REVERSE MORTGAGE LOAN 
“A BOON AND A RAY OF HOPE TO THE SENIOR CITIZENS”
Reverse mortgage is a very popular product in many countries. As a part of measures undertaken for financial and social security to Senior citizens, Finance Minister in his union budget speech 2007-08, introduced the concept of reverse mortgage for the senior citizens.
The scheme has a Special significance for -- senior citizens.. 
· For whom dependency in old age is increasing, resulting in financial insecurity.
· Looking for additional money, to support their needs at old age
· With less income, to offer their house as mortgage security.
· For whom, the house is their large component of wealth /investment ;
· Because of sentiments, selling their homes and moving elsewhere, are generally not very appealing to most older people;
· What is a Reverse Mortgage ?
“A Reverse Mortgage is a form of mortgage in which lender makes the payment to the owner of a house against the security of the house.”
It is a loan against your home that one need not have to pay back for as long as he lives. With a reverse mortgage, one can turn the value of his home into cash without having to move or to repay the loan each month. The cash one gets from a reverse mortgage can be paid in several ways: 
a) all at once, in a single lump of cash; 
b) as a regular monthly cash advance; 
c) as a "creditline" account that lets you decide when and how much of your available cash is paid to you; or 
d) as a combination of these payment methods. 
No matter how this loan is paid out to borrower, the loan is not required to be paid back as long as the house owner or his/her spouse occupies his/her property. Borrower need not sell his home, or permanently move out of his home. 

How the Reverse mortgage differ from Forward Mortgage ?
The purpose of a reverse mortgage is different from that of a traditional "forward" mortgage. The purpose of a forward mortgage is to purchase a home; the purpose of a reverse mortgage is to get cash from your home.

Forward Mortgage: When you purchased your home, you probably made a small down payment and borrowed the rest of the money you needed to buy it. Then you paid back your traditional "forward" mortgage loan every month over many years. During that time: 

· your debt decreased; and 
· your home equity increased

Reverse Mortgage  : A "Rising Debt" Loan
· Your debt increased; and 
· Your home equity decreased.
It differs from other home loans in the following important ways: 

· you don't need an income to qualify for a reverse mortgage; and 
· you don't have to make monthly repayments on a reverse mortgage.
	Comparing “Forward” & Reverse Mortgages 
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	Forward Mortgage
	Reverse Mortgage

	Purpose of loan 
	to purchase a home 
	to get cash from your home 

	Before closing, borrower has… 
	no equity in the home 
	a lot of equity in the home 

	At closing, borrower… 
	owes a lot, and has little equity
	owes very little, and has a lot of equity

	During the existence of loan, borrower… 
	makes monthly payments to the lender ;
loan balance goes down;

equity grows
	receives payments from the lender;
loan balance rises ;

equity declines

	At end of loan, borrower… 
	owes nothing;
has substantial equity
	owes substantial amount;

has much less, little or no equity 

	Type of Loan 
	Falling Debt, Rising Equity 
	Rising Debt, Falling Equity 


Salient features of the Reverse Mortgage :
· Eligibility :
· Any senior citizen above 60 years, who is a owner of the house in his /her name can avail the loan. Restricted to self-acquired and self-occupied residential properties, with absolute, clear title /conveyance, free from encumbrance and saleable. It should be a principal residential house/flat, located in India. The property should have a residual life of at least 20 years. 
· In the case of joint owners of the house, in the event of the death of the husband/wife , the spouse will be entitled to continue to live in the house and may get monthly payment (if so opted ) till he/she continue to survive. The loans become due and payable only when the last surviving owner dies.
· Eligibile loan amount:
· Normally, Lenders do not check the income and credit history of the borrower to grant the loan.
· Loan amount depends upon the age of the borrower, as well of the value of the property, interest rate and closing cost of the home loan in the neighborhood of the borrower.
· Before availing the mortgage, the borrower has to first pay off his previous debts or he may also repay them from the cash obtained from the reverse mortgage. 
· The upper limit of loan, differs from bank to bank. Indian bank is offering maximum loan amount of Rs. 40 lakhs and the maximum loan amount along with interest is restricted to Rs. 100 lakhs.
· Valuation of property:
· Bank will determine the Market value of the residential property through their approved valuer(s) and loan is based on realizable value which is 10% less than the Market value. 
· Valuation is required to be done at least once in three years. The methodology of revaluation process and the frequency /schedule of revaluations will be clearly specified to the borrowers upfront. 
· The Value of the property is assessed by Independent valuation.
· The property should have a residual life of at least 20 years. 
· Residential property should comply with the local residential land-use and building bye laws stipulated by Local Authorities, with duly approved lay-out and building plans. 
· Margin :
· Margin insisted for the scheme, differs from bank to bank.
· Presently, Indian bank is insisting a margin of 61% of Realizable value of property and 39 % is considered as value of loan amount. 
· Purpose of loan:
· Medical, Emergency expenditure, supplementing pension/other income, meeting any other genuine need. (Speculative and trading purposes will not be permitted).
·  Payment terms by Bank:
· Borrowers can avail payment against the security of their houses on monthly or quarterly installments or either he/she can go for as a lump sum payment at the beginning. Or as a combination of these payment methods, are also offered by some banks. Presently, Indian bank is considering a lumpsum payable upto 20 % of eligible loan amount for all purposes and it is on a selective basis, as a special case.
· The policy with regard to payment terms differs from bank to bank. 

