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The Academy for Home Equity in Financial Planning at the University of Illinois at Urbana-Champaign
believes that certain re rees can have a more secure re rement when home equity is used prudently.
The average pre-re ree and re ree in the U.S.
today have under-saved and risk running out of
money in re rement. According to the Census
Bureau, home equity represents roughly twothirds of the net worth of the average
American age 65 and over. A reverse mortgage
could be an appropriate solu on for those who
want to stay in their homes and would prefer
more cash ow to pay bills or unexpected
expenses. Using housing wealth during market
downturns can also improve nancial
outcomes in re rement by protec ng
investment por olios from sequence of
returns risk. Prudent use of home equity in a holis c re rement plan – where all the client’s assets as
considered for their re rement security – helps advisors serve their client’s best interests and the client’s
need for re rement savings to last a life me.
Many broker-dealers and nancial service rms maintain
that a reverse mortgage is appropriate only as a last resort
once all other available assets are depleted. There is no
evidence that this is the case. Some rms and advisors are
not aware that in May 2014, FINRA changed its guidance
about the use of home equity for re rement and no longer
describes reverse mortgages as a “loan of last resort."

In May 2014, FINRA changed its
guidance about the use of home
equity for retirement and no longer
described reverse mortgages as a

Several broker-dealers and other advisory rms recently
"loan of last resort."
discon nued their prohibi on on reverse mortgages and
adopted more re ec ve compliance policies around the current state of the role of reverse mortgages
and home equity. They believe their trusted advisors should understand how the product works, its
poten al solu ons, and advise and educate clients e ec vely to make decisions best suited to their
needs and circumstances. They believe that if their advisors are restricted from advising or educa ng
clients on the topic of reverse mortgages and re rement housing planning, they are not serving their
clients’ best interests.
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It remains up to each compliance department, company, and advisor to set their policies. However, if an
advisor is engaged in nancial planning and a client wants to consider their plan with and without a
reverse mortgage, that advisor should provide the resources to do so. According to FINRA, “Home
equity is o en a homeowner's most valuable asset and most precious source of re rement security.

Reverse mortgages can be a useful tool for certain older Americans who might otherwise face losing
their homes. But homeowners should consider all the risks and explore all of their op ons before taking
out a reverse mortgage, and even then, should use the loan funds wisely."
Today, many rms’ policies are out of date and limit clients' ability to get educa on or advice from their
trusted advisor about reverse mortgages. The Academy of Home Equity in Financial Planning has
reviewed several broker-dealers and advisory rms' compliance policies. We o er the following Model
Language currently being used by RIAs, broker-dealers, and other advisory rms to help you create or
modify exis ng policies regarding reverse mortgages when upda ng or replacing exis ng guidance
provided by your rm.

Proposed Guidance on Reverse Mortgage Compliance Policies
A reverse mortgage is a non-recourse loan secured by the home, in which monthly principal and interest
payments are not required. Unpaid interest accrues on the loan balance and compounds. The loan
proceeds are available as a lump sum (o en used to re nance a current mortgage), a monthly payment
stream, or a Line of Credit, or a combina on.
Advisors and rms may discuss the bene ts and drawbacks of a reverse mortgage with clients and
provide approved educa onal materials on the topic.
Advisors are prohibited from solici ng, recommending, or advising a client to use reverse mortgage
proceeds to fund securi es or insurance products. If a client indicates that he has proceeds from a
reverse mortgage for inves ng, contact Compliance immediately. The solicita on (sale) of a reverse
mortgage is a prohibited ac vity at the rm.
For an advisor or registered representa ve to advise a client to engage in a reverse mortgage to improve
their re rement income outcomes or other stated nancial planning objec ves, the client must have
signed a nancial planning agreement. If a RRs/IARs decides to recommend a reverse mortgage product,
they must recommend at least three FHA-approved reverse mortgage lenders.
Any con icts of interest must be disclosed in wri ng to the client as it relates to the recommenda on of
any mortgage product, including a reverse mortgage.
RRs/IARs are required to provide a client with the Na onal Council on Aging (NCOA) HUD-approved
o cial reverse mortgage consumer booklet when the client requests informa on about reverse
mortgages.
More than 90% of reverse mortgages in use are the Home Equity Conversion Mortgage (HECM) and are
administered by the Federal Housing Administra on (FHA). Loan terms are strictly regulated by FHA and
the loan is non-recourse, meaning that neither the homeowner nor his estate can be held liable for a
loan amount beyond the value of the house. The loan, even in the credit line format, cannot be
arbitrarily canceled, frozen, or reduced by the lender.
The safeguards inherent in the HECM are insured by FHA through borrower premiums that accrue on the
loan amount.
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RRs/IARs may discuss, model, and recommend a HECM in a nancial plan if it is advisable for the client
based upon the totality of the client's facts and circumstances and in light of applicable suitability and
best interest standards.

RRs/IARs are permi ed to assist a client through the reverse mortgage transac on process, helping to
collect paperwork and a ending mee ngs. However, while RR/IARs can a end the client’s mee ng(s)
with the reverse mortgage lender, they must not be an ac ve par cipant in the mee ng.
PROVIDING REVERSE MORTGAGE EDUCATION FOR CONSUMERS
What is a Reverse Mortgage?
A reverse mortgage is an interest-bearing
loan secured by the home. The most
used reverse mortgage is the FHA-insured
Home Equity Conversion Mortgage
(HECM). To be eligible for the HECM, one
homeowner must be 62. Younger
spouses, known as “non-borrowing
spouses” are allowed but bene ts are
reduced. Some lenders o er private
reverse mortgages to individuals as young
as age 60.
Like a home equity loan, a reverse
mortgage allows you to convert your
home equity to cash that you can use for any purpose. Unlike other home loans, however, homeowners
are not required to make monthly interest or principal payments during the life of the loan. However,
borrowers can choose to make voluntary payments to principal or interest to help manage the cost of
the loan. Unpaid interest is added to the loan balance, which is why reverse mortgages are o en called
"rising debt" loans.
The HECM reverse mortgage loan typically only becomes due when you die, sell your home to move, or
otherwise leave your home for more than 12 months—for instance, if a health issue requires the last
remaining homeowner to enter a nursing home. (There are special provisions for non-borrowing spouses
when the borrowing spouse exits the home that must be considered.)
The loan is due when the last homeowner is no longer using the home as a principal residence.
Snowbirds are allowed. When the loan is terminated, you or your heirs must repay the loan which
consists of draws, compound interest, FHA insurance premiums, and servicing fees, if any. The loan can
be sa s ed through the sale of the home, re nancing the loan, or payment from other assets, the same
as most op ons available with tradi onal loans.
Because interest will have been accruing during the life of the loan, you will likely owe more than you
borrowed—and if home values have fallen or you live longer than expected, the loan balance could
exceed the home value. But since reverse mortgages are non-recourse loans, the worst that will happen
is that you or your heirs will receive nothing from the sale of your house because the full amount of the
sale proceeds went to repay the loan. The lenders cannot go a er any other assets that you or your heirs
own. For further informa on, read FINRA's investor alert on reverse mortgages here.
Lenders are prohibited from arbitrarily canceling, freezing, or reducing the HECM loan bene ts.
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Your nancial advisors can help determine what is in your best interest when it comes to nancial
planning and available strategies or products. Lending strategies, mortgages, and reverse mortgages can
play an important part in your re rement income planning.

