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Kevin Anderson MP
Minister for Better Regulation and Innovation
Sir,
Retirement Villages - Exit Entitlements and Recurrent Charges Cap
Thank you for the opportunity to comment on the examination of A reform to ensure payment of exit
entitlements within set time frames and A reform to limit recurrent charges.
I would like to make some primary points at the start for they are pivotal to the examination of the proposals 1. EXIT ENTITLEMENTS - The village operator is not being asked to pay out his own money or money
he does not have. He was given this money within the in-going payment by the occupant prior to a grant
of occupancy. The operator is merely being asked to repay this loan/refundable amount earlier.
In a loan/lease village with 150 units, a unit value of $983,899.00 and a deferred management fee of
36%, this pool of interest free money held by the operator would be an amount in the order of $76.8
million dollars. The operator being well placed to return the refundable amount earlier.
2. RECURRENT CHARGES – The village operator is being asked to pay a small contribution to
maintenance/management costs of their own property
3. PROPERTY OWNERSHIP – An important determining factor is who is the 'owner' of the property.
Currently these costs are being transferred from a commercially driven property owner to the elderly
occupants. This transfer of cost being enshrined in statute.
Important to understand which of the parties approaches these reform proposals from a position of financial
strength or financial weakness. I am focusing on the capacity of the property owner to meet the cost of these
modest proposals and the diminishing capital base of the retiree over the period of their occupancy.
In a Loan/lease - Loan/licence retirement village the following components are the 'true' cost to a retiree of
living in a village. This 'true' cost not identified by many retirees in their initial decision making.
In a loan/lease retirement village the occupant 1. Pays an in-going amount not to obtain ownership simply a conditional right to occupy. This in-going
amount can often be commensurate with an actual 'buy' price for a similar standard property.
2. Pays a so named 'Deferred Management Fee' upwards to 40% of this in-going payment. Claimed by the
industry to compensate the operator for discounting the entry cost. Factual?
3. Loans the refundable amount (in-going payment minus the deferred management fee) to the village
owner at 0% interest for the duration of their occupancy.
4. Suffers a loss-of-earnings on this refundable amount over the period of occupancy.
5. Suffers an inflationary devaluation of this refundable amount over the period of occupancy.
6. May or may not be granted access to any capital appreciation in the value of the unit occupied. Where
granted access to any capital gain the occupant will be responsible for any capital loss.
7. Pays to fully maintain an asset not owned by the retiree.
8. Pays to fully operate/manage an asset, not owned by the retiree.
9. Pays to fully refurbish an asset, not owned by the retiree.
10. Pays the selling costs of an asset, not owned by the retiree.
11. Pays a diminishing but nevertheless substantial 'lifestyle' premium above the net market value of the
residential accommodation.

1. Examination of the actual full underlying cost to a retiree of living in a retirement
village.
The following chart examines the financial position of a retiree by calculating the full weekly financial cost to
the retiree of living in a retirement village. A village where ownership of the unit is not transferred, where the
resident is only granted a conditional right to occupy.
The most direct comparison for this type of lease/tenancy residential accommodation is to compare it with the
market driven cost of a traditional residential tenancy. Comparing a retiree with $800,00.00 capital who pays an
in-going amount to enter a retirement village, with that of a retiree who retains their $800,000.00 capital base
for investment and takes a traditional residential tenancy.

The chart shows that the full financial cost to the retiree of living in Retirement Village 1 is •

In Year 1 - 6.74 times that of a traditional residential tenancy.

•

In Year 3 - 4.72 times that of a traditional residential tenancy.

•

In Year 7 - 2.58 times that of a traditional residential tenancy.

•

In Year 11 – 1.68 times that of a traditional residential tenancy.

•

In Year 15 – 1.26 times of that of a traditional residential tenancy.

Summation - The chart clearly shows that retirees living in a retirement village to be in a vastly inferior
financial position to retirees retaining their original capital base and executing a traditional residential tenancy.

