HOME EQUITY RELEASE SCHEMES CODE OF STANDARDS
Introduction

1. This is a voluntary code of standards for organisations that offer home equity release schemes and agree to be bound by the code. If you are a homeowner considering using a scheme this guide explains what you should expect and helps you to understand your rights and the risks involved.

What are home equity release schemes?

2. Many older people own their own home mortgage free but do not have enough cash to meet their living costs. Some organisations offer home equity release schemes that let you receive money against the value of your home. There are two main types of scheme.
3. A reverse mortgage scheme allows you to borrow against the equity in your home. Equity means how much the home is worth minus how much is owed on the mortgage. Interest is added to the money you borrow, and the loan is not repaid until you die, permanently leave your home, or sell it. Usually, if there is more than one person borrowing the money or staying in the home (for example, a married couple) the loan is due to be repaid when the last surviving person named in the agreement dies or permanently leaves the house.

4. A reversion scheme is where you sell all or part of your home and after the settlement have the right to stay in the house as a tenant. You might sell your home to the financial service provider, or the financial service provider might facilitate the sale to another party. If you only sell part of your interest in the house and the value of the house increases you and the purchaser will share the increased value as agreed in advance between you both. You might be required to set aside funds to cover rental payments over the expected term of the tenancy.

5. Both types of scheme can be risky because people who use them usually have no other major assets and little income. This means that their ability to respond to other adverse life circumstances that may arise will likely be limited. 
How to use the code
6. This is a code that the Ministry of Social Development believes financial providers should follow. You can use the code as a guide to things you should look for when considering providers and their products.
7. The guide describes principles that you should look for in home equity release schemes. After the principles there is more detail describing the differences between the two main types of schemes and setting out obligations, protections and processes for providers and clients, and a table comparing the key differences between reverse mortgage schemes and reversion schemes.
8. The code uses the word “provider” to mean all financial service providers that have agreed to be bound by the code.

9. This code is voluntary and is not legally binding. If you are considering a home equity release scheme it is essential that you take independent legal advice (which should cost no more than a standard conveyancing). If you do not have a lawyer, contact the New Zealand Law Society for a list of lawyers in your area that give advice on these schemes.

What is not covered
10. The code does not cover:

· private arrangements between family members

· social assistance such as local council rate deferral schemes or residential care subsidy loans from the government.

Further information
11. Further information is available from the Retirement Commissioner: www.sorted.org.nz and from the provider industry body, the Safe Home Equity Release Plans Association (SHERPA) www.sherpa.org.nz
PRINCIPLES
These are some of the principles you should look for in a good home equity release scheme.

Consumer understanding: providers must give clear information so clients understand the scheme, and the total costs over their lifetimes.

Full disclosure: providers and financial advisors must clearly explain the scheme’s conditions, charges, costs, what benefits the providers and financial advisors get, and each party’s responsibilities.

No negative equity: a consumer's liability under a home equity release scheme must not exceed the net realisable sale price for the home.
Lifetime occupancy guarantee: clients must be able to live in their homes until they die or choose to leave.

Independent legal advice: clients must take independent legal advice before agreeing to enter the scheme.

Regular updates: providers must give regular reports to each client on her or his financial position.

Complaints process: providers must have a process to hear clients’ complaints, with a review by an independent person or organisation if the client chooses.
REVERSE MORTGAGE SCHEMES

Consumer understanding – what you should know
Advice from providers

1. Providers and financial advisors should meet the good practice standards of their profession. Good practice includes at least:
1.1
making sure you are aware of other options to solve financial issues
1.2 making sure schemes meet your needs and circumstances, and advising about different products on offer

1.3 showing how borrowing different amounts, different interest rates and charges, inflation, and changes in house prices can affect the scheme

1.4 advising you to get independent legal advice and recommending you discuss the matter with family

1.5 telling you about the no negative equity guarantee

1.6 explaining what rights you have to stay in the home for the rest of your life
1.7 stating whether you have automatic rights to borrow more money under the scheme
1.8 advising you about how you must maintain the home over the life of the agreement

1.9 ensuring a complete record of the transaction is kept, to show that good practice was followed by the provider
1.10 providing a written statement of fees, commissions, and all other charges, as best as they can be known at the time of agreement, including:

· the cost of providing advice and negotiating the agreement

· the cost at the point the application is approved and the total costs over the life of the agreement.

