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30 September 2020 

The Office of the Commissioners     Suite B136  3/F 

Royal Commission into Aged Care Quality & Safety   100 Harris Street 

GPO Box 1151        PYRMONT NSW 2009 

ADELAIDE SA 5001 

       

By email: ACRCCapitalFinancing@royalcommission.gov.au  

Dear Commissioners 

RE: Capital Financing & Funding of Aged Care – Call For Submissions 

Futureproof is a fintech/insuretech disrupter of retail banks, life insurers and wealth 

managers in the retirement and aged care funding space. 

In exclusive global collaboration with the world’s leading thought leadership, professional 

services and technology consulting group, we are bringing to market a new  financial 

instrument to fund retirement and aged care, using home capital. 

This unique financial innovation monetises the wealth tied up in residential property with no 

depletion of home equity using a new low-risk, fiscally responsible mortgage. 

This financial innovation is a game-changer for the Royal Commission to consider because it 

now opens up a new $2.25 trillion pool of capital to fund retirement and aged care solutions. 

We are concerned that other Submissions propose high cost solutions that are unpalatable to 

government, taxpayers and retirees but, critically, fail to address issues of inter-generational 

equity. 

Accordingly, we invite the Royal Commission to now look to the fintech and insuretech 

industry for disruptive innovation, to change the existing funding paradigm with out-of-the-

box thinking and to identify new retirement and aged care funding solutions that deliver far 

better and more equitable outcomes for all stakeholders. 

Yours sincerely 

John Innes 

Director & Chief Executive Officer 

e: john.innes@futureprooffinancial.co   t: (02) 9051 9601   m:+61 (0)408 306 235 

http://www.futureprooffinancial.co/
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Futureproof 
Futureproof Financial Group Limited is a fintech & insuretech disrupter of retail banks, life 

insurers and wealth managers in the retirement income and aged care funding space. 

Its parent company is Hong Kong-based, having an Australian R&D subsidiary with a local 

financial product development team of industry thought leaders from insurance and banking 

supported by senior actuaries, quantitative analysts and Australia’s leading data scientists, 

computing, AI and technology experts.   

Futureproof is a B2B financial product developer that licenses its intellectual property only to  

regulated financial institutions and governments.  

The Company is not a B2C business nor is it a retail Product Issuer. 

Futureproof was established over a decade ago by insurance industry veterans,  father & son 

team of the late Ian Innes (former Lloyds of London Australian Broker Representative, 

Director of MMI Insurance group companies & industry pioneer of risk management) and 

John Innes (former financial regulator & corporate lawyer and General Manager responsible 

for Product Development for Australia’s largest insurer then, later, a fintech/insuretech 

innovation leader). 

The Company was formed after an earlier successful start-up insurer established by the 

Founders to digitally transform underwriting, reserving, premium rating and claims 

management to achieve the lowest claims loss ratio of all workers compensation insurers, 

was acquired by a large Australian financial institution. 

The focus of the Founders then turned to the fiscal and funding challenges posed by the aging 

population, particularly the mass-market of asset-rich and self-funded Retirees. 

Futureproof was formed to identify and develop practical new financing and funding solutions 

to better meet the financial needs of Retirees in retirement and aged care.  

The Company’s breakthrough innovation has been a new low-risk fiscally responsible 

mortgage-based financial instrument to support next generation, fit-for-purpose banking, 

insurance & financial products for the aging customers of financial institutions. 

Further information may be found at www.futureprooffinancial.co . 
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Objective of this Submission 

Futureproof has never before made disclosures or a public submission in order to protect its 

intellectual property & trade secrets.  Indeed, all parties with whom its confidential 

information has been shared, have been required to enter into strict Non-Disclosure 

Agreements. 

Following our review of all published Submission responding to the Royal Commission’s  

Consultation Paper 2, we formed the view that industry responses thus far by Australia’s 

financial institutions were under-whelming.   

Futureproof notes that not a single bank and only one insurer (an incumbent provider of 

traditional annuity products) has, to date, responded to the Royal Commission.   

We invite the Royal Commission to pause for a moment to contemplate this result and what 

it truly means. 

It is a clear admission that financial institutions, literally, have nothing to offer the Royal 

Commission by way of new capital financing or funding solutions for retirement and aged care. 

We believe that it is in the public interest for Futureproof to now step forward and, through 

our Submission, share with the Royal Commission the fact that the fintech/insuretech 

industry has responded by: 

• Examining the same issues around financing of retirement and aged care, for some 

years 

• Now providing the Royal Commission with long overdue thought leadership on these 

issues 

• Briefing the Royal Commission on a game-changing financial innovation that presents 

it with entirely new funding options and an obvious pathway forward  

• Innovating with new solutions that provide win-win outcomes for all stakeholders - 

Government, financial institutions, aged care providers and Retirees  

By its very nature, ours is likely to be one of the most important Submissions to be received 

by this Royal Commission. 

  

http://www.futureprooffinancial.co/


 

www.futureprooffinancial.co                                                                          Page  | 5                                             

 

What Is A Wicked Problem? 

