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What is a Reverse Mortgage?

Brief History of Reverse Mortgages

* 1961 Conceived to help the widowed wife of a banker’s high school football coach in Portland, ME
* 1988 HUD authorized to insure reverse mortgages through FHA

* 1998 HUD Appropriations Act funds consumer safeguards like counseling and fee disclosure

+ 2000 HUD increases origination fees to 2% Maximum Claim Amount or $2,000

* 2004 FHA implements rules for Home Equity Conversion Mortgage (HECM) refinancing
* 2006 HECM limit of $417,000 established

» 2009 HECM for Purchase introduced; loan limit raised to $625,000

e 2021 HECM limit increased to $822,375 through Dec. 31, 2021




How Does a Reverse Mortgage Differ from Traditional Mortgages?

Traditional “Forward” Mortgage

* Terms based on creditworthiness; ability to repay
* Borrowers receive all loan proceeds up front

* Loan balance decreases over time

* Loan balance due on set maturity date

* May be “recourse” (allow deficiency judgment)

Reverse Mortgage

*  Terms based solely on home equity
° Borrowers receive ongoing disbursements*
* Loan balance increases over time
* Loan balance due when
* Borrower dies
° Moves away permanently, or
¢ Sells the home

* Non-recourse (liability limited to value of collateral)

*can also be lump sum or home equity line

Who Qualifies for a Reverse Mortgage®?




FHA HECM Reverse Mortgage Requirements
Borrower must

° Be 62 years of age or older
* Own the property outright or have a small mortgage balance

* Occupy the property as their principal residence

Not be delinquent on any federal debt

* Participate in a consumer information session given by an approved HECM counselor

FHA HECM Reverse Mortgage Requirements
Property must

* Meet FHA property eligibility standards and flood requirements and be a
* Single family home or 1-4 unit home with one unit occupied by the borrower
* HUD approved condominium or

* Manufactured home that meets FHA requirements



CFPB Rules

* Reverse mortgages not covered by TRID
° HUD-1 instead of Closing Disclosure

 Still covered by Reg. Z
° 12 CFR Sec. 1026.33 Requirements for reverse mortgages

* Defines reverse mortgage
* Nonrecourse consumer credit obligation in which
* Consensual mortgage or deed of trust secures consumer’s principal dwelling
e Principal, interest, etc. due only after default or
e Consumer dies;
* Dwelling transferred; or
* Consumer ceases to occupy as principal dwelling

* Spells out required disclosures

[ |
c ‘ | o Consumer Financial
[ K Protection Bureau

How Do Reverse Mortgages Work?




How Do Reverse Mortgages Work?

* Loan amount formulated based on
* Borrower’s age
* Value of home
* Current interest rate
* Oldest borrowers with most expensive homes offered the largest loans

How Do Reverse Mortgages Work?

Marketed to seniors as way to turn “untapped” home equity into income

Most are FHA HUD Home Equity Conversion Mortgages

* Some are non-FHA proprietary “Jumbo” reverse mortgages

Mortgage loans based solely on home equity

Credit and ability to repay not considered y\|
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How Do Reverse Mortgages Work?

* Stream of payments “reversed”
* Lender sends payments to borrower
* Monthly, lump sum, equity line, or combination

* Can also be used for refinance and purchase

* Balance increases over time

* Payments are loan advances
* Function like “tax free income”
* Can be used for anything

“Maximum Claim Amount”

* Maximum claim amount (MCA) is the highest amount FHA will insure on a reverse mortgage
* Defined as the lesser of
* Fair market value of the home, or
* FHA insuring limit

* FHA limit in 2021: $822,375
* Typically increased every year to allow for inflation
e Ex) 2021 limit increased from 2020 maximum of $765,600
e Current HECM regs don’t allow HECM limit to vary by MSA or county instead
e Single HECM limit applies to all HECMs regardless of where the property is located

* If borrower’s house worth more than the MCA, amount above limit not be eligible for HECM
* Still could pursue non-FHA “Jumbo reverse”
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Purchase Money Reverse Mortgages

Purchase Money Reverse Mortgages

Similar basic requirements
° 62 orolder
* Reverse mortgage counseling with an independent counseling agency
* Financial assessment showing ability to pay property taxes and homeowners insurance

* New home must be primary residence
* Must occupy within 60 days of closing

* Substantial down payment
° Generally 45-62%
« Difference between the HECM proceeds and
* Sales price plus closing costs

* No monthly payment

e Often sold as a way to move closer to family or new home near retirement



Purchase Money Reverse Mortgages

Example
* Clients decide to relocate and downsize

Sell free and clear home for $400,000

* Want to buy new home for $300,000

Could pay all cash
* Would have $100,000 to put in the bank, OR

Could buy with reverse mortgage for $100,000 down
* Would have $200,000 to put in bank
* No monthly payment

Two Notes; Two Mortgages
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HUD Requires 2 Mortgages; 2 Notes

HUD Directive 4235.1 ("HECM Handbook”) REV-1
1st Mortgage and Note

¢ Lender must provide copy of 15t mortgage and 1%t note for borrower review during application process
¢ Not later than when the borrower signs the URLA (Universal Residential Loan Application)