Advice from agents

2. Sometimes a third party, called an agent, sells products or gives advice on schemes on behalf of a provider. When agents sell or give advice on schemes they should obey this code and the same standards of good practice as the providers they represent. Providers should make sure their agents follow this code. 
3. Agents should:

3.1 be competent to provide advice on schemes

3.2 obey the rules of any regulatory body to which they belong

3.3 provide written statements setting out fees, commissions, or other payments they will receive at the time of agreement, including:

· the cost of providing advice and negotiating the agreement

· the cost at the point the application is approved and the total costs over the life of the agreement.

4. Agents who represent more than one provider should declare the fees and commissions they receive from each provider. Agents should declare if they only represent one provider.
5. Agents should tell you about any actual or potential conflict of interest as soon as it arises.
Other information
6. A provider cannot make you use any of the loan to buy another financial product. But you can use the loan to pay off a mortgage or other debt to the provider, or buy an annuity. The decision is yours.
7. You have at least 15 working days after signing to cancel the agreement without reason.

Advertising

8. Providers should comply with the Advertising Code of Ethics and the Code for Financial Advertising.

Full disclosure – what providers should tell you
Early information disclosure

9. If you request information about a home equity release scheme the provider should give you a copy of this code and information on:
9.1 how different types of scheme work
9.2 the effect of compound interest
9.3
how you can use a standardised home equity release calculator (such as the one available on the Retirement Commissioner’s website).
10. A good calculator will show:
10.1
the amount of any loan you are considering, plus fees payable

10.2
the effect of compound interest

10.3
how changes in the value of the property can affect your equity

10.4
how living beyond normal life expectancy can change the amount of the loan that has to be repaid

10.5
your net equity at different intervals over the period of the loan, taking into account the effect of all of the above factors.
Decision disclosure

11. Before you agree to a home equity release scheme the provider should give you a plain English document stating:
11.1 the provider’s name and contact details
11.2 the name and contact details of any agent involved

11.3 your name and contact details and the legal description of the property

11.4 your right to live in the house for the rest of your life

11.5 that you will never have to repay more than the net realisable sale value of the house
11.6 that you should take independent legal advice.

12. When you agree to a home equity release scheme the provider should give you a plain English document stating:
12.1 the 15-day cooling off period during which you can cancel the agreement before receiving the loan without giving a reason
12.2 details of the fees for making an application, and ongoing charges for managing the agreement
12.3 that each person named in the agreement has a right to remain in the property for the rest of her or his life
12.4 the provider’s rights, including what it can do if you break the agreement

12.5 any conditions for you to live in the home (for example how long you can leave the home unoccupied, or whether you can let the property for rent)
12.6 three scenarios for changes in property values based on clearly stated assumptions, including a decrease, no change, and increase in property value
12.7 what regular reports and notices the provider will give as required under the Credit Contracts and Consumer Finance Act 2003

12.8 who is responsible for paying insurance and rates, and maintaining the home

12.9 what inspections of the property the provider will make

12.10 how complaints and disputes will be handled
12.11 what security is taken for the loan, and what rights it gives the provider
12.12 how much will be loaned
12.13 the interest rate, and whether there are options such as fixed, capped, and variable rates
12.14 how interest is calculated and, if it is compounded, how often it will be added to the loan
12.15 how a variable interest rate will be set in the future
12.16 options for you to borrow more money against the property, and conditions relating to further borrowing
12.17 the provider’s terms for early repayment, including any additional interest or charges, preferably with example scenarios
12.18 whether you can transfer the loan to another home
12.19 what happens if the provider sells the debt to someone else
12.20 whether you are allowed to borrow from other lenders using the same home as security
12.21 a table and diagram showing the increase in interest owed and the total debt compared with the estimated future value of the property at five yearly intervals until you turn 100 years of age.

Property Maintenance standards

13. Maintenance standards agreed between the provider and you should be reasonable and appropriate to the age, style, and location of the home. If the agreement includes maintenance reviews, you should have a reasonable amount of time to complete any maintenance work.

14. The provider should give you reasonable notice before undertaking an inspection.

Breach of terms and conditions
15. Each agreement should state what is a default or a breach of the agreement, as well as what happens as a result, including any extra costs that may be charged.
16. Any extra money you have to pay because of a breach by you should be appropriate to the nature and extent of the breach.