The fiscal consequence of the ageing population for public policy in healthcare, social security, 

retirement & aged care settings is widely regarded one of the world’s Top 6 wicked problems 

(along with major challenges such as climate change, food security, wealth & educational 

inequality, decline of democracy, conflict migration & refugees and changing global 

governance & a new world order). 

Many Submissions to the Royal Commission acknowledge the increasing cost pressures in 

aged care arising from an aging population, however very few address the worsening 

Dependency Ratio of working-age taxpayers to Retirees, with the resulting inter-generational 

unfairness embodied or inherent in their various recommendations.  

These are two sides of the same coin. 

One cannot simply address the fiscal issues facing Retirees entering aged care without also 

addressing the unintended consequences that arise for existing taxpayers and the diminishing 

future tax-payer base, that has to fund the cost of such proposals. 

The following graph of the decline in home ownership reflects just how serious we have to 

take, issues of inter-generational equity – there is a massive cohort of coming generations 

that without the wealth generator of home ownership, will be unable to fund their retirement 

and aged care. 

 

http://www.futureprooffinancial.co/
https://en.wikipedia.org/wiki/Population_ageing


 

www.futureprooffinancial.co                                                                          Page  | 6                                             

 

The Royal Commission is seeking solutions to address what is, clearly, a wicked problem. 

It is a wicked problem made worse by recent factors: 

• Federal Government has peremptorily ruled out inclusion of the family home included 

in the pension asset and significant changes to the residential aged care means test 

• Fiscal effects of COVID-19: 

o causing long-term damage to the economy (which, if the GFC is a reliable 

indicator, will take at least a decade to fully recover) 

o worsening the already deteriorating Dependency Ratio through massively 

increased unemployment 

o further worsening of the dependency ratio by virtue of cut-backs of 

immigration until global COVID-19vaccinations has been completed 

o long-term worsening of the dependency ratio as a result of reported drop in 

birth rates expected to continue to fall during the decade-long economic 

recovery period 

• We have simply left it too late to fully address the needs of baby-boomers through 

any meaningful systemic reform 

• Future generations are being left out of the housing market which is the main driver 

of personal wealth 

• Superannuation is and will always be insufficient to fully-fund retirement and aged 

care needs, unless employer contributions well exceed planned levels 

Other Submissions to the Royal Commission 

One has to be struck by the inadequacy of recommendations proposed to the Royal 

Commission to date.   The funding solutions proposed thus far are well known and have been 

heard many times before in media analysis, policy papers, research and previous similar 

enquiries.  

These old ‘chestnut’ solutions invariably comprise one of four approaches: 

1. Increase taxes or impose a new levy 

2. Universal insurance coverage 

3. Government loans saddling Retirees with new debt 

4. Introduce death taxes 

None are easy, none are palatable to the stakeholders, none are new and none are 

particularly innovative.   

In our view, they not only represent traditional and constrained thinking, but they also come 

at enormous fiscal cost to government and taxpayers.  

http://www.futureprooffinancial.co/
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Worse still, they have the unintended consequence of ‘kicking the can down the road’ by 

transferring the cost burden to next generations through: 

• Increased taxes, compounded by an ever-worsening dependency ratio 

• Reduced wealth transfer on death, through loss of inherited capital at a time when 

next generations are increasingly unable to enter the housing market 

These solutions would set up a fiscal time-bomb for Government and for Gens X, Y & Z and,  

the hardest hit group of all, the Millenials the majority of whom will live longer but complete 

their education with larger HECS debts and face a post-COVID-19 decade of poor economic 

performance, limited job prospects, interrupted careers, insufficient superannuation, low 

wages growth and no home ownership.   

We note also that these Submissions do not adequately explore other possible solutions that 

seem to fall into a ‘too hard basket’: 

• New insurance/financial products 

• New user pay models 

This, in our view, is the result of a perception in the minds of stakeholders that: 

• It is a reasonable expectation that solutions or new products to address the issues will  

inevitably be forthcoming from the banking or insurance industries – this is naive as 

demonstrated by their lack of product innovation to date and their lack of 

participation in this Royal Commission 

• An ideological view shared by Government and many Retirees that ‘middle class 

welfare’ must be allowed to continue by regarding Retiree wealth (particularly the 

family home) as an untouchable asset to be quarantined when it comes to retirement 

funding and aged care financing  

How to Solve a Wicked Problem 

The term ‘wicked problem’ was first used in 1967 by Horst Rittel and C. West Churchman in the 

context of problems of government and social policy. 

To solve a wicked problem like the funding issues that arise from population aging in the 

retirement and aged care setting, requires ‘out of the box‘ new thinking. 

In practice, what does this mean? 

It is clear from the Submissions so far that the recommendations therein have been framed 

around the existing paradigm of: 

http://www.futureprooffinancial.co/
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• Traditional products 

• Principal of universality 

• Established funding frameworks 

Commonly held perceptions or collective pre-conceived ideas have a another name – 

groupthink. Groupthink is then reinforced by a self-serving army of professional advisory 

services (actuaries, lawyers, consultants) fed over many years by the industry itself.    