Conclusion – Given that the average occupancy period in a retirement village is only 7 - 10 years,
retirees living in a retirement village are poorly placed financially, and deserve respite from, these
financial imposts under review.

2. Examination of the change in capital values for both the village occupant and the
operator.
The following chart displays the change in Capital Value for a loan/lease retirement village operator as
compared to a retirement village resident, based on the initial $800,000.00 in-going payment.

Summary - The chart dramatically shows that the long term financial position of the village operator becomes
vastly superior to that of a resident over the period of occupancy. Only strong capital gains can stave off
destruction and in some cases complete destruction of the original capital base of the retiree.
The chart shows that in fact the matter under consideration should be Where an outgoing village resident is not the 'owner' of the property, but simply the lessee/tenant, the complete
removal of any exit entitlement waiting period.

Conclusion – Given the diverse financial strengths of the two parties, the village operator is well placed
to absorb any minor financial impost from the proposals.

3. The accumulating change in the respective capital values of the village occupant and the
village operator.
The following chart shows the accumulating change in total capital value for the resident and the operator
measured over 7 year periods for a loan/lease retirement village. These figures are for just one village of 150
units, one has to consider what the industry wide figures for New South Wales would be.
After just 7 years the residents will have suffered a reduction in capital value of $43.2M dollars, whilst at the
same time the village operator has had an increase in capital value of $70.7M dollars. The total amounts after
28 years of operation are, the operator plus $396.5M whilst the residents minus $242.0M. The other number of
note is the size of the pool of interest free money held by the operator – At year 7, $76.8m. At year 14, $94.4m.
At year 21, $116.1m. At year 28, $142.8m.

Summary. - The chart clearly shows that the long term financial position of the village operator is vastly
superior to that of the resident/s.
Note:- The chart does not include • Maintenance/administration fees, refurbishment costs, selling costs paid by the occupant/tenant on a
property not owned by themselves, but owned by the operator.
• A CPI devaluation of the refundable amount suffered by the occupant/s over the period of their
occupancy.

Conclusion - The village operator would be well placed to absorb any financial impost from the
proposals. This substantial pool of 0% money held by the operator for repayment of the refundable
amounts shows that an operator should be in a position to repay on the day of departure, let alone 6
months after departure.

4. The impact of capital gain on the financial outcome for exiting retirement village
residents.
The following chart displays the differing impacts of access to capital gain on the financial position of a
resident departing a village. Strong rises in property values over past years have masked the negative financial
impacts of retirement village living, see model 1 (green). Will those heady property years return and what is the
impact if they don't. And what of retirees who are never granted access to any capital gain through their
contractural arrangements. See model 2 (blue) and particularly model 3 (red).

Summary. - The chart clearly shows that having access to any increase in the value of the unit being occupied
has a dramatic impact on the financial position of the retiree on departure from the village.
NOTE:- Any resident/tenant that has been granted access by contract to capital gain also carries the financial
responsibility of any capital loss. A clear danger to retirees in the current residential property market and any
longer term falling or flat property market.

Conclusion - The heady days of continuous substantial rises in property values appear gone, the
financial position of many retirees on leaving a retirement village will be dramatically worse than those
of times past. Outgoing residents are less likely in the future to be able to absorb the costs of the current
statutory period for the delay in repayment of the refundable amount and the current ongoing period of
payment of recurrent charges.

5. SOCIAL PUBLIC COST - “This could in turn affect the availability of housing stock
for younger people in the general housing market, as retirees decide to remain in their
current premises longer.”
The chart below displays differing impacts on the capital base of a retiree following a decision to either remain
in the family home or 'downsize' as encouraged by governments into residential accommodation such as a
retirement village.
Note the following • Any capital improvement in the value of the family home (green) is lost to the retiree.
• On entering a retirement village the capital value of the retiree will suffer a reduction as in the case of
retirement village 1 and a significant reduction as in the case of retirement village 2. Both these impacts
will have a dramatic negative impact on the financial capacity of the retiree to change direction either by
choice or by circumstance or to help fund their aged pension, home care or residential aged care costs.