17. Except for dishonesty on the original application, any response to a breach by you should follow these processes:

17.1 The provider tells you how you have breached the agreement, how to fix it, and what happens if it is not fixed.
17.2 You have three months to fix the problem, unless the delay would seriously damage the property.
17.3 The provider should tell you that you have the right to use the complaints and dispute resolution process if you do not agree a breach has happened, or dispute the consequences.
17.4 The notice should set out how you can make a complaint and whether there are any time limits.
Independent valuation
18. The provider should use a valuation report on the property made by a registered valuer independent of the provider.
Your Lifetime occupancy guarantee
19. Any person who will live in the house (such as a spouse or partner) should be named in the agreement. Each scheme should include your right to remain in the home for your entire life. This includes any other person named in the agreement and still applies if the scheme is transferred to another property. These rights last until the last person named in the agreement dies or permanently leaves the home.
20. Failing to pay rates or insurance is not of itself a reason for the provider to cancel the agreement or the right to stay in the property, unless the cost of remedying the non-payment would seriously harm the provider’s financial interest in the property. Providers should use the agreed breach process to solve the problem.

21. The right of lifetime occupancy can only be cancelled if you seriously breach the agreement or commit fraud.

22. The right of lifetime occupancy should remain regardless of the size of the loan and interest debt, or the value of the home.
No negative equity
23. Reverse mortgages should have a no negative equity guarantee. This means that if the debt under the scheme is greater than the sale proceeds of the home, less sale costs, the provider cannot get more money from you, or your estate or beneficiaries.

24. In the case of retirement villages the guarantee includes all financial obligations arising from the original purchase of the unit and living in it.

25. The no negative equity guarantee can only be cancelled if you seriously breach the agreement or commit fraud.
Independent legal advice
26. A provider should not sign an agreement for a scheme unless you give a certificate from your lawyer saying:

26.1 you have received independent legal advice

26.2 the lawyer has explained your obligations

26.3 the lawyer has no reason to suspect that you are incapable of understanding the agreement and the obligations it creates
26.4 the lawyer has advised that the agreement guarantees lifetime occupancy

26.5 the maximum amount repayable by you or your estate is limited to the sale price of the property less sale costs
26.6 the lawyer witnessed your signature to the agreement.

27. The same lawyer cannot give advice to you and the provider about the same scheme. 
Regular updates
28. Providers must give you a statement on your financial position, as required by the Credit Contracts and Consumer Finance Act 2003, including:
28.1 interest on the loan since the previous statement
28.2 the balance of the loan, including accumulated interest at the end of the reporting period
28.3 details of any approved line of credit, future draw-downs, variations in interest or similar options available to you
28.4 any changes made to ensure rates, insurance, or other requirements are met
28.5 notice of any valuations, inspections or anything else that will happen before the next statement is due.
Complaints process
29. All providers and their agents should have:

29.1 a process for receiving and investigating your complaints
29.2 access to an independent dispute resolution process to deal with unresolved complaints.

30. Complaints and disputes should be resolved at no charge to you unless the complaint has no substance and you have been dishonest or vexatious.
31. The complaints and dispute resolution processes should follow the principles of natural justice.

32. If the dispute resolution body finds in favour of the applicant it will give an appropriate remedy.

33. Both parties must accept and follow decisions of the dispute resolution body, subject to other legal options.

REVERSION SCHEMES

Consumer understanding – what you should know
Advice from providers

1. Providers and financial advisors should meet the good practice standards of their profession. Good practice includes at least:

1.1 making sure you are aware of other options to solve financial issues
1.2 making sure schemes meet your needs and circumstances, and advising about different products on offer

1.3 showing how charges, inflation, and changes in house prices affect the scheme

1.4 advising you to get independent legal advice and recommending you discuss the matter with family

1.5 telling you about your rights to stay in the home for the rest of your life
1.6 advising you about how you must maintain the home over the life of the agreement or, alternatively, advising you of the obligation for the provider or purchaser to maintain the property
1.7 ensuring a complete record of the transaction is kept, to show that good practice was followed by the provider

1.8 providing a written statement of fees, commissions, and all other charges, as best as they can be known at the time of agreement, including:

· the cost of providing advice and negotiating the agreement

· the cost at the point the application is approved and the total costs over the life of the agreement.