Groupthink is the anathema to disruption, innovation and thought leadership. 

What is needed is to move beyond the existing paradigm, identify the basic or underlying 

problems and apply lateral thinking to them.  As well evidenced by neo-banks, digital 

challengers and new platform-enabled financial services businesses, this is what fintechs and 

insuretechs do best – they go well beyond traditional thinking, they change the existing 

paradigm and they disrupt old business models. 

If the Royal Commission is prepared to examine the fiscal and funding issues associated with 

retirement and aged care  through a new lens, then fintechs and insuretechs such as 

Futureproof, can provide different and better solutions.  

Futureproof is able to demonstrate to the Royal Commission that the enormously costly or 

unnecessarily complex solutions recommended to it to date by others, are simply not 

required.   

The good news is that the existing paradigm of retirement and aged care funding has now 

been overtaken by disruptive innovation. 

It should be noted that our Submission addresses the mass-market of self-funded Retirees, 

but not all Retirees.   

Accordingly, Futureproof supports a continuing hybrid funding model for retirement and aged 

care of: 

• User pays (for those who are property owners or are self-funded) 

• Government-provided safety net (for those who aren’t) 
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A New Solutions to this Wicked Problem 

Context is important and it may be helpful to breakdown and follow the Futureproof ideation 

process. 

Commencing with the underlying problem, the following depicts the growing retirement 

funding gap: 

 

 

 

Our aim is to provide solutions that address each of the following specific elements of this 

wicked problem, including: 

• It is too late to provide systemic support to Baby Boomers since the last of this cohort 

retires in less than 5 years 

• The Baby Boomer cohort has benefited from the period of greatest wealth creation in 

Australia’s history through economic growth, long-term employment, high wages, 

phenomenal property appreciation and strong financial market performance – these 

circumstances, clearly, lend themselves to a user pays solution component 

http://www.futureprooffinancial.co/
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Subsequent generational cohorts face very different economic circumstances and  they 

must benefit from inter-generational wealth transfer if they are to successfully enter the 

Australian housing market – home ownership is essential to the wealth creation they need 

to fund their own future retirement and aged care 

• Superannuation will never be sufficient to fully fund retirement and aged care unless 

employer contributions reach an unsustainable level exceeding 20% - this tell us that 

a supplementary funding pillar is needed 

• The Dependency Ratio of taxpayers to Retirees is now less than 2:1 having declined 

more rapidly than expected over the past decade -  a dependency ratio of 54.31% 

(World Bank, 2019) makes clear that a ’fiscal train wreck’ lies ahead as the dependency 

ratio continues to worsen annually with population aging over the next two-three 

decades 

The first conclusion that must be drawn is that the solutions proposed in other Submissions 

should simply not be recommended by the Royal Commission – they should be regarded as  

last resort responses to this wicked problem.   

$2 Trillion Capital Is Available to Fund Retirement & Aged Care 

The next most important observation in Futureproof’s ideation process is to recognise that 

there is only one asset class that can possibly be useful in addressing a retirement funding 

gap of this size.  

We need to identify the last remaining untouched asset class having sufficient depth of capital 

to make a much-needed and significant impact on this wicked problem  – it is home capital.    

In Australia there are in total (approx.) 9 million residential properties (both primary 

residences + investment properties). Of these, 30% of residential properties have no 

mortgage.   

Counter-intuitively, 48% of investment properties are positively geared an increase of 8% 

since 2017 as reported by the ATO due to increased property values and decreased interest 

rates).   

At the national median house price, the combined total of 3 million unencumbered 

properties represent a pool of untapped  home capital of (approx.) $2.25 trillion available to 

fund retirement and aged care. 
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The following table provides a breakdown of this available pool of capital by age cohort. 

Cohort 

(Age) 

Total Properties 

(Number) 

Unencumbered 

(%) 

Available  Capital  

($ billions) 

< 45 years 311,619 21.6% $233.7 

45-55 years 471,144 29.3% $353.4 

55-65 years 677,157 53.7% $507.9 

> 65 years 640,068 74.6% $480.0 

> 75 years 618,310 84.7% $463.7 

HNW/ Investors (all ages) 1,084,277 48.0% $813.2 

Source: ABS and HILDA Survey Data 

There is a clear and obvious reason why home capital does not sit in the current paradigm of 

thinking of stakeholders making submissions to this Royal Commission.  It is because the only 

financial instruments to access home equity have traditionally been limited to: 

• Reverse mortgages 

• Shared appreciation mortgages 

• Home reversionary products 

• Fractional ownership schemes 

Of these, only reverse mortgages have had any significant market take-up.  The others are not 

favoured by Retirees and are overly complex.  

Reverse mortgages have long-been ruled out as a viable funding solution because the market 

plainly tells us that, at an average mortgage of $80,000 in Australia, this financial instrument 

cannot release sufficient equity to fund retirement and aged care.  They are being used for 

discretionary spending or to pay off small debt on entering retirement. 

