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21 things you must know before
you consider equity release
There are many reasons why you might consider releasing equity from
your home using a Lifetime Mortgage.
However, it’s a big decision that will affect both you and your family.
We want to make sure you consider every possible angle before you
decide whether a Lifetime Mortgage is right for you. That’s why we’ve put
together this guide, highlighting the things you need to consider before
you take the plunge.

Important info
Please note, this guide deals
with Lifetime Mortgages.
To understand the features and
risks, ask for a personalised
illustration.

Let’s start with the basics…
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What is a Lifetime Mortgage?
Unsurprisingly, equity release is the generic term for releasing equity from
your home. There are two ways of doing this:
1.

A Lifetime Mortgage

2.

A Home Reversion Scheme

In this guide we’ll focus on Lifetime Mortgages, the most popular way of
releasing equity from your home.

How can we help?
Once we understand more
about your circumstances, we’ll
recommend the option that is
right for you.

There are essentially two types of Lifetime Mortgage:

Lump Sum
As the name suggests, this option provides you with a
tax-free lump sum for you to use as you wish.
A debt equal to the amount of money released, plus
any charges, is secured on your home.
You make no monthly repayments. However, interest is
still charged and added to the amount you owe.
The debt (the original amount you have borrowed,
plus accumulated interest) is repaid when you sell the
home. That might be if you and your spouse or partner
move permanently into care, or when you have both
passed away.
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Drawdown
This option gives you more flexibility, allowing you to
draw down money up to an agreed maximum. This will
be in stages, as and when you need it.
It is often used by people who don’t need a lump sum,
or who need to supplement their income.
Again, the money released is tax-free and you make no
monthly payments. Compound interest is charged on
the amount you have drawn down.
As with the lump sum option, the debt is repaid when
you sell your property, either because you and your
spouse or partner both need permanent care, or you
have both passed away.
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A note on interest
As with all mortgages, interest is charged on the amount you owe.
The interest rate is either fixed, meaning that it won’t change for a set
number of years, or variable, meaning that it will rise and fall periodically.
However, unlike ‘traditional’ mortgages, most Lifetime Mortgages do not
require monthly repayments of interest or capital. Instead, the interest is
added to your debt. Naturally, this means your debt increases over time,
eating into the remaining equity.

How can we help?
If a Lifetime Mortgage is right
for you, we’ll recommend the
most appropriate product after
explaining the advantages and
disadvantages of both fixed and
variable rate options.

The following table shows an example of how much you might owe in
years to come if you borrow £45,000 on a Lifetime Mortgage.
The amount owned for different
rates of interest

The number of years since you
took out the Lifetime Mortgage
4%

6%

5

£54,749

£60,220

10

£66,610

£80,588

15

£81,042

£107,845

20

£98,600

£144,321

25

£119,962

£193,134
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Key facts

Age

Property

Responsibility

Lifetime mortgages are aimed
at older generations. To qualify,
you must be a certain age
(usually 55).

Lifetime Mortgages are usually
only available on your main
home. However, some lenders
will consider Buy to Lets.

You are still responsible for
maintaining your home as well
as paying the utility bills and
council tax.

Value

Mortgage

Loan

Typically, your home must
have a minimum value, around
£60,000, to be eligible for a
Lifetime Mortgage.

Ideally, you will be mortgagefree. However, Lifetime
Mortgages can be used to repay
interest-only mortgages.

Every Lifetime Mortgage
provider will have a minimum
and maximum amount that
they will offer you.

Now you know what a Lifetime Mortgage is, how interest is charged and the basics, here are the 21 things you
need to consider before you sign on the dotted line.
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The essentials
1. What can it be used for?
The money you release from your home is tax-free and yours to do what you like with. Some of the most common
uses include:

Home
improvements
Repaying an
interest-only
mortgage

Buying a
new car

Paying for life's
luxuries

Home

Repaying
debt
Supplementing
your income

Making a
financial gift

Helping
children or
grandchildren
onto the
property
ladder

2. Avoid borrowing to invest
The money you release from your property is yours to spend as you wish. However, using it to invest is generally
not recommended, except in rare circumstances where the aim is to try and mitigate Inheritance Tax (IHT)
It is unlikely that your investment will return more than the interest you pay. Furthermore, all investments carry
varying degrees of risk to your capital.
You should also be wary of releasing money then falling victim to an investment scam which promises high and
potentially guaranteed returns.
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3. Consider the alternatives
How can we help?
Borrowing money via a Lifetime Mortgage is a big step; it will reduce the
equity in your home and consequently cut the amount you can leave to
your loved ones when you die.
You therefore need to consider alternative options before proceeding.

