Code of Practice for Home Equity Release Schemes 
Frequently Asked Questions

This information is to assist people who are interested in Home Equity Release (HER) Schemes and the measures the government has introduced to ensure the schemes available in New Zealand meet minimum standards.
1.
What are Home Equity Release (HER) Schemes?

Sometimes called ‘reverse mortgages’ ‘home equity release’, ‘equity release’, ‘or ‘lifetime mortgages’, these schemes enable older people to draw on the equity in their homes.   Many older people own their own home mortgage free but have few cash assets to fall back on to meet their essential or lifestyle costs.  Their home may be their only asset. 
2.
How do they work?

Reverse mortgages, the most common form of scheme, will offer a ‘loan’ comprising either a ‘one-off’ payment, or several payments over a period of time.  The amount of the loan is registered as a mortgage over the home property accumulating compound interest until the borrower dies. 
The loan will be available to people who are over 60 or 65 years of age, depending on the scheme, and who have a house with a given minimum value.
The loan is limited to a set percentage of the value of the house, with this percentage increasing with the age of the borrower.  The maximum loan is scaled so that the older the home owner, the higher the maximum amount they can borrow.
It will carry various valuation and administration charges or fees that the borrower is responsible for 

HER schemes generally offer a guaranteed lifetime occupancy and asset protection, i.e. giving the resident a guarantee to their right of occupancy for life and that the value of the loan will never exceed the net sale proceeds of the property 

Schemes targeted at retirement villages enable borrowing against equity but recognise that ‘licenses to occupy’ do not allow lenders to secure the loan against the title as a mortgage, in the usual way.

An Example 
Mr and Mrs Smith, aged 73 and 69 respectively, live mortgage free in their home in One Tree Hill.  Their home is valued at $400,000 and, while old, is likely to maintain its value in the foreseeable future.  They have a car and $22,000 in the bank which they regard as their emergency fund and the means to meet their funeral costs.  This leaves very little to supplement their New Zealand Superannuation, improve their standard of living and maintain the home.  

Priorities for Mr and Mrs Smith are to ensure their home is repainted every 10 years, essential repairs are carried out when required, that they can replace their car when required, that they are able to maintain their health and can periodically visit their daughter and grandchildren in Australia.

They apply to a HER scheme provider for a loan of $45,000 to replace their car, paint the house and visit their family.  Mr Smith will also have non-urgent surgery on his knee done privately.

The money is made available to them and the amount of the loan, and compounding interest of 10.5% on the loan, secured over the home to be paid when the home is sold.

Mr and Mrs Smith anticipate they will remain in the home for 20 years by which time the amount to be paid back will have increased to $356,000.  However, the value of the house, based on an average annual increase in value of 3%, will be expected to have a value in 20 years of about $722,000.  At that time Mr and Mrs Smith will still have equity in their home of $366,000.
Other forms of schemes are: 

‘Reversion schemes’ whereby all or part of a home is sold to a third party with settlement some years in advance but the original home owner receives part of the sale price in advance and a guarantee of occupancy as a tenant beyond settlement.  There is one known scheme of this nature being marketed in New Zealand.

‘Shared appreciation schemes’ that enable a home owner to sell to a third party a share of the appreciating value of the house.  No such schemes are currently marketed in New Zealand.

3.
What principles underpin the Code?

The following principles underlie the standards provided for in the Code:

Consumer understanding – potential borrowers need to be provided with information that enables them to understand HER schemes, how they work, and what they would cost over the borrower’s lifetime.
Full disclosure – scheme providers and their agents must disclose the terms and conditions, all the charges and costs for consumers, and the benefits for product providers and agents.
Security of tenure – borrowers need to have certainty about their right to remain in their home for as long as they live there.
No negative equity – a borrower’s liability under a home equity release product must not exceed the net realisable sale price for the home when sold.
Independent legal advice – potential borrowers must obtain independent legal advice before any agreement is signed.
Regular updates – borrowers must receive regular financial reports on their financial position under the agreement.
Access to a complaints and dispute resolution process – borrowers and other parties must have access to a complaints process and an independent and accessible disputes resolution process.

4.
What are the standards applied by the Code?

The following standards are applied by the Code:
Advertising

The advertising of home equity release products must conform to the Advertising Code of Ethics and the Code for Financial Advertising.

Advice from product providers
Each product provider must observe good practice when they advise on home equity release products. They must ensure that good practice standards are observed by their staff who advise and negotiate with home owners.

Advice from agents

Product providers must ensure that agents who advise on, or sell their products, also conform to good practice (as indicated above), meet the requirements of this Code and observe the same standards of good practice as product providers.
Early information disclosure and access to a home equity release calculator

A home owner requesting information about a home equity release scheme must be provided with a copy of the Code of Practice and with information on the nature of the different types of home equity release products, and the effects of compounding interest.  