Advice from agents

2. Sometimes a third party, called an agent, sells products or gives advice on schemes on behalf of a provider. When agents sell or give advice on schemes they should obey this code and the same standards of good practice as the providers they represent. Providers should make sure their agents follow this code. 

3. Agents should:

3.1 be competent to provide advice on schemes

3.2 obey the rules of any regulatory body to which they belong

3.3 provide written statements setting out fees, commissions, or other payments they will receive at the time of agreement, including:

· the cost of providing advice and negotiating the agreement

· the cost at the point the application is approved and the total costs over the life of the agreement.

4. Agents who represent more than one provider should declare the fees and commissions they receive from each provider. Agents should declare if they only represent one provider.

5. Agents should tell you about any actual or potential conflict of interest as soon as it arises.

Other information
6. A provider cannot make you use any of the sale proceeds to buy another financial product. But you can use the sale proceeds to pay off a mortgage or other debt to the provider, or buy an annuity. The decision is yours.
7. You have at least 15 working days after signing to cancel the agreement without reason.

Advertising

8. Providers should comply with the Advertising Code of Ethics and the Code for Financial Advertising.

Full disclosure – what providers should tell you
Early information disclosure

9. If you request information about a home equity release scheme the provider should give you a copy of this code and information on:
9.1 how different types of scheme work
9.2 the effect of changes in property values
9.3
how you can use a standardised home equity release calculator for reversion schemes.
10. A good calculator will show:
10.1
the changing value of the property – this includes your net equity in the property until final settlement, and the rental costs if you are a tenant
10.2
estimates of the value of the home at the time of the deferred settlement

10.3
estimates of your share of any capital gain in the value of the house between agreement and final settlement

10.4
all payments to be made by the purchaser and the amount of final settlement

10.5
estimates of the rental costs after the house is sold, over your lifetime.

Decision disclosure

11. Before you agree to a home equity release scheme the provider should give you a plain English document stating:

11.1 the provider’s name and contact details 

11.2 the name and contact details of any agent involved

11.3 your name and contact details and the legal description of the property

11.4 your right to live in the house for the rest of your life

11.5 that you should take independent legal advice.

12. When you agree to a home equity release scheme the provider must give you a plain English document stating:

12.1 The 15-day cooling off period during which you can cancel the agreement without giving a reason
12.2 details of the fees for making an application, and ongoing charges for managing the agreement

12.3 that each person named in the agreement has a right to remain in the property for the rest of her or his life
12.4 the provider’s and the purchaser’s rights, including what they can do if you break the agreement

12.5 any conditions for you to live in the home (for example how long you can leave the home unoccupied, or whether you can let the property for rent)
12.6 three scenarios for changes in property values based on clearly stated assumptions, including a decrease, no change, and increase in property value

12.7 who is responsible for paying insurance and rates, and maintaining the home

12.8 what inspections of the property the provider or purchaser will make

12.9 how complaints and disputes will be handled
12.10 the name and contact details of the purchaser (whether or not the purchaser is the provider)
12.11 the final settlement date
12.12 whether you will be paid in a lump sum or in instalments
12.13 how often you will be paid
12.14 any options you have to receive increased or more frequent payments
12.15 if you must set aside money for rent and what is needed to make sure you can stay in the home for the rest of your life
12.16 what happens if the purchaser misses a payment
12.17 the fees and charges the purchaser will pay to the provider
12.18 how you can take the option of remaining in the property as a tenant
12.19 your rights under the Residential Tenancies Act 1986 if you become a tenant.

Property Maintenance standards

13. Maintenance standards agreed between you and the purchaser should be reasonable and appropriate to the age, style, and location of the home. If the agreement includes maintenance reviews, you or the purchaser, as agreed, should have a reasonable amount of time to complete any maintenance work.

14. The purchaser should give you reasonable notice before undertaking an inspection or maintenance.

Breach of terms and conditions
15. Each agreement should state what is a default or a breach of the agreement, as well as what happens as a result, including any extra costs that may be charged.

16. Any extra money you have to pay because of a breach by you must be appropriate to the nature and extent of the breach.

