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REVERSE MORTGAGE LOANS 
Grievance 

MRS J. HUGHES (Kingsley) [9.24 am]: My grievance is directed to the Minister for Consumer Protection. I 
am concerned about the emergence of a type of loan known as a “reverse mortgage” that appears to be targeted 
specifically at seniors and retirees. I understand that these products were introduced to Australia not very long 
ago. The take-up of such mortgages has increased significantly over recent years. This is an important issue for 
my electorate and all other electorates. A significant number of seniors are asset rich, in that they own their 
family home, but are cash poor and often live on a fixed retirement income. I have done some research and 
uncovered some information about the take-up of reverse mortgage facilities. The reverse mortgage is pitched at 
people aged 60 or over, and encourages them to borrow money against the value of their home. The loan 
generally only needs to be paid back after the vacating of the house, whether at sale or departure as a result of 
relocation to a nursing home or passing away. As I will explain later, the latter reasons may become a problem, 
depending on the loan amount and the debt accrued. 

The reverse mortgage does not require any repayments to be made, but the impact of fees and interest means that 
debt grows over time. It has been revealed by Choice magazine that at current rates the amount that borrowers 
owe on such loans could double in less than 10 years. There are several other disadvantages. The amount of 
money left to people to enable a move into retirement arrangements may be insubstantial. The value of estates 
may be much lower than anticipated because of debt increases over time. The lump sum payment may have an 
impact on borrowers’ eligibility for Centrelink payments. If a borrower lives with a partner or spouse who is a 
joint owner of the borrower’s house, the reverse mortgage could be in both names; the house is protected as long 
as one of the borrowers lives there. However, if only one of the partners owns the home, the loan will only be in 
that partner’s name, and the loan will still have to be repaid when the partner who owns the house dies or moves 
into residential aged care. That means that the other partner will no longer be able to live in the house. The 
interest rate is about one per cent higher than the standard variable rate.  

Reverse mortgages provide limited future options for ways in which the value of the family home might 
otherwise be used. They are typically sold to older customers and consumers who have been recognised as being 
possibly more vulnerable. They are not covered by the Financial Services Reform Act. Responsibility for 
regulating the sale of such mortgages rests with the state government rather than the federal government, 
although they fall within the consumer protection provisions of the Australian Securities and Investments 
Commission. There is the potential for unscrupulous and unqualified operators to sell these products, as they are 
not very well regulated. Some contracts are confusing and have a wide range of default clauses for minor 
breaches. The lender may and can require immediate repayment of the entire loan, charge a higher interest rate 
or force the sale of the home. There are other areas of real concern. Under the “no negative equity guarantee”, 
the lender will cover any shortfall if the borrower’s loan balance exceeds the proceeds from the sale of the house. 
It is so limited that it may not protect borrowers at all. Some contracts are based on standard home loan contracts 
and include many limitations on borrowers’ rights. 

ASIC released a report in November that is useful for gaining an insight into the issues surrounding seniors and 
reverse mortgages. The report details the experiences of retirees who have taken out reverse mortgages. 
Although it focused on a relatively small group of 29 borrowers, it goes into considerable detail and provides a 
useful insight into the growing market for these sorts of mortgages. The report is aptly entitled “‘All we have is 
this house’: Consumer experiences with reverse mortgages”. The findings of the report reinforce my concerns. 
Many borrowers may intend to use only a portion of the equity in their home, but the loans make it very easy to 
access further funds at any time. The temptation of having money on tap will hardly assist seniors in adjusting to 
a lifestyle of reduced income following retirement. The report revealed that a third of borrowers said that lenders 
had approved more credit than had been initially requested, and half of the borrowers took a higher amount. 
Several borrowers commented on how difficult it had been to resist the constant availability of credit, and a 
small number were already expressing regret about their reverse mortgage and how quickly they had exhausted 
the funds that they had borrowed.  

As I said earlier, no repayments are required during the term of the loan, and the total interest, fees and charges 
are taken out of the estate upon the borrower’s death, or upon the sale of the home when the borrower decides to 
move. If people are able to tap into the equity in their home, it allows them to do things that they might 
otherwise not have been able to do through lack of funds; for example, buy a new car, go on a holiday, or even 
pay for household repairs. This is particularly beneficial for people who do not have many assets apart from the 
family home on which they can draw to pay for these types of things.  

However, people need to consider some important issues before they sign up to these types of loans. A wide 
range of products is available to choose from. One type of product is a non-recourse loan. This product provides 
the borrower with a no negative equity guarantee that prevents the mortgage provider from taking away the 
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person’s home if the cost of the loan outstrips the worth of the property. That effectively gives the borrower 
some protection so that homelessness is not the end result of taking out such a loan. Another issue is the 
possibility that borrowers may lose their home if property prices fall sharply and a large debt has been accrued. 
Although some people might think this would be an unlikely occurrence, choosing the right provider and type of 
loan might at least give borrowers some peace of mind. For example, in the 1980s in the United Kingdom 
thousands of retirees who had taken out reverse mortgages were evicted from their homes after rising interest 
rates and falling property prices caused the loan amount to exceed the value of their homes. Most of the loan 
providers in Australia offer non-recourse loans, although I know of at least two that do not. Therefore, people 
need to do a bit of research before they enter into such a loan. 