2nd Mortgage and Note
* Default of lender, not borrower, secured

» Lender must complete a 2" mortgage and 2" note to secure any payments which HUD may make to
borrower if lender fails to make payments under Loan Agreement

= Copy of 2" mortgage and 2" note need not be provided to borrower during application process

e But relationship to the 1st mortgage and 1st note should be fully explained
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Closing Cost Concerns




HUD Closing Costs Rules

FHA Mortgage Insurance Premium
* Guarantees loan advances
* Can be financed as part of loan

Origination Fee

* Lender can charge the greater of $2,500 or 2% of the first $200,000 of home's value
* Plus 1% of the amount over $200,000

* HECM origination fees are capped at $6,000

Servicing Fee

* Lenders limited to $30 monthly fee if loan for yearly adjustable or fixed interest rate
« $35 limit if interest rate adjusts monthly

https://www.hud.gov/program_offices/housing/sfh/hecm/hecmabou
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Doc Stamps

https://floridarevenue.com/faq

BUT ...
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HUD Rules

HUD Directive 4235.1 ("HECM Handbook”) REV-1

*  Where State law requires mortgage reflect a max amount, lender must use 150% of max claim amount

* Required b/c loan payments set by current value of the house and any possible appreciation in value
* Amount intended to protect borrower in later years of the mortgage

* When max mortgage amount stated in mortgage, lender not secured for payments to borrower beyond
stated amount

* If mortgage balance reaches max amount, payments to borrower cease or
* Borrower can try to extend mortgage
* May not be possible if property value has declined or other liens on property
* Both risks reduced by a higher initial maximum mortgage amount
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Doc Stamps and Intangible Taxes

HUD requires lenders use 150% of max claim amount as mortgage or “deeded” amount

* Doc stamps at 3.5 mil ($0.35/5100) on 150% of reverse mortgage max claim amount
* Intangible Tax at 2.0 mil ($0.20/5100) on 150% of max claim amount
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What Can Go Wrong?

Criticisms of Reverse Mortgages

Others living in home may be displaced

* Non-borrowing spouse, family, roommates may have to leave
e If borrower vacates for more than 12 consecutive months
* If borrower deceases

General Costs
* Proceeds may not meet taxes, insurance, and maintenance required to keep reverse mortgage

Medical Situations
* Bills may absorb more than reverse mortgage pays
* Move to care facility can trigger demand

Loss of Inheritance

* Heirs or estate must pay off reverse mortgage at borrower’s death
e If property sold, only excess proceeds to heirs

* May be no equity remaining in property to inherit
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Reverse Mortgage Fraud

Purchase Money Scams
* Developer converts modest apartments in ill repair into “condominiums”
* Obtains inflated appraisals
» Offers people of qualifying age “free” units if they apply for reverse PMM

* Unable to pay fees for maintenance, etc., “buyers” soon evicted
* See, e.g., “Back Away from Reverse Mortgage Fraud” 41 Fund Concept 41 (May 2009)

Home Repair Scams
* Contractors suggesting a reverse mortgage to pay for home repairs

Targeting Veterans
* Loan ads may use the idea of “VA” reverse mortgages to entice veterans

* Department of Veterans Affairs does not have a reverse mortgage program
e https://www.consumerfinance.gov/ask-cfpb/what-is-a-reverse-mortgage-en-224/




Reverse Mortgage Fraud Protections

* 3-day right of recission
* Applies to FHA HECM mortgages only
* 3 business days after the loan closing to cancel
* Forany reason
* No penalty
* Borrower(s) must notify lender in writing

* Lender has 20 days to return amounts paid for financing reverse mortgage

* Sec. 825.103, F.S. criminalizes exploiting the elderly (60 or older)
* Over $50,000 = 1%t degree felony
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Does Federal Limitation on Insuring Reverse
Mortgages Protect Non-Borrowing Spouses?




Protection for Spouses ... Maybe?

12 U.S.C. Sec. 1715z-20 Insurance of home equity conversion mortgages for elderly homeowners
(j)SAFEGUARD TO PREVENT DISPLACEMENT OF HOMEOWNER

The Secretary may not insure a home equity conversion mortgage under this section unless

such mortgage provides that the homeowner’s obligation to satisfy the loan obligation is deferred until

the homeowner’s death, the sale of the home, or the occurrence of other events specified in regulations of
the Secretary. For purposes of this subsection, the term “homeowner” includes the spouse of

a homeowner. Section 1647(b) of title 15 and any implementing regulations issued by the Board of
Governors of the Federal Reserve System shall not apply to a mortgage insured under this section.