17. Except for dishonesty on the original application, any response to a breach by you should follow these processes:

17.1 the provider or the purchaser tells you how you have breached the agreement, how to fix it, and what happens if it is not fixed

17.2 you have three months to fix the problem, unless the delay would seriously damage the property

17.3 the provider or the purchaser should tell you that you have the right to use the complaints and dispute resolution process if you do not agree a breach has happened, or dispute the consequences

17.4 the notice should set out how you can make a complaint and whether there are any time limits.
Independent valuation
18. The provider should use a valuation report on the property made by a registered valuer independent of the provider and the purchaser.

Your Lifetime occupancy guarantee
19. Any person who will live in the house (such as a spouse or partner) should be named in the agreement. Each scheme should include your right to remain in the home for your entire life. This includes any other person named in the agreement and still applies if the scheme is transferred to another property. These rights last until the last person named in the agreement dies or permanently leaves the home.

20. Failing to pay rates or insurance is not of itself a reason to cancel the agreement or the right to stay in the property, unless the cost of remedying the non-payment would seriously harm the provider’s or the purchaser’s financial interest in the property. Providers and purchasers should use the breach process to solve the problem.

21. The right of lifetime occupancy can only be cancelled if you seriously breach the agreement or commit fraud.

22. You might agree to set aside a certain amount of money to cover rent. The right of lifetime occupancy should remain even after the money set aside to cover the rent runs out. But if you do not set aside the agreed amount of money to cover the rent you might lose your right of lifetime occupancy.

23. The sale of the property from the original purchaser to someone else should not cancel your right to lifetime occupancy.

Independent legal advice
24. A provider should not sign an agreement for a scheme unless you give a certificate from your lawyer saying:

24.1 you have received independent legal advice

24.2 the lawyer has fully explained your obligations

24.3 the lawyer has no reason to suspect that you are incapable of understanding the agreement and the obligations it creates
24.4 the agreement guarantees lifetime occupancy

24.5 the lawyer witnessed your signature to the agreement.

25. The same lawyer cannot give advice to you and the provider or purchaser about the same scheme. 

Regular updates
26. Providers must give you statements on your financial position, including 
26.1 details of payments to you for the period covered by the statement
26.2 payments scheduled before the next statement is due
26.3 summary of payments to date
26.4 any change to the valuation or any scheduled review of the valuation
26.5 any changes made to ensure rates, insurance, or other requirements are met
26.6 notice of any valuations, inspections or anything else that will happen before the next statement is due.

Complaints process
27. All providers and their agents should have:

27.1 a process for receiving and investigating your complaints
27.2 access to an independent dispute resolution process to deal with unresolved complaints.

28. Complaints and disputes should be resolved at no charge to you unless the complaint has no substance and you have been dishonest or vexatious.

29. The complaints and dispute resolution processes should follow the principles of natural justice.

30. If the dispute resolution body finds in favour of the applicant it will give an appropriate remedy.

31. Both parties must accept and follow decisions of the dispute resolution body, subject to other legal options.

32. For reversion schemes, once the home is fully transferred to the purchaser and you have become a tenant, the relationship is one of landlord and tenant. Your rights and obligations are under the Residential Tenancies Act 1986, and you should use procedures under that Act before using the provider’s dispute resolution process. 

COMPARING REVERSE MORTGAGE SCHEMES AND REVERSION SCHEMES
	Reverse Mortgage Schemes
	Reversion Schemes

	You borrow money using your house as security, but ownership of the house remains with you.
	You sell all or part of your house either to the provider or to a third party, with an agreement that you can continue to live in the house, possibly paying market rent. You no longer own the property.

	You borrow only what you need. You might choose an initial lump sum or a series of instalments.
	You get an immediate lump sum, but some of the sale price may be used to provide a fund to pay rent after final settlement.

	The loan must be repaid when you die, or when you permanently leave or sell the house.
	You do not need to repay a loan but might have to pay rent.

	You will be charged interest on the loan. If there is a no negative equity guarantee the loan and interest repayable cannot be more than the sale value of the house, less sale costs.
	You do not have to pay interest but you might have to pay rent.

	If the house increases in value you get the benefit.
	If the house increases in value the new owner gets the benefit (and if you still own part of the house you get the benefit of the increase in the value of that part only).

	You can leave the house in your will.
	If you still own part of the value of the house you can leave that part in your will.


