Pension Review 2008
This submission is made to the Pension Review 2008, and in particular to the Aged Pension. The use of Equity Release as a retirement tool/financial plan is now recognized both here in Australia and USA across all segments of the owner-occupied Seniors market. On Monday September 22nd, the Sunrise Show as seen on Channel Seven nominated the use of Equity Release as an option for Seniors in retirement. 
The two largest US Seniors organizations (AARP and NCOA) both provide enormous information to their members about reverse mortgages. The US Government through the Department of Housing and Urban Development (HUD) is actively involved in approximately 85% of reverse mortgage loans with Home Equity Conversion Mortgage (HECM). The US sees the use of Equity Release as a financial asset for Seniors staying in their homes longer and reducing the enormous costs on the US aged care system. HUD recently forecast a record 110,000 plus reverse mortgages for 2008, three times the amount of 2004. 
As an Accredited Reverse Mortgage Consultant, I have reviewed the Reverse Mortgage industry both here and abroad, and these recommendations have been developed whilst assessing the Aged Pension program here in Australia together with the conservative use of Reverse Mortgages. 
In Australia, 83% of Aged Pensioner couples (60%+ for singles) own their home, yet 48% of Seniors have less than $2,500 available for access in an emergency. Many of today’s Aged Pensioners were before the advent of compulsory superannuation, with the payout of their home loan creating their superannuation.
Bruce Bradbury, in his recent Paper on “Housing wealth as retirement savings” concluded “a greater role for state (or for new private sector institutions) in managing the longevity and other risks associated with reverse mortgages and other schemes. Moreover, in future years as superannuation schemes mature and the Australian aged enter retirement with a broader range of wealth holdings, it may be necessary to revisit the question of special exclusion of the own-home from the Aged Pension assets test”.
Conversely, AARP reported that at the end of 2007, 53% of US home-owners with the head of household over the age of 50 had a mortgage, compared with 34% two decades ago.

The original pension was developed to support a basic acceptable standard of living. It appears benchmarking the maximum rate of single pension to 25% of Male Total Average Weekly Earnings is outdated, and the increases applied through the uplift in Consumer Price Index is not one which takes into effect the true cost pressures associated with inflation today.
The following recommendations are made in order to provide an adequate income flow to Senior Australians, according to their needs and assets.

1) The Westpac/ASFA Retirement Standard for a “Modest Living” is accepted as the benchmark for retirees who own their own home - $368.10 per week/single and $516.35 per couple/week and it is recommended the Federal Government progressively move to this level. A base value of $600,000 is established for an owner-occupied Aged Pension recipient who will receive the Aged Pension according to the Westpac/ASFA Standard. A maximum owner occupied asset value is capped at $1,000,000 and the Aged Pension recipient will continue to receive the current payments of $275 per week. A step down Aged Pension will apply between the two amounts. Aged Pensioners with an owner occupied asset over the value of $1,000,000 shall receive a base pension of $275 per week. The value of owner occupied property shall be based upon the capital improved value as advised by the Local Government authority.

2) The Federal Government looks to encourage the membership of Private Health Insurance through the use of Equity Release ie accessing equity through monthly periodical payment to ensure ongoing membership of a private health insurer. As a condition of this policy the current rebate at the age of 70 plus be increased from 40% to 50%.
3) The Federal Government review a policy option for insuring the “nil negative equity guarantee” for Aged Pension recipients who have no other form of income, and who enter an income stream derived from Equity Release. The commencement age shall be no earlier than 70 years of the younger borrower, the maximum amount to be capped at $250 per month or a maximum of 20% LVR, (whichever is less), and a maximum period of 20 years. Such limitations on a $300,000 asset, an interest rate capped for life at a current interest rate of 9.65% and a conservative capital growth of 4% per annum would still see a 71.23% net equity at the age of 90. This is without allowance for CPI increases. 
It is noted that a review by the Federal Parliamentary Library in 2006 showed a median priced house in any of eight capital cities increased by 7.5% per annum between 1986 and 2006.
4) The Federal Government creates legislation restricting the use of Equity Release for the purchase of financial services products other than health insurance, and sets accreditations and regulations for all distribution channels.
As a measure of these recommendations, it may be seen an opportunity to increase the benefits paid to those Senior Australians who do not own their home.

On 4th September 2008, the International Federation on Ageing received  presentations from both the Australian Government and the Victorian Government in regard to Ageing in Place. It is noted programs such as Home and Community Care (HACC), Extended Aged Care at Home (EACH and EACHD) and Community Aged Care Packages (CACPS) were promoted as Government initiatives to assist the Aged remain in their homes as long as possible, if not until their final days. Many of these residents have lived in their home for upwards of 20-30 years and in later times, have not been able to maintain their property and address the issues which may affect their overall safety. Seniors falling in their homes is a major cost to the hospital and rehabilitation facilities, and is forecast to cost many hundreds of millions of dollars per year in ‘term of life’ costs.
It is noted the United States report provided details of how the Department of Health and Human Services and its agency (AOA) seek to help elderly individuals maintain their dignity and independence in their homes and communities through comprehensive, coordinated and cost-effective system of long-term care and livable communities. Other Federal agencies support ageing in place efforts. The Department of Housing and Urban Development (HUD) “has programs for reverse mortgages and home modification and repair to help older persons remain in their homes”.
Overseas it is acknowledged that the proper and conservative use of Equity Release (reverse mortgage) is an appropriate policy by Government to ensure our Seniors maintain a suitable standard of living and remain safely in their homes for as long as possible. We ask the Federal Government to review this option as a suitable and responsible initiative in this environment. 
      I appreciate the opportunity to make this submission.
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