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Reverse Mortgages:
Is this the answer to solve your financial challenge?

What is a reverse mortgage? It is a cash loan on your
home’s equity. People use this type of loan to help pay
for medical treatment, finance home improvements, buy
long-term care insurance, or supplement their income.
For many seniors, a reverse mortgage is their saving
grace. Reverse mortgages allow older adults to convert
their home’s equity into cash while retaining their home
ownership.

Who qualifies for a reverse mortgage? An individual who
is 62 and older and who owns their home (or has a very
low outstanding mortgage balance that can be paid off
at the loan closing) can qualify. The home must be their
“principal residence,” meaning they live in it 6 months or
more out of a year. To apply for a reverse mortgage they
must either have:

¢ A single-family property.
¢ A 2-4 unit building.

e A federally approved condominium or planned unit
development.

e A manufactured home if it is built on a permanent
foundation, classed, and taxed as real estate, and
meets other requirements. Mobile homes are not
eligible.

There are mainly three types of reverse mortgages:

e Home Equity Conversion Mortgages (HECM) are
federally insured and administered by the Department
of Housing and Urban Development (HUD).

¢ Proprietary Reverse Mortgages (PRM) are offered by
private lenders like banks and mortgage companies,
and they are backed by the companies that develop
them.

¢ Single Purpose Reverse Mortgages (SPRM) are
offered by state or local government agencies for spe-
cific reasons.

Typically, after the last surviving owner/borrower passes
away, heirs pay reverse mortgage loans (plus interest)
by selling the home, using other funds from the bor-
rower’s estate, using their own funds, or by taking a
new “forward” mortgage against the home. A “forward
mortgage” is a traditional mortgage consumers take to
buy a home. A reverse mortgage may also be paid back
after the surviving owner or borrower permanently moves
away. The word “permanently” move away means the
owner/borrower has not lived in the home for 12 months
in a row.

How Much Can Consumers Borrow with
Reverse Mortgages?

¢ There are many factors that affect the loan amount:

e Age of the borrower(s): As owner’s age increases, the
amount they can borrow increases.

e Value of the home: As the home equity increases, the
amount they can borrow increases.

e Type of reverse mortgage (HECM, PRM, or SPRM).

e Current reverse mortgage interest rates: Lower interest
rate usually means more can be borrowed.

Consumer Awareness

You can obtain more information and advice about
reverse mortgages, as well as where to find a list of HUD
approved reverse mortgage lenders from the following
sources:

¢ FHA Housing Counseling Agency Listings: Call 1-800-
569-4287 or go this Website: http://www.hud.gov/
offices/hsg/sfh/hcc/hecs.cfm?filtersve=hec&filtermultist
ate=yes

¢ FHA’s National HECM Counseling Network: These
counselors provide both face-to-face and telephone
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counseling nationwide. http://www.hud.gov/offices/
hsg/sfh/hcc/hceprof18.cfm.

e National Reverse Mortgage Lenders Association. Call
1-202-939-1760 or go to this Website: (http://www.
reversemortgage.org).

Consumers should not be pressured to obtain a reverse
mortgage by sellers who offer goods or services such as
deferred annuities, home improvements, or other finan-
cial products. If you don’t understand the features of the
reverse mortgage or any products related to this, be sure
to seek advice from reliable resources such as a the U.S.
Department of Housing and Urban Development (HUD),
Federal Trade Commission (FTC), housing counselors
certified by HUD, family and friends, or a lawyer.

Reverse Mortgage Laws to Protect
Consumers

Current laws are in place to protect the consumer bor-
rower when implementing a reverse mortgage:

e Federal Truth in Lending Act (TILA) is the best protec-
tion for consumers with a reverse mortgage. This act
requires lenders to inform the consumer about the
costs, payment terms, and Annual Percentage Rate
(APR) of the reverse mortgage. If a consumer chooses
the credit line reverse mortgage, then the lender must
state the fees to open and use the credit account.

e Anyone applying for a reverse mortgage is mandated
to receive counseling based on HUD’s counseling and
regulation guidelines.

e [t takes 20-30 days to process and complete a reverse
mortgage providing time for the borrower to review the
loan terms, as well as the costs and payoff provisions.

e There is a 3-day rescission period where after signing
the closing documents, the borrower can write a letter
to the lender to cancel the loan. The lender must
receive this cancellation of loan letter by midnight of

the third business day. Follow the lenders rules exactly.

