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Introduction

Welcome to Reverse Mortgages For Dummies! You've just done
yourself a huge favor. By picking up this book, you're that
much closer to finding out if a reverse mortgage is right for you and
to discovering how to go about securing this rapidly growing loan
option for yourself. You may have heard about reverse mortgages
before, and you probably have some reservations about them —
it’s okay, it’s good to be skeptical about any financial matter that
you're not entirely comfortable with. Don’t worry, you won’t hurt
our feelings if you're reading this with one hesitant eyebrow raised.
Our job is to put your mind at ease and give you the tools you need
to make a fully informed decision about reverse mortgages.

Reverse mortgages aren’t for everyone, and this book is in no way
an advertisement for the loan. We're not here to sell you on reverse
mortgages; in fact, we’ve included an entire chapter on determin-
ing whether or not this loan is right for you (see Chapter 2). What
we do want to accomplish by writing this book is to open your
mind to the idea of reverse mortgages and squelch some of the
old-fashioned myths that some people have about the loan. It’s like
you probably said to your kids — we just want what’s best for you.
If the answer to your financial situation is a reverse mortgage,
great! If not, pass this on to a friend or family member who may
benefit from a reverse mortgage.

About This Book

We wrote Reverse Mortgages For Dummies to make this loan acces-
sible to all seniors and anyone who may benefit from the loan
sometime in the future. We wanted to give you all the methods and
resources you need to get a reverse mortgage, feel confident in
your decision, and fully enjoy the benefits of the loan. Because we
want you to be well-prepared and have the best reverse mortgage
resources at your fingertips, this book covers a wide range of
topics. Inside, you can find information on the pre-loan process
(what you need to do before you even apply), how to select a
reverse mortgage originator, what to expect during the loan
process, what happens afterward, and ways you and your family
can find additional help. We’ve also included sections just for adult
children, who may be helping their senior parents make this impor-
tant financial decision.
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Conventions Used in This Book

In the mortgage community, the term lender may apply to the
person whose office you sit in, filling out forms; it may mean the
company that actually shells out the money; or it may mean the
even bigger company that funds a smaller company’s loans. Within
these pages, we use lender to mean the companies who fund your
loan. The person you come in contact with, who takes your appli-
cation and walks you through the loan process, is the originator.

Any lending limits mentioned in this book are as of the time of pub-
lication and are subject to change. Reverse mortgage providers like
HUD and Fannie Mae usually raise their limits every year or so — if
you're reading this book after 2005, check with your originator or
counselor to find out what the current limits are.

All examples of calculations, loan scenarios, and estimated loan
values are for illustrative purposes only and are not to be used as
concrete proof of what you personally will experience. All loans are
based on individuals and, like snowflakes and fingerprints, no two
loans are exactly alike.

Foolish Assumptions

You don’t need to be a financial wizard to get the most out of this
book. In fact, you don’t need to know much about mortgages at all!
As we wrote this book, we did make a few assumptions about you:

1 We assume you currently own a home and are somewhat
familiar with the basics of mortgages. We do not, however,
expect you to be an expert. You may not even remember what
was involved your last mortgage process, and that’s okay.

1 We assume you are currently thinking about getting a reverse
mortgage, or are a loved one of someone who could benefit
from this loan. You may know a little about reverse mort-
gages, but probably aren’t aware of all your options.

1 We assume you want to get the facts about reverse mortgages
before you seek out an originator.

1 We assume you have already thought about what you want to
do with your reverse mortgage money, whether it’s to remodel
your kitchen, pay for medical expenses, or take a trip to Spain.
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1 We assume you're no dummy. You may not be the expert on
reverse mortgages (yet), but you're a smart, capable person
who’s ready to see how you can help yourself live more com-
fortably in your retirement.

How This Book Is Organized

Reverse Mortgages For Dummies is organized in five parts, all of
which are designed to be read in any order. You can start at
Chapter 1 and read this book cover to cover (if nothing else you’ll
get your money’s worth!), or pick and choose the chapters that
interest you most. Perhaps you already know everything you need
about reverse mortgages but don’t know how to go about setting
your financial gears in motion: just turn to Part III! Want to give
this book to an adult child who needs some help? Flip to Part IV.
There’s no right or wrong way to read this book. Below we give you
a rundown of the five parts and what each one encompasses —
go ahead and skip around when you see a part that has the infor-
mation you need.

Part I: Understanding the Basics
of a Reverse Mortgage

You may have misconceptions about reverse mortgages based on
what you’ve heard in the past. Or, you may be so new to the idea
that you don’t have any preconceived notions at all. This part clears
up the myths and explains the ins and outs of reverse mortgages.

In Chapter 1 you can find general information about how the loan
works. After reading this chapter, you’ll have a pretty good grasp
of the loan itself and what’s involved in the loan process.

Chapter 2 gives you some answers to the question, “is it right for
me?” and includes tips on budgeting for your new loan, additional
options that may be a better choice for you than a reverse mort-
gage, and a checklist that can guide you through determining
whether you’re ready to proceed.

Chapter 3 explains who can qualify, the best age at which to get a
reverse mortgage, and what you can do to prepare for the loan
process. You can find comparisons of hypothetical borrowers

at different ages and home values, and which housing types are
eligible.

Chapter 4 covers how you pay the loan back, with tons of ideas to
make repayment easier on you and your family.
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Part I1: Going Shopping:
Product Options

We highlight three main types of reverse mortgage products in

this book. Part Il goes into detail on all three, in three individual
chapters — the Home Equity Conversion Mortgage, Home Keeper,
and Jumbo Cash Account — with tips on which may be right for you,
qualifying, costs, interest rates, and how to choose a payment plan.

Part l1I: Taking the Plunge

Once you've decided on a loan that may work for you (see the
Chapters in Part II), Part IIl ushers you into the next steps. We
include lots of great tips (if we do say so ourselves) to equip you
so there are no surprises as you take each step of the reverse
mortgage process on your own.

Chapter 8, the first step, gives you the scoop on arranging a meet-
ing with a reverse mortgage counselor, what to expect during the
visit, and what you can do to make the meeting go smoothly.

Chapter 9 covers the procedure of choosing an originator, applying
for a loan, and the loan approval process.

Getting your home appraised may be a familiar experience, but
Chapter 10 gives you some tips from reverse mortgage originators
on how to make a good impression and how to boost your home’s
value.

Last but not least, Chapter 11 gives an overview of the closing
process. This is the part where you sign those last documents and
get your first check, so we give you all the info you need to make it
hassle-free.

Part IU: Giving Advice
for Adult Children

We dedicate this part to all of the caring, loving children out there
who are helping their senior parents get a reverse mortgage. This
part covers helping your parents both hands-on and hands-off, set-
ting your mind at ease, resources for outside help, and what role
you play in all of this.
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Chapter 12 gives adult children and other loved ones ideas for
helping your parents during the loan process and afterward. We
list a lot of great Web sites and support groups that deal specifi-
cally with assisting your parents at every level.

Chapter 13 deals with the question on every adult child’s mind: the
inheritance. How does a reverse mortgage affect your future
bounty? Find out here.

For those who need to take an even more proactive stance in their
parents’ finances, Chapter 14 explains how to assist your parent
through a durable power of attorney. We’ve included symptoms
that indicate you need to step in, the best ways to secure your par-
ents’ financial future, and additional options.

Part U: The Part of Tens

The Part of Tens is a standard device in every Dummies book, and
ours is no exception. You may even want to read this part first, to
get some instant-gratification answers!

Chapter 15 answers some of seniors’ most common questions with
the Top 10 What Ifs (such as, what if my spouse doesn’t qualify or
what if I need more money).

Chapter 16 lists our favorite resources for seniors and their fami-
lies and why you need to check them out.

The biggest mistakes that borrowers all too commonly make are
pointed out in Chapter 17. Take this opportunity to learn from
other borrowers’ mistakes — they didn’t have access to this useful
chapter, but you do!

Icons Used in This Book

\\s

If you've ever read a For Dummies book before, you know this book
is littered with little icons next to some paragraphs. Each one has
its own connotation, but they’re all intended to point out some-
thing important so you can get the most out of this book.

A tip icon like this means you're about to read a time-saver, money-
saver, or a headache-saver. Tips ensure that you get the most out
of your reverse mortgage experience and keep you sane while you
do it. Pretty soon you should be a calm, cool reverse mortgage guru.
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vg\\\\NG! If you see a warning icon, pay close attention! Since reverse mort-
$ gages have been around for over 20 years, there have been plenty
of trail-blazing borrowers before you. You can learn from others’
common mistakes, as well as get a heads up on things that may
cause problems for you down the road.

SOMBER  Are you a savvy senior? You should be after you read the para-

& graphs with a remember icon next to them. We want you to have
an edge when you’re ready to go after your loan; when you see this
icon, you know it’s a chance to boost your reverse mortgage confi-
dence quotient.

Like sidebars, you can save these paragraphs for a rainy day or
just skip them altogether. Sometimes, we explain a technical fact or
define a situation that, quite frankly, isn’t vital to your understand-
ing of the reverse mortgage process, although they may enhance
your knowledge of reverse mortgages and its finer points. We love
the topic of reverse mortgages and deal with them every day, so
some of these tidbits we just couldn’t bear to leave out!