We will help you consider the
alternative options, which
might be more appropriate than
a Lifetime Mortgage.

For example, if you want the repay unsecured debt, through methods
such as personal loans, credit cards and so on, it might be more sensible to review your spending habits. You
might find that cutting back in certain areas means that you can repay your debt out of income over a period of
time, rather than through releasing equity from your home.
If you are considering a Lifetime Mortgage so you can make a large one-off purchase or improve your home, you
might be better off taking money from your savings or investments. Alternatively, the Pension Freedoms rules
now mean you can take money more flexibly from your pensions.
If you need to pay for repairs or changes to your home in order to adapt it to your current needs, your local
authority or certain charities might be able to provide financial assistance.
Finally, you might be considering a Lifetime Mortgage to supplement your existing income. Before you do, you
should consider the alternative options: budgeting more carefully, increasing the income you are drawing from
your pensions, savings and investments and checking whether there are state benefits you qualify for but aren’t
yet claiming.
We aren’t saying that a Lifetime Mortgage isn’t the right solution; for some people, it may well be the most
appropriate option. However, you should consider all other options before proceeding with a Lifetime Mortgage.

4. The downsizing dilemma
It may also be possible to release equity from your home by downsizing to less expensive property.
This option means you won’t pay interest on a Lifetime Mortgage and may mean you are able to move to a
property that’s more manageable as you get older.
There are of course disadvantages to this option. Moving home is stressful, you will pay fees, and you will
naturally have an emotional attachment to your home. However, in common with other alternatives, it should be
carefully considered before you move ahead with a Lifetime Mortgage.
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5. Is now the right time?
How can we help?
The earlier you take out a Lifetime Mortgage, the greater the interest you
will accrue; reducing the equity in your property when it is finally sold.
As a rule of thumb, the longer you can delay taking a Lifetime Mortgage
the better. That’s why it’s so important to consider alternative options;
they might help you achieve your objectives without the need to build up
a significant debt.

We’ll help you understand
whether now is the right time to
apply for a Lifetime Mortgage.
We’ll show you the implications
of proceeding now, as well as
the alternatives available.

6. How much can you release?
How can we help?
The amount you can borrow will depend on several different factors,
including your age and the value of your home.
Each Lifetime Mortgage lender is different; two different providers may
offer different amounts to the same person.

7.

How much do you need?

Compound interest will be charged on the amount you borrow. This will
build up over time, gradually eating into your remaining equity.

Once we’ve confirmed that
a Lifetime Mortgage is right
for you, we can help you
understand how much you
can release.
We’ll also use sophisticated
financial forecasting software
to calculate exactly how much
you need, ensuring you don’t
borrow more than is necessary.

That means you shouldn’t borrow more than you need to achieve your
objectives. If possible, consider drawing the money down in stages to
reduce the amount of interest added to your debt.
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8. Choosing the right product
How can we help?
Every Lifetime Mortgage provider will offer a range of products; some with
fixed interest rates, others variable.
The natural temptation is to choose the product with the lowest interest
rate. However, fees and charges must be factored in. Many of the products
with the lowest interest rates have the highest fees.

We’ll search the whole market
and recommend the right
Lifetime Mortgage provider and
product for your needs.

You must also consider whether a fixed or variable rate product is right for your circumstances.

9. Can you repay the debt early?
While you need money now, your circumstances could change in the future. You might want to repay some, or all,
of what you have borrowed.
It is important to understand whether your Lifetime Mortgage will allow early repayment and, if they do, the
penalties you will have to pay.

10. Can you move to a new home?
Hopefully you are very happy in your current home and will live there for many years to come.
However, things may change. Your health might deteriorate, meaning you will need to move to a different
property. Additionally, you must consider whether the death of your spouse or partner would make upkeep
difficult. Flexibility is important, and you need to understand whether your Lifetime Mortgage provider will allow
you to move home, as well as the costs and other implications.

11. Does the lender offer a
no negative equity guarantee?
As the interest builds up over time, you may find that you owe more on
your Lifetime Mortgage than the value of your home. The possibility of
this happening will increase if the value of your home falls.

How can we help?
We’ll only ever recommend
Lifetime Mortgage lenders
who offer a no negative equity
guarantee.

You should check that your Lifetime Mortgage provider offers a no
negative equity guarantee. Most do, but you should check anyway.

