t it?

Andrea: It has got to be a balanced
view, yes, but | dont think its for
us to determine and to tell people
what they should do with their
money.

Roger: We ve got one lovely story
of a customer that wanted to bor-
row about £15,000 to buy a camper
van to go round Europe. Providing
all the alternative funding sources
have been explored, why shouldn t
a customer release equity to spend
as they choose?

Georgina: Our average age is 62,
they re not vulnerable, theyre not
senile, they re 62 year olds. Its all
about making informed decisions
about how they want to live their
retirement.

Roger: Its interesting, an average
age of 62, thats a lot lower than
| d expect.

Georgina: It is, well because we
were the rst to launch at 55, we
picked up a lot of that backlog in
the early days, so the book may
get older over time. We also see
younger clients selecting to pay the
interest while say one of them is
still working.

Roger: Its a bit worrying in some

ways that that average age is com-
ing right down.

Georgina: These people are used to
debt, theyre less inclined to want
to leave an inheritance and they
are fully informed in their decision-
making

Andrea: We re back to people being
able to make informed decisions,
theyve got to be able to satisfy
their existing needs, but keep an
eye on the future. We dont know
how long we re going to live so its
balancing that up with the respon-
sible attitude.

Helen: | know the numbers of peo-
ple using equity release is growing,
but I still think a lot of people are
remaining hesitant. | remember
going to a roundtable, and Jayne
Almond from Stonehaven was say-
ing that she doesnt see why the
equity release market shouldnt
be ten times the size it is. | was
wondering why you think people
remain hesitant.

David: Personally | think its almost
all reputation. There may be the odd
solicitor and the odd IFA who's got
a bee in their bonnet about it and
try to talk people out of it, but |
don t think they re the big problem.
| think the biggest problem is that
people read things about it in the
paper and that puts them off even
speaking to anybody about it.

Simon Little: | think we re about to
enter a bit of a golden period for
equity release. If you consider that
the sub-prime market has all but
dried up and the likelihood is the
buy-to let market will follow. With
two big markets like this no longer
providing the source of income for
IFAs and lenders that they once did
then they will need to look to other
markets with real growth potential
to move into. Equity release has to
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