Where to Go from Here

This is the easy part: You bought the book, you’re wearing your [
heart Reverse Mortgages T-shirt, and you poured yourself a nice
hot cup of reverse mortgage coffee. Now what? You can open this
book to Chapter 1 and settle in for a quiet afternoon of absorbing
everything you can about reverse mortgages if that’s your style.
For those on the go, you can pick up this book for ten minutes a
day and flip through looking for topics that interest you. If you're
a gambler, just let the book fall open and start reading wherever
fate decides. That’s the beauty of a book like this one — all of our
chapters are meant to be read either as part of a whole book, or
just on their own. You should never feel lost if you skip around or
your dog eats Chapter 2. So go ahead and dive right in. Ready? Set?
Reverse Mortgage!
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In this part . . .

ou may have misconceptions about reverse mort-

gages based on what you've heard in the past. Or,
you may be so new to the idea that you don’t have any
preconceived notions at all. This part clears up the myths
and explains the ins and outs of reverse mortgages.

In Chapter 1 you can find general information about how
the loan works. After reading this chapter, you’ll have a
pretty good grasp of the loan itself, and what’s involved in
the loan process.

Chapter 2 gives you some answers to the question, “is it
right for me?” and includes tips on budgeting for your new
loan, additional options that may be a better choice for you
than a reverse mortgage, and a checklist that can guide
you through determining whether you're ready to proceed.

Chapter 3 explains who can qualify, the best age to get a
reverse mortgage, and what you can do to prepare for the
loan process. You can find comparisons of hypothetical
borrowers at different ages and home values, and which
housing types are eligible.

Chapter 4 covers how you pay the loan back, with tons of
ideas to make repayment easier on you and your family.




Chapter 1

Figuring Out the Reverse
Mortgage Basics

In This Chapter
Discovering the nuts 'n’ bolts of reverse mortgages
Checking out loan choices
Knowing who you have to deal with

Receiving your money

Welcome to the beginning of your new, financially independ-
ent life. Simply by picking up this book, you've taken a

proactive step to ensure a safe, stress-free retirement by using the
equity in your home today. Congratulations! You've probably heard
a lot about reverse mortgages lately, as they’re quickly becoming a
popular, safe, simple way to supplement seniors’ retirement income.
In this chapter, you can see the basics of modern reverse mort-
gages and get a feel for whether these loans are right for you or
someone you love. By the end of this chapter, you should be able
to explain the rudiments of reverse mortgages to anyone like a pro.

Understanding Reverse Mortgages

People tend to shy away from the very idea of reverse mortgages,
in part because of their former bad rap, and in part because of all
the scary terminology. If you're one of millions of people who are
unfamiliar with real estate terms, when someone starts spouting
off about how you can “utilize the equity in your home on deferred
payments with a conversion mortgage,” chances are pretty good
you're going to tune it out. In fact, that’s why we wrote this book:
to give seniors and their families facts and tips about reverse mort-
gages in language that’s as approachable as a big-eyed puppy (unless
you’re a cat person, then just think of it as a little fluffy kitten). We
want you to fully understand the benefits and disadvantages of
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getting a reverse mortgage. We want you to walk into that loan
originator’s office knowing exactly what you want. And most
importantly, we want you to feel good about whatever decision you
make for your financial future.

Checking out how it works

Reverse mortgages pay you to continue living in your home. You
can think of your home as the Bank of You: You're borrowing
money that you would have earned had you sold your house. You
can then use the money for whatever you want. Anything your
heart desires (and your wallet can handle) is yours for the taking,
whether it’s a vacation in Switzerland, moving your master bed-
room to the first floor, or sending yourself to college!

The concept is kind of abstract if you've been paying a lender for
the past 30 years or so, and it may be difficult to grasp at first.
Take a look at the quick reference points below. Once you get the
gist of it, you can educate your friends and family about reverse
mortgages. Next time you're at a cocktail party, holiday dinner,
social lunch, or any time reverse mortgages come up in conversa-
tion, you can dazzle everyone with your knowledge.

Here’s a quick rundown:

v You're a homeowner who owes little or nothing on your home.
You decide you need more money to live the lifestyle you
want, but your biggest asset is your home and you certainly
don’t want to sell it to get the money you need.

v A reverse mortgage lender figures out how much it can lend
you based on your home value, your age, and interest rates,
and loans you some percentage of the money you would have
gotten if you'’d decided to sell your home.

» You still own your home and continue to live in it, but now
you're getting payments from the lender, so your cash flow
problem is solved.

»* You pay the loan back (with interest) only when you don'’t live
in the house full time anymore, usually due to moving out or
death.

v You never owe more than your home is worth, no matter how
much you’ve accumulated in debt.

» You keep any leftover equity after the sale of the house; if you
owe the lender $67,000 and your home sells for $200,000, you
put the difference in your pocket and walk away smiling.
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A reverse mortgage is sometimes called a deferred payment loan,
and for a very good reason. Instead of paying off the home loan as
you borrow money, the payments are put off (deferred). This is
why reverse mortgages can be such a good choice for seniors;
when you're on a fixed income or living off of your savings, it can
help to have some extra cash in hand to supplement. Because pay-
ment is deferred, you are spending the equity in your home, rather
than earning it (as you would with a traditional forward mortgage).
Since equity is an intangible value, you never feel the effects of the
equity going down, but you sure feel the money flowing steadily
into your checking account!

Being over the hill pays off

There is a lot of ageism in society today, especially from employers
retailers. Even Hollywood starlets have a hard time finding work at
a certain age. After a while you may start to think that the only
advantage to old age is the 10-percent-off discount on Tuesdays at
the local Bar & Grille. But reverse mortgages operate for seniors
and seniors only — whippersnappers need not apply. If you are a
homeowner age 62 or older, you will probably qualify for a reverse
mortgage. There are no credit checks, and no income requirements.

Even better, the older you are, the more money you can usually get
from your reverse mortgage. That’s because the reverse mortgage
lenders (big companies like the department of Housing and Urban
Development, Fannie Mae, and Financial Freedom) are playing the
odds. If you're 86, chances are good that they won’t have to serv-
ice your loan for very long — you may need to move to assisted
living or pass away within only a few years, thus ending the loan. A
62-year-old, by contrast, probably has about 20 good years before
the lender even needs to think about ending the loan. When has
your age ever worked to your advantage like this?

Getting rid of common
misconceptions

Seniors often tell us that they were considering a reverse mortgage
until a friend or relative said something like, “Reverse mortgage?!
Don’t you dare! They’ll take your house! Stay away!” We’d like to
say that these fears are completely unfounded; unfortunately, they
stem from a very old version of reverse mortgages (which are no
longer done) that, in hindsight, weren’t such a hot idea. Today’s
reverse mortgages are safe, effective, and definitely in the best
interest of the borrower. It’s a whole new generation of loans.
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Although they were revamped and vastly improved in the past 20
or so years, people still tend to think of them as a poor choice for
seniors. We're here to fix that. Take a look at the misconceptions
below, and the truths that follow:

v The lender gets your house. This is by far the most widely
misunderstood fallacies about reverse mortgages. In fact, you
keep ownership of your home. The lender has no rights to
your home and can’t foreclose on you as long as you keep up
with your taxes and insurance. Part of the confusion about
this area stems from the fact that many reverse mortgage bor-
rowers choose to sell their homes to pay off the loan when
they move. And it makes perfect sense — what do you need
with that house if you're not living there? But remember,
you're selling to another regular buyer, not the lender.

+* You’ll have no estate left. This one is sort of up to you. If you
own anything when you die, you’ll have an estate left. If you
spent all your money on pinball machines and then donated
everything else to charity, you won’t. Many seniors are con-
cerned that a reverse mortgage keeps them from leaving any-
thing to their children. The fact is, the way you pay off your
loan is up to you and your heirs. Chapters 7 and 13 go into
detail about this and show you several options for fulfilling
your repayment obligations. It’s also up to you to decide who
you want to leave your estate to. Unless you form an emo-
tional bond with your lender and leave your estate to them,
your family or whomever you name in your will is the inheri-
tor of your estate. Of course, they need to pay back the loan,
but it’s up to them how they carry out that responsibility.

+* You won’t qualify because of poor credit. If you have bad
credit, or even moderate credit, you may have been turned
down for a loan in the past. It’s embarrassing, frustrating, and
inconvenient. Reverse mortgages work differently: You can
never be denied a loan because of bad credit — it’s not even a
consideration in your approval. The originator or lender runs
a credit report, but it’s only to make sure you don’t owe the
government any money (usually in back taxes). If you do, you
have to use a portion of your reverse mortgage money to pay
back those debts before you can start spending on yourself.