Impact of Federal Insurance Requirement

Estate of Jones v. Live Well Fin., Inc., 902 Fd. 3d 1337 (11t Cir. 2018)
e 2014 Caldwell Jones obtains reverse mortgage on home shared w/wife and minor daughter
* Covered by HUD/FHA mortgage insurance program
* Mortgage denotes “Borrower” as “Caldwell Jones, Jr., a married man”
* Jones deceases same year. Lender asserts right to full payment under mtg. terms where
* Borrower dies and

* Property not principal residence of at least one surviving borrower

* Lender not paid; initiates non-judicial foreclosure
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Impact of Federal Insurance Requirement
Estate of Jones v. Live Well Fin., Inc., 902 Fd. 3d 1337 (11t Cir. 2018)

* Widow Vanessa and estate file petition arguing 12 U.S.C. Sec. 1715z-20(j) prohibits
foreclosure even though she is not a “borrower”

Trial court grants TRO enjoining foreclosure

Lender removes to federal court and moves to dismiss petition

 District court grants dismissal, concluding statute addresses only HUD authority to insure

11t Circuit agrees with lender finding:
* While Congress likely intended to protect non-borrower spouses with Sec. 1715z-20(j)
* Does not alter or affect enforceability of mortgage contract or its terms
* Last-minute argument maybe Vanessa actually was a borrower rejected

Who is “a Borrower?”




Only “Borrowers” Protected

*  Frequentissue is whether the bank can foreclose when one spouse deceases
*  Borrowers likely intend no demand/foreclosure while either still alive
* Lenders frequently have one spouse “borrow” and demand payment on their demise

* Typical terms bar demand if property principal residence of “surviving borrower”

Who is a “Borrower?”

Questions arise when only one spouse signs the note
e Often both spouses sign mortgage regardless
* FL homestead protections may require both sign mortgage

Other documents may conflict

*  “Non-Borrowing Spouse Ownership Interest Certification”
* Non-borrowing spouse agrees to make payment on death of borrowing spouse
*  But surviving spouses claim surprise when lender comes to collect/foreclose
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Who is a “Borrower?”

WVMF Funding v. Palmero, 46 Fla. L. Weekly S195a 7 (Fla. 2021)

* Roberto and Luisa Palmero apply for reverse mortgage; first together, then w/only Roberto as borrower
* Loan app, HECM loan agreement and note identify Roberto as sole borrower; he signs alone

* Both sign “Non-borrower spouse ownership interest certification” identifying Roberto as borrower

* Both sign reverse mortgage above “Borrower accepts and agrees ..."”

* On Roberto’s death, estate does not pay and lender begins foreclosure

* Luisa defends based on mtg and note barring foreclosure if principal residence of living co-borrower
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Who is a “Borrower?”

WVMF Funding v. Palmero, 46 Fla. L. Weekly S195a 7 (Fla. 2021)

e Trial court finds Luisa not co-borrower, but denies foreclosure based on 12 U.S.C. Sec. 1715z-20
e Recall: HUD may not insure unless satisfaction deferred until “homeowner” dies
* “Homeowner” defined as including spouse of homeowner

* On appeal, 3d DCA reversed as to Sec. 1715z-20, but found Luisa co-borrower based on mortgage

e Citing two similar cases it decided in 2016
* Smith v. Reverse Mortgage Solutions, Inc., 200 So. 3d 221 (Fla. 3d DCA 2016);
e Edwardsv. Reverse Mortgage Solutions, Inc., 187 So. 3d 895 (Fla. 3d DCA 2016)

* FL Supreme Court quashes with mandate for further proceedings, holding
* Note and mortgage must be read together and
* If note and mortgage are in conflict, note prevails
* Does not reach Sec. 1715z question, but observes Estate of Jones decision in footnote
* Recall: Jones: Insurance rule does not impact terms of reverse mortgage
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FHA Deferment Program
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Insuring Reverse Mortgages




Insuring Reverse Mortgages

Reverse Mortgage Endorsement

)
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Reverse Mortgage Endorsement

Reverse Mortgage Endorsement



Reverse Mortgage Endorsement
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Satisfying Reverse Mortgages
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Satisfying a Reverse Mortgage

HUD HECM Note:

* Non-recourse only (no personal liability)
* No deficiency judgment

Satisfying a Reverse Mortgage

HUD HECM Deed of Trust (mortgage)

* No deficiency judgments
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Satisfying a Reverse Mortgage

HUD HECM Manual:

Payoff by borrower or estate is lesser of mortgage balance or sale proceeds
* So long as property sold for at least 95% of fair market value

Satisfying a Reverse Mortgage
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Satisfying a Reverse Mortgage

Additional Resources

U.S. Department of Housing and Urban Development
e https://www.hud.gov/program offices/housing/sfh/hecm/hecmhome

Benefits.gov HECM page
e https://www.benefits.gov/benefit/

Florida Attorney General
e http://myfloridalegal.com/pages.nsf/Main/D1AAA5165C9AEF8385257F77004BE169

HUD HECM Handbook and sample docs
e https://www.hud.gov/program offices/administration/hudclips/handbooks/hsgh/4235.1
e https://www.hud.gov/program offices/housing/sfh/model documents

Fund Concept articles
*  “Reverse Mortgages” 35 Fund Concept 37 (April 2005)
*  “Back Away from Reverse Mortgage Fraud” 41 Fund Concept 41 (May 2009)
e “Reverse Mortgages Revisited” 85 Fund Concept 41 (Nov. 2009)
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