An investigation by independent consumer watchdog Choice found that mortgage brokers are encouraging 
people to take out loans for a larger amount than they actually need. Choice has found serious problems with the 
loans from even the mainstream banks. Some of these loans contain default clauses that may be triggered by 
minor oversights such as failing to pay rates.  

Unfortunately I have run out of time. I hope the minister will be able to assist by providing some advice on this 
matter. 
MS S.M. McHALE (Kenwick — Minister for Consumer Protection) [9.32 am]: I thank the member for 
Kingsley for her initiative in raising this issue. I share the member’s concerns about this matter, because it is an 
area of consumer protection that people need to be made more aware of.  

The member for Kingsley has raised an issue about equity release products. These products, which are often 
referred to as reverse mortgages, allow people to borrow money against the equity in their home, while retaining 
ownership. As the member for Kingsley has said, generally no repayments are required during the term of the 
loan; however, the debt and the interest compound over time until the house is sold and the borrower moves into 
a nursing home, or, unfortunately, the borrower dies.  

This area of consumer protection has expanded rapidly in recent years. The most recent data from June 2007 
shows that the value of the reverse mortgage market is about $1.8 billion. About 31 500 reverse mortgages have 
been entered into in Australia, of which nearly 10 per cent are in Western Australia. Therefore, a significant 
number of people have taken out these types of loans. I am not saying that these types of loans are bad or wrong, 
and I do not think the member for Kingsley is saying that either. My concern as Minister for Consumer 
Protection is to ensure that before people enter into such a loan, they are informed about the risks associated with 
these products. One of the risks is that the loan balance may eventually be equal to, or even exceed, the value of 
the property; in other words, the borrower may end up in a position of negative equity. That may mean that the 
borrower will not have enough money to go into a nursing home or special care facility. Another problem is that 
family members who are living with the borrower need to be aware of the consequences of these sorts of loans, 
because they may be forced to vacate the premises if the borrower passes away. Seniors who receive a pension 
that is income tested, such as a Centrelink pension, also need to be aware that a reverse mortgage may mean that 
they are ineligible to receive a pension or other benefits because they now have an asset—such as $30 000 in the 
bank—that they did not have previously. Some reverse mortgages also contain wide-reaching default clauses that 
allow the bank to request immediate payment of the entire loan balance, impose penalty charges or take legal 
action to force the sale of the home. Reverse mortgages may also be subject to a range of conditions, such as that 
permission must be sought from the bank if another person wants to live in the house or the borrower wants to 
make modifications to the property.  

I am not saying that it may not be a good idea for people, particularly seniors, to take out a reverse mortgage. 
However, we need to ensure that people are given information to enable them to make informed decisions and to 
do some long-term planning to ensure that they will be able to cope in the future if they are not in good health 
and not able to enjoy the independence that they are currently enjoying. 

Work is being done at both the national and state levels to ensure that retirees who wish to use these types of 
products are adequately informed and protected. At the national level, in response to concerns about reverse 
mortgages, the Ministerial Council on Consumer Affairs has recently supported the development of a plain-
English information statement to form part of the uniform Consumer Credit Code’s pre-contractual disclosure 
requirements, and also the development of statutory protection in the code to protect consumers against negative 
equity. A working group comprising representatives from state and federal consumer protection agencies has 
been set up to develop this initiative. The working group has also developed a draft information statement, in 
concert with Choice and the Senior Australians Equity Release Association of Lenders, and that has recently 
been circulated to targeted stakeholders.  

At a state level, the Department of Consumer and Employment Protection has been proactive in raising 
consumer awareness of reverse mortgages. In conjunction with the Council on the Ageing, the department has 
presented a series of seminars on reverse mortgages throughout the metropolitan area, and further sessions will 
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be held in Albany, Geraldton and Bunbury early this coming financial year. We have also developed a soon to be 
released publication called “Reverse mortgages for seniors: A guide to equity release products and borrowing 
money on your home”. That publication provides consumer tips on what people should think about when they 
are considering whether to take out a reverse mortgage, and emphasises the need for consumers to seek 
independent legal and financial advice before they take out such a product. The guide also stresses the 
importance of considering alternatives for funding retirement—as the member for Kingsley has outlined—rather 
than entering into a reverse mortgage. 

The member for Kingsley referred to a concern that borrowers are too easily able to access loans that are beyond 
their means. I am pleased to say that Western Australia has the strictest laws in Australia for the licensing and 
regulation of credit providers and finance brokers. Of course this is as a result of the finance brokers scandal that 
occurred in the late 1990s. Finance brokers in Western Australia are regulated by a code of conduct that requires 
them to make reasonable inquiries about the needs and financial circumstances of borrowers and to genuinely 
believe that any loan they arrange is appropriate for the borrower.  

I thank the member for Kingsley for making me aware of this issue and for providing me with the opportunity to 
outline the work that is being done by this government to address this potential area of concern for seniors who 
may well be asset rich but cash poor and want to access some cash. That is fine. However, people need to be 
aware of the risks associated with these products.  

I now table the draft of the document to which I referred earlier, “Reverse mortgages for seniors: A guide to 
equity release products and borrowing money on your home”. 

[See paper 3992.] 
 