+* You have to be debt free. While you are required to own a
home in order to get a reverse mortgage, you do not have to
own it “free and clear.” One of the benefits of a reverse mort-
gage is that it can help pay off your remaining forward mort-
gage, leaving you without house payments for what may be
the first time in your adult life. Here’s how it works: The
lender determines how much it can let you borrow and then
deducts the amount you still owe from your available funds.
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That money pays off the first loan, and then you're free to do
what you wish with the rest of the money.

v Only desperate people get reverse mortgages. At one time,
this may have been true. However, today’s reverse mortgage
borrower is more likely to get a loan out of want, rather than
need. In fact, a growing number of people who have no imme-
diate need are taking out these loans because they like the
security of having a financial cushion, or are planning for
future expenses. Take a look around and ask yourself if you
could use several thousand dollars. Who doesn’t? Don'’t let an
antiquated stigma keep you from getting the money you want
or need.

Knowing what it isn’t

A reverse mortgage can be a lot of things: a way to make ends
meet, a nice chunk of change for a rainy day, a fabulous dream
vacation, or a remodeled kitchen. But there’s one thing it’s defi-
nitely not — free money. There’s no free lunch here. While reverse
mortgages offer many wonderful benefits, your loan will need to be
paid back, just like any other loan (whether it’s due when you
move or upon your death).

There are fees involved that are explained in more detail in Part II,
but they can include payments to the originator, the appraiser,
postage fees, flood certificate fees, recording fees . . . the list goes
on and on. Of course, these are the same sort of fees you paid for
the mortgage that bought you the home you live in now. You also
have to pay interest on your loan, which is generally right around
the interest rates on traditional mortgages. You only pay interest
on what you borrow, so any money that you don’t use from your
pool of reverse mortgage funds isn’t charged. People still get the
idea, however, that lenders simply hand you checks every month
out of the goodness of their hearts. Now, they’re not bad people,
but they certainly aren’t looking to give away billions of dollars per
year in reverse mortgages.

Because it’s not a cheap loan, a reverse mortgage is also not the
best way to pay off a small debt. Would you really want to spend
several thousand dollars in fees and closing costs just to pay back
a $900 credit card debt? You know that wouldn’t make sense. But
what if you owed the IRS $12,000 in back taxes? In most cases, a
reverse mortgage is still too costly for this kind of debt. Okay,
that’s easy for us to say, and if it looks like the best option then by
all means take the first step and call a reverse mortgage counselor
(see Chapter 8 for more). If you're in a similar situation, you may
also contact a financial planner who specializes in seniors’ money.
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In fact, you can probably ask a reverse mortgage originator to refer
you to someone good. They love to hand out referrals.

A reverse mortgage is also not a direct value-to-dollar loan. In
other words, they aren’t going to lend you the actual value of your
home; what they lend is a percentage of that value, based on age,
interest rates, and area. For example, a 66-year-old in a high-end
county with a $500,000 home may expect to receive around
$163,000 with a Home Equity Conversion Mortgage (depending on
interest rates). Don’t expect the full value of your home, or you’ll
be very disappointed. Before you make plans to spend money you
don’t yet have, go online to www.reversemortgage.org and click
on the reverse mortgage calculator. This very cool tool gives you
an estimate of what you may be able to borrow. Remember, you're
not selling your home for the amount you're lent — you are simply
borrowing equity that you already own.

Lastly, a reverse mortgage is not a panacea, or some kind of all-
encompassing loan that’s right for everyone. Just because you
qualify by being a 62-year-old homeowner doesn’t mean you’re an
ideal candidate. The next chapter lays out some questions you can
ask yourself to find out whether or not a reverse mortgage is right
for you, but here are a few of the basics:

v Are you at least 62 and own your own home?

v Do you plan to be in your home for at least 5 years?

v If you're getting the loan to purchase or pay off something
specific, have you looked into other options for financing
those expenses?

v Are you comfortable with the terms of the loan?
The more of these questions you can answer “yes” to, the more
ready you are for a reverse mortgage. When you feel you meet all

of these suggested criteria, you're ready to seek out a reverse
mortgage counselor (see Chapter 8).

Choosing a Loan Product

There are two ways to pick a reverse mortgage loan product:

v Throw darts at a list of mortgage products and see which one
fate chooses for you.

v Talk to your counselor and originator and let them lay out
your options for you in an easy-to-understand, straightfor-
ward manner.
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We suggest the last one. Besides, you could put an eye out with
those darts.

Part of the reverse mortgage process involves using your best
judgment and the tools at your disposal (the plethora of informa-
tion your counselor and originator give you) to make an informed
and wise decision. No pressure, right? Actually, it can be a pretty
easy choice to make once you see what each loan product has to
offer and how each fits into with your goals and financial plans.
Keep in mind that all loans have the same basic requirements, but
they each have their little idiosyncrasies that may make one a
clear choice for you.

Home Equity Conversion Mortgage

By far the most prevalent of the three main options, the Home
Equity Conversion Mortgage (HECM, sometimes pronounced heck-
um; look in Chapter 5 for more details) provides the most payment
choices, low interest rates, and the added mental security of being
insured by the Department of Housing and Urban Development
(HUD), a government organization. Take a look at some of the main
points of an HECM loan:

v The loan is calculated based on the age of the youngest quali-
fied borrower.

v Eligible homes include most single-family, condos, townhouses,
and manufactured homes built after 1976 (ask your originator
about HUD guidelines and requirements for manufactured
homes).

v Lending limits (the amount you can borrow, also called the
principal) are lower than other options, yet you can often get
a higher principal than you would with others because of
lower interest rates.

v Loans top out at $312,896 in high-home-value areas, $172,632
in lower-home-value areas (based on 2005 county lending
limits).

v Interest rates can be based on monthly interest adjustments
or annual adjustments (you won’t pay anything until the loan
is due, it just accumulates).

» Your money is easily accessible and payment options are very
flexible.

Do these benefits sound like a good fit for you? If so, what the
heck-um are you waiting for? Flip to Chapter 8 and make an
appointment with a reverse mortgage counselor today.
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Home Keeper

There are two loans created by Fannie Mae, America’s largest loan
funder, but they both have the same basic foundation. Since the
Home Keeper and the Home Keeper for Purchase were modeled
after the HECM, you may see lots of similarities when you look
closer in Chapter 6. There are, however, some quirks that separate
these loans from the pack:

1+ Home Keeper for Purchase lets you use a reverse mortgage to
help buy a new home.

v Loan calculations are based on the combined ages of the qual-
ifying borrowers, so married couples get less than singles.

v Eligible homes are single-family homes, condos, homes in
planned unit development projects, townhouses, or manufac-
tured homes that meet Fannie Mae requirements.

v Lending limits are based on an adjusted property value, which
is a national lending limit rather than a county limit.

v The national lending limit is $359,650 (based on 2005 lending
limits).

v Home Keeper often costs less than HECM but you’ll probably
receive less money in the long run.

Although Fannie Mae’s Home Keeper loans may not bring you as
much income as an HECM, their benefits (such as the ability to buy
a new house with the reverse mortgage money) may make these
the loans for you.

Jumbo Cash Accounts

For the house-rich among you, the Financial Freedom Cash
Account is probably your best bet. Although it doesn’t offer the
flexibility of the other two major loans, Financial Freedom’s
reverse mortgage provides bundles of cash that HECM and Home
Keeper only dream of. Chapter 7 goes into detail about the loan,
but here are some of its general characteristics:

v There’s no maximum lending limit; in theory, you could get a
cash account reverse mortgage on a $20 million mansion and
expect to receive a pretty hefty amount.

1 Designed for homes valued at $359,651 or above (but is best
when your home is worth at least $700,000).

v Almost all homes will qualify, including some co-ops.
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v Interest rates and fees are usually higher than other loans.

v There are three types of Cash Accounts — each with different
costs involved — that may generate different available funds
for you.

If reverse mortgages aren’t for everyone, then the Cash Account
is for even fewer — rates and fees are higher, and there are some
restrictions to the ways you can withdraw your money. However,
if you own a high-priced home the tradeoff is probably worth it.
Consult your counselor and financial planner about your Cash
Account choices.

Figuring Qut the People
in Vour Mortgage

\\J

Unlike most loans in today’s Internet-crazy world, you can’t simply
go online and get a reverse mortgage from a pool of competing
lenders. Reverse mortgages are a highly personal, interactive loan,
and there are several people who make them happen and help you
out along the way. Work closely with these people and let yourself
be helped. You know what’s best for you, but they know reverse
mortgages. Together, you're an unstoppable equity-borrowing
machine.

Counselor

Your first stop on the road to reverse mortgages is the counselor.
They’re not here to analyze your childhood or interpret your
dreams; instead, these counselors offer up sound advice and the
information necessary for you to make an informed decision
about your own loan. They are required to remain completely
unbiased and can only give you the facts — they never tell you
what to choose or take away your power to make the best choice
for you. It sounds great now, but come choosing time, you may
probably wish someone would just tell you what to do!

Even the most independent homeowners are required to seek the
advice and educational offerings of an approved counselor.
Typically, an “approved” counselor refers to HUD-approved, but
Fannie Mae and Financial Freedom each have their own set of pre-
ferred counselors. Unless you know for a fact that you need the
Home Keeper or Cash Account loan, it’s usually best to see a HUD
counselor. These professionals are acceptable for any of the major
loans discussed in this book, and if you decide to get an HECM
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(even after you've been to a Fannie Mae or Financial Freedom
counselor) you still need to make an appointment with a HUD
counselor as well. You can save time and energy by going to a
HUD-approved counselor from the get-go.

