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Points of Interest

10 Things You Should Know About Reverse Mortgages

By ANN I. WEBER, Esq.

avoid Fred Thompson, Robert Wagner,

and a host of other actors encouraging
you to consider a reverse mortgage if you are
strapped for cash.

Although these financial tools can be use-
ful, they are expensive, both in terms of bank
fees and interest payments, and they can put
your financial health, your home ownership,
and your children’s inheritance at risk.

Because of these problems, the default
rate on reverse mortgages has been sig-
nificant. In response, Congress recently
passed the Reverse Mortgage Stabilization
Act of 2013, which gives new powers to
federal regulators to change the rules of
the program “to improve ... fiscal safety
and soundness.” As a result, most home-
owners will no longer have access to large
lump-sum payments up front, they may
be required to set up escrow accounts for
insurance and property taxes, and financial
assessments will be required.

If you are thinking about applying for
a reverse mortgage, here are 10 things you
should know before proceeding.

If you watch TV these days, it’s hard to

1. A reverse mortgage is a loan, which
accumulates interest over the life of the loan.
The homeowner remains responsible for
ongoing taxes and home insurance.

A reverse mortgage is similar to a pur-
chase mortgage in that it is a loan from a
bank or mortgage company to an individual.
However, instead of using the funds advanced
by the bank for purchase of a residence, a
senior homeowner (62 or older) can use a
portion of his or her home equity as collateral
and receive cash in return. Reverse mortgages
have fees due upon origination and servic-
ing fees annually, and the loan will have to
be repaid with interest, which accumulates
over the life of the loan. The principal and
accumulated interest are due when the home-
onwer dies or no longer lives in the home as
their principal residence.

There are three types of reverse mortgages:

* Single-purpose loans for home repair,
handicap access, etc. issued by state, local,
or charitable agencies. These are usually the
least expensive;

* Home Equity Conversion Mortgages
(HECMs), issued by banks or mortgage com-
panies that are approved Federal Housing

Authority lenders. They are federally insured
and regulated. These are the most common
and have some consumer safeguards due to
federal regulation; and

* Proprietary loans backed by the com-
panies that develop them. You are on your
own here, but greater amounts are frequently
available from these lenders.

The home is still owned by the borrower,
who remains responsible for upkeep, real-

estate taxes, and insurance on the home.
Failure to maintain these payments can result
in default and foreclosure, and as a result,
escrow accounts may be required under the
new law.

2. Reverse mortgage loans can be struc-
tured in a variety of ways.

The loan can be structured to make equal
monthly payments to the homeowner for as
long as the homeowner lives in the home or
over a fixed number of years. Alternatively,
the loan can create a line of credit that the
homeowner can draw down at any time until
the line of credit is exhausted. Some reverse-
mortgage companies offer a combination of
the above options. The loan plus accumulated
interest is due when the homeowner dies or
leaves the home for 12 months or more.

Note that, as of April 1, 2013, the federal
government will no longer allow standard
fixed-rate HECM mortgages to offer a lump-
sum payment. Smaller lump-sum payments
are still available under the HECM Saver pro-
gram, which pays out a smaller percentage of
the equity value of the home.

3. The amount available depends on sev-
eral factors.

.................
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The older the homeowner, the more the
homeowner can borrow against the value
of their home. HECM loan maximums are
determined based on the age of the borrower,
the equity in the home, and the current
interest rate. Under federal law, loans may
not exceed $625,500. However, under the
new law, amounts available will be based on
a lower percentage of equity, and borrowers
with credit issues or little income may find

....................................

Although these financial tools can be useful,
they are expensive, both in terms of bank fees
and interest payments, and they can put your
financial health, your home ownership, and
your children’s inheritance at risk.

....................................

that reverse mortgages are no longer a viable
option for them because a financial assess-
ment is now required.

4. Interest rates and fees are significantly
higher than for conventional mortgages.

Interest rates for reverse mortgages are
higher, sometimes significantly so, than for
conventional mortgages, and reverse mort-
gages have frontloaded fees such as points,
origination fees ($2,000 or 2% of the value
of the home, regardless of the loan amount,
whichever is higher), mandatory counsel-
ing, appraisal fee, financial-assessment fee,
credit-report fee, pest inspection, flood insur-
ance if applicable, as well as mortgage insur-
ance. There may also be annual servicing fees
charged over the life of the mortgage; $10,000
in fees is not unusual for an upfront fee even
for a relatively modest loan.

5. The home should be mortgage-free.

While you may be able to borrow enough
money to pay off an existing mortgage
depending on your age and the amount of
the existing mortgage, this will reduce the
amount of cash that you can receive under
the reverse mortgage. Consequently, it is gen-
erally more cost-effective to utilize a reverse
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mortgage with a home that is mortgage-free.

6. A reverse mortgage is not a good option
if you are planning to sell or move in the
foreseeable future.

Most reverse mortgages are not used over
a short-term period due to the upfront fees.
Therefore, a home-equity line or conventional
mortgage may be more appropriate to provide
liquidity over the short term. Also remember
that the state or local government may have
lower-cost loans for specific purposes.

7. Reverse mortgage payments are not
taxable, nor are the payments consid-
ered countable income for purposes of
MassHealth (Medicaid) eligibility.

However, lump-sum payments or any
part of a monthly payment retained after
the month of receipt will be part of count-
able assets. If you or your spouse are facing
the possibility of long-term or nursing care,
the monthly payments you receive under a
reverse mortgage do not affect MassHealth
eligibility. However, if you receive a lump
sum or do not spend the entire monthly pay-
ment, the amount remaining after the month
of receipt will be considered a countable asset.

Also, if you vacate your home for an

extended period of time, usually 12 months
or more for any reason, including a stay in a
nursing home, the reverse mortgage may be
called by the bank or mortgage company. If
you do not have the funds to pay off the mort-
gage, the home can then be foreclosed upon
and lost to the homeowner should he or she
later be able to return home.

8. If the borrower is married, both spous-
es should be listed on the mortgage.

If only one spouse is listed on the mort-
gage, should the borrower spouse die, the
survivor can be evicted if his or her name is
not on the mortgage. In addition, problems
have arisen for surviving spouses when only
the deceased spouse is listed as a property
owner on the deed. This situation can arise
when couples opt to put a reverse mortgage
in the name of the older spouse in order to
maximize the loan’s proceeds. The federal
government is considering instituting provi-
sions later this year to address this problem.

9. This probably should be the option of
last resort.

If you have other sources of funds for your
living expenses, it is generally better use those
first before moving to the reverse mortgage

because of the outlay in fees and accumulat-
ing interest. You may want to consult with an
attorney to be sure you understand the rules
and review all your options.

10. If a reverse mortgage seems right for
you, calculate all the fees and shop around.

Closing fees can vary significantly among
lenders, so vigilance in comparing vendors
can really pay off. H
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