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We see many national media headlines on how risky a reverse mortgage can be for older 
homeowners? Risky? This week we briefly touch on the most common risks that can be found 
in traditional and reverse mortgages and how most risks can be avoided.


Spending the kids inheritance.  
 
Many formal complaints filed on a federally-insured reverse mortgage are from the adult 
children or heirs of a borrower. Many are unpleasantly surprised that mom or dad took out the 
loan only to learn that some or all of the home’s equity has been consumed. In many instances 
the parents could not cover their daily living expenses and chose a HECM to maintain a sense 
of financial independence. Often the adult children who are expecting to inherit the home were 
unable to financially assist their parents financially. While heirs may worry their inheritance is 
being spent, their parents often face real and more pressing and immediate financial concerns 
in their non-working years.


Foreclosure with eviction 
 
Few reverse mortgages result in the displacement of the homeowner, yet several HECM 
borrowers had ‘foreclosure’ proceedings initiated due to the non-payment of property taxes or 
homeowner’s insurance premiums. The truth is that any borrower with a traditional 30 or 15 
year home mortgage who does not pay such property charges will find themselves facing a 
foreclosure action from their lender- a fact that is rarely ever mentioned in the media. Dave 
Ramsey says possible foreclosure for nonpayment of property charges is  “the single biggest 
reason you should avoid these predatory financial products”. A strange piece of advice which if 
taken at face value should warn his readers from ever taking a traditional mortgage either. 
HUD’s Financial Assessment for HECM borrowers has drastically reduced defaults for 
nonpayment of property charges now measuring the homeowner’s financial capacity and 
willingness to meet these ongoing obligations. The vast majority of what HUD calls HECM 
foreclosures are actually the natural end of the loan when no equity remains or the loan 
balance exceeds the sale price of the home. 
 
Loss of equity:  
 
While a HECM certainly does consume the home’s equity as payments are rarely made to 
reduce the loan balance- consider a traditional mortgage. Traditional mortgage borrowers with 
substantial equity in their property who find themselves delinquent in their payments are the 
most likely to be foreclosed on. The lenders know they stand to recoup their security position 
quickly in the property. The question is which is worse? To make mortgage payments for years 
only to lose the home in foreclosure or to have a HECM slowly consume the equity while you 
make no payments?
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Only one spouse is on the loan 
 
Unlike a traditional mortgage, the federally-insured reverse mortgage now provides protections 
to named eligible non-borrowing spouses after the oldest borrower has passed away. This 
allows the younger spouse to remain in the home without the loan being called due and 
payable during a deferral period. No such protections are available for traditional mortgage 
borrowers who may have left their spouse off title for legal or personal reasons. In such a 
circumstance the surviving spouse would have to refinance, sell the home, or payoff the 
traditional mortgage or face foreclosure. Again, the HECM stands apart in addressing this risk.  
 
The bottom line is that the much misinformation is dispensed by so-called experts and 
members of the media who fixate on the HECM due to its non-traditional design and the 
protected class it serves. Truth is your best tool in countering unwarranted fear generated 
about reverse mortgage risks. And speaking or risks- no mortgage is risk-free…ever. 
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