Many counselors (especially HUD) operate free of charge, although
some have a nominal fee for their services (usually around $75).
Unless you live in an area where the only counselor for 50 miles
charges a fee, try to use one who’s free. The ones who charge offer
the same exact information, so if you have a choice, go with the
free ride.

During your counseling session, the counselor asks you all sorts of
personal questions about your finances, your health, your family,
your home, and your lifestyle. Don’t keep anything from them or
stretch the truth even a little bit. Counselors only have about an
hour with you and need all the information they can get in that
time to show you the options that may work best for you. It can be
a bit off-putting to spill the beans to a stranger, but it’s necessary
to make a smart decision regarding your loan. You can rest assured
that counselor sessions are completely confidential — only you
and your counselor have access to the information you provide,
unless, of course, you bring someone with you to the meeting.

It’s a good idea to bring along any trusted family members or
friends who may be able to help you get a better perspective,
supply information, ask questions you hadn’t even thought of, or
just lend you some moral support. Counselors encourage families
to come together, and you may probably find that you're glad to
have someone else there. This isn’t a requirement by any means,
but consider it when you make your appointment. For more on
counselors, how to find them, and what to expect at an appoint-
ment, flip ahead to Chapter 8.

Originator

Your originator is the person who sets your loan in motion. The
originator meets with you to determine whether the loan you've
decided on is really the best for your unique circumstances, helps
you fill out the application, and submits it to the underwriters
(who verify your information) and the lender (who actually signs
your checks). You'll probably have at least two meetings with the
originator: one to fill out the application and another to finalize
details at closing. However, most people end up at their originator’s
office three, four, or more times over the course of their loan
process. You may not choose a loan to apply to right away, have
questions regarding your loan in progress, need to bring in
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additional information, or a whole host of other reasons to visit.
That’s why you and your originator become such close friends
before your loan is completed.

Time is money, and although originators don’t charge by the hour,
there are fees involved for originators’ services. Many of the fees
you see on the Good Faith Estimate originators are required to pro-
vide are additional closing costs unrelated to the originator’s
efforts. A Good Faith Estimate lists all of the approximate costs
involved in getting your loan, from appraisal services to stamps.
All told, these fees can add up to several thousand dollars. That’s a
whole lotta cash to plunk down all at once, and the originators

and lenders realize that it may present a burden. After all, if you
had a few thousand dollars to spend, you may not need this loan.
Because of this, you can roll the amount of most, if not all of your
fees and closing costs into your loan. That way, the costs are
absorbed into the reverse mortgage and become spread out over
several years.

Finding a reverse mortgage originator is easy once you know
where to look. Chapter 9 gives you all the tools you need to find a
great originator, but keep these points in mind when you’re nar-
rowing down the search:

v Originators should be experienced in reverse mortgages.
Do not pick a traditional loan originator, because they proba-
bly don’t have the expertise that a reverse mortgage origina-
tor has.

v While it’s not a requirement, you may feel better if your
originator is a member of the National Reverse Mortgage
Lenders Association (NRMLA). They have access to all kinds
of resources and materials that others may not.

+ Your originator should be patient, never pressure you, and
encourage your family to attend your meetings (if you feel
comfortable having them there).

1 Most of all, you have to feel comfortable with your origina-
tor. If he or she doesn’t feel like someone you’d trust with
your future financial well being, trust your instincts. You won’t
hurt his or her feelings.

Appraiser

Unlike the counselor and originator (who hold meetings at their
office), the appraiser comes to you. No matter which reverse mort-
gage product you decide on, an appraiser is required to come out
to your home and give it the once over to determine its value.



20 Part I: Understanding the Basics of a Reverse Mortgage

Straightening out the facts

Lending limits, loan value, and home value can be misleading terms. When your
home is appraised, the value is not necessarily equal to the amount of money you
can borrow. In fact, you'd have to be very, very old to get a loan for 100 percent of
your home’s value — we're talking born around the turn of the century. Lenders
factor in your age, current interest rates (they change constantly, more on that
shortly), and earned equity to come up with a percentage of the home value that
they can lend. The younger you are (early 60's to early 70s), the less they are going
to approve because they know that you will probably stay in the home longer than
someone in their 80's or 90's. So, while your home may be worth $250,000, they may
only lend you $125,000.

\\s

Depending on home values in your area and the last time you had
your home appraised, you may be pleasantly surprised to find out
what your home is worth in today’s market. Keep in mind that
appraisals are largely subjective, and although they follow a certain
protocol, appraisers have to simply use their best judgment to set
your home’s fair market value. Chapter 10 gives a full description
of what goes on in the appraisal, including what the appraiser
looks for.

The appraisal visit is nothing to worry about, as long as you've
kept up your home maintenance over the years. Either way;, it
couldn’t hurt to do a bit of sprucing up; clear your yard of any
debris, clean your home the way your would if very special com-
pany was coming over, and fix any little things that you’ve been
putting off if you can reasonably afford to do it. Also, gather up
your home records — if you’ve ever had work done on the home
(and who hasn’t?) try to find those statements. The appraiser will
be impressed by a home that’s well-kept, but they won’t be
impressed by receipts for granite countertops. Don’t start waving
your credit card statement under the appraiser’s nose to prove
how much you spent refurbishing the master suite. The money you
put into a home never fetches an equal value when it’s appraised.

Since you can’t sway the appraiser’s evaluation with cookies or
compliments, the best thing you can do during the process is sit
back and let him or her work. Be ready to answer questions, but
don’t hover or even follow the appraiser from room to room. If you
need something to do, make a list of all the fabulous things you can
do with your reverse mortgage income.
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Getting Paid
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Of course, what you're really interested in is the money. This is one
time in your life when it’s perfectly okay to be focused on material
things. After all, that’s what a reverse mortgage is all about —
lending you the money you need to buy the things you want. This
is also the easiest part of getting a reverse mortgage: The lender
determines how much you can borrow and you simply pick your
payment option and start receiving money. No sweat. Still, there
are some things you need to know about payments, your current
financial issues, and the country’s financial issues before you make
a decision.

Figuring out how much you can get

Without sitting down with an originator, there’s no way to tell you
for sure what you can borrow from a reverse mortgage. We wish
we could give you a simple formula, but there just isn’t one. As we
mention in this chapter (and elsewhere), the amount you can
borrow is calculated using:

v Your age: Generally, the older you are, the better off your loan
situations because the lender figures it won’t have to work on
your loan as long as if you were a spring chicken.

+ Your home value: More equity equals more money available
to borrow.

» Your area: Higher home values in the area means higher loan
values for you if you choose an HECM or Home Keeper (which
both use county medians to determine your loan principal).

” Interest rates: This is the one factor where less is more — the
lower the interest rates, the higher the principal.

If you can wait a few years to get your loan, it will be worth it in the
increased principal. Most people who wait at least five years are
pleasantly surprised to find their loan amount has gone up .. . to
the tune of a few thousand dollars. Don’t wait so long that you
can’t enjoy the cash flow — that trip down the canals of Venice will
probably be a lot more fun at 68 than at 98 — but don’t rush out
and get a loan on your 62nd birthday if you don’t really need it yet.

Also, each loan has its own system of determining loan value. For
example, no matter what your home is worth, Fannie Mae’s Home
Keeper bases the amount available to you on a scale as compared
to the national lending limit ($359,650). On the other hand, the
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Cash Account has no set limit. It bases its principal solely on your
age, home value, and interest rates.

") You can get an estimate of what each loan may be able to offer you
using online reverse mortgage calculators. The NRMLA calculator
(find it at www.reversemortgage.org) is a good indicator because
it breaks down the entire loan, from what your estimated costs are
to how much you get per month. However, they don’t show you
what you could get with a Cash Account, only HECM and Home
Keeper. For a side-by-side comparison of all three loans, visit www .
financialfreedom.com and take a spin on its reverse mortgage
calculator.

Checking out payment options

You know how lottery winners get to choose whether they want
their money in installments or one lump sum? Well you may feel
like you won the lottery when you decide how you want your
reverse mortgage funds to arrive. Each loan has its own set of pay-
ment options (that’s payment to you, from the lender). Listed here
are the main payment options, along with which loans offer them.
As you read down the list, think about which one would fit best in
your lifestyle.

v Tenure (HECM and Home Keeper): If you like the security of
having stable, steady monthly checks deposited in your bank
account, monthly tenure payments may be for you. The
biggest advantage of this option is that no matter how long
you have the loan (stay in your home), the lender continues
to pay you — even if you've gone beyond what the lender
originally agreed to lend you, and even if you live 30 years
longer than anyone expected. The downside is that fixed
monthly payments don’t allow for sudden large expenses and
don’t adjust for inflation down the road.

v Term (HECM and Home Keeper): A monthly term payment
has the security of getting equal monthly checks like the
tenure plan, but you decide how long you continue to receive
payments. The shorter the term, the more money you get per
check. For example, if a lender sets your principal at $100,000
and you want to receive it over eight years, that’s about
$1,041 per month. If you decide instead to get your payments
over five years, you're looking at $1,666 per month. That’s a
sizeable difference! But remember, once that term is over,
you’re out of money.

v Lump sum (HECM, Home Keeper, and one Cash Account
option): Have you always dreamed of rolling around on a pile
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of money? Choosing a lump sum means you get the entire
amount of the loan in one big check. It’s up to you how you
want to budget it per month, and it’s up to you to make sure it
lasts as long as you plan to live in your home. If you have a
very large expense that you absolutely must pay in full, a
lump sum could do the trick, although a better option is often
a line of credit (see the next bullet).

v Line of credit (HECM, Home Keeper, Cash Account): A line of
credit (also called a credit line) works very much like a sav-
ings account. You have access to the entire loan amount, but
since you have to send in a form to get it, people are often
more mindful of how their money is spent than they may be
with a lump sum. In addition, depending on the loan, you can
earn interest on the money you haven’t yet borrowed.

