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Reverse mortgages can be a valuable resource for older homeowners in need of additional funds to maintain a home, to meet daily living expenses or pay for home care, or for those who would like to engage in travel or other endeavors.    

Reverse mortgages can also be utilized to save homes from foreclosure when other avenues have been exhausted.  Products are complex and expensive, and potential borrowers should be counseled on costs, options, alternatives and legal consequences. 

Note: Fannie Mae’s Home Keeper for Home Purchase program offers a reverse mortgage to assist in sale of one home and purchase of another.

A.
What is a reverse mortgage?

Reverse mortgages are rising debt loans through which a homeowner-borrower receives advances secured by home equity.  Products currently available: Home Equity Conversion Mortgage (HECM, insured by FHA), Home Keeper, and Cash Account Plan (Financial Freedom proprietary product).   

B.
Borrower eligibility.

1. To be eligible for a reverse mortgage, a borrower must: 

· be at least 62 years old

· own and occupy home to be mortgaged as primary residence 



2. There are no minimum income or asset requirements.  

3. HUD allows guardian of property or attorney-in-fact under a durable power of attorney to execute necessary documents provided has authority to obligate property. HUD Mortgagee Letter 93-22, http://www.hudclips.org.  

C.
Property eligibility.

1. Home Equity Conversion Mortgage (HECM) Program: 

· single family detached homes 

· duplexes 

· triplexes

· some 4-unit buildings if one unit is owner-occupied

· some condominiums 

· some manufactured homes and Planned Unit Developments. 

2. Fannie Mae HomeKeeper Mortgage:

· single family detached dwelling 

· detached units in a Planned Unit Development 

· some manufactured homes, if on permanent foundation, taxed as real estate

· some condominiums.

3. Financial Freedom Cash Account:
· single family detached homes

· some condominiums

· 1-4 unit buildings if one is owner-occupied

· single units in Planned Unit Development

· some manufactured homes, if on permanent foundation.

4. Property should have little or no outstanding mortgage or liens. Liens must be paid off at closing. (Can pay off with reverse mortgage proceeds.)

5. Cooperatives and mobile homes are not eligible for reverse mortgages.

6. Property held in inter vivos trust is eligible.

7. All title-holders to property must be eligible borrowers.

D.
Factors considered in determining loan amount.

1. age of borrower(s)

2. maximum loan limit (varies according to product) 

a. HECM: maximum amount that may be borrowed is set by the Department of Housing and Urban Development, and varies depending on where house is located.  Limit in 2004 is $290,319.

b. Fannie Mae HomeKeeper: single national loan limit, which in 2004 is $333,700.

c. Financial Freedom Cash Account: no maximum loan limit.

3. loan term

4. interest rate and loan costs

5. outstanding liens to be repaid

6. size of lump sum disbursement

E.
Products and loan options. 

1. HECM 

a. lump sum 

b. term (fixed monthly payments for a particular length of time)

c. tenure (monthly payments for as long as borrower occupies property)

d. line of credit 

e. combined line of credit plus term or tenure.  

2. Fannie Mae HomeKeeper 

a.
tenure 

b.
line of credit 

c.
combination tenure plus line of credit

3. Financial Freedom Cash Account 

a.
revolving line of credit, minimum draw $500.

F.
Restrictions on loan proceeds.  

None. 

G. Loan costs and repayment.

1. Non-recourse: lender’s recovery limited to lesser of loan balance or appraised value of home. 

2. No repayment of loan or interest required until:

a. last borrower sells or permanently vacates house, or

b. fixed repayment date in a term loan.  

3. Reverse mortgages are expensive. 

a. Basic costs include 

· origination fee

· mortgage insurance premiums

· closing costs

· servicing fee

· interest

b.  Up front fees  - expensive for short-term borrowers.  

c. Programs and products vary widely in actual costs and size of cash advances.

4. Truth-in-Lending Act requires lenders to disclose actual costs, including of annuities offered or purchased as part of transaction. Requires disclosure of Total Annual Loan Cost (TALC) – a single rate that includes all costs and charges incurred. 12 C.F.R. 226.33.

F. Borrower responsibilities.

Borrower retains title to property during loan term and is responsible for:

1. taxes 

2. repairs

3. maintenance.

G. 
Counseling issues.

1. Some state laws require counseling for all borrowers.  

2. HECM and HomeKeeper require pre-application consumer counseling by HUD-approved counseling services.  

3. Financial Freedom encourages counseling, refers consumers to HUD-approved counselors. 

4. Counselors screen for eligibility, compare plans and products, explain obligations under the loan, and discuss alternatives for generating additional income or assistance, (e.g., property tax credits, other housing programs, government income and health benefits, or community support services).  

5. AARP Home Equity Information Center offers training and certification in reverse mortgage counseling to HUD approved housing counselors, and is also piloting telephone counseling in some areas of the country. 

6. Lawyers can supplement housing counseling with advice about real estate and contractual issues, tax consequences, estate and long-term care planning implications, and impact of the loan on government benefits.  

a. Reverse mortgage may not be suitable for a person who is determined to leave her home to her children.  

b. All title-holders to property must be eligible borrowers. Title-holders who are not eligible (e.g., younger than 62) must be removed from title prior to application.

c. While properties held in trust or by borrowers with diminished capacity may be eligible for a reverse mortgage if there is a guardian of the property or homeowner executed durable power of attorney, these situations raise legal questions that should be addressed. 

d. The IRS considers reverse mortgage income to be a loan, and not taxable. The interest is not deductible where there is no repayment until the loan comes due.  However, revolving credit and other repay and re-borrow options may yield different results.  

e. Reverse mortgage income will not affect eligibility for Social Security, Medicare, or other insurance-based retirement benefits. 20 C.F.R. §§416.1103(f)(1991), SSI      Program Circular 04-91-OSSI.  Money not spent during the month in which it is received will count as a resource, and could affect eligibility for Supplemental Security Income (SSI), Medicaid, and other need-based benefits.  

f. Annuity-based products have both tax consequences and implications for government benefit eligibility. Annuity income is taxable; it is also counted for purposes of SSI eligibility.

Note:   HECM reverse mortgages can be refinanced. Counseling is waived under certain circumstances.

G. Home Keeper for Home Purchase.

Fannie Mae product that allows an eligible borrower to sell one residence, obtain a reverse mortgage for purchase of a second residence. Borrower must be at least 62 years of age, home sold and home purchased must be primary residence(s), home sold must be free of liens. Other conditions apply. See Fannie Mae website for information.

I.
Reverse mortgage resources. 

· AARP Home Equity Information Center: http://www.aarp.org 

· Fannie Mae: http://www.fanniemae.org 

· Financial Freedom Senior Funding Corporation: http://www.ffsenior.com 

· National Reverse Mortgage Lenders Association: http://www.reversemortgage.org 

· U.S. Department of Housing and Urban Development: http://www.hud.gov
· National Center for Home Equity Conversion: http://www.reverse.org
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