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If you are age 62 or over and own a
home but are strapped for cash, a
reverse mortgage may be just what the

doctor ordered. Until fairly recently,
there were only two ways to get cash
from your home: 
• you could sell your home and

move, or 
• you could borrow against your

home and make monthly loan
repayments. 
A reverse mortgage is a third

way to get cash from your home—
without leaving your home or
making regular loan repayments.
The increasingly popular reverse
mortgage is a loan against your
home that you do not have to
pay back for as long as you live in
your home. The loan will pay you
in monthly advances or through
a line of credit, converting your
home equity into cash. However,
because you’re drawing on the
value of your home, there will be
less equity for you and your heirs
in the future.

How It Works
The reverse mortgage is appropriately
named because the payment stream is
“reversed”. Instead of the borrower making
monthly payments to a lender, as with a
regular first mortgage or home equity loan,
a lender makes payments to the borrow-
er. In a regular mortgage, you use debt
to turn your income into equity. In a
reverse mortgage, you use debt to turn
your equity into income. In both cases,
you use debt to turn what you have into
what you want. While a reverse mort-
gage loan is in force, the borrower owns
the home and holds title to it but does
not have any monthly mortgage payments
to make.

The reverse mortgage funds may be paid
to you in a lump sum, in monthly advances,
through a line of credit, or in a combina-

tion of the three, depending on the type
of reverse mortgage and the lender. The
most popular option, chosen by more than
60% of borrowers, is the line of credit,
which allows you to draw on the loan
proceeds at any time. The amount you

are eligible to borrow generally is based on
your age, the equity in your home, and
the interest rate the lender is charging.
The money you get from a reverse mort-
gage is tax-free because it is not income.

To qualify for a reverse mortgage, you
must be at least 62 years old and own
and occupy your home as a principal resi-
dence where you live most of the year.
Single-family, one-unit dwellings are eligi-
ble properties for all reverse mortgages.
Some programs also accept 2–4-unit, owner-
occupied dwellings and some condomini-
ums and prefabricated or manufactured
homes. Cooperatives are ineligible.

With a reverse mortgage, you don’t have
to make monthly repayments, so your
income generally has nothing to do with
getting the loan or the amount of the loan.
There are no medical requirements to qual-

ify. You may even be eligible for a reverse
mortgage if you still owe money on your
mortgage. Many seniors get a reverse mort-
gage so they can pay off their first mort-
gage and stop making monthly payments.

Benefits and Costs
You can use the money from a reverse mort-
gage for anything: daily living expenses,
home repairs and improvements, medical

bills and prescription drugs, other
debts, education, travel, or long-
term health care. 

The size of a reverse mortgage
depends on your age at the time
you apply for the loan, the type
of reverse mortgage you choose,
the value of your home, current
interest rates, and where you live.
In general, large loans go to older
borrowers living in homes of great
value when interest rates are low.
Conversely, small loans generally
go to younger borrowers living in
homes of low value when interest
rates are high. 

The costs associated with
getting a reverse mortgage include
the origination fee (which can
usually be financed as part of the
mortgage), an appraisal fee, inter-
est charges, and closing costs (title

search and insurance, surveys, inspections,
recording fees, mortgage taxes). In addi-
tion, there may be monthly service fees,
equity-sharing fees, shared appreciation
fees, maturity fees, and other charges simi-
lar to those for regular mortgages. 

Debt Repayment
Your debt or loan balance grows larger as
you get cash advances, make no repay-
ment, and interest is added to your loan
balance. A reverse mortgage is a rising-
debt, falling-equity loan. As your debt
grows larger, the equity in your home
gets smaller. A reverse mortgage loan is a
“nonrecourse” loan, which means that no
matter how high the loan balance grows,
the borrowers or heirs never owe more than
the home’s market value.

There are no monthly payments on a
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More and more older Americans are turning 
their homes’ equity into cash.



reverse mortgage but the lender does even-
tually get repaid. Repayment is due when
the last surviving borrower dies, sells the
home, or permanently moves away. “Perma-
nently” ordinarily means you have not lived
in your home for 12 consecutive months.
You may also have to repay the lender if
you fail to pay property taxes, fail to
keep up your homeowner’s insurance, or
neglect your property so that its value
declines sharply. 

When you sell your home or no longer
use it for your primary residence, you or
your estate must repay the cash you
received from the reverse mortgage, plus
interest and other finance charges, to the
lender. All proceeds beyond what you
owe belong to you or your estate. This
means the remaining equity in your home
can be passed on to your heirs. None of
your other assets will be affected by a
reverse mortgage loan. No debt will ever
be passed along to the estate or heirs.
You retain ownership of your home and
may sell or move at any time. 

The federal government requires that
you first meet with an independent, feder-

ally approved reverse mortgage counselor
before applying for a reverse mortgage. The
counselor’s job is to educate you about
reverse mortgages, inform you about other
available options, and assist you in deter-
mining which particular reverse mortgage
product would best fit your needs. This
counseling session is free to the borrower
and can be done in person or over the tele-
phone. 

Shopping around for a reverse mortgage
will help you to get the best financing deal.
Different lenders may quote different prices,
so you should contact several lenders to
make sure you’re getting the best price. 

“Because of all the variables in the cost
of a reverse mortgage, it might be a good
idea to meet with a financial planner (along
with your children) to evaluate exactly how
a reverse mortgage will affect your estate
and future tax liabilities,” says Dennis M.
Filangeri, a certified financial planner based
in San Diego.

Do’s and Don’ts
Determine whether you really need a reverse
mortgage or whether another type of

loan would be better for you. “Depending
upon your needs and your financial situ-
ation”, says Filangeri, “you may be able
to meet your goals with another, less cost-
ly financial solution than that provided by
a reverse mortgage.”

See a HUD-approved reverse mortgage
counselor to help you decide whether a
reverse mortgage is right for you, or to help
you choose among the different types of
reverse mortgages. Don’t apply for a reverse
mortgage if you
• want to leave your home, free and clear,

to your children or heirs, or
• have another, less costly means to reach

your financial goal. A reverse mortgage
can be an expensive way to borrow
money.
Reverse mortgage options are numer-

ous and can be confusing. Don’t sign
anything you don’t understand. Reverse
mortgages are more costly to set up than
other types of loans. Although the proceeds
are tax-free, a reverse mortgage may affect
your eligibility for certain need-based public
benefits such as Medicaid and supplemental
Social Security Income benefits.

Milton Zall is a freelance writer who special-
izes in taxes, investments, and HR/business
issues. He is a certified internal auditor and
a registered investment adviser. Send your
comments or questions about this article to
tcaw@acs.org or to the Editorial Office
address on page 3. ◆
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Types of Reverse Mortgages

Home Equity Conversion mortgage
(HECM), the only reverse mortgage
program insured by the Federal Hous-
ing Administration (FHA).
• Guaranteed by FHA/HUD 
• Flexible income payment option 
• Growing line of credit 
• Maximum lending limit: $261,609 
Home Keeper mortgage, the reverse
mortgage program developed by Fannie
Mae.
• Guaranteed by Fannie Mae 
• Line of credit options 
• Maximum lending limit—$300,700
Private lender reverse mortgage
• Flexible income payment options 
• Growing line of credit 
• Higher equity release options 
• No maximum lending limit