+* Combination (HECM and Home Keeper): Can’t decide? Maybe
a combination of payment options is your best bet. You can
choose how much you want to receive upfront (through a
lump sum, line of credit, or both) and designate the rest to a
monthly payment. Or work backward — figure out how much
you need per month, multiply that by the number of months
you expect to stay in your home, and leave the rest in a line of
credit. The combinations are virtually endless because they're
tailor-made for you.

Discovering the effect of the
funds on your finances

Seniors, especially those who have gone through hoops trying to
get their fair share of Social Security, pensions, Medicaid, and vari-
ous other programs, are often concerned that a reverse mortgage
may cancel out those benefits. People often ask us if they have to
choose between those programs and a reverse mortgage. You
should be glad to know that the answer is no. The income from a
reverse mortgage has no bearing on your current benefits. What'’s
better, it has no effect on your taxes because equity isn’t consid-
ered income by the IRS.

Of course, every rule has an exception. Although most people
won’t have any trouble maintaining their current benefits, some
government programs (such as Supplemental Security Income)
may include reverse mortgage payments in their income limits. If
so, there are usually ways around this. Talk to your counselor and
originator about working out a system to circumvent this issue. If
you want to err on the side of caution, talk to your tax advisor or
financial planner about how your newfound income may impact
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your finances. In the vast majority of cases, the only effect is a
positive one.

Dealing with inflation
and interest rates

Any time you’re investigating a mortgage, you're sure to have your
eye on interest rates. In recent years, rates have been quite low,
although they are slowly creeping back up again. What does this
mean for reverse mortgages? Just as in traditional mortgages, the
lower interest rates are, the more money you can borrow. But
unlike traditional mortgages, you don’t pay a penny of that interest
until the loan is over. It accumulates over time and is paid all at
once when you repay the entire loan.

Aside from the initial closing costs and originator’s fees, interest
can be thought of as the price of borrowing money. The longer you
have your reverse mortgage, the more you pay over the years in
interest. Rates will fluctuate up and down during your loan — you
can drive yourself crazy trying to follow the trends and track rates.
But there’s really no point. Once you have the loan, the best thing
to do is forget about it. You can’t control the market, and although
you’ll see your interest rate on your monthly or quarterly state-
ment, you won't feel its effects until you end the loan.

One financial indicator that you may notice as the years go by is
inflation. Think about the cost of your staple items 20 years ago —
prices rise on an average of about 1.5 percent per year. It may not
sound like much, but when you consider it on a large scale, it
makes a big difference. A loan worth $75,000 this year only buys
$73,875 worth of goods and services the next year. Why is this
important to reverse mortgage borrowers? Unlike income from a
job, you won’t get a raise for cost of living with a reverse mortgage.
That means if you're on a fixed $900 per month payment option,
that $900 isn’t going to go as far if you hold the loan for 10 or 20
years. A line of credit is a good way to beat inflation since, on an
HECM loan, you actually earn interest on unused funds, which will
help you keep up with rising prices.

The very savvy among you may see a great opportunity here to get
the best of both worlds: stable monthly payments and an easy way
to combat inflation. The solution is a combination of payment
options. An HECM loan lets you set aside a portion of your princi-
pal for a line of credit and then receive the rest as monthly income.
You can access the line of credit funds at any time, but by leaving
them where they are, you build a greater equity savings. Skip ahead
to Chapter 5 to see an example of how this could work for you.



Chapter 2

Deciding Whether a Reverse
Mortgage Is Right for You

In This Chapter

Knowing your motives
Investigating other options

Understanding when to walk away

ou may have heard about reverse mortgages on the radio or

from a friend, and you probably want to know if a reverse
mortgage is right for you or someone close to you. While we can’t
tell you in these pages definitively whether this loan is the answer
to your financial wishes — only you and your lending professionals,
your counselor (see Chapter 8) and originator (see Chapter 9), can
decide that — we can give you a head start. You need to consider
several things before you get started on a reverse mortgage, and
it’s a good idea if you know from the get go whether or not you're a
likely candidate. The reverse mortgage isn’t free money.
It can be an expensive way to meet your financial needs, and
the decision to get a loan shouldn’t be taken lightly. For some, a
reverse mortgage isn’t the answer — and that’s what you’re here
to find out.

In this chapter you can begin to see how a reverse mortgage can
impact your life and how to tell if it’s a good choice for you and
your family. We also give you brief descriptions of alternatives,
along with a pre-counseling checklist.

Pinpointing Your Motives

You probably already have a good idea of how you’d like to spend
your reverse mortgage money. You may want some material things,
such as making home improvements, or you may need the basics,
such as paying for food and overdue bills. Whatever your motives
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for seeking out a reverse mortgage, you need to weigh the costs
versus the benefits of getting a loan and make sure that you don’t
have other options that may better suit your needs.

Before you go to see a reverse mortgage originator (see Chapter 9),
sit down and think about exactly why you want this loan, and what
you're willing to pay for it. Is your peace of mind worth $3,000 in
closing costs? Is your remodeled kitchen going to be worth the
extra $12,000 in interest? (See Chapter 4 for a breakdown of fees
and potential interest costs.) It’s important to weigh these points,
because although you get a three-day right of rescission (three
days in which to change your mind after the loan closes), most
people don’t get a whopping case of buyer’s remorse in the first
three days. You're still too busy making out your “to-buy” list for at
least the first month, and by that time it’s too late to go back.

So you should not only talk with your family and your counselor
(see Chapter 8) about the loan and what that loan can mean for
your quality of life, but also read this section to assess your needs
and wants, which can give you a good idea of whether you need a
reverse mortgage in the first place.

Determining what you need

Human needs can be broken into categories, with some areas car-
rying more weight than others — like a what-you-need pyramid. At
the base of the pyramid, you may place things like food and shel-
ter, and toward the top, less tangible items such as self-esteem and
independence. Reverse mortgages can address all of the essential
human needs when the mortgage is taken out responsibly and in
your best interests. It can help pay for your basic needs, while
affording a sense of peace and financial independence that only
comes with the security of money in the bank.

As great as that sounds, reverse mortgages aren’t a magic solution
for every household. Before you start buying up toys and time-
shares, create a detailed budget of what you need per month. The
things you need depends on how loosely you use the term, but you
can consider the things you need as the non-extravagant items that
get you from day to day. Food, medicines, health care, a safe place
to live, electricity, water, gas, car payment, insurance, taxes —
these are all needs that you’ve probably become accustomed to.
Include everything from toothpaste to home repairs to your pet’s
medications . . . anything you wouldn’t be willing to forego.
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Preparing a needs budget

To account for your needs, simply look to your wallet. Each of your
essential needs has a price, and knowing what you spend your
money on is an easy way to focus in on your true needs versus
your want-to-haves. Start paying attention to every item or service
you pay for, and write it all down in a specially designated note-
book or pad that you can carry with you. After a few weeks, take a
hard look at your list and circle the expenses that you simply aren’t
willing to give up. These are the things you personally need. Now
consider what your needs alone are costing you per month. It can
be a shock to see how quickly it adds up! Check out Table 2-1 for a
sample needs budget. Notice that the list of needs isn’t strictly
food and shelter, but also costs that have become associated with
this imaginary senior’s standard of living.

Table 2-1 Sample Needs Budget
Need Cost per month
Phone bill $39.99

Electric bill $22.00

Cable bill $45.00

Water bill $10.00
Carinsurance $115.00
Gasoline $40.00
Groceries $150.00
Prescriptions $67.89

Pet food $12.50

Pet medication $35.00

Hair cut and/or set $45.00

Life insurance $60.00

Daily paper $15.00

Postage stamps $7.35

Weekly lunch with sister $60.00

(continued)
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Table 2-1 (continued)

Need Cost per month
Internet connection $9.95

Club membership $35.00
Housekeeper $50.00

Total $819.68

You can see how quickly these things add up. Now take an honest
assessment of your own list. Determine if you can pay for all of
these needs now. If not, figure out how much more money you
need to meet your expenses. Don'’t forget to consider cutting back
on your expenses to meet your budget (see the section “Paring
down your needs,” later in this chapter, for more on budgeting
tighter).