Prospective borrowers also need to have access to a standardised home equity release calculator – the Retirement Commissioner’s website (www.sorted.org.nz) has one, as have most product providers.  The calculator shows the effects of variations in the amount borrowed, the interest rate, the value of the property over time and the borrower’s life expectancy.  
Decision disclosure

Before a home owner enters into an agreement for a home equity release scheme, they must be provided with a written statement, in plain English, of all the terms and conditions applicable to their application and the loan they are being offered.  The list is comprehensive.
Independent valuation report
The initial valuation report on the property must be that of a registered valuer independent of the lender.

Agreement not conditional on purchase of any other product
Home equity release loans may not be offered on the condition that all or part of the money received by the borrower is to be used for the purchase of, or is committed to the purchase of, any other financial product being offered by the product provider or the agent. This would not preclude the use of a loan to pay off a mortgage or similar obligation to the lender.
Cooling-off period

Borrowers have a minimum cooling-off period of 15 working days from the date they sign the agreement, within which they can change their mind.

Right of lifetime occupancy and “no negative equity guarantee”

Each home equity release agreement must include a clause that gives the borrower the right of lifetime occupancy of their home regardless of the amount of the loan, the accumulated interest and the value of the borrower’s house. 

The agreement must also include a “no negative equity guarantee” clause providing that, when the lender seeks repayment, the loan and the accumulated interest charges must not exceed the net realisable sale price for the home when the home is sold.  In any case where, on sale of the home, the amounts owed under the loan exceed the net realisable sale price for the home, recovery of the outstanding balance cannot be sought against any other income or assets of a borrower, or their estate.
These rights of lifetime occupancy and the “no negative equity guarantee” must not be voided by any breach other than material non-compliance by the borrower, or fraud or misrepresentation of their situation by the home owner.
Independent legal advice

No product provider may enter into an agreement with a home owner for a home equity release scheme unless the borrower has taken legal advice.
Maintenance standards

Home maintenance requirements in an agreement must be reasonable and appropriate to the age, style and location of the home. Where the agreement provides for reviews of maintenance work undertaken, the product provider will allow a reasonable period of time for the home owner to complete any required maintenance work.

Reports and notices to home owners
	Product providers must supply borrowers with financial statements of their financial position under the agreement at as a minimum of six-monthly intervals. 





Product providers must supply home owners with statements of their financial position in respect of their loan and accumulated interest, as a minimum, at six-monthly intervals.
Breaches of terms and conditions

Each agreement must set out the situations that constitute a default or breach of the agreement, as well as any additional charges or other consequences of a default or breach.  Any remedy or additional charge arising from a breach of the agreement must be appropriate to the nature and extent of the breach, in form and in application.

Complaints and dispute resolution
All product providers and their agents must have a process for receiving and investigating complaints by home owners about any product and the service received.  Any complaints that cannot be resolved between the home owner and the provider or agent must be referred to an independent disputes resolution body.
5.
What is good practice advice?

Good practice in advice to potential home equity release borrowers includes, but is not limited to:

· ensuring that the home owner has canvassed the available alternatives for meeting their financial aims for which home equity release is being considered

· matching products available to the provider or the agent to the specific needs of the home owner

· demonstrating the effects of different levels of borrowing, different rates of interest and charges, inflationary effects and future changes in house prices, for the products they are advising on

· advising the home owner on the product options available from the product provider relevant to the home owner

· advising the home owner of the requirements in the Code with respect to independent legal advice, occupancy guarantees and rights, home maintenance and their application to the scheme

· completing sales procedure documentation so that there is a record of good practice having been followed.

Each product provider must provide a written statement of the fees, commissions and other charges payable.
6.
How do I know a scheme meets the Code?

Schemes which meet the standards in the Code will be able to advertise the fact that they meet the Code.  It is also proposed that a list of schemes that meet the Code will be maintained on the Office for Senior Citizens’ website (www.osc.govt.nz). 
7.
How else can I use the Code?
The Code contains information about matters you should take into account when considering taking out a HER loan.  You may wish to read it as part of exploring the options available to you to meet your financial requirements.
8.
What else can I do to help me make a good decision?

In considering taking out a HER loan, you should look at your financial needs and preferences, what is important to you, your wider financial position and what might change for you over time.  This may indicate whether a HER loan is an appropriate way of meeting your needs.  It may also indicate what type of HER scheme is most suitable for you.
For example, if you face the prospect of having to sell your home at some point in the future you may want to use a scheme that allows you to transfer the mortgage to a different property.  
The Code ensures you have available all the information you need to make a good decision in respect of the possible use of the equity you have in your house.  However, it is not a substitute for full and careful consideration by each potential borrower weighing up their own circumstances and the options available to them, and seeking informed advice. 
September 2008 
PAGE  
5

