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A reverse mortgage is a loan against the equity you have built up in your home.  The loan is "reversed" because instead of making monthly payments to the lender -- as you would with a traditional mortgage -- the lender advances sums against the future sale of your property.  To qualify, you must be 62 years or older and have paid off all or most of your mortgage.  The amount of money you can borrow depends on your age, the current interest rate, the amount of fees you will be charged, and the federal loan limit, which is currently $625,000.

 

Reverse mortgage payments can be made in the following three ways (or a combination of the three): 1) "lump sum" cash advance at closing, 2) credit line or 3) monthly cash advances.  As a reverse mortgage borrower, you will still be responsible for maintaining the property and paying your property taxes and insurance.  The loan becomes due upon death, if you permanently leave the home (12 consecutive months), or if you fail to maintain the home, pay your property taxes or pay your insurance. 

 

Reverse mortgages may be appropriate for low income, relatively healthy seniors who do not have other retirement assets, do not qualify for lower-cost alternatives to reverse mortgages, cannot meet their current mortgage obligation, or do not wish to sell their home in order to move into a smaller home or assisted living.

 

If you are considering a reverse mortgage, your first point of contact should be a HUD-approved reverse mortgage counselor at a local nonprofit agency.  In the state of California, seniors cannot get a reverse mortgage before receiving this impartial counseling.  To find your local counselors, visit www.hecmresources.org or call 1-800-209-8085.  After meeting with the HUD counselor, you should also get a Certified Financial Planner, CPA, and/or elder law attorney to discuss whether a reverse mortgage is suitable for your particular situation.  The more eyes you can get on this important financial decision, the better.

 

Never let anyone talk you into using proceeds from a reverse mortgage to fund a deferred annuity.  This is because the interest generated by the annuity will never offset the costs associated with the reverse mortgage.  Even worse, deferred annuities can lock up your money for long periods of time and carry excruciatingly high surrender penalties.  Currently, reverse mortgage/annuity "package deals" are a favorite scheme of financial predators looking for high commissions.

 

Reverse mortgages are very expensive loans.  For this reason, they are not for everyone.  Before seriously considering a reverse mortgage, you should first see if you qualify for less expensive programs that offer monetary assistance and/or cost-cutting benefits to you.  For example, SSI/Medi-Cal, In-Home Supportive Services, prescription drug discount programs, energy and telephone discount programs, City and County grants and low-cost home improvement loans, and Veterans pensions that can pay for in-home care.  For a complete list of reverse mortgage alternatives, visit http://www.hecmresources.org/states/state_info.cfm?state=ca  You can also call Council on Aging's Fair Lending Project for Seniors to discuss these alternatives.

 

If you think that assisted living may be in your future, a reverse mortgage is probably not for you.  This is because a reverse mortgage is a rising debt loan.  The debt grows by the day, with interest, and if you want to sell your home at a future date in order to move into assisted living, there is a good chance you will not have the money left in your home to do so.  Also, if you have a disabled adult child who lives with you, a reverse mortgage is probably not for you because when you pass away or move out of the home, the loan will become due and your child will be either forced to pay off the entire loan or move out of the property.

 

If you currently receive SSI/Medi-Cal, or you intend to apply for it in the future, stay away from "lump sum" reverse mortgages, which give you a large sum of money up front.  These reverse mortgages will immediately put you above the asset limit for SSI/Medi-Cal and thus disqualify you for those important benefits.  If you receive a reverse mortgage in the form of a monthly payment or credit line, keep in mind that you must be careful to spend down the money you receive each month in order to remain SSI/Medi-Cal eligible.

 

If you are a low- or middle-income senior, your home is probably your single biggest asset.  You have worked hard, likely for decades, to build up the equity in your home.  For this reason, you should take as much time as you need to come to the financial decision that makes the most sense for you and your family.  This will involve research, consultation and planning, but in the end, it will be worth it.