However, even when you live on a tight budget, your expenses may
be more than you can handle. Many people find that their pennies
are pinched so tightly they’ve got “one cent” permanently imbed-
ded in their thumbs, and yet their monthly expenses still come up
higher than their monthly income affords. A reverse mortgage can
change all that, giving you the extra padding you need to keep your
life running normally, without giving up your necessities. If the
things you need have become the things you’re struggling to get, a
reverse mortgage may be able to give you the economic boost you
need to make ends meet.

Paring down your needs

When you look at what you spend each month, or even each week,
you may be shocked by how much money goes flying out of your
wallet. You spend $5 here and $2 there, which all seems perfectly
harmless until you realize that you've spent $150 in one month on
ceramic toothbrush holders and yet another pair of slippers.

We would never tell someone not to buy the things they really need.
By all means, if your feet are cold, buy more slippers. But first, take
a peek under the bed and see if you can save yourself a few bucks
by using what you already have. We know a woman who moved out
of her home after 10 years and found 38 pairs of nearly identical
sunglasses throughout her house — she just kept buying new ones
each time they were lost. At $10 a pair, that’s $380 down the drain.
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You may be surprised at how much you can save by simply elimi-
nating one small thing. While this is by no means a complete list,

here are some simple suggestions to get you thinking about how

you can reduce some of your expenses:

v Try going to the movies less frequently. If you can’t forego
having a weekly movie night or several nights a week dedi-
cated to movies, try renting or hit the matinees (and don’t
forget to ask for the senior discount!).

1 Consider getting your hair done every 12 weeks, rather
than every 6 weeks.

1~ Assess whether you really need to go shopping for junk at
the bargain store every weekend.

v Experiment with different, less expensive brands at the
grocery store.

v~ Sniff out the bargains. Check out whether you can find a simi-
lar item somewhere else for a better price.

1 Keep track of your things. If you find yourself repurchasing
things because you lost the original . . . for the sixth time, per-
haps you can devise a way to make sure the items you lose
most often have a special place of residence.

v Pare down to basic cable (who really watches all those chan-
nels anyway?) and you could save about $400 per year.

1 Make coffee at home every morning instead of going out to a
café and you could save around $900 per year!

Hopefully, this list gets you thinking about your spending habits —
perhaps you don’t need more money, just less spending! Many sen-
iors need to make every dollar count, especially since newly retired
people may not be used to living on such a fixed income. It takes
some planning and careful spending to make any income, including
a reverse mortgage, work for your budget.

If you can afford your current lifestyle by budgeting a little tighter,
you may not need a reverse mortgage for your daily living.
Mortgages cost thousands of dollars in fees, interest, and little
incidentals. You may be able to skip all that hassle and expense by
simply watching your wallet a bit closer. If you think you’ll need
access to more money in the future (your income is running out or
you're expecting big medical bills) you may be able to wait a few
years and still save yourself some money. On the other hand, if you
need a little extra so that your necessities don’t have your wallet
running on empty, a reverse mortgage may be just the thing.
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Deciphering what you want

We all want something. We may say we’re contented or deny that
we want anything for our birthdays, but in reality there are always
things we want. Oftentimes the things we want are trumped by the
things we need, and those glimmering wants are just out of reach.
Maybe you're living comfortably now, but can’t afford to take that
dream vacation or start your own business. Maybe you have quite
enough to get by, but don’t want to spend your entire savings on
remodeling your home to accommodate a first-floor master suite.
Or maybe all you want is peace of mind, knowing that although
you don'’t feel you need to live lavishly, you're safe with a steady
stream of income. A reverse mortgage can be the answer to getting
some of the things you want without strapping for funds in the
future.

Reverse mortgages can certainly be a miracle in the form of an
electronic transfer for some people, but many others are disap-
pointed that their loan didn’t afford them a small fortune. If you
had a plan for your money before you even picked up this book,
consider whether the things you want could really be funded with
the money you’d get from a reverse mortgage as well as whether
you’d be able to live out your retirement on whatever’s left. A
reverse mortgage is not a bottomless cash purse — although
you're certainly free to do whatever you like with your money,
remember that reverse mortgages can be a costly decision. Enjoy
your retirement, but be sure to exercise the same financial discre-
tion you would with any other limited funds.

Checking out the most-wanted list

Reverse mortgages have helped thousands of people get the things they wanted in
life. Lender Web sites are full of stories about seniors who took off on motorcycles
across the Mojave Desert, paid for college tuition (whether for a grandchild or them-
selves), or made a point of going out to eat at their favorite swanky restaurant every
month. That's part of the beauty of a reverse mortgage; although it's a loan from the
equity in your home, you can use the money for whatever you want. There are no
limitations, no quid pro quo, nothing to stop you from enjoying that cash to its fullest,
greenest, most E Pluribus Unum potential. Just for fun, go to www. financial
freedom.com and click on “consumer” then “testimonials” for real-life tales of
seniors who got exactly what they wanted. Who knows? That could be you up there
someday!
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To assess the costs of your wants and how those costs impact
your reverse mortgage, follow these steps to create your wants list
(Table 2-2 gives you an example):

1. Write down a list of all the things you really want.

2. Record how much each item costs.
3. Total the costs of the items.
4.

Subtract the approximate cost of the reverse mortgage to
see how much money you’d have left.

Table 2-2 Sample Wants List
Want: Two-month trip to Italy Estimated cost
Italy For Dummies $19.99
Roundtrip plane tickets (2) $1,200.00
Hotels at approximately $80/night $4,800.00

Food at approximately $80/day $4,800.00
Buses, trains, and taxis $1,400.00
Museum tour $30.00
Souvenirs and gifts $2,000.00
Incidentals $500.00
Subtotal $14,746.99

Less approximate loan amount $97,000.00
Total left for retirement $82,253.01

In Table 2-2’s example, the borrowers would have a remaining
$82,253 after they took care of their lifelong dream of touring Italy.
That works out to about $685 per month if they stay in their home
for the next ten years. If you take a look at the needs list in Table
2-1 (see the earlier section “Determining what you need”) you can
easily see that if this couple has the same kind of needs as reflected
in Table 2-1, they are going to need a lot more money if they plan to
live on their reverse mortgage alone.



32 Part I: Understanding the Basics of a Reverse Mortgage

Find out approximately how much you can borrow by going to the
National Reverse Mortgage Lenders Association (NRMLA) Web site
and clicking on “calculator.” From there, just enter your specifica-
tions (age, home value, zip code, debts), and the calculator can
give you an estimate of what you may be able to get. Keep in mind
that it’s just an estimate. Until you sign the closing documents, you
are really only operating on an assumption.

\\3

Of course, you know that with money comes responsibility. You're
an adult. You've handled finances before and can most likely bal-
ance your own budget. But it can be awfully tempting to overex-
tend your money when you’re expecting a check in the mail for
$80,000. Don’t put a down payment on that yacht until you know
what you can actually afford after you consider your needs and
wants, or you may find yourself in over your head.

Rooting for single, senior women

Ladies, did you know that you're outliving men nearly three-to-one? It may not be
surprising that with men’s earlier mortality, our collective higher divorce rates, and
fewer women feeling the need to marry at all, single women make up a very signif-
icant portion of the senior population in America. It may come as no surprise then
that nearly half of all reverse mortgage borrowers are single women. That's right
sister, you're not alone.

While it's true that the number of couples who take out reverse mortgage loans are
on the rise, you single gals still make up the largest percentage of all reverse mort-
gage borrowers. Good originators should know this and need to talk to you about
your understanding of your own finances before you get started with the loan. That
said, they should never talk down to you or treat you like a child — whether you're
male, female, senior citizen, or middle-aged, originators must give you the respect
that they would bestow upon any other customer.

A large majority of single senior women are widows. Many come from a mindset,
as you may have, in which the husbands took care of all the money stuff and the
wives took care of the house and children. If your husband dealt with the mortgage
process when you bought your current home and you weren't part of it, you may
not have any experience with home loans. That system was fine for the times, but
today there are a lot of senior women out there who are uncomfortable with finan-
cial dealings and prefer to let someone — anyone — else handle it. The light at the
end of this unbalanced financial tunnel is that the next generation of senior women
will probably be more financially sophisticated. Many Baby Boomer women run
their own businesses, hold high-powered financial jobs, and manage households —
to them, getting a reverse mortgage will be like ordering pizza.

You may find that the thought of taking out a loan on your own and making such a
big economic decision is enough to make your stomach ache and your knees feel
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weak. It could be love, but it's probably mortgage flu. This is completely normal, but
it doesn't give you a license to be removed from your reverse mortgage process.
The prescription? Education and great counselors and originators.

One part of the process that will help tremendously is your trip to the counselor’s
office (see Chapter 8). Counselors are a required step in getting a reverse mortgage.
They know that this may not be easy for you, and it's their job to help you feel at
ease with whatever decision you make. You can ask all the questions you want, and
the counselor won't think any of them are silly.

