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Appendix IX
Reverse Mortgages – The Basics
What is a Reverse Mortgage?

At their simplest, reverse mortgages are first mortgages securing loans made to older borrowers who, instead of making monthly loan payments, receive monthly payments from the lender. The loan balance increases with each payment received. The loan is often not due until the home is sold or the borrowers no longer live in it. Reverse mortgages enable older borrowers to stay in their homes by using their equity as a source of supplemental income. 

 That definition no longer describes all the currently available reverse mortgage program. Lump sum payment options are available, separately or in combination with monthly annuity-like payments. Purchase money reverse mortgages are available with either or both of those characteristics. Lines of credit options are available. Terms vary from fixed terms ("term reverse mortgages") to when the borrowers no longer own or occupy their home ("tenure reverse mortgages"). That occurs if they sell their home, or the last one leaves because of illness or death. 
HUD and Fannie Mae programs require the youngest borrower to be age 62 or older. Other conventional programs are aimed at younger or older borrowers. HUD and Fannie Mae programs require the borrowers to receive counseling as a condition to qualifying; some conventional programs do not. Some states set minimum age requirements and require counseling for all reverse mortgage loans; some states do not.

In addition to securing future advances, reverse mortgages may secure fixed or adjustable rates, negative amortization, shared appreciation, compound interest and similar features common to home equity loans.

For simplicity's sake, a reverse mortgage program is one of two kinds: those that are government insured (FHA) and all others, referred to here as "conventional," whether or not insured privately. Here are two commonly encountered programs and a brief description of conventional reverse mortgage loans.

1. HUD Home Equity Conversion Mortgages (“HECM”). 
These government insured loans are more heavily regulated than non-HUD program loans and MVT has insured them for years. The HECM Reverse Annuity Mortgage Endorsement was created to comply with HUD requirements and ALTA has since adopted a Future Advance - Reverse Mortgage Endorsement, discussed below. Both borrowers must be age 62 or older. Lenders must be approved.  Borrowers must receive mandatory pre-loan counseling from HUD-approved non-profit or government agency counselors. Telephone counseling is permitted for borrowers without access to a local counselor. Loan limits are set by FHA  and prior to 2008 were set on a county by county basis which varied from approximately $200,000 to $370,000, with higher limits in Hawaii and Alaska. 
 Homes must be owner occupied. Title must be held in fee simple, under a long-term lease or in a trust. A home can be a one to four family residence, condominium or planned development unit or manufactured housing. Federal law protects the priority of all secured advances. 
HUD HECMs are typically tenure reverse mortgages that need not be repaid until the borrowers sell, move or die, but can also be term reverse mortgages, lines of credit or combinations of those features. HUD's insurance obligations are to pay the difference between any later sale (by the borrowers or their estates) proc eeds that are insufficient to pay off the outstanding principal balance due or to make payments to the borrowers if the lender can not. 
HECM loans are nonrecourse: the borrowers and their estates are not personally liable for any shortfall arising when the home is sold. No repayment is due on the tenure payment option even if the amount due exceeds the value of the home as long  as one borrower continues to own and occupy it as a principal residence, maintains it and keeps taxes and insurance current. Lenders can allow the borrowers to pay taxes, hazard and mortgage insurance premiums, or pay them out of available loan proceeds and add the amounts to the loan balance, or 
2.
http://www.fanniemae.com/global/pdf/homebuyers/moneyfromhome.pdf
This popular proprietary program shares characteristics with both the HUD HECM program (HUD dictates most Fannie Mae loan purchase parameters) and conventional reverse mortgage programs.  The borrowers must be age 62 or older and counseling by HUD or Fannie Mae approved counselors is mandatory. Fannie Mae's loan limits are higher than those imposed by FHA. No second mortgage in favor of Fannie Mae is required. Home Keeper loans are nonrecourse reverse mortgage loans that can contain tenure, term or line of credit payment options. Private mortgage insurance is commonly required.

3. Conventional reverse mortgages

Conventional reverse mortgage loans may or may not be privately insured. Reverse mortgage features are regulated, if at all, by the states. Some state laws impose minimum age (60, for example) and counseling requirements. Some allow borrowers to waive counseling. Others impose no rules on reverse mortgage loans. Lenders sets their own loan amount limits and borrowers may choose among such options as a lump sum payment, monthly "annuity"-like payments, and/or a line of credit.

Conventional loans are often term reverse mortgages with terms as short as three years, at which time the loan must be repaid, refinanced, etc.require an escrow for payment.

II.  Advantages for the homeowner
a. Stay in home

b. Use home equity to pay your living expenses if you don’t have sufficient assts otherwise

c. Don’t become an economic burden on your heirs

d. No payments until you vacate the residence

III. Disadvantages
for the homeowner






a. Accrued interest compounds

b. Must have sufficient equity up front

c. Nothing to leave heirs

d. High up front costs

e. Due on sale provisions for such unanticipated things as extended hospitalization, transfers to an estate planning trust, etc.

f. Term reverse mortgages that are payable when due, requiring immediate refinancing.

g. Non-HUD programs

h. Borrowers may not understand the nature of the loan despite receiving counseling or a lender provided "disclosure" form.

IV. Basic List of  Qualifications









a. homeowners 62 and older

b. sufficient equity to qualify

c. FHA guidelines

d. Homeowner keep homeowner’s insurance and real estate taxes paid

e. Counseling up front
V. Funding options for Homeowners to consider




Reverse mortgages are first mortgages securing loans made to older borrowers who, instead of making monthly loan payments, may receive payments in one of several payment plans.  Interest rate is variable, tied to an Index since loan may be for extended time periods

Payment options:

(1) tenure loan - monthly payments from the lender for as long as the borrower is in the house,

(2) term loan - monthly payments from the lender for a fixed number of months 
(3) line of credit - rather than receive monthly payments have it available as a credit line to be used as the borrower needs the funds 
(4) modified tenure loan – a combination of #1 and # 3

(5) Modified term loan – a combination of # 2 and # 3
 The loan balance increases with each payment received. No monthly payments are made.  The interest continues to accrue (compounded) on the outstanding balance.  The equity continues to rise as the price of housing continues to rise.  

VI. Security









a. Deed of Trust

b. FHA involvement = Home Equity Conversation Mortgage (HECM) reverse mortgage
c. FHA absorbs difference if house is worth less than amount owned when owner vacates home

d. FHA will take over lender obligations if lender fails
VII. Costs







a. With most lenders, no application fee, no appraisal, no deposit, no out-of-pocket costs up front.

b. Traditional mortgage fees (added to loan) include:  title search, title insurance, appraisal, taxes, recording costs, normal settlement costs

c. HUD charges 2% MIP fee

d. Lender charges 2% origination fee

VIII. Termination of the Reverse Mortgage




a. Borrower dies

b. Borrower is moved into a health care facility for longer than stated time

c. Borrower fails to make payments for real estate taxes and/or homeowners insurance
A quick and easy online resource is www.hecmresources.org, with its links to HUD and AARP information about government-insured and conventional reverse mortgage loans.
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