By Joseph Finora Jr.

In a world of rising
costs, many seniors live
on fixed incomes. Medical
insurance, prescription
drugs-and long-term care
come with a hefty price,
Many seniors find them-
selves in the awkward po-
sition of being house-rich
but cash-poor. Their real

-estate may hold the key
tounlocking a powerfui :
financial asset; '

Alocal reverse mort-
gage provider recently
advertised that:a Suf-
folk County homeowner
around age 70 could re-
ceive a monthly check of
$1,326 or a lump sum of
$203,020. What’s not to
like?

Will a reverse mortgage
help seniors solve their fi-
nancial problems or create
others? Some seniors find
the idea of tapping into
their home equity fright-
ening and even unthink-
able at this stage of their
lives. Many celebrated the
day when they made that
last mortgage payment
and they’re not comfort-
able with the prospect of
taking on new debt, On
the flip side, more reverse
mortgages are issued each
year.

“I'm hearing more re-
quests for information
about them,” said Shaun
Golden, a certified retire-
ment planning counselor
at AG Bdwards & Sons in
Riverhead. “Under certain
circumstances they can be
a viable way for seniors to
meet expenses.

That view was seconded
by Stephen Conroy, a
reverse mortgage special-
ist at Financial Freedom

Senior Funding Corpora-
tion in Garden City, “A
growing number of seniors
have used reverse mort-

‘gages to help generate the

cash needed to assist with
a wide variety of financial
needs,” he said. “Last
year [reverse mortgages]
helped over 39,000 seniors

‘enjoy a more comnfortable

tifestyle. This year, the in--
dustry is-on pace to close a
record 55,000 Ioans.”
James Preston, a certi-
fied public-accountant

" based in Cutchogue, ac- .

knowledged that curiosity
about reverse mortgages is
growing, He recommend-
ed that anyone conter-
plating this kind of loan
first conduct a financial
needs analysis. For those
who plan to stay in their
homes about seven more
years, a reverse rmortgage
may make sense, he said.
“1f you plan to stay in your
present home for a rela-
tively short time period
— three years or less — 1
would not recommend a
reverse mortgage. In such
cases a home equity line
of credit may be a more
sensible choice.”

“A reverse mortgage
is a tax-free event,” said
Bd Gallagher of Choice
Home Mortgage Services
in Patchogue. “The bor-
rower is not receiving
[taxable] income, yet is
tapping into equity built
up in their home. The
loan is only secured by the
home. No other assets are
involved.”

Some advisers dre: more
skeptical.

“Reverse mortgages are
not properly regulated,”
said James Duffy of The
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Granite Financial in Cu-
tchogue. “People are usu-
ally emotionally invested
in their homes and there
are often front- and back-
end fees plus high closing
costs that people are reluc-
tant to see but are priced
into the loan. Borrowing
against one’s home is al-
most never advisable. Of-
ten there are other, more

Continued on page 20
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reverse mortgage specialists
in Riverhead.
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reasonable alternatives.”
While reverse mort-
gages offer special appeal
to older adults because the
loan advances are not tax-
able and generally do not
affect Social Security or
Medicare benefits, there’s
a great deal of misun-
derstanding surrounding
these loans. Seniors ex-
ploring such a course need
to be sure all other ave-
nues have.been considered
andthey fully-understand-
the risks and rewards.of
this type of loan. -
The Basic Blueprint
Reverse mortgages,
which were introduced
in the late. 1980s,allow
homeowners 62-and older -
to convert the-equity in
their primary residence
into cash that can be used
for almost any purpose:
to supplement income,
pay medical bills or other

expenses, or make home
improvements. Vacation
homes or other second-
ary residences, mobile or
manufaciured homes not
attached to a permanent
foundation, rental prop-
erties of more than four
units and homes on leased
1ands do not qualify for
reverse mortgages. A ho-
meowner who has put his
home in 2 living trust can
usually take out a reverse

mortgage subject to.zeview

of the trust documents. -

. Loan maximums de-
pend on'the-borrower’s
age, amount of home eg-
uity, the property’s valie -
and prevailing interest
rates, but the amount of

- the loan cannot exceed the

value of the home. Toan
proceeds can be taken as
a line of credit, lump-sum
payment, fixed monthly
payment, or some combi-
nation of these:

“The older you are the

more you can usually bor-
row,” said Bill Braun of
Evergreen Mortgage in
Southold. “A senior can
stay in their home and not
move to a less-desirable
or smaller one and make
no monthly payments

of any kind on proceeds
distributed during their
lifetime.” '

These loans allow ho-
meowners to retain title
to their homes until they
permanently move, sell,

die or reach the end of
a preselected loan term.

- In most cases a move is

considered permanent
when the homeowrner has
not lived in the home for
12 consecutive months. A
person canrelocate toa
nursing home for up tc 12
mozths before the reverse
mortgage would be due. A
homeowner can never be
forced to move from his

property.
Continued on page 22
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" "The lender holds some
of the home’s equity, which

., serves as collateral. A
- _reverse mortgagecan be

taken out if there is already
a conventional mortgage
on the home, but existing -
mortgages rmust be paid off
at closing, when the loan
funds become available;
Teverse mortgage proceeds

. may be used to pay those

fees.

Any equity remaining
after the loan is repaid
— assuming it is not paid

off before the death of the .

borrower — goes to the -
borrower’s heirs. Jn most
cases the heirs seli the
home after both parents
are deceased and pay off
the outstanding balance to
the lender. Any increase in
home value since the date
of the loan is credited to
the homeowner or heirs,
not the lender.

Reverse mortgages are ~
“non-recourse loans,”
which means that the bor-
TOWET Call Never Owe Inore

than:the home’s value. .

Also consider that reverse

" mortgages tend to be more

costly than traditional
loans because they are
“rising-debt loans,” mean-
ing the interest is added to
the principal balance sach
month. The total amount
of interest owed signifi-
cantly increases oves time
as the interest compounds.
In addition, the typically
high fees are usually folded
into the loan, adding to the
principal amount.

An exception to the ris-
ing-debt loan is a credit
line Home Equity Conver-
sion Mortgage, backed by
the U.S. Department of
THousing and Urban De-
velopment. In a reversal of
rising debt, HECM credit

Continued on page 24
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“ lines aétually pay the bor-
- TOwer interest on:the un-

tappedloan principal until
all the proceeds are with-
drawn. HECMs also offer

traditional lump-sumloans

and monthly cash advanc-
es. Before applying for this
federally insured program,

* prospective borrowers are

required to meet with a
trained HECM counselor,
HECMSs are available
through banks and mort-
gage companies.

There are no asset or

‘income hm&tauons on born_

TOWers recezymgHUl)n
backed reverse mortgages,
nor are there any limits on

| the value of homes guali-

fying for them, However,
the amount that may be

borrowed is capped by the

maximum Federal Hous-
ing Authority mortgage
limit for the area, which

is pegged to local housing

costs, Owners of higher-
priced homes can’t borrow
any more than gwners

of homes valued at the
FHA limit. For Suffolk
County the value is cur-
rently capped at around
$362,000, but this may
change.

Reverse mortgages are
also offered by private
lenders. These loans, called
proprietary reverse most-
gages, come with higher -
fees but without the lend-
ing limits of government-
backed loans,

'Any homeowner consid-
ering a reverse mortgage
needs to do a lot of home-
work, seek expert advice
and carefully consider all
the options before making
a decision that will affect
their family’s financial -
future for better or worse.

Joseph FinoraJr. isa
financial writer who
resides in Laurel.
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