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Equity Release in
school fees planning
Parents and grandparents considering an independent or private school
education for their child or grandchild will be thinking about how to pay for
school fees. For some, using the equity in their homes may be one of the
options for meeting this expense in a cost effective way.
Equity Release is an increasingly popular way for homeowners over the age
of 55 to access the wealth tied up in their property, turning an illiquid asset
into liquid funds. This short guide explains the options available and the next
steps, if you are planning to unlock property wealth to pay for your child's
educational future.
What is Equity Release?

‘Equity’ is the value of your property minus any mortgages
or other debts secured on it. The term ‘Equity Release’
is used to describe two products; lifetime mortgages
and home reversion plans, which provide you with
a way of releasing the wealth built up in your home
and any other properties in the UK, providing you
are over the age of 55. For school fees planning, we
would typically recommend a lifetime mortgage.

What is a lifetime mortgage?

A lifetime mortgage is a loan secured against your
main home. It differs from a regular mortgage because
there is no fixed term and the lender does not expect
the loan to be paid back until the youngest applicant
either passes away or moves into long-term care. The
mortgage is normally repaid from the sale of the house,
and interest can either be paid monthly or rolled up so
there are no monthly payments to worry about. Modern
lifetime mortgage products include a wide range of
flexible features, meaning we can tailor a solution that
best meets your needs both now and into the future.

Trusted advice, specialist knowledge

Is it safe?

Providers and advisers must be authorised by the
Financial Conduct Authority (FCA). Advisers must hold
an additional qualification and follow the FCA rules. This
means your adviser must take you through a careful
process, assessing all the pros and cons with you. The
trade body, the Equity Release Council, introduced a
new standards framework in January 2020. All providers
have signed up to the four product standards. We are
members of the Council and we believe the equity release
market is better regulated today than it has ever been.

Is it expensive?

In May 2020, headline interest rates for lifetime
mortgages fell below 2.5%. If you are thinking about a
lifetime mortgage to cover the cost of school fees, you'll
probably find you only need to borrow a relatively small
proportion of the property value, so the lowest rates are
likely to apply. These rates are typically fixed for life.
The rate you pay will depend on your age, the loan amount
and value of your home. We will help you understand all the
costs involved so you can make a well informed decision.

How does it work?
The following examples are fictitious and designed to illustrate how a
lifetime mortgage could be used to pay for school fees. Make sure you seek
professional advice so a solution can be tailored to your own circumstances.
Example 1. A lifetime mortgage
on a primary residence

Mr & Mrs A are both 75 and would like to assist their
daughter and son-in-law in sending their granddaughter,
11, to a private school as a day pupil. Fees are £15,000
per year (£5,000 per term) and have been increasing
by around 3% each year over the last five years.
Mr & Mrs A own their home outright. It is worth £800,000.
We have arranged a lifetime mortgage which will
give them £15,000 to cover the first school year, and
a reserve facility of £200,000 which they can draw
down in small amounts to cover subsequent years.
Their daughter and son-in-law have some surplus
income each month and have offered to cover the
interest for them, so there are no payments for Mr
& Mrs A to worry about. If the granddaughter is
at school for 7 years they will owe £115,000.

Example 2. A lifetime mortgage
with interest roll-up

Mr B is 82 and would like to ensure his three grandsons
are able to attend a private school on a full boarding basis,
and then go on to university. School fees are £45,000
per year (£15,000 per term) and have been increasing
by around 4% each year over the last five years.
Mr B owns his home worth £4,000,000. He has a small
mortgage of £30,000 outstanding and is starting to
worry about the Inheritance Tax Liability he will leave
to his beneficiaries. Working closely with his Financial
Planner, we have recommended a lifetime mortgage of
£1,000,000. Once the existing mortgage is repaid, the
balance is being placed into a trust in order to cover
the ongoing school fees and provide his grandsons
with funds when they reach university age.
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Interest is being rolled up, meaning there is a
steadily increasing debt which will potentially
reduce the net value of his estate and, eventually,
the amount of Inheritance Tax payable on it.
Please note that Knight Frank Finance are not authorised
to give advice on investments, pensions or tax, but
will work closely with your trusted advisers when
putting together an appropriate solution for you.

Example 3. A lifetime mortgage
on a second home

Mr & Mrs C own a second home by the coast worth
£300,000, as well as their main residence. They are both
in their 60s and still working, and would like to help their
son pay for school fees for his two children. Ideally they
would like to make a single contribution of £60,000 so
their son has funds. They already have a mortgage on
their main home which has onerous repayment charges.
Our advice is to raise a lifetime mortgage on their second
home for the £60,000 in order to avoid those charges, and
to make voluntary overpayments when they have some
surplus funds in order to reduce the impact of interest
rolling up. Both mortgages can be reviewed in 5 to 10
years’ time and consolidated into one if appropriate.

How Knight Frank Finance
can help you

Our experienced advisors can help you find the right
option for your unique circumstances. We will explain
the pros and cons so you can make an informed
decision. If Equity Release is not the right solution for
you, we will use our broad range of property finance
knowledge to recommend a more suitable alternative.
Our Later Life Finance team are all qualified in Equity
Release, and provide a friendly but professional
service that we hope will put you at ease.

Contact us, we’d love to help you.
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Mortgage Advice; please note that all products show an indicative rate only and may not be suitable for you. The choice
of interest rate and product terms will depend on your circumstances and the amount of the mortgage. Before you make
a mortgage application, we will carry out a full review to establish your needs and preferences and if you meet the criteria,
we will give advice and make a recommendation to you. There may be a fee for mortgage advice. The precise amount will
depend on individual circumstances but we estimate that it will be up to 1% of the agreed mortgage. All mortgages are
subject to status. Please note that these are indicative rates only. Products are subject to withdrawal without notice. You
must be 18 or over.
YOUR HOME MAY BE REPOSSESSED IF YOU DO NOT KEEP UP REPAYMENTS ON YOUR MORTGAGE.
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