¢ |n 2008, there were Federal HUD regulations put into
place limiting cross-selling of insurance and other
financial products with reverse mortgages in order to
protect seniors.

New laws were enacted in 2009 that affected the reverse
mortgage borrowing limit. Before July 2008, the reverse
mortgage lending limit was $276,683 for federally insured
reverse mortgages. Then, as of July 30, 2008, there was
new lending limit of $417,000. Due to the 2009 “stimulus
package,” there was a one year opportunity for consum-
ers. Federally insured reverse mortgage loans’ lending
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limit was raised to $625,500. This lending limit was tem-
porary and was intended to last through 2009. Check out
the Federal Housing Authority’s Website (which is under
the U.S. Department of Housing and Urban Development)
to find out what the reverse mortgage loan lending limit is
for the current year: http://www.hud.gov/offices/hsg/sfh/
fharesourcectr.cfm or call 1-800-CALL-FHA or call 1-800-
225-5342, Monday through Friday, 8 a.m.-8 p.m. EST.

Remember the loan amount is never 100% of the
home value or lending limit. The loan amount is a per-
centage based on the age of the youngest borrower
and the expected interest rate.

Other Options When Cash is Short

Before opting for a reverse mortgage, consider the fol-
lowing alternatives:

¢ Meet some of the monthly expenses or meet basic
needs for home repairs by checking into other
resources such as government or nonprofit agency
assistance. Qualified consumers (usually income
based) may be able to get help with property tax-relief,
utility discounts, fuel assistance programs to help
pay for winter energy costs, or even energy efficiency
home improvement programs for home repairs and low
or no-cost energy efficient appliances.

e Check with this screening Website, www.benefits
checkup.org, to answer questions related to you or
an older family member’s income and needs to see if
you are eligible for various public and private benefit
programs that may help reduce expenses.

¢ Look into a home equity loan or line of credit to help
pay real necessities such as home improvements,
home care, etc. These loan’s closing costs are far
cheaper than a reverse mortgage, however the con-
sumer needs to be able to afford monthly payments of
interest only or even principal.

e Sell your home to a family member and then lease or
rent the home from them.

e Sell your house in the current real estate market other
than to family and move to affordable housing such
as a less expensive home, rent an apartment, or other
housing option. You can bank or invest the leftover
money to earn investment income.

¢ |f none of these options are doable, carefully and thor-
oughly research and educate yourself about reverse
mortgages. Obtain counseling from a local HUD-
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approved counseling agency or your county’s housing
authority department to see if a reverse mortgage is
right for you.

Summary

Before considering a reverse mortgage, ask yourself
these questions:

1. How long do you want to live in your home? If you
pay back most reverse mortgages a few years after
closing, you will find this type of loan most expensive
because of the high start-up costs.

2. How important is it for you to leave inheritance such
as your home for your family? Remember the loan
balance keeps going up as the years go by due to the
interest rate being added on. There may not be much
or any equity in the home left for heirs.

3. Would it be better to sell my current home and move
to a less expensive living arrangement or home? With
a reverse mortgage, you will not be able to pull out as
much money as you would by selling your home.

4. How much would you make if you sold your home?

5. What would it cost to buy and maintain a new home or
even rent one?

6. How much money would you have left after buying a
new home?

7. How long would this left over money, from the pur-
chase of a new home, last you?

By asking these questions and researching your alterna-

tives, you will have a better sense of what you want to do:

find a different place to live or stay in your home to age

in place; utilize other lower cost options to help with your
short cash flow and savings; and as a last resort consider
applying for a reverse mortgage. It is recommended to
approach the reverse mortgage idea cautiously and with
a lot of research. Also, it is good to talk with family and
friends before making a decision.

Disclaimer: The information provided in this publi-
cation is for educational purposes only. University
of lllinois and University of lllinois Extension do not
endorse any specific reverse mortgage lenders or
products.
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For educational purposes, consumers can also get approxi-
mate estimates for insured reverse mortgage costs by using the
AARP helpful resource tool called a “reverse mortgage calcula-
tor” which is found at this Website: http://rmc.ibisreverse.com//
rmc_pages/rmc_aarp/aarp_index.aspx. AARP does not endorse
any specific reverse mortgage lenders or products.
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