Reverse mortgages, having been invented in the United Kingdom some 35 years ago, have 

never changed.  They simply cannot achieve their stated purpose as a serious retirement 

funding or income product.  

However, there still remains the largest single pool of untouched capital which, if responsibly 

accessed, has the potential to provide entirely new funding solutions. 
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Accordingly, we ask the Royal Commission to consider three key facts: 

1. The amount of unencumbered home capital currently locked up in residential 

property (both primary residences and investment properties) is (approx.) $2.25 

trillion 

2. 70% of Retirees entering aged care own their own home 

3. This pool of home capital is growing annually at the rate of 4% p.a. through capital 

appreciation (being  the average since 1926 inclusive of the Great Depression, Tech 

Wreck, GFC and, now COVID-19) 

So this is where Futureproof chose to focus and invest millions of dollars in its research and 

development efforts. 

Reverse Mortgages Cannot Fund Retirement & Aged Care 

The logical commencement in the financial innovation process is to next examine reverse 

mortgages and fully understand their inherent defects. 

From a product design point-of-view it becomes obvious that the interest mechanism is at 

the core of the problems associated with reverse mortgages, driving the following: 

• Accrual of all loan interest 

• Compounding interest (not simple interest) 

• Age restrictions 

• LVR limitations 

• Lump sum limitations 

• No indexation of annuity income  

Futureproof’s view is that reverse mortgages remain high risk, fiscally irresponsible products, 

inherently defective in their design and not fit-for-purpose.   

Here is why: 

• For the  lender: 

o they are fully risk weighted at 100% under BASEL II/III and SOLVENCY II 

regulatory protocols 

o the greatest risk is, of course, negative equity risk 

• For the borrower: 

o debt doubles approximately every 9 years 

o all home equity is depleted within approximately 17-23 years depending on 

the loan amount and loan term 

http://www.futureprooffinancial.co/
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• Average reverse mortgage in Australia is approximately just $80,000 which indicates 

they are likely being used by Retirees to fund discretionary spending 

• Age restricted  

• Lump sums are, typically, restricted to a maximum of only 12-18% LVR (subject to age 

restrictions) which is simply insufficient to fund the Aged Care RAD 

• Annuity income periods are, generally, limited to <10 years and total borrowing for 

annuity income restricted to only 15%-35% LVR (subject to age restrictions) which is 

insufficient to fund Retirement or to pay Aged Care daily fees or DAP 

Futureproof soon concluded that reverse mortgage needed to be replaced with an entirely 

new financial instrument where the interest mechanism at its heart, operates very differently. 

If loan interest is paid as incurred, then the financial consequences that flow automatically 

resolves all of the issues identified above – it seems simple and so obvious in hindsight. 

The Average Retiree in Australia 

Having ruled out existing banking and insurance products, we next ask the Royal Commission 

to consider the financial position of average Australian Retirees. 

A retiring couple (who own their own home) is, generally, considered to need the following 

for a comfortable retirement: 

• 60% of combined pre-retirement income (45% for singles) 

• Minimum of $60,997 p.a. 

• Total funding amount of $545,000  

If they were to rely on an allocated pension to deliver this comfortable retirement, their 

combined superannuation balance would need to be $1,970,000 if ineligible for the aged 

pension (or $1,050,000 if eligible for the pension) 

How does this compare with the wealth Australian Retirees actually have?  

An average 60 year old couple (owning their own home), both still working but transitioning 

to retirement at 65 years of age, currently enjoys the following average balances: 

• Salary $80,000 (male) and $60,000 (female) 

• Superannuation $154,453 (male) and $122,848 (female) 

• Cash and other assets of $150,000 

These combined assets will provide an allocated pension of just $36,628 p.a. 

http://www.futureprooffinancial.co/
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This leaves a funding shortfall for a comfortable retirement for average Retirees of $24,369 

p.a. 

This commonly performed financial planning analysis ignores, of course, the couple’s largest 

asset – their home wealth.  

Adding to these financial considerations is the uncertainty that everyone’s transition to aged 

care will be different. 

Example 1 - A Retiree who takes a reverse mortgage for annuity income at aged 60 years, 

then requires to move into aged care at, say, aged 80 years.  Where does the money come 

from to pay the RAD? There is now insufficient home equity remaining and inevitably all home 

equity is, typically, eroded by the reverse mortgage within 17-23 years. 

Example 2 – A couple who may not have taken out a reverse mortgage and where one partner 

is able to continue aging in-the-home for several years, but the other partner suffers an early  

medical episode requiring urgent transition to low care or high care now requires the ability 

to service the aged care daily charge.  Further not one RAD, but two  RADs are required in 

these circumstances – either for separate rooms (a common choice of couples having differing 

levels of care) or one RAD now and another RAD later when the remaining partner transitions 

and the home is able to be sold. 

Futureproof’s view is that reverse mortgages are poorly sold, fiscally irresponsible financial 

products likely to leave Retirees financially exposed at the most vulnerable time of their lives, 

without the means or sufficient home equity to fund  RADs, DAP or daily aged care charges. 

