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Reverse Mortgage Myths

| can lose my home

You will not lose your home - and you can live in your home as long as you
choose. Your home continues to be your home, and you retain ownership of
the title. There is no risk of default with your home, because you do not need
to make regular payments, and a lender cannot forcibly remove you from your
home. You do, however, need to abide by the loan’s terms and conditions,
which will include things like keeping up-to-date on insurance and rates
payments and keeping your home well maintained.

| could end up owing more than my home is worth

This is a real furphy - this is not possible, and you are well protected by law:
the ‘no negative equity guarantee’ (NNEG) clause in the National Consumer
Credit Protection Act (2012). At the end of your loan, you cannot owe more
than your home and property is worth, no matter what occurs to the value of
your property.

I’m disinheriting the kids

No. In fact, home equity can be used to re-inherit the kids!

Because Australians are living longer, bequests are often delayed past the time
when your children face their biggest financial needs.

Using home equity, you can help your kids when they need it most: buying
their first home, educating their kids or paying down debt. Being proactive
and acting earlier with your financial planning allows you to choose the timing
of a bequest, which can have major benefits for your family when they
actually need it rather than later.
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4 Areverse mortgage is a ‘last resort’

A Not true. Reverse mortgages are used by retirees across the socio-economic
spectrum. The government’s Retirement Income Review, identified home
equity as part of the ‘third pillar’ of retirement funding.

Most retirees have more savings in the family home than in super - a reverse
mortgage helps you access those savings to enhance your lifestyle and wellbeing
in retirement, without needing to sell the family home you love.

Reverse mortgage products are increasingly sophisticated, providing access to
and tapping into your own capital and income to improve your retirement
funding and are not considered a ‘last resort’.

5 There’ll be nothing left to cover aged care costs

A Loan to Value calculations for reverse mortgages are conservative. They start
at 15% (of your home value) for a person aged 60 or over and increase 1% per
year thereafter. This would comfortably allow a reverse mortgage to pay for
ageing in place (or home care) and have the benefit of independent living and
ageing in your own home.

With a reverse mortgage, it’s possible to age in your own home and in your
own community rather than moving into residential aged care. Based on your
age, you could unlock as much as 45% of the equity in your home, easily
allowing coverage of aged care costs.

6 Downsizing is a better option for accessing equity

A This seems the right solution but a lot of Australian retirees are opposed to
downsizing, because they are emotionally attached to their current home,
and a reverse mortgage allows them to stay where they love to be and
continue to host family and friends.

Also, there are considerable costs involved in selling a house that need to be
considered, both financial and social. Apart from the desire to stay in your own
home for emotional reasons, it may be financially better to do so.

Keep in mind, selling your home may also impact your eligibility for the Age
Pension.
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| already have a mortgage so | can’t get a reverse mortgage

In many situations, a reverse mortgage can refinance the existing mortgages
(and even another reverse mortgage).

And bank mortgages need to be repaid monthly, which can have cash flow

implications for retirement, and the risk of default if you can’t meet those
payments. A reverse mortgage provides financial flexibility for retirement,
without the risk of a bank foreclosure.

It’ll just give me another monthly payment to make

A reverse mortgage does not require a monthly mortgage payment as long as
you meet the terms of your loan (you must continue to pay property taxes,
home insurance and maintain your home).

If you want to make payments to reduce the loan balance, you can—but it’s
totally up to you. The loan doesn’t come due until the last borrower
permanently leaves the home or you do not meet the terms of the loan as
noted above.

My heirs will be responsible for the repaying the loan

Also false. A reverse mortgage is a type of loan called “non-recourse” and is
beneficial to the borrower, not the lender. This means the lender can only
get repaid from the proceeds of the property sale—with any remaining
proceeds going to your heirs. If your loan balance is higher than your home’s
value, your heirs won’t be liable for paying the difference.

| won’t be able to leave the home to my kids

It’s true that typically, proceeds from the sale of the home are used to pay off
the reverse mortgage—but your heirs do have the option to arrange to repay
the loan and buy the home if they wish to keep it in the family.

| can’t qualify because my home isn’t paid off

As long as you’ve built up enough equity in your home, you can have a
mortgage or other debt on your home’s title and still qualify. The proceeds of
the reverse mortgage must first be used to pay off that mortgage or debt; in
fact, a popular reason to get a reverse mortgage is to pay off a current
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mortgage without having to make monthly mortgage payments.

| won’t be able to sell my home

A reverse mortgage is like any other loan. If you sell your home, the reverse
mortgage will be paid off at closing. There are no prepayment penalties for
paying off or selling the home in advance.

| hear lots of people default or get foreclosed on these loans

Today, lenders must complete a financial assessment to ensure borrowers will be
able to meet their financial obligations. If not, money may be set aside from the
loan proceeds to pay taxes, insurance to help borrowers meet the loan terms.

I’m afraid my spouse will have to move out of the house if |
pass away

The National Consumer Credit Code Act has put additional protections in place to

keep this from happening. Eligible non-borrowing spouses can remain in the
home if the borrowing spouse has to move to a nursing home or passes away, as
long as they continue to meet the terms of the loan.

| need more cash flow, but I’m not desperate

A reverse mortgage is much more than a last financial resort—more and more
financial advisors are finding that it can be a flexible financial tool for
retirement planning. You can choose to take the proceeds of a reverse mortgage
as a lump sum, in monthly payments, a line of credit, or any combination of the
three.
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