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National Reverse Mortgage Lenders Association (NRMLA) is pleased to submit the following written testimony to the Senate Special Committee on Aging. We applaud Sen. McCaskill for organizing this hearing and look forward to assisting in any way possible.

As you know, reverse mortgages enable senior homeowners 62 or older to convert part of the equity in their homes into tax-free cash without having to sell, move, give up title, or take on new monthly mortgage payments. Borrowers are never, under any circumstances, forced to leave their homes providing they make their real estate property tax and insurance payments. Borrowers can choose to receive reverse mortgage funds as a lump sum, fixed monthly payments (for up to life), line of credit, or as a combination of these. No mortgage payments are due during the life of the loan. Borrowers can use the funds anyway they wish. The loan is repaid when the last surviving borrower (in the case of a couple) sells the home or permanently moves out. 

The amount of funds a borrower is eligible to receive depends on the person’s age (or the age of the youngest spouse on title in the case of couples), the appraised home value, interest rates, and in the case of the FHA-insured Home Equity Conversion Mortgage program, the county lending limit. In general, older borrowers and/or those with more equity accumulated in the home can get more money than younger borrowers and/or those with home encumbered with other debt.
Consumer demand for reverse mortgages has increased dramatically over the past three years. The most widely used reverse mortgage, accounting for an estimated 90 percent of all loans, is the Federal Housing Administration-insured Home Equity Conversion Mortgage, or “HECM.” Since its adoption in 1990, FHA (part of the U.S. Department of Housing and Urban Development) has insured 346,212 HECMs. During the most recent federal fiscal year (ending September 30), approximately 107,558 seniors (compared to 76,351 in 2006) obtained HECMs to pay off existing debts, fund health care expenses, pay for modifications to make their homes safer and more comfortable, or simply to create an income stream that provides additional cash and peace of mind. 

California is the largest market for FHA-insured reverse mortgages, even though production declined slightly to 17,642 loans in 2007 from 20,320 loans in 2006 due to increased competition from conventional products that offer higher lending limits and lower upfront fees. But in most other parts of the country, FHA volume increased substantially. For example, FHA insured 1,872 reverse mortgages in Missouri (compared to 849 in 2006) and 934 loans in Wisconsin (compared to 473 in 2006). 

Consumer Protections

Several factors are fueling this growth. Increased awareness and consumer acceptance of reverse mortgages are two key factors. Our industry receives mostly positive press coverage from major media outlets, including the Wall Street Journal, The New York Times, Chicago Tribune, LA Times, CNN, NBC News, and other daily news sources. 

Much of the press coverage focuses on the important consumer protections built into the HECM program. Over the past decade, all of the stakeholders in the reverse mortgage business -- AARP, National Council on Aging, counseling organizations, and NRMLA have worked collaboratively to refine our product offerings and enhance consumer protection. We have all worked towards a shared goal of making sure each and every person who applies for a reverse mortgage is adequately protected. 

Arguably, the most important consumer protection is mandatory counseling. Before a reverse mortgage application can be processed, the prospective borrower must first meet with an independent counselor. Counseling is required by law under the HECM program and required by industry best practice for all other reverse mortgage products. HUD, in conjunction with AARP, National Foundation for Credit Counseling and Money Management International, oversees a network of counselors whose job is to review the transaction, answer any questions the borrower may have about reverse mortgages and suggest alternative options. 
Among HECM’s other consumer safeguards are several important features: 

· Standard & Capped Interest Rates. Interest rates are calculated from one of two indexes, either the 1-year U.S. Treasury Constant Maturity Rate or the London Interbank Offered Rate (LIBOR) depending on the consumer’s preference, and priced at a set margin above the index. Historically, interest rates were variable only, but now fixed rate HECMs are becoming available. On variable rate loans, there are caps on interest rate increases.
· Limitation on Fees. Origination fees are limited by HUD regulations and may be financed as part of the reverse mortgage. This means a senior incurs very little out-of-pocket expense to get a reverse mortgage HUD currently has an administratively-imposed origination fee limitation and the pending FHA Modernization bills would establish a limit by statute.
· Advance Disclosure. The Total Annual Loan Cost, or “TALC” disclosure, required by the Federal Reserve Board, is provided to the prospective reverse mortgage borrower and displays the total transaction costs over the projected life of the loan. This way, a senior is made fully aware of the costs incurred in obtaining the reverse mortgage. If a prospective borrower indicates that an annuity is to be purchased with the reverse mortgage proceeds, that transaction is reflected in the TALC disclosure.
· No Maturity Date. A reverse mortgage cannot become due during the homeowner’s lifetime. It is a permanent tool. The fact that there are no required payments and there is a lifetime right to occupy the home provides great protection against unforeseen or unanticipated future circumstances, rendering reverse mortgages vastly safer than other loan alternatives.
· No Prepayment Penalty. Although the loan is not due and payable until the senior permanently moves out of the home, it can be paid-off at any point prior with no additional fees or costs.
· No Penalty for Canceling the Loan. After the loan closes, a senior has up to three days to cancel the transaction, the so-called “right of rescission,” for any reason whatsoever.
· Asset Protection. The HECM is a “non-recourse” loan. This means that the amount due can never exceed what the home is worth.  Title to the home always remains with the borrower. When the loan becomes due, the lender is repaid the sum of funds advanced plus the accrued interest, but never more than the value of the house. If there is remaining value, it belongs to the homeowner or the estate.
· No Shared Appreciation. No reverse mortgage product in the marketplace has “equity-sharing” or “shared appreciation” features. In some earlier reverse mortgage products, the senior could obtain more money in exchange for giving up a percentage of the future value of the home. Such products are no longer offered. 