12. Do you need to involve other members of your family?
A Lifetime Mortgage will reduce the equity in your home and consequently reduce the size of your estate when
you die.
This might not concern you. However, you might decide you need to consult members of your family to get their
views and help them understand that they will inherit a smaller amount in the future.
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The things you may have missed
13. Will your state benefits be affected?
How can we help?
Turning equity into a lump of cash might seem attractive, especially if you
are struggling financially.
However, you could be doing more harm than good, especially if the state
benefits you are currently entitled to are means-tested.
Before you proceed with a Lifetime Mortgage application, you should
consider the affect it will have on your entitlement to state benefits.

We will always consider how
your state benefits will be
affected by releasing equity
from your home before
recommending a Lifetime
Mortgage.

Furthermore, understanding and then claiming the benefits you are entitled to might mean you don’t need
to release equity from your home.

14. How will your tax position be affected?
The money you release from your home will be paid to you tax-free.
However, your tax position could change depending on what you do with the money.
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15. Will you still be able to pay for care?
How can we help?
Every year, thousands of elderly people find themselves in need of
permanent care.
If you have assets over £23,250, you will need to pay for this care yourself,
typically using income, savings, investments and, of course, the equity
in your home. If you have a debt in the form of a Lifetime Mortgage,
the amount of money available after your home has been sold will be
reduced.

We will make sure you
understand the implications on
your ability to pay for care if you
take out a Lifetime Mortgage.

Naturally, this will affect your ability to pay for your own care and may mean you become reliant on the local
authority sooner than would have otherwise been the case.

16. Consider the impact of falls in house prices
Over the past few years, house prices have risen considerably. However, there have been periods where they
have fallen sharply.
As your debt increases with the addition of interest, any fall in house prices will further reduce the equity in
your home; decreasing the amount you leave behind when you die or the amount you release when you sell
the property.
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About your adviser
17. “Are you a specialist?”
Deciding to release equity from your home, and then selecting the right Lifetime Mortgage product, involves a
series of complex decisions which will affect you and your family for many years to come.
You need a specialist adviser in your corner; one who has the necessary qualifications, a detailed understanding
of the market and experience in working with people like you.

Yes

OUR
ANSWER

IDEAL
ANSWER

Yes, we specialise in helping
people understand whether
equity release is the right
option for them.

18. “Are you a financial planner?”
Ideally, you should take advice from a financial planner. A financial planner will consider all aspects of your
finances, including your savings, investments and pensions, as well as advising you on Lifetime Mortgages.
This holistic style of planning is vital when considering whether a Lifetime Mortgage is the right option for you.

Yes

OUR
ANSWER
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IDEAL
ANSWER

We are Chartered
Financial Planners.
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19. “Can you use every equity release provider?”
You should work with an adviser who has access to all Lifetime Mortgage lenders.
Working with an adviser who can consider the whole market is the only way of guaranteeing you get the right
lender and product for your circumstances.

Yes

OUR
ANSWER
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IDEAL
ANSWER

Yes; our independence means
we can search the whole of
the market to find the right
Lifetime Mortgage for you.
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20. “Are you a member of the Equity Release Council?”
We recommend only working with advisers and planners who are members of the Equity Release Council.
To become a member of the council, an adviser or planner must be suitably qualified and meet rigorous
standards. Once a member, they must then follow guidelines to protect you, the consumer.

Yes

OUR
ANSWER

IDEAL
ANSWER

Yes; Ergowealth is a member
of the Equity Release Council.

21. Do you offer all Equity Release options?
While we have focused on Lifetime Mortgages in this guide, principally because they are the most popular way of
releasing equity, there are other options available. It is important you work with an adviser or planner who can
consider all possibilities, ensuring you get a solution that is right for you.

Yes

OUR
ANSWER
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IDEAL
ANSWER

Yes; Ergowealth can offer every
type of Equity Release product
and will ensure you get the
right solution for your needs.
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Important decisions
From time to time we are forced to make potentially life-changing financial decisions.
Buying your first house, changing jobs and deciding when to retire are three examples.
Deciding whether to release equity from your home is another. However, unlike the other decisions, this one will
affect other members of your family. Whilst it has the potential to enhance your current financial position, it will
simultaneously reduce the amount your family will inherit.
That’s why you need an expert in your corner, standing shoulder to shoulder with you to help you make the right
decision.
That’s exactly what we do for our clients.
If you are considering Equity Release or a Lifetime Mortgage, we would
be delighted to advise you. The first step is to contact us by calling
01628 300230 or emailing info@ergowealth.com
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 www.ergowealth.com
 info@ergowealth.com
 Derwent House,
Dedmere Road
Marlow,
Buckinghamshire
SL7 1PG.

Ergowealth Ltd is an appointed representative of Sanlam Partnerships Limited which is authorised and regulated
by the Financial Conduct Authority no. 596690. Ergowealth Ltd Registered in England and Wales. Reg. No. 8302405.
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