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Reverse Mortgages

Are you considering housing options for you, an aging parent, relative, or friend? Homeowners
age 62 and older can use FHA-insured reverse mortgages to convert the equity in their homes
into monthly streams of income and/or a line of credit to be repaid when they no longer occupy
the home. The loan is with a lending institution such as a mortgage lender, bank, credit union or
savings and loan association. Homeowners are required to receive consumer education and
counseling by an approved counselor in order to be sure this program meets their needs.

The counselors discuss program eligibility, financial implications and alternatives to obtaining a
reverse mortgage plus requirements for the mortgage becoming due and payable. Upon the
completion of counseling, homeowners are able to make an independent, informed decision of
whether this product meets their needs.

Borrower Requirements:

e Must be age 62 years of age or older

e Must own the property

e Live on the property as primary residence

o Participation in a consumer information session given by a HUD-approved housing
counseling agency

Mortgage Amount Based On:

o Age of the youngest borrower if more than one

e Current interest rate

o Lesser of appraised value or the FHA insurance limit
Financial Requirements:

« No income or credit qualifications are required of the borrower
e No repayment as long as the property is the primary residence

e Closing costs may be financed in the mortgage

Property Requirements:



o Single family home or 1-4 unit home with one unit occupied by the borrower (which can also
be FHA-approved condominiums or manufactured homes and leased land)
e Meet FHA property standards and flood requirements

Unlike ordinary home equity loans, an FHA reverse mortgage does not require repayment as
long as the home is the borrower's principal residence. Lenders recover their principal, plus
interest, when the home is sold. If any home equity remains after the sale, the remaining value of
the home goes to the homeowner, estate or heirs. The homeowner can never owe more than the
home's value.

If the sales proceeds are insufficient to pay the amount owed, HUD will pay the lender the
amount of the shortfall. HUD's Federal Housing Administration (FHA) collects an insurance
premium from all borrowers to provide this coverage.

The amount a homeowner can borrow depends on their age, the current interest rate, other loan
fees and the appraised value of the home or the FHA's mortgage limits for the area, whichever is
less.

While reverse mortgages are not for everyone, given the right circumstances they can offer more
retirement income while remaining in the home. For more information, call AARP at: (800) 209-
8085, toll-free, or by visiting the website at www.aarp.org.

For more information on financial topics, please contact Ruth Brock, Regional Extension Agent
at the St. Clair County Extension Office at 205-338-9416, or e-mail brockru@auburn.edu.

Issued in furtherance of Cooperative Extension work in agriculture and home economics, Acts of
May 8 and June 30, 1914, and other related acts, in cooperation with the U.S. Department of
Agriculture. The Alabama Cooperative Extension System (Alabama A&M University and Auburn
University) offers educational programs, materials, and equal opportunity employment to all
people without regard to race, color, national origin, religion, sex, age, veteran status, or
disability. Visit our website at www.aces.edu/StClair.
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