· MONTHLY ANNUITY AMOUNT PAYABLE–Linked to property value 

*PERIOD 180 MONTHS                                  * RATE OF INTEREST 10 % pa 
                                                                                                   AMOUNT:  Rs. 

	  S.No
	Realisable value of the property 
	Loan amount  
	Annuity Amount payable every month 

	1.
	1,00,000
	39,000
	216

	2.
	5,00,000
	1,95,000
	1080

	3
	10,00,000
	3,90,000
	2160

	4.
	20,00,000
	7,80,000
	4320

	5.
	30,00,000
	11,70,000
	6480

	6
	40,00,000
	15,60,000
	8640


· Interest Rate  :
· Presently, Indian Bank is offering an interest rate of 10 % (fixed) with reset clause once in 5 years and State Bank of India is offering an interest rate of 10.75% pa.
· The interest rates may undergo a change from time to time. Interest rate is subject to change at the end of every five years along with revaluation of security. Every five years, bank may even re-adjust the loan installments, if it is needed, depending on market conditions and loan status
· Security :
· Mortgage of residential property in favor of bank. Bank reserves the right to seek additional collaterals on case to case basis. 
· Commercial property is not eligible.
·  Period of loan :
· 15 years, with a provision to roll over, in case of need, after, revaluation.
· Fresh terms, as at the time of rollover, will be applicable.
· Repayment terms :
· The loan becomes due and payable at the end of the stipulated repayment period or when the last surviving borrower dies, whichever is earlier. 

· Settlement of loan along with accumulated interest to be met, by the proceeds received out of sale of residential property.
· The borrower/his/her /their legal heirs will have option to settle the loan along with accumulated interest, without sale of property (if required, nomination of legal heirs can be insisted upfront). 

· The loan is not required to be paid back as long as the house owner or his/her spouse occupies his/her property. Borrower need not sell his home, or permanently move out of his home.
· If the borrower or the spouse dies early (before 15 years), the amount paid to the borrower or his/her spouse will only be recovered, along with interest.
· Bank may revise the loan eligibility, periodic payment amounts and loan based on re-valuation of property value and prevalent interest rates. Borrower will have the option to accept such revised terms and conditions for furtherance of the loan. Life certificates to be submitted by borrowers during November each year, as is done for pensioners.
· Pre-payment: 
· The borrower(s) will have option to prepay the loan at any time during the loan tenor or later.
·  There will not be any prepayment levy/penalty/charge for such pre-payments.
· Insurance and maintenance of property:
· Borrower has to  insure the property against fire, earthquake and other calamities 
· Borrower is liable to pay property tax or any other taxes leviable on the house
· Borrower is liable to keep the house in a good condition, pay electricity charges, water charges etc. 
· Foreclosure due to occurrence of following events :
· If residential property, so mortgaged to the bank is donated or abandoned by the borrower (s). 

· If borrower effects changes in the residential property that affect the security of the loan, for the lender. E.g.  Renting out part or the entire house, adding a new owner to the house’s title or taking out new debt against the residential property. 

· If Government Agency acquires the residential property for public use. (E.g. To build a highway etc).
· Recession period: 
It is a period stipulating number of days after the transaction is finalized, during which one can cancel the transaction without the penalty.[image: image2.png]
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