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Reverse Mortgages: A bright financial spot for boomers

BY GREE FROST | SFECAL TORMEN

This year, the leading edge baby boomers
turn B2, the magic milestone age when
many consider retirement. Many of them

bought or refinanced their homes during.

- their peak earning years and have accu-
mulated significant equity

These homeowners are entering
retirement with a large [inancial asset.
Urdortunately, many are still making hefty
mortgage pavments at a time when their
mcome is actually going down..

To make matlers worss, the financial
security that baby boomers counted on
during their early carcers is suspect at best.
Corporate refirement programs sufler from
mismanagement or unrealistic promises.
Social Security is in jeopardy, and no one
really expects to Iive at his or her current
lifesiyle on the benefit.

Many baby boomers are asking whether
they can realistically stay in their homes.

Should they refinance to another 30-year

loan to reduce the monthly payments?
Should they scll the place where the kids
and grandkids have come to expect holi-
duy celebrations? Should they buy some-
thing smaller or rent an apartment?

At today’s prices, would something
smaller really be cheaper? Any of thess
choices terribly lowers the homeowners'
standard of living and are dreadiul to con-
sider.

There is good news for these leading
edge baby boomers, They have also now
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reverse morigages on their homes. Beverse
mortgages — whether taken as a lump
sum, a4 monthly payment or accessed via
ahome equity line of ceedit — allow hom-
eowners to access from 50) to 100 percent
of their accumulated equity, depending

on their age. Homeowners can access this
equity and eliminate their mortgage pay-

ment, with no income, credit or medical
qualifications:

There are some stipulations of course,
All owners on the title of the home mus
be at least” 62 and must sign the loan
agreement. Single-family “residences are
most commonly eligible, though some pro-
grams accept other types of property, like
manmfactured houses and condominiums,
However, mobile homes and co-ops do not

generally qualify, The home must be in

good repair. Reverse morlgage proceeds
can be used 1o make home Improvements
il mecessary or desired.

There arve no stipulations on what &
hormeowner can do with the reverse mort-
gage proceeds, either Homeowners can
linance evervday living expenses, vaca-
Lions, even the grandkids’ tuition, without
having a monthly payment as long as they
live in the house.

Here's how it works. Let's assume that
the § 125000 house that John Doe bought
15 years ago is. now worth $220,000.
Mr. Doe, who' Just turned 62, stll owes
575000 on the mortgage, leaving him
with $145,000 in accessible equily. Based
on his age, Mz Doe tan access $35,000 in
oty wia areverse morteage thall of the

appraised value of the home, minus the
balance of the current mortgage).

Rather than refinance a mortgage to a
riew A-year loan just to lower 4 monthly
pavment. Mr. Doe could eliminate the pay-
ment entirely by using the equity built up
during his lifetime. '

Misconceptions about reverse mortgages
ghound, though. No, the bank doesn't
own your house — the homeowner(s)

‘retains title. No, no re-payment is required

on the reverse mortgage as long as one
surviving berrower remains in the home,
MNiy, the [oan proceeds are not taxable, fio
malter how one receives them (lump sum,
monthly payment or equity line of credit).
No, Soclal Security or Medicare benefits
are not affected by a reverse mortgage.

Your heirs won't be forced to sell your
home to pay off the loan, either (though
many adili children sell their deceased
parents’ homes anyway), If the heirs want
o keep the home. they can pay off the
reverse mortgage balance or refinance the
loan Info a regular mortgape for them-
selves.

Anether misconceplion is that the
equity-in the hiome decreases by faking a
reverse mortgage. On the contrary, very
cloze Lo Lthe same equity remains in the
house, and could even grow stightly: Why?
Here's how: Jane Smith is lncky enough to
own her home, worth $100,000. free and
clear. She takes a $50.000 reverse mort-
gage with an interest rate of 6 percent.
This means roughly 53,000 in interest
in the first year At end of the yean Ms.

Smith's reverse mortgage balance increas-
g5 to $53,0000 But her home's market
value has appreciated by 3 percent. Now
the house is worth $103,000: She owes
553,000, She still has the same 550,000
equity in her home,

Over the past 20 years, home appre-
ciation in the Albuquerque area has well
exceeded 3 percenl a year, with some
neighborhoods appreciating even laster, A
homeowner with a reverse mortgage usu-
ally can absorb an interest rate as much
a5 twice that of the ratethe market value

ol their home increases and s6ll retain the

same equity percentage.

How much better would your life be
without a monthly mortgage payment?
Could you us¢ a lump sum, monthly
income or line of credit that never had
to be repaid as long as you lived in your
home? Would you go out to dinner more?
Travel more? Pay for the rising costs of
prescriptions or other medical expenses?
Replace the car? Assist the erandkids with
college expenses? Update or improve the
Family homestesd? Pay off vour credit card
debt and reduce your monthly putilow
even more? Reverse mortgages are one ol
the few bright spots for aging boomers in
a time when they are getting nothing but
bad news [bom their traditionally expected
retirement benefits.
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