The Reserve Bank of Australia correctly identified the need for an out-of-the-box solution to 

meet the retirement and aged care funding needs of the aging population nearly 10 years ago 

– clearly, no one else was listening: 
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Introducing the Equity Preservation Mortgage™ 

Futureproof’s research shows the average home value for a senior is 42% above the median 

cities house price (Retirees having traded up over their lifetimes puts them well above the 

national median house price).   

Currently, this equates to $1.1M in housing wealth for an average Retiree. 

The Ansell Strategic submission to this Royal Commission has already noted that 70% of 

Retirees transitioning to aged care, own their home.  

Given the personal wealth circumstances of the mass-market of Retirees, Futureproof asks 

the Royal Commission to envisage a perfect financial world  -  what would an ideal retirement 

funding instrument look like? 

It would be mortgage-based so as to tap into the Retirees largest asset – it would monetise 

this average $1.1 million of home equity into home capital – it would not be LVR restricted 

and allow up to 80% LVR mortgages (like forward mortgages) – it would be age-independent 

- it would be an instrument enjoying a lower risk weighting so that it is less capital intensive 

(i.e. Tier One Capital or Statutory Capital) for financial institutions to write -  and, most 

importantly of all, it would be an instrument that does not erode any home equity of Retirees 

leaving their home capital fully intact to fund retirement and aged care or to leave to their 

children, as they wish. 

Financial institutions have had 35 years since reverse mortgages were invented yet there has 

not been any breakthrough innovation in retirement and aged care funding. 

Thanks to the fintech/insuretech industry there is now such a financial instrument – known 

as the Equity Preservation Mortgage™. 

Futureproof is now in exclusive global collaboration with the world’s leading thought 

leadership, management consulting and technology services group, to bring the new Equity 

Preservation Mortgage™  to the Australian market.   

This will enable our collaboration partner to make the Equity Preservation Mortgage™   

available to its bank, insurer and wealth management Clients to write or originate the new 

mortgage for their aging customers. 

The technology facilitating this financial innovation is a fintech product plug-in to their core 

open-banking platforms or via secure API’s to the existing technology stacks of Australian 

financial institutions.  

http://www.futureprooffinancial.co/
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This breakthrough financial instrument, planned for Australian release in 2021, will support 

both retirement and aged care funding for home- owning Retirees by providing: 

• Voluntary contributions to top-up superannuation whilst still working 

• Payment of Deferred Annuity premiums ahead of retirement 

• Contributions to an Investment Bond for future funding needs 

• Annuity income whilst leading an active retirement 

• Fund home care packages whilst aging in-the-home 

• Paying DAP and Daily Fees following transition to aged care of the 1st partner 

• Paying DAP and Daily Fees following transition to aged care of the 2nd partner 

• Retaining the family home for rental income 

• Preserving all home equity to fully fund up to two RADs if a decision is made to sell the 

home (see Recommendations below)  

For the children of -Retirees, inter-generational transfer of home wealth is assured by the 

Equity Preservation Mortgage™  through the following mechanisms: 

• Where RADs not paid - the family home is retained with all original equity and all 

capital appreciation intact 

• Where RADs are paid - the family home is sold but, of course, the capital is refunded 

upon death 

• Investment Bonds can be cashed out if not used or upon death  

Futureproof’s solutions have now removed inter-generational unfairness. 

 

The Life Cycle of an Equity Preservation Mortgage™ 

Futureproof next invites the Royal Commission to widen the focus from Retirees, to also 

examine the Pre-retiree cohort. 

This is an important consideration where a hybrid user pays/government funding model is 

adopted going forward, since each subsequent generation has to have the private wealth to 

fund their own retirement and aged care in order to minimise and keep affordable, the cost 

of any government-funded safety net. 

Three future funding solutions are now made possible where Pre-retirees use the Equity 

Preservation Mortgage™. 

A Pre-retiree, of course, has less home wealth than a Retiree ($1.1 million).  The correct 

average measure to use for this cohort, is the national median house price ($750,000). 

http://www.futureprooffinancial.co/
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Whilst a Pre-retiree is gainfully employed full-time, the tax-free annuity income stream 

provided by the Equity Preservation Mortgage™ is not required to support their living costs 

or fund lifestyle.  Instead, it is directed through new built-for-purpose products to one of the 

following: 

• Voluntary contributions to top-up their superannuation 

• Payment of a Deferred Annuity monthly premium to an insurer 

• Contributions to an Investment Bond (see Recommendations below) 

This now creates funding for their future retirement and aged care whilst having no cashflow 

impact on the Pre-retiree and no depletion of home equity. 

But what does this mean in real terms,  for the Royal Commission? 

For an average 40 year old Pre-retiree taking an Equity Preservation Mortgage™ over a home 

valued at the median $750,000, this delivers any one of these desirable future financial 

outcome, effectively, at no cost: 

• Add $1 million to their superannuation balance at retirement age 

• Create a private pension of $25,000 p.a. from retirement age to death 

• Fund a future $563,879 RAD (for every 15 years of contributions) 
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What the Royal commission now has available in its toolbox of solutions, is a whole-of-life 

solution to fund each life stage - from working life to retirement to home care to residential  

aged care – whilst continuously ensuring inter-generational equity and full transfer of home 

wealth upon death (refer to Appendix). 

