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Agenda.
1. The SHIP Discussion Paper –Introduction.
2. The evolving market and changing customers.
3. Demand issues.
4. Supply issues - Ernst and Young research.
5. Distribution issues.
6. Delivering change  - a joint effort.
7. The Future of the equity release market.
8. Next Steps.



SHIP Discussion Paper – Why 
now?

ONE

Changing Society:

Longer reliance on 
pensions

Extended working 
years

Increased burden on 
the state

Increase in debt

Changing family 
structures                      

TWO

Impact of the credit 
crunch/customers:

Income from savings

Pensions reduced

Decreasing house 
prices

Lack of confidence

THREE

Impact of the credit 
crunch/providers:

Funding issues

Risk factors

Profitability

Customer demand



What do we mean by 
“equity release”?
Confusion surrounding the term 

“equity release”.
Why was SHIP formed?
What does the regulated equity 

release market look like today?
An evolving market?



The Evolving Market ?
Customer Needs

1 Those with long term care needs and ineligible for 
state funded care due to the value of their 
assets. Faced with choice of moving into 
residential care, or paying for care at home.

Using equity release to 
fund care at home and 
avoid a forced move to 
residential care

2 Vulnerable, older, very low income and no other 
assets. Possibly in debt.

Necessity and “last 
resort” purchase

Older, low income and no other meaningful assets, 
living costs becoming a burden

Struggling to manage and 
need help to do so

4 Newly retired, adequate pension income and 
reasonable assets, but high expectations. 

Maintaining standard of 
living

5 Approaching or in retirement with good pension 
income and range of assets. Financially 
comfortable and capable.

Improving lifestyle, 
aspirational purchase

6 High income, large asset portfolio. Approaching 
retirement age. Strategic use for ER based on 
financial advice.

Tax and estate planning

2

3



Demand Issues.



Supply side research findings
SHIP discussion paper launch 



Equity Release – the Supply Side

► SHIP standards include important 
safeguards or “guarantees” 
designed to protect the equity 
release customer.

► These safeguards and guarantees 
introduce unique challenges for 
providers of equity release (e.g., the 
No Negative Equity Guarantee)

► Issues connected with design, 
funding and management of equity 
release products are the “supply 
side issues”.

► Supply side issues may act as 
constraint on willingness to enter 
the market as a product provider, 
funder or risk taker.

► Provision of 
funds to 
release to 
customers

Risk

Capital

► Adequate 
return for the 
risks

Supply 
side 

issues
► Regulatory 

capital 
requirements

Profitability

Funding

► Market (HPI)
► Demographic 

(longevity)

► Capital to
finance growth



Equity Release Supply & Demand Chain

Funders CustomerIntermediariesProviders



Research & General findings

Research
► Research was based on the views 

of 19 interviewees covering a range 
of institutions.

► Objective of research:
► Extent to which supply issues were 

viewed as a constraining force on 
equity release market

► Identification of specific issues 
experienced

► Extent to which these issues are 
viewed as short term or long term 
issues

► Identification of ideas & 
opportunities for improvement

General findings
► Supply side issues were considered 

a constraint on the development of 
the Equity Release industry. 

► Supply side issues mainly arise 
from:
► Nature of the products and the 

important customer safeguards
► Current financial market conditions

► The two key issues are:
► Funding (key short term concern)
► Profitability given long term risks and 

guarantees (key long term concern)

► A number of opportunities for supply 
side improvement were identified



Funding

► Funding was considered the most pressing concern for 
many organisations

► Annuity funds seen as the most natural funders given type 
of liabilities but a range of views exist.

► Key reasons from research include:
► Financial market conditions and reduced lending capacity
► Returns on alternative assets
► Lack of understanding of the investment of the asset
► Insufficient scale and resource to analyse
► Longer term concerns about risks (e.g., NNEG risk) and levels of 

return



Funding

Which are the  most important issues for funders? 
Ratings out of 10 (Lowest, Average, Highest)
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Risk

► Risk is considered a significant issue for the development of the 
equity release industry

► Risk issues are however seen as inherent features of the market 
given the current customer safeguards and guarantees in products

► The NNEG risk is considered the most difficult of the risks acting as 
the biggest constraint on potential funders, providers and reinsurers

► Key concerns include the level of understanding of these very long 
term risks and the appropriate financial treatment

► Annuity funds were mentioned as the most “natural” holders of these 
risks, although others thought that no single type of institution is 
suitable for holding all the equity release risks



Risk

Which factors cause the biggest risk issues? 
Ratings out of 10 (Lowest, Average, Highest)
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Capital

Capital is referring to:
► Requirements for regulatory capital
► Capital to finance growth of the provider’s business

From the research:
► Some  (but not all) institutions consider capital to be a significant 

issue for the development of the equity release industry
► Capital requirements vary according to type of institution and the 

circumstances of individual firms
► A number of institutions expressed detailed technical concerns – for 

example, using internal models to assess capital requirements due to 
lack of available data

► For some the need to raise capital to finance organisation costs 
through funding arrangements was crucial to the business model.