Keeping Your Options Open

There are some cases in which a reverse mortgage just isn’t right
for you. There are a few main alternatives that counselors often
suggest when a reverse mortgage is too costly, or your profile
doesn’t fit with the needs of a typical reverse mortgage borrower. If
your counselor feels that one may be a better choice for you, take
his or her advice to heart. You can always reconsider when your
situation changes. Check out Chapter 8 for more information about
these options:

1 Waiting: In many cases, waiting a few years to get a reverse
mortgage really pays off. Since the lender calculates your loan
partially based on age, the older you are, the more money you
will most likely receive. Interest rates play a big part in deter-
mining your loan amount as well — when rates are low, you
can probably expect a more out of your reverse mortgage. In a
low interest rate market, you can figure on an extra $8,000 to
$15,000 for every five years you wait, depending on the value
of your home. If you can afford to hold off for five years (or
more) it’s definitely worth it. For example, if you're 65, own a
$200,000 home, and are considering an HECM loan, you could
probably get about $10,000 more out of your loan if you
waited until you were 70. On the other hand, higher interest
rates will produce less available funds. If rates seem to be
rising, you may want to jump on current rates before they get
too high. Either way, don’t wait too long — you want to have
time to enjoy your newfound financial independence.

1~ State loans: Some state loans, like the Deferred Payment Loan
(DPL), work like a reverse mortgage — they give you money
and you pay it back when your leave your home permanently.
But there’s a catch . . . the DPL can only be used for a specific
purpose, usually to repair something dangerous or unlivable
in your home, whereas a regular reverse mortgage can be used
for anything your heart desires. Another option is property
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tax deferrals that allow you to forego paying your property
taxes for a while. These vary by state; some let you defer your
payments forever, some only for a set timeframe. Both of
these state loans offer very low interest and very low closing
costs (if any). Check with your counselor (for more on talking
with a counselor, see Chapter 8) to find out if other state loans
exist in your area.

1 Selling your home: This is often the obvious answer to your
problems — sell your home, use the money to buy something
smaller or simpler to maintain or easier to maneuver around,
and live on the excess money from the sale of your house. If
you think you’ll be moving soon anyway, selling your home is
usually the way to go. This assumes, of course, that you want
to move, and that your home is worth enough to buy a new
home with the equity. If you live in an average town in the
Midwest and think you can buy a condo in San Diego with
your equity, you're in for a big surprise. Housing prices vary
greatly across the country, so do your homework if you plan
to retire in another area.

Another non-traditional alternative to selling your home is to
work out an agreement in which someone (usually a family
member or friend) buys your home and rents it to you for a
nominal fee. They get the benefit of the home’s appreciation,
and you get to stay in your home, collect on the sale of the
house, and reduce your payments. Still, some people prefer
not to mix family and money, and for good reason. Be sure to
discuss this kind of arrangement in detail, and involve a real
estate professional if appropriate.

v Sharing space: Your financial situation might be such that you
don’t need a huge sum of money for any big vacation or fancy
new bathroom. You just need money for the essentials or to
supplement your Social Security. Your counselor could bring
up the idea of sharing a home with a friend or relative in a
similar situation. Do you have a sibling or sewing club friend
who is also in need of a little monthly help? Invite them to live
in your spare bedroom, charge them a fair rent, and meet your
monthly requirements. You may also consider moving in with
an adult child. This is an ideal situation for some families, but
it can be a huge lifestyle change and is not a decision to be
taken lightly.

* Refinancing with a forward mortgage: Okay, maybe the idea
of having a new payment to worry about doesn’t thrill you,
but if you can reduce your payments, a forward mortgage may
help cushion the savings or retirement income you're living
off of today. ARMs (adjustable rate mortgages) always have
lower interest rates, which means a lower monthly payment.
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Keep in mind that because forward ARM interest rates change
frequently (usually once per year) what may have been a
great interest rate last year can suddenly skyrocket next year.
If you're uncomfortable with an unpredictable interest rate, an
ARM may not be the best choice for you.

Home Equity Lines of Credit can also be a good option, offer-
ing another way to use your equity now. Downsides are that
they sometimes have a higher interest rate over the long
term; they have a minimum monthly payment (that’s you
paying the lender); and some have a balloon payment built in,
which forces you to pay more after a certain time period.

v+~ Public assistance: Many people think of public assistance as a
negative, and would often rather protect their pride than get
the help they need. Don’t be one of those people. Public assis-
tance is nothing to be ashamed of, and can give you all kinds
of breaks on daily expenses. There are meal delivery programs
for those who can’t cook anymore (whether it’s due to inade-
quate funds or mobility), prescription drug benefits, medical
assistance, transportation for those who can’t drive, in-home
helpers, and many, many more opportunities for help. Several
resources aren’t being utilized by enough people. You've paid
for these public assistance programs through taxes all your
working life. This is the time to reap the benefits of your own
tax dollars.

A great resource for all types of help is the Area Agency on
Aging. They can give you information about some of the
options listed here, plus reduced energy bills, tax support,
and more. Contact them at 800-677-1116 or online at www .
eldercare.gov. Another great resource is a Web site called
www.BenefitsCheckup.org. BenefitsCheckup is sponsored
by the National Council on the Aging and works by creating a
profile of you and your needs and matching it to all the pro-
grams out there that may be able to help you. All you have to
do is fill out a questionnaire and let the Web site do the work.
Your results will include information about each organization
and how to contact them to apply for benefits.

Of course, with hundreds of thousands of individual circumstances,
your counselor may be able suggest another alternative that’s
tailor made just for you. The point is: You have options. Just
because you're reading up on reverse mortgages doesn’t mean
you're locked into a loan. Before you meet with your counselor or
your originator, keep an open mind to all options so you find what
works best for you.
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Reverse mortgage, eh?

If you are a resident of Canada, you won't be able to get a reverse mortgage through
FHA, Fannie Mae, or Financial Freedom. The answer to “is this loan for me?” is a
resounding “no.” So what's a Canuck to do? Canada has its own brand of reverse
mortgage, called the Canadian Home Income Plan (CHIP), which was developed in
1986, just as the Home Equity Conversion Mortgage was coming into play. The
requirements are essentially the same as American reverse mortgages (see Chapter
3 for more on borrower qualifications for American reverse mortgages): You must
be 62, own your home, and have sufficient equity. Loans range from $20,000 to
$500,000, and repayment isn't due until you‘ve left your home permanently. To find
out more about the CHIP loan, email info@chip.ca, visit www.chip.ca, or call
866-522-2447.

Knowing When to Walk Away

If reverse mortgages were the absolute best choice for every
homeowner over age 62, we wouldn’t need this book. The reality
is, a reverse mortgage is a complicated loan with a lot of specifica-
tions and calculations that make it supremely perfect for many
people, but a very wrong choice for others. Before you decide to
visit a reverse mortgage counselor, make sure you're a good candi-
date for the loan by reading through this section.

Knowing when you shouldn’t
get a reverse mortgage

As a rule of thumb, reverse mortgages are designed for people who
plan to live in their homes for at least five years (but more likely 8
to 12 years). Some senior homeowners are over optimistic about
their current living situations, believing that they can continue
living in their homes indefinitely, even though their doctor or con-
cerned family has other ideas. Others aren’t patient enough to wait
a few years to make the loan worthwhile before picking up and
moving to Cancun. Of course, if you're on the elder end of the bor-
rower spectrum and need the funds from a reverse mortgage
despite the fact that you may only hold the loan for a couple of
years, don’t let that five-year timeframe keep you from seeking out
the loan. Again, only you and your lending professionals know
what’s right for you, but you’ll probably want to think twice about
getting a reverse mortgage if any of these apply to you:
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+* Your home is damaged beyond the point of repair. Reverse
mortgages are great for revamping a few rooms, or making a
home more accessible, but they don’t work miracles. Unlike
the shows you may have seen on TV, you won’t be able to tear
down your home and build a new one if there are major struc-
tural or foundation problems. Dangerous electrical or plumb-
ing may also be an issue. Sometimes it’s better to cut and run.
You may be able to purchase a new home with the Home
Keeper for Purchase (see Chapter 6 for information on this
loan), but don’t expect anyone to let you stay in a house that’s
crumbling.

* You'’re young and have plenty of money. Just because you're
62 doesn’t mean you need to run out and apply for a reverse
mortgage. The lenders aren’t going anywhere — there’s no
rush. In fact, as we noted earlier, the younger you are, the less
money you'll get from your loan. If you can live off your nest
egg for a few years, wait to get your reverse mortgage. Not
only will you save money, you’ll get more money as well.

+* You think you’ll want to move out in the next couple of
years. Reverse mortgages get less expensive the longer you
have them. Moving out too soon means you’ll pay more for
the privilege of having a loan, which is less money you’ll have
for your fun and extravagant lifestyle or for the needs you
took the loan out for in the first place. If you stay longer, you
win. A reverse mortgage isn’t usually the best short-term
solution. Talk to your counselor (Chapter 8) and originator
(Chapter 9) to get a better idea of costs versus benefits.

+ You are ill and don’t believe you’ll live as long as the lender
predicts. Just like moving out too soon, it doesn’t make sense
to take out a loan that you know you’ll never be able to fully
enjoy. Keep in mind, however, that sometimes need overrides
financial considerations and the reverse mortgage is still your
best choice. The loan may allow you to live out your last
years more comfortably than your could otherwise manage.
Make sure your counselor (see Chapter 8) explains the pros
and cons, and don’t be afraid to tell him or her about your
condition. They need to know all the facts.