A New RAD Investment Bond  

Futureproof notes the response submitted by insurer, Challenger. 

In a letter to the Royal Commission, Challenger noted the potential for Deferred Annuities to 

provide a funding solution from the insurance industry.  However it further stated “[we] do 

not contemplate making this kind of offering”. 

In circumstances where the insurance industry fails to respond to this market need, 

Futureproof invites the Royal Commission to consider yet another innovative solution. 

Our Recommendations  (below), include the establishment of an Aged Care Pricing Regulator.   

One function of this Regulator could be the establishment of a Future Fund or to offer a 

Government-guaranteed RAD Investment Bond (similar to an insurance bond, traditional 

government savings bond or newer-style investment bonds). 

A RAD Investment Bond could be purchased through monthly contributions by Pre-retirees 

using cash contributions funded by use of the Equity Preservation Mortgage™  during their 

working lives. 

For example, a 55 year old transitioning to retirement with average an average home valued 

at $750,000 could use the Equity Preservation Mortgage™  to secure funding of $30,000 p.a. 

for, say, 15 years directed to RAD Investment Bond contributions.  They can then switch to 

receiving this funding stream as retirement annuity income for a further period of 15 or more 

years. 

This average contribution to a single RAD Investment Bond would, at age 70 years, total 

$447,977.  With, say, just 3% guaranteed investment growth (a further $115,902) this new 

bond provides an average Pre-retiree with a fully-funded RAD of $563,879 (or more over a 

longer period), to use whenever it is needed.   

Unused RAD Investment Bonds would, of course, be cashed in upon death. 

Also relevant to this further innovative idea, is the Royal Commission’s observation of the 

increasing trend showing a preference of Retirees to pay DAP, in lieu of RAD.  It is suggested 

this indicates a growing inability of Retirees to fund RAD.  Futureproof does not entirely agree. 
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We believe there is a bigger factor at play – the exemption of the family home from the aged 

pension asset test.   

This exemption creates a market distortion.   

Why would a Retiree sell the family home, lose an appreciating asset, lose rental income and 

lose the aged pension asset exemption by selling the home to fund a lump sum RAD when 

they can progressively fund a DAP for an uncertain period?  Notwithstanding the relatively 

high Maximum Permissible Interest Rate (which is effectively a financial DAP penalty), the 

Retiree remains financially better off retaining the family home. 

(Another of our Recommendations below, seeks to partly redress this market distortion.) 

The trend towards DAP over RAD, does create a capital financing risk to aged care operators.   

The Royal Commission notes that RAD forms the largest portion of capital financing for the 

construction of new aged care spaces – this is a funding risk that has to be managed given the 

increasing demand for new spaces resulting from population aging. 

Futureproof sees the advance  purchase from the Pricing Regulator of a RAD Investment Bond 

(or Future Fund contributions) by either or both: 

• Pre-retirees using average contributions of $25,000 p.a. derived from the Equity 

Preservation Mortgage™  

• Retirees using their average  contributions of $30,000 p.a. derived from the Equity 

Preservation Mortgage™ ,  

as a smart mechanism to help minimise this capital financing risk.  

A New Asset Class Created by the Monetisation Process 

The funding mechanism of the Equity Preservation Mortgage™ monetises up to a maximum 

80% of home equity into home capital.  

This process, effectively creates a new asset class since all original home equity and future 

property appreciation remains fully intact, whilst the newly monetised home capital is then 

deployed to create additional new financial assets (a new asset class) such as an annuity 

portfolio or RAD investment bond, etc.   

This Submission is not the appropriate place to provide details of the design, structure and 

financial mechanics of the Equity Preservation Mortgage™ .   

This is confidential information that remains the proprietary intellectual property and trade 

secrets of Futureproof . 
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Our recommended approach is for Futureproof to provide full commercial and technical 

briefings, in conjunction with our global collaboration partner, directly to Government, 

including: 

• Assistant Minister for Superannuation, Financial Services and Financial Technologys, 

Senator, the Hon Jane Hume 

• Assistant Treasurer - The Hon Michael Sukkar MP 

• Minister for Aged Care - Senator, the Hon Richard Colbeck 

Futureproof makes specific Recommendations below to assist the Royal Commission identify 

a pathway to implementation of these new innovative solutions and to determine optimal 

policy settings. 

