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THE GOOD, THE BAD, AND THE UGLY

BERNARD A. KROOKS, ESQ

For those who have special needs, or are caregivers for an individual with special needs,
the promise of extra cash flow from a reverse mortgage may seem like a wonderful gift;
however, be sure to read the fine print.
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everse mortgages are a complex

and often misunderstood product.

Although they have been around
for decades, reverse mortgages have
recently received more attention as a
financial planning vehicle as people are
living longer and have insufficient assets
and retirement income to maintain their
lifestyles and pay for needed expenses. For
many seniots. the “golden years” have
been tarnished by the economic down-
turn, ill-timed sales of depressed stocks,
the current low-interest rate environment,
and the sky-rocketing costs of health and
long-term care for themselves and their
loved ones. For those who have special
needs, or are caregivers for an individual
with special needs, the promise of extra
cash flow from a reverse mortdage may
seem like a wonderful gift; however, be
sure to read the fine print. In this article,
we hope to shed some light on reverse
mortgages that will help you make the
right decision for you and your family.

WHAT IS A REVERSE MORTGAGE?

A reverse mortgage is a loan that a per-
son age 62 or older. who owns their home
outright or has paid down a considerable
amount of debt on the home, may take out
from a bank using the equity that they
have accrued in their home as collateral. If
the reverse mortgage applicant does not
own their home completely free of debt,
they may still qualify for the loan provided
that they use a portion of the proceeds of
the reverse mortgage to pay off the out-
standing debt on the home. In order to
qualify for a reverse mortgage, you must
occupy the home as your principal resi-
dence.

A reverse mortgage allows you to con-
vert part of the equity in your home into
cash without having to sell the house. This
means that you will receive money [rom
the bank, either monthly, as a lump sum,
or as a line of credit. With each payment
you receive from the reverse mortgage, the
bank is entitled to repayment of more
money from you or your estate once the
loan becomes due. With a conventional
mortgage, you make monthly payments to
the bank. In a reverse mortgage, you
receive money from the bank and don’t
have to pay it back until you no longer live

in the home. The amount of the loan you
are able to obtain depends on a number of
factors, including the age of the youngest
borrower or non-borrowing spouse, the
value of the home, the applicable interest
rate, government lending limits and the
mortgage insurance premium. Most, but
not all, reverse mortgages are federally
insured and are backed by the U.S.
Department of Housing and Urban
Development (HUD). For these types of
loans (which will be the focus of this arti-
cle), the bor-
rower must
meet with a
counselor who
explains  the
different types
of reverse
mortgages and
how they work.

Be aware
that
front or closing
costs for a
reverse mort-

the up-

home’s value at the time that the loan is
due. Moreover, the interest will not be tax-
deductible each year since you are not
actually paying it, it is simply accruing.
Thus, if you are planning to stay in your
home for only a short time, a reverse mort-
gage might not be the best option for you.
All borrowers must now undergo a
financial assessment prior to obtaining a
reverse mortgage. You must have sufficient
financial resources to continue to make
timely payments of ongoing household
expenses, such

as property

taxes, insur-

ance, etc. The
financial
assessment
includes a cred-
it history and
cash flow
analysis.
Nevertheless, it
is generally
much easier for
someone living

gage can be on a fixed
significant; income such as
these include Social Security
obtaining a to obtain a
third party reverse mort-
appraisal, title gage than a tra-
search, origina- ditional mort-
tion fees or dage since
points, and there are no
other — cosis. A REVERSE MORTGAGE IS A monthly  pay-
Also, the inter- ment require-

LOAN THAT A PERSON AGE 62 OR
OLDER, WHO OWNS THEIR HOME
OUTRIGHT OR HAS PAID DOWN A
CONSIDERABLE AMOUNT OF

est rate is typi-
cally  higher
than it would
be for a tradi-

tional home DEBT ON THE HOME, MAY TAKE
equity loanand OUT FROM A BANK USING THE
most reverse  EQUITY THAT THEY HAVE
morigages are  ACCRUED IN THEIR HOME AS
variable rate COLLATERAL.

loans (this

means that your interest rate may go up or
down during the term of the loan, depend-
ing on market conditions). It is also impor-
tant to note that the interest on a reverse
mortgage is compounded, meaning that
the borrower pays interest on the interest.
This means that the amount of the loan
may end up being far more than the

ments to the
bank. However,
a bad credit
score or other
issues
ered during the
financial
assessment
may impact the
terms of your
reverse mortgage, causing a higher interest
rate or limiting the amount of money you
can borrow. You may also be required to
set aside some of the money you borrow to
pay for future household expenses such as
property taxes. Moreover, if you are delin-
quent on any Federal debt, such as an
unpaid IRS tax bill, you will not be able to

uncov-
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