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Important

This booklet is simply a collection of Newsflash articles relevant to Retirees. The articles are
transferred from Newsflash into this booklet so it is best read from the back page forwards to ensure
you are reading the latest article on the topic first. Note that the information contained in this booklet
is not updated regularly so it is important that you seek professional advice before acting on it.

Reverse Mortgage Verses Downsizing

Reverse mortgages in my opinion get a bad rap. Firstly parents feel that they haven’t scrapped and saved
all their life to let the bank get their hands on everything when they die. And I suspect children are a bit
concerned about their inheritance. But what if I could show you with a few clever numbers that a reverse

mortgage is a win win situation?

Coming from the point of view that elderly home owners should not have to go without just to protect
their children’s inheritance but the comfort of their own home is important to them. Let’s take the example of



a recently widowed pensioner who of course is having trouble getting by on the single pension. She possibly
has another 20 years to live. Her car will need replacing soon and she still owes $67,000 on her house. In
total she needs around $80,000 to pay off the house and buy a new car. On the single age pension servicing
such a loan will be impossible and I don’t think any deserving heirs would expect her to do so. Nevertheless,
because of the fore mentioned prejudices against reverse mortgages she is considering selling her home and
downsizing to a smaller cheaper version.

If she was to sell her home she would be up for around $40,000 in Real Estate Agent’s fees, stamp duty,
legal fees and moving costs. Her current home is worth $420,000 so she would only have $300,000 left to
buy her next home and adapt it to her needs.

If instead she increased her mortgage to $80,000 and reversed it she would not have to worry about any
repayments, the bank would simple take its money from the proceeds of the sale of the house when she died.
The bank cannot take the house from her no matter how long she lives regardless of what happens to the
housing market so she is safe in her family home but now a lot more comfortable because she is no longer
making the mortgage repayments and has a more reliable car.

It is not just the costs of relocating that have to be considered. For the next 20 years the estate will only
benefit from the capital growth on a $300,000 house compared with a $420,000 house. Here are the numbers
from a spread sheet I prepared earlier:

Interest Rate Owing in 20 years Capital Additional Capital
on Loan % Growth Rate % Growth in 20 years
5.5 $239,730 2 $178,313
6 $264,816 3 $216,733
6.5 $292,515 4 $262,934
7 $323,099 5 $318,395
7.5 $356,865 6 $384,856
8 $394,144 7 $464,362

So, in these particular circumstances, if the average interest rate, over the next 20 years, is less than 1.5%
more than the expected capital growth then she is better off to stay in her current home. In fact she could be
increasing the kids inheritance by around $30,000 by staying put. Plus of course the $40,000 that will not
need to be spent on relocating. Take the $40,000 into account and interest rates could average as high a 7.5%
yet as long as capital growth averages at least 5% then the inheritance is still a fraction better off and she gets
to keep her home.

Obviously there are many variables on this and some serious what if analysis should be done before
making any decisions. To facilitate this we will be putting an xI spread sheet in the shopping section of the
web site shortly.

So Mum has not had to pay off the $67,000 out of her meagre pension and has a safe new reliable car,
while continuing to live near her friends in the family home. Seem too good to be true? It works because the
amount owing on the house is very small compared with the overall value of the property. Taking the buying,
selling and moving costs into account she is paying interest an $80,000 loan to hold an extra $120,000 in
assets that will increase in value.

Personally, I would suggest she reverse mortgage for an even higher amount and enjoy life while she is
still fit, maybe go on a cruise. But only draw out what she intends to spend otherwise Centrelink may be
tempted to deem it.

As a general rule of thumb if you are 60 years old the bank will only lend you 20% of the valuation of you
home. At 70 they will lend you 30% and at 80 40%. As you increase in age and your home appreciates you
maybe able to take an advance on this increasing equity.

Think very carefully before you fix the interest rate on a reverse mortgage. It may sound like a way of
protecting the inheritance but it is at your peril because, should you need to sell the house to move into a care
facility, you will not just have to pay out what you owe to the bank but you may also have to compensate
them for the lost interest over the rest of the years the life expectancy tables expect you to live.

Living Together But Separated For Centrelink Purposes

The Daily Telegraph reports on a Centrelink case where the female member of a married couple living in
the same house was allowed to claim the Age Pension as a single person.
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The problem seems to have arisen because the husband would not give her sufficient money to meet her
needs including food and would not tell her what his income was for her to meet the Centrelink requirements
of declaring your spouse’s income.

Out of necessity they continued to live in the same house but the wife no longer cooked his meals, did his
washing or shared a bedroom with him.

Tribunal member Jan Redfern ruled that "A person who is married may live separately, but together, under
one roof. No doubt there are many couples who continue to do because of financial necessity,"

Ask BAN TACS

For $79.95 at Ask BAN TACS, https://taxquestions.com.au/ you can have your questions regarding Capital
Gains Tax, Rental Properties and Work Related Expenses answered. We will include ATO references to
support our conclusion. There is also a notice board where some askbantac users have generously allowed
their question and answer to be published. Lots of good real life information.

More Information

Please make sure you continue to keep your knowledge up to date by subscribe to our Newstlash
reminder. There are many other booklets available on our web site https://www.bantacs.com.au/media-
library/booklets/ in fact the whole web site is full of useful information so also have a look around under
topics.

How to Make Sure Your Next Property Is a Good Investment
e Do you really know how much the property is going to cost

you to hold?

What name should the property be purchased in? D et OMG. that's a

Will this property fit your investment strategy and goals?

What does the contract say about GST?

How does the price compare with similar sales in the area?

If it is negatively geared, how much capital growth is

required before you breakeven?

Do you know what records you need to keep and how?

e Are your financing arrangements maximising your tax
deductions?

e What happens if interest rates rise?

would explain all this ~~ tax-deducfible
in ajiffy.. jiffy. oo,

...... and the list goes on!
To ensure you don’t make a costly mistake with your next purchase make sure you see a BAN TACS
Accountant before you sign

Disclaimer: The information is presented in summary form and could be out of date before you read it. It is only intended only to draw your
attention to issues you should further discuss with your accountant. Please do not act on this information without further consultation. We disclaim
any responsibility for actions taken on the above without further advice as to your particular circumstances.
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