Summary 

Futureproof believes it is important for this Royal Commission to be appraised of the following: 

• New Fintech/insuretech industry solutions to retirement and aged care funding 

• Planned availability in 2021 of the Equity Preservation Mortgage™  in Australia 

• Our global collaboration partner has conducted a detailed review of the Equity 

Preservation Mortgage™   

• Given the average mid-life Pre-retiree has home wealth of $750,000, then the average 

mortgage creates $600,000 (80% LVR) in new home capital which can be deployed to 

fund future retirement and aged care 

• Given the average Retiree has home wealth of $1.1M, then the average mortgage 

creates $880,000 (80% LVR) in new home capital which can be deployed to fund their 

current retirement and aged care expenses 

• Our research has shown the total amount of unencumbered home equity (all ages) in 

Australia (both primary residences + investment properties) is $2.25 trillion 

• This provides an entirely new pool of capital available for new and innovative 

structured capital financing and funding solutions of $1.8 trillion (i.e. 80% of the total 

pool) 

 

Conclusion 

The substantial majority of Retirees are property owners. 
 

The Equity Preservation Mortgage™   is the only financial instrument capable of monetising 

home equity in a fiscally responsible, low-risk way with no depletion of home equity. 
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This disruptive fintech/insuretech innovation from Futureproof renders, otherwise, 

unpalatable decisions of tax increases, hypothecated levies, government loans, universal 

insurance schemes and death taxes, unnecessary and unwarranted. 

This new financial instrument provides the ideal funding and financing solution not only for 

Baby Boomers to solve their immediate funding issues, but also for the next population 

cohorts to fund their future needs. 

More importantly, this new form of mortgage changes the existing paradigm in retirement 

and aged care funding to remove inter-generational unfairness. 

Our Recommendations 

Futureproof makes nine key recommendations to the Royal Commission. 

No. Recommendation Explanatory Notes 

1 The current aged care hybrid funding model of  
government funded/user pays model should, in 

principle, continue. 

This model represents the fairest balance 
between those who can afford to pay for 

their aged care needs and those who 
cannot.   

Aged care is not analogous to the NDIS nor 
Social Security programs – the beneficiaries 
of these safety nets do not have property 

assets nor are they self-funded.  

Futureproof believes the most efficient 

model is a User Pays model for self-funded 
and property owning Retirees. 

The fintech innovation that is the  Equity 
Preservation Mortgage™ greatly reinforces 
that position since the vast majority of 

Retirees entering aged care own their own 
home so even an average Retiree is able to 

now fund: 

• $30,000 p.a. in DAP and daily  

charges for their own aged care 

• Contribute to a new RAD 
Investment Bond giving them a 
$563,879 RAD for every 15 year of 

contributions, 

without cashflow impact and with no 
depletion of their home equity.  

A User Pays model needs to be coupled with 
a government-funded Safety Net for 
Retirees who are not property owners and 

not self-funded.  
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2 The Government’s position to exclude the family home 
from the aged pension asset test is acknowledged. 

 

However, the Equity Preservation Mortgage™ now 
provides a unique & timely opportunity for the 

Government to finesse its position in line with current 
economic realities, proper fiscal management and to 

benefit from this  new financial innovation. 

 

We recommend that the asset test be modified such 
that only properties valued at or below the average 
value home value for seniors (i.e.150% of median cities 

house price) be excluded from the asset test. 

The dependency ratio of taxpayers to 
retiree is now less than 2:1 and 
deteriorating annually.  This is fiscally 

unsustainable. 

The Equity Preservation Mortgage™ now 
allows the Government to, not reverse its 

position, but to finesse the rules around  
inclusion of the family home in the asset test 

for the aged pension.   

This is because property owning Retirees 
can, for the first time, can now secure tax-

free annuity income & private pensions not 
previously available to them, without 

depleting their home equity. 

The inclusion of only higher value properties 
restores fairness, reduces fiscal pressure & 

goes some considerable way towards the 
goal of inter-generational equity.   

Average Retirees would not be 
disadvantaged & remain entirely unaffected 

by this recommendation. 

   

3 The Government now also has the opportunity to 
finesse the income test of the aged pension. 

 

We recommend the first $30,000 of annuity income or 
private pensions (i.e. the amount for average Retirees 

using the Equity preservation Mortgage™) to be  
exempt from the income test to incentivise Retirees to 

fully fund their own aged care without government 
subsidies by using the new financial & insurance 

products available to them rather than be dependent 
solely on the aged pension. 

 

Where the private pension  is applied by the Retiree to 
contributions to a new RAD Investment Bond, it should 

be exempt from the income test. 

The Equity Preservation Mortgage™  now 
also offers the Government new scope to 
change the income test of the aged pension. 

Even average Retirees can now secure a 
private tax-free  annuity income of $30,000 

p.a.  

This raises the question of whether the 
private pension be included in the income 

test. It may be better to permit a full or 
partial exemption to avoid a systemic 

disincentive to become self-funded  now 
that this option has become available to 

Retirees in order to fully fund aged care 
costs without government subsidisation. 

Futureproof recognises further Treasury 
modelling is required when setting levels of 
exempt income. 

   

4 The current ability to select between payment of RAD 
or DAP (or combination of both) must be continued in 

order to provide Retirees with the financial flexibility 
they require. 

 

The transition to aged care, no matter how 
carefully planned will be determined 

ultimately by health and, often, unforeseen 
circumstances.   

