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The dramatic decline in housing values, as well as the value of other investments, has made meeting household budgets particularly vexing for retiree homeowners.

For those who are cash-poor but still house rich -- that is, they owe little or nothing on mortgages -- reverse mortgages can be the answer. Instead of paying monthly on a "forward" mortgage that gradually reduces the amount owed, they receive monthly payments, with the principal and interest accruing until the senior sells the house or dies.

Business is "robust," said Steve Boland, a reverse-mortgages executive for Bank of America, especially after Congress passed legislation last summer that increased the loan limit for reverse mortgages in high-cost areas, and enacted other measures to protect borrowers from predatory lending. (Remember, a reverse mortgage is still a loan.)

While reverse mortgages can keep seniors in their homes, the loans are often criticized.

"I don't understand where this continual criticism that reverse mortgages are so expensive comes from," said Peter Bell, president of the National Reverse Mortgage Lenders Association. Speaking to the National Association Real Estate Editors (NAREE) convention in Washington, D.C., last month, he said, "Almost every article I read about reverse mortgages ... says that reverse mortgages can be very helpful, but a lot of people say they are too expensive. I am just puzzled by that comment being repeated without tearing it back and looking at the numbers."

Bell did just that, comparing the costs -- origination fees, interest, servicing fees, etc. -- of an FHA reverse mortgage and an FHA forward mortgage. His analysis showed that the costs were about the same over the life of the loans.

His view was countered somewhat by another speaker, Susanna Montezemolo of the Center for Responsible Lending. She pointed out that Bell's comparison was misleading because "that's not really the option that these borrowers have," she said. "They are not choosing between an FHA forward mortgage and an FHA reverse mortgage. The comparison should be between the reverse mortgage and their other options, because we are talking about seniors who cannot get a forward mortgage because they do not have the income to pay it back each month." [Ms. Montezemolo’s point is well taken, but I think that the point Mr. Bell is trying to make is that many people say the RM is too expensive without indicating what “other options” it is being compared to.  If we are not comparing it to a FHA forward mortgage, then tell us what it IS being compared to.  Until you make a direct comparison with other legitimate options, then saying it is too expensive is just a generalization which will be correct in some instances and incorrect in others.  Those of us who work with seniors each day realize that in many cases, the “other options” are more expensive when compared to a RM if we take the time to evaluate all of the costs of each.]
What happens if the value of the house goes way up while the reverse mortgage is in effect? “What we need to remember is that with the reverse mortgage, the balance grows over time,” said Boland. “If you had an initial balance of $300,000, maybe that balance is $450,000 now (at the time the homeowner leaves the house). If the heirs have the ability to refinance or sell the home, they would get the remainder. That’s not different from traditional financing. If you had traditional financing on a home and you died, and the heirs got the estate, the mortgage would need to be paid off if they wanted to retain the home or get the excess equity.” In the case that the amount owed exceeds the value of the property, mortgage insurance makes up the difference and the heirs owe nothing, Boland said.

If the value of the house falls below the balance of the reverse mortgage, that’s all the better for the homeowners’ estate, said Bell. “To some extent that was a very good deal for you,” he said, “because you locked in your value. You got a reverse mortgage based on the higher value before it fell. That loan is in effect as long as you live in the house. When you move out or you pass away and your estate sells the house, the lender will take a payback based on the then-value of the house. If there is a shortfall there, that is what the FHA insurance is for.”

Montezemolo pointed out that the reverse mortgage is a non-recourse loan. For seniors who choose to sell, perhaps to move to a smaller home, “You can never owe more than the value of the home at the time it is sold,” she said. “That’s real stability for someone.”

Last year's law requires that seniors receive "independent third-party counseling" before they can apply for a reverse mortgage. Montezemolo says they should do that first, before approaching a lender, and ask themselves:

"Do I need a reverse mortgage? Do I really need access to the money right now?"

"Is there another way for me to put off using this money?"

"Will I use the proceeds for necessities?" (Using the money for a vacation, for example, would be an especially costly way to borrow, she said.) [For sure!]
"How long will I stay in the home?" (The upfront costs make reverse mortgages most cost-effective for those who plan to stay in their homes for many years, she said.)  [This is one of the most important questions unless you are considering a RM due to an emergency or other financial crisis.  For example, if you were faced with losing your home to foreclosure and the RM could help you save it so you could sell it 6 months later, I think the cost trade-off might make sense.  However, typically you should expect to remain in the home for several years to recoup the initial costs.]
"What are the alternatives to reverse mortgages, and have I really looked at them? Have I looked at loans, government programs, or selling and moving to a smaller place?" [It is important to note here that looking at other options must involve considering all of the costs associated with each.  Very often people will choose an option without evaluating all of the costs.  For example, selling a home can cost as much as 10% of the value of the home.  Is that expensive?  Maybe or maybe not.  It depends on what the other options are and most importantly, what is important to the senior’s quality of life.]
"Do I want to pass on my property to my heirs?"  [Not quite sure what this question implies.  Certainly, it is better for the heirs if the home is free and clear, however many seniors already have forward mortgages against their homes, so the situation would be the same.  I think this question is targeted at seniors whose homes are free and clear.]
"Do I fully understand this loan product?"

"Is anyone trying to sell me something along with the reverse mortgage? And not just at the time of origination; later on, is someone trying to sell me something, and is that in my best interests?" ("This would include annuities that don't make sense," said Montezemolo, noting that the new law prohibits requiring the purchase of annuities and other financial products with the reverse mortgage.) [This is an important point by Ms. Montezemolo.  Be very cautious of lenders who attempt to sell you other financial products in conjunction with RM’s.  In fact, our advice is to simply stay away.]
"When people get access to a lot of money, they can be preyed upon to do things that are not in their best interests," she said. [So true indeed.]  But Bell countered that his organization has studied reports of abusive lending practices and has not been able to document abuse by reverse-mortgage lenders. Instead, the NRMLA is concerned about "marketing pieces" by "lead-generation companies" that target seniors by promoting loan products. [While misleading marketing pieces are not the norm, as Mr. Bell points out most of the misleading pieces are created by “lead-generation” companies who are not lenders nor do they ascribe to the best practices of the RM industry.]
"I am not pro or con with reverse mortgages," said Montezemolo. "They can be very positive and very helpful for an older borrower -- it just depends on the situation."

If you are considering a reverse mortgage, listen to the comments of Susanna Montezemolo and Peter Bell that I recorded during their panel discussion, moderated by journalist Lew Sichelman, at the NAREE convention. I have posted the excerpted recordings as podcasts that you can find online at www.heraldtribune.com/realestate. Look on the left side of the page under the heading Real Estate Podcasts.