Summary - The encouragement by governments to retirees to surrender their capital wealth through the sale
of the family home described as, to enable younger Australians access to the property market, is in my view
self-defeating and -

1. In a time where the heady days of continuous substantial rises in property values appear gone, the
financial position of many retirees on leaving a retirement village will be dramatically worse than those
of times past.
2. These same retirees will come back after their so called 'party' years to these same 'younger Australians'
seeking increased funding assistance for their aged pension, home care or residential aged care costs.
3. A 'downsize' move into a retirement village sends many retirees on a journey of destruction of their
capital worth. Many residents already report being financially trapped and unable to move on with a
different phase of their life, forced either by choice or circumstance.
4. In the future an increased number of retirees, having downsized from the family home, will find
themselves in the so named 'poverty' or 'financial' trap of retirement villages such is the financial impact
on their original capital base.

,
Conclusion – The data indicates that the best financial outcome for a retiree is to remain in the family home.
Before moving into a retirement village retirees should have a full understanding of potential financial
outcomes, sadly many do not.

6. The differentiation between rural and city villages.
As to the matter of differentiation between a metropolitan (6 months) and a rural (12 months) retirement village
when it comes to the maximum period a refundable amount can be held by the operator/landlord, I feel this is to
clearly discriminate against rural retirees, asking rural retirees to accept more of the cost of statutory delay
periods for the payment of refundable amounts and recurrent charges than their city equivalent. This on a
property not actually owned by the retiree but by a village operator seeking all the commercial rewards yet
happy to deflect some commercial risk toward the occupants. Some of this deflection enshrined in legislation
by government, surely just a financial 'free kick' to the operators.

To Conclude 1. Would any state government consider introducing a law where in a standard residential tenancy a tenant
on leaving the premises has to continue paying rent until the landlord has installed a new paying tenant.
2. Would any state government consider introducing a law where in a standard residential tenancy a tenant
on leaving the premises the bond cannot be released until the landlord has installed a new paying tenant
and received a new bond.
I think not although the many private property investors around Australia would love it to be so, yet this is the
very scenario faced and for much more sizeable sums of money by outgoing residents of retirement villages.
Liquidity – ability to pay exit entitlements before sale.
Statement - “many operators would be unlikely to have sufficient liquidity to fund a multiple exit entitlement
payments within a very short period.”
Why? They already have the money to repay, they received the money within the in-going amount paid to
obtain occupancy. The money was always due for repayment to the outgoing resident on their departure.
Statement - “Where insufficient liquid funds exist, operators would need to source the finance from a parent
company or financial institution (loan).”
Why? They already have the money to repay, they received the money within the in-going amount paid to
obtain occupancy. The money was always due for repayment to the outgoing resident on their departure.
There may be a small fall in income in the short term resulting from the holding of more shorter term working
capital, but given the previous example of just 1 village with 150 x $983,899.00 units and holding a pool of
$76.8m dollars of refundable money at zero cost, an increase of just 1% in interest rate returns increases the
total return to the operator by $768,000.00 per annum.
The previous Minister for Better Regulation and Innovation Mr. Kean is reported as saying that he liked
retirement villages because they came at no cost to government. It is a fact however that they come, as can be
seen from the charts presented, at a significant capital cost to New South Wales retirees with long term financial
and social consequences for these retirees.
Commercial operators come to the retirement village market place seeking the substantial commercial rewards
available, yet they also seek and have been granted financial concessions by governments for some of the
commercial risk. The cost of these concessions transferred directly to New South Wales retirees or their
families. The benevolent provision of retirement housing for the older residents of New South Wales is no
longer a dominant driving force behind the industry.
I see no increase in commercial risk for the village operators in these proposals, they simply involve an
adjustment to the allocation of working capital and a minor increase in financial responsibility for the
maintenance / management costs of their own asset. These proposals are a small, modest adjustment to the
financial equilibrium between occupants and operators of retirement villages, currently heavily weighted in
favour of the operators.
Thank you again for the opportunity to make a submission.
Yours faithfully,
Les Scobie.