We note the increasing trends towards 
payment of DAP in favour of RAD, but we do 
not believe this is solely attributable to any 

increasing difficulty for Retirees to pay. 
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Indeed, we believe it is an unintended 
consequence of the exemption of the family 
home from the assets test for the aged 

pension. Futureproof considers that our 
Recommendation 2 would largely remove  

this systemic distortion. 

   

5 Whilst we do not recommend changes to the pricing of 
RADs, there is a need for greater transparency in both 
setting the quantum and the use of RAD monies by 

aged care operators. 

 

To this end we recommend the establishment of an 
Aged Care Pricing Regulator to set, control and audit 

the pricing and all other financial aspects of aged care 
capital financing & funding. 

RAD is the main capital financing 

mechanism for aged care operators. 

The Royal Commission notes the disparity 

between DAP payments and the $250,000 

capital cost of each aged care place. 

We also note another factor: 

• The need for new beds to keep up 

with the aging population 

• Number of people in residential 

aged care is 242,612 (2019) 

• The target provision ratio of 125 

places per 1,000 people aged 70+ 

years sets a rapidly increasing 

number of new places as being 

required over the next decade 

 

Given that the value of residential aged care 

building activity has steadily increased year-

on-year to the current level of $5.3B,  

changes to existing RAD arrangements or 

amounts would represent an unacceptable 

systemic risk at this critical next phase of 

population aging.  

   

6 The Maximum Permissible Interest Rate charged for 

DAP is a form of financial penalty for those Retirees 
choosing not to pay RAD. 

 

We recommend the amounts paid for this charge be 
retained by the operator (essentially hypothecated) for 
the sole purpose of supplementing their return on 

capital to incentivise an increase in the proportion of 
subsidised residents from 45.4% up to, at least, the 

national average for all provider types of 48.4% and to 
reduce the fiscal burden on Government which 

currently provides 53.8% of subsidised places.   

The number of subsidised places for low 

means residents is an essential component 
of any safety net. 

Providers have discretion to determine the 

proportion of supported residents in their 
facilities. However providers with 40% or 

fewer supported residents in a facility 
(excluding those residents receiving extra 

services) have the accommodation 
supplement they receive for all supported 

residents in that facility reduced by 25 per 
cent.   

Overall this incentive has performed 

reasonably well, particularly when coupled 
with the fact that the number of supported 

http://www.futureprooffinancial.co/


 

www.futureprooffinancial.co                                                                          Page  | 24                                             

 

low means residents has remained 
relatively stable over the last 5 years. 

However, we do note that for-profit 
providers have always had the lowest 
proportion of supported residents and that 

government providers have always had the 
highest. The current proportion of 45.4% of 

low means supported residents in privately 
operated aged care facilities represents a 

significant decline over the past 5 years.  

This should be monitored closely as it is an 
essential part of the safety net for low 

means residents.  

   

7 That the Government seek confidential innovation, 
commercial and technical briefings on the  Equity 
Preservation Mortgage™ . 

This Submission to the Royal Commission  
(being a public document) is not the 
appropriate place to share commercially 

sensitive information & trade secrets 
relating to the design, financial analysis & 

roll out of the Equity Preservation 
Mortgage™ . 

These briefings will inform the Government 
of fintech initiatives & product innovation in 
Australia that has the capacity to play a very 

significant role in determining appropriate 
and fair policy settings for the future. 

   

8 The Department of Health engage Futureproof’s global 
collaboration partner to provide it, the following 

professional advisory reports: 

a. Financial Analysis of the use of the Equity 

Preservation Mortgage™ in the pre-

retirement, retirement and aged care settings 

b. Forecast the market uptake of Equity 

Preservation Mortgage™  by Retirees 
c. Policy settings to optimise the benefits of the 

Equity Preservation Mortgage™ 

Our collaboration partner is a world-leading 
professional services group ideally placed to 

provide expert analysis & advice to 
Government on  new policy settings, having 

independently reviewed the Equity 
Preservation Mortgage™ . 

   

9 The Treasury engage Futureproof’s global collaboration 
partner to provide it, the following professional 
advisory reports: 

a. Validation of the Equity Preservation 

Mortgage™   

b. Analysis of market-size, available home 

capital, capital financing and funding 

implications arising from the projected uptake 

of the Equity Preservation Mortgage™  by 

Retirees in each phase of active retirement, 

Our collaboration partner is a world-
leading professional services group ideally 
placed to provide expert analysis & advice 

to Government on  new policy settings, 
having independently reviewed the Equity 

Preservation Mortgage™ . 
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aging-in-the-home and in residential aged 

care settings 

c. Analysis of superannuation implications 

arising from the projected uptake of the Equity 

Preservation Mortgage™  by Pre-retirees for 

use of this financial instrument to top-up 

superannuation account balances to fund 

future retirement & aged care 

d. Recommendations as to Policy Settings in pre-

retirement, retirement and aged care to 

optimise the benefits of the Equity 

Preservation Mortgage™  
e. Projected fiscal savings to the Government 

from our recommendations based on the 

availability of the Equity Preservation 

Mortgage™ in the Australian market from 

2021 

   

 

 

End of submission 
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