Profitability

The profitability challenge is how to structure and price a product that 
provides an appropriate reward to the provider’s shareholders but which:
► Take account of funding, costs, risk appetite and capital requirements
► And is competitive in the market and attractive to consumers

From the research: 
► Over half the interviewees consider profitability to be a significant 

long term issue
► Key factors include the cost of the NNEG risk, the level of the funding 

costs and approaches to pricing for guarantees
► There are a number of concerns about the technical aspects of 

financial reporting and profit recognition



Profitability

Which factors cause the biggest profitability issues? 
Ratings out of 10 (Lowest, Average, Highest)
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Opportunities

► Education
► Need for continuing education program around equity release focused on 

potential providers and funders (as well as consumers)

► Increased research and debate on technical issues, for example
► The NNEG risk - modelling this risk is considered particularly difficult 

given the combination of economic and demographic risks
► And the impact of regulatory and market changes such as new capital 

regimes  (Solvency II)

► Data
► Increased statistics and data on the market, for example mortality 

investigations

► Product standards
► Support for current standards, appetite for discussing some aspects for 

example around fixed interest rates



Agenda.

9 Distribution issues.
u Delivering change a joint effort.
e The future of the equity release 

market.
c Next steps.



Distribution.



Delivering Change – A 
joint effort.

SHIP and 
its 

Members

The 
Governmen

t
The FSA

Intermediarie
s

The Legal 
Profession

Training 
Bodies

Local 
Authorities

Consumer 
Bodies

Voluntary 
Sector

Other 
Participan

ts



The Future of the equity 
release market?
Equity release is not the answer to all the 

problems faced by the retired, but it should be 
considered as an option along with all other 
options.

The SHIP discussion paper is the beginning of 
the debate.

The industry and key partners need to work 
together to bring about the much needed 
changes.



Next Steps
PPI Paper – Due in Sept 2009.
Lobbying and PR campaign to include:

Further events/roundtable sessions.
Workshops.
Media briefings.
Distribution of the paper.

Future shape of SHIP.
Call for “Government Review” into the role 

equity release may play in retirement planning.



Chris Curry
Pensions Policy Institute



Voting session



1. Do you agree that there are 
(potentially) different customers with 
different needs in the equity release 
market?

1. Strongly agree

2. Agree

3. Disagree

4. Strongly disagree

C:\Program Files\ppvote\vote.exe SHIP FINAL V.ppv,Display


2. Do you agree that products, advice 
processes and compliance requirements 
should be tailored to different potential 
customer segments?

1. Strongly agree

2. Agree

3. Disagree

4. Strongly disagree

C:\Program Files\ppvote\vote.exe SHIP FINAL V.ppv,Display


3. Which of the following demand-side 
issues plays the most significant role in 
constraining the equity release market?

1. Lack of public awareness and understanding of 
products/safeguards

2. Reputation and misconceptions of equity release
3. Desire to leave an inheritance
4. Suitability of existing products 
for emerging markets

C:\Program Files\ppvote\vote.exe SHIP FINAL V2.ppv,Display


4. How will advice on equity release 
options be most effectively delivered in 
future?

1. By equity release specialist advisers
2. As part of a holistic retirement planning 

advice processes

C:\Program Files\ppvote\vote.exe SHIP FINAL 2 OPTIONS.ppv,Display


5. In shaping the future of the equity release market, how 
important is a joint effort between SHIP and the industry 
on the one hand, and the FSA, government departments, 
consumer bodies and the voluntary sector on the other?

1. Strongly agree

2. Agree

3. Disagree

4. Strongly disagree

C:\Program Files\ppvote\vote.exe SHIP FINAL V.ppv,Display


6. Should there be a properly structured 
government review exploring the role of 
equity release in meeting retirement 
income and long-term care needs?

1. Yes

2. No

C:\Program Files\ppvote\vote.exe SHIP FINAL YES NO.ppv,Display


Q&A Session



THANK YOU