+* You have a spouse or other person living in your home who
doesn’t qualify for a reverse mortgage. The loan becomes
due and payable when the borrower (or last remaining bor-
rower) permanently leaves the residence. That means if you
get the loan when you’re 65 and your spouse is 57 and you die
or move out for any reason, your spouse will be responsible
for paying off your mortgage, which often means selling the
house. If you can’t add all residents to the mortgage, you may
want to wait or seek out a different option.
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Of course, this isn’t an extensive list. With hundreds of thousands
of individuals out there who may qualify for a reverse mortgages,
there are countless situations that could make a reverse mortgage
a less-desirable choice. The only way to know for sure is to visit a
reverse mortgage counselor and take his or her expertise into con-
sideration. To find out more about getting a certified counselor, flip
to Chapter 8.

Knowing if you're ready

Before you make up your mind about pursuing a reverse mortgage,
take a minute to make sure you're starting out on the right foot.
Having a strong foundation will make your loan process much
easier, both for you and for the professionals involved. Use this
checklist as you go through this book to keep track of your eligibil-
ity and progress, and make sure every item is checked off before
you seek out a reverse mortgage counselor:

v [ am at least 62 years old.

v [ own my own home.

v | have a good idea of what my home is worth. An appraisal
(see Chapter 10) will address this if you don’t already know
how much your home would hypothetically sell for.

v [ understand how a reverse mortgage works (see Chapter 1).

v | have or will read up on the reverse mortgage products (see
Chapters 5, 6, and 7).

v | know what my monthly expenses are.

v | have compared my expenses to what [ can expect to receive
from a reverse mortgage.

v [ know what I want to do with my reverse mortgage payments.

v | have talked to my family about reverse mortgages and am
keeping them informed about my decisions.



Chapter 3

Having the Right Stuff:
Borrower Qualifications

In This Chapter
Making sure you qualify
Keeping title to your home
Figuring out if your home qualifies

If you think a reverse mortgage sounds like a good way to start
heading down a path of financial security, you're ready to see if
you qualify. You can relax: The reverse mortgage is one of the easi-
est loans to qualify for in all the lending world. The basic require-
ments, which we explain in this chapter, to qualify for a reverse
mortgage are:

»* You must be 62 years old or older.
»* You must own your home.

» You must own a home that qualifies for the reverse mortgage
product you choose and live in it full time.

There are certain caveats of course, and lots of fine print, which
we expose in the next few pages. In this chapter you can compare
your individual living situation with the borrower requirements to
see if you'd be eligible for a reverse mortgage.

Finding Out If You Qualify

Almost anyone who meets the basic requirements can get a
reverse mortgage. You don’t need perfect credit, you don’t need a
down payment, and you don’t need a steady job. In fact, none of
those points matter in a reverse mortgage.
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Aging gracefully

Though you may feel discriminated against because of your age in
some facets of life, reverse mortgages were designed especially for
you. In order to receive a reverse mortgage you must be at least 62
years old. No exceptions.

But wait, it gets even better. The older you are, the better you’ll

do on a reverse mortgage. Why? Because lenders know that the
younger you are, the longer they’ll have to pay you. Lenders use
actuarial charts (just like insurance companies) to guess how long
you’ll be in your home. The charts aren’t a crystal ball, and they’re
not always right, but they give a pretty good estimation. Then
lenders calculate your loan based on your age, your home’s value,
and whatever the current interest rates are.

Look at Table 3-1 for an example of how your age can work for you
in a reverse mortgage. Let’s say our borrower, Nathaniel, owns a
home worth $235,000 in Jenkintown, PA, and owes no outstanding
mortgage debt. He’s choosing a Home Equity Conversion Mortgage
(HECM) reverse mortgage product and wants a lump sum, giving
him all his money in one big check. We’ll pretend for our purposes
that interest rates don’t change into the future (although in real
life, Nathaniel’s initial loan amount would be affected by rising and
falling rates). The table shows how much Nathaniel could expect
to borrow if he closed the loan at particular ages. Notice that the
older our fictitious borrower gets, the more money the lenders are
willing to loan him.

Table 3-1 How Age Affects Your Loan
Age at time of Total loan amount

loan closing available

62 $116,754

67 $126,806

72 $137,401

71 $148,796

82 $160,349

87 $171,433

92 $182,354
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The typical age for reverse mortgage estimates is 75, because by
then you're old enough to get a pretty hefty check but young
enough to be able to enjoy your new income. When you see exam-
ples of reverse mortgage calculations (in this book and in the
world at large) you’ll probably notice that the hypothetical bor-
rower is 75. It’s not a magic number, and by no means should it be
seen as any sort of limitation, but as far as the lenders go it’s the
perfect win-win age.

There’s a disadvantage to this age system, however. If a couple,
ages 62 and 75, want to get a loan, you may think they should be
able to get a pretty good-sized check since 75 is just about the
ideal reverse mortgage age. But that’s not the case. For most
reverse mortgage loans, the age used to calculate the loan is that
of the youngest borrower (sneaky, isn’t it?). If Nathaniel (age 75)
and his youngest brother (age 62) want to live together to save
some money, their reverse mortgage will be calculated using his
brother’s age, which means a lower loan amount. On the other
hand, Nathaniel and his brother may find that they can get a larger
sum with a Fannie Mae Home Keeper loan (see Chapter 6) because
Fannie Mae uses a combination of borrower ages to determine the
available funds.

No matter what your age, if you are interested in getting a reverse
mortgage, find out what your options are from your originator (see
Chapter 9) and reverse mortgage counselor (see Chapter 8). It
can’t hurt to ask.

Coupling

With divorce rates in America climbing higher and higher, it’s
amazing that there are any couples left at all. If you're one of these
lucky couples, you can count yourselves among a growing trend.
Couples are increasingly among the seniors who are taking out
reverse mortgages. It used to be that reverse mortgages were largely
held by widowed women around age 76. Today, more and more
couples, and younger ones at that, are seeking reverse mortgages.

There has also been an increase of couples who get a reverse mort-
gage when only one individual qualifies. It’s perfectly legal: One
person is age 62 or older and owns a home that’s covered under
the loan (see the section “Living Room: Eligible Homes,” later in
this chapter), and the other is a bit younger. To get the reverse
mortgage, however, the loan can only be for the eligible spouse —
that younger person will have to be removed from the title. And
when the qualified spouse dies or moves out for other reasons the
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younger will be responsible for paying back the loan in full. This
often means selling the home, and it may come at a time when that
resident isn’t ready to move (or just plain doesn’t want to). Most
counselors and originators will advise you against this, since this
situation can create serious financial stress at a time when the
remaining resident is probably stressed enough as it is.

Regrettably, once the loan is closed (it’s in progress and you're
receiving money) you may not add anyone to it. A change in the
borrowers would affect the loan, since it is based partially on your
age. The lenders will have figured the loan with the age of the only
eligible resident in mind. Adding another person would end the
loan and start a new one, meaning that whatever you’d borrowed
up to that point would be due at the time that a new loan was
issued. In cases where one spouse or other resident is much
younger and wouldn’t be eligible soon enough to benefit the older
person, a reverse mortgage may still work as long as everyone
involved knows the responsibility attached to the loan and has a
plan for repayment.

The bottom line: Either wait for everyone on the title to become
eligible, or look for other options.

Retaining Title

In order to qualify for a reverse mortgage you must own your
home. You don’t necessarily have to have it paid off completely,
but the less you owe, the more you can borrow. This is because the
reverse mortgage is based largely on equity — the value of your
home minus any debts. The money that you borrow is actually a
percentage of the equity in your home; the lenders are essentially
lending you a portion of the money you’d have if you sold your
home. What they don’t do is buy your home from you, nor do they
force you to hand it over to them when the loan is completed.
That’s a big misconception, and one that you should put out of
your mind right now. Repeat after us: A reverse mortgage doesn’t
mean the lender gets your house.

Many people operate under the misconception that a reverse mort-
gage means giving up the title to your home. In fact, the home’s
title remains in your name as long as you own it. If your name is
removed (for example, if you sold your home), the loan becomes
due and payable. What’s more, everyone who’s on the title must
meet the rest of the loan requirements. An adult child who helped
you purchase your home, for example, would have to be removed
before you obtained a reverse mortgage if he or she didn’t meet
the requirements.
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Unfortunately, there are no provisions in reverse mortgages for
people who rent their residences, since the money you’re receiving
is based on equity — no ownership, no equity. If you live in a home
that you personally don’t own, we’re sorry to say that you won’t
be eligible for a reverse mortgage. It’s a shame too, since many
people who rent would benefit enormously from the extra income.
Restrictions against renters also include people who rent-to-own,
since you technically don’t own the home yet. Seniors already
living in assisted living facilities won’t be able to get a loan either
unless the home or apartment is owned by the resident (you) and
falls under the housing guidelines (see the section “Living Room:
Eligible Homes,” later in this chapter).

Paying off your curr