All of these protections are required by law, regulation or FHA Mortgagee Letter for the HECM program. All sponsors of proprietary reverse mortgage products have emulated HECMs safeguards and adopted similar protections for all other conventional reverse mortgages.

NRMLA’s Code of Conduct

In addition to these protections, NRMLA members subscribe to a Code of Conduct and Best Practices that assures American’s demand for reverse mortgages can be fully met by companies committed to standards that emphasize the highest ethical integrity, place fulfilling the clients true needs beyond all else, and have a commitment to the communities they serve.

Standard industry practices include: (1.) informing all borrowers that they have no obligation to purchase any product or service as a condition of getting their reverse mortgage; and (2.) only disbursing funds directly to the borrower(s), with the exception of funds disbursed for required repairs, to settle existing liens on the property, or at the borrower’s specific direction. Furthermore, as part of the loan origination process, loan officers inquire if an annuity is being purchased with the loan proceeds. If the prospective borrower answers affirmatively, additional disclosures incorporating costs associated with the annuity are provided with the TALC disclosure.
These factors combined have resulted in a high degree of satisfaction among homeowners who have gotten a reverse mortgage. According to AARP’s newly published reverse mortgage study, nine out of ten homeowners said that they were satisfied with their lenders. Another 93 percent of borrowers survey reported that their reverse mortgages had a mostly positive effect on their lives.

Conventional Reverse Mortgages

Historically, three products were available to consumers: FHA HECM, the Fannie Mae Home Keeper, and the Cash Account, a “jumbo” reverse mortgage created by Financial Freedom Senior Funding Corporation, Irvine, CA. One investor, Fannie Mae, purchased all HECMs and Home Keeper loans. With a single investor, consumer choices and product options were limited. For example, interest rates were variable; fixed-rate options were not available. Interest rate margins were the same no matter which lender a consumer chose, restricting the flexibility for lenders to tailor loans to fit consumers’ needs.  

In recent months, more investors have entered the marketplace, which has led to several new conventional reverse mortgage products being introduced offering fixed interest rate options, higher lending limits and lower upfront fees. The end benefit to consumers is greater choice, lower costs and more flexibility. Newer, more flexible options are also becoming available on the FHA-insured HECM product, which still retains over an 85% market share.

Growth in Reverse Mortgage Participants & Product Innovation

More and more major financial institutions are exploring opportunities in the reverse mortgage market and choosing to enter this business. This increasing competition brings down costs to consumers and provides more product options.

Much creative thinking is beginning to get underway at life insurance companies, banks and other financial services entities. Many are thinking through ways to more effectively convert an asset (home equity) into a stream of income that can cover home upkeep, day-to-day living expenses and long-term care costs. Some of the solutions might utilize combinations of various products, for example, pairing a reverse mortgage with an immediate annuity and/or with home care coverage policy. If such products “dovetail” properly and provide a bona fide benefit to the borrower, there is nothing inherently wrong with the concept.

There have been some annuities sold to reverse mortgage recipients that are ill-advised. Responsible members of the industry and NRMLA stand ready to work with Congress and other reverse mortgage stakeholders to figure out how we can make sure this doesn’t happen. Among steps we are exploring are developing industry standards and guidelines for acceptable companion products; or establishing a product review process through which acceptable products can be identified. 

We believe that the excellent work that AARP has done in joining with insurance companies to come up with an approved, consumer-friendly annuity product that is sold with the AARP name, provides an example of how an organization can help influence a market to better serve consumers.

It is important to keep in mind, as creative thinking begins to emerge in this sector, that broad-brushed restrictions such as outlawing the purchase of any annuity with a reverse mortgage under any circumstances whatsoever might be overly restrictive and stifle product innovation. Deferred annuities are probably inappropriate for seniors in most situations; although there are some financial planning scenarios in which they might make sense. On the other hand, we have seen examples of single-premium immediate annuities from top-rated insurance companies that can be purchased with HECM proceeds, in which the borrower would receive a higher monthly payment from the annuity than from the HECM – plus the payments would continue after the borrower moves out of the home.

Critical Role of Reverse Mortgages

Today over 34 million Americans are over age 65.
  This is expected to double in the next 30 years to almost 70 million.
  By 2030, 20 percent of Americans will be over age 65.
  Almost four out of five seniors own their own homes, meaning there are about 27 million senior homeowners today, and that number will rise in the future.  Seniors of all races have the highest rates of homeownership compared to other age groups.
  
Even so, seniors have a lower median income than any other demographic group ($23,311 for seniors, and $43,581 for all homeowners nationwide). Yet seniors have the highest median home equity ($80,000 for seniors, compared to $57,000 for all homeowners and only $19,000 for homeowners under age 35).
  This indicates that conversion of home equity into income could significantly increase the relatively low incomes of senior homeowners.
This is important from a public policy perspective.  Seniors are a large and growing segment of the population. As seniors age, their incomes do not generally increase, while their needs do. Homes need repairs and accessibility improvements, chronic illnesses require ongoing treatment and expensive prescription drugs, cars wear out and must be replaced with more expensive ones, and people with declining mobility may need more daily help with household tasks. Seniors who cannot afford these growing expenses either forego them—thereby, sacrificing quality of life, independence, and even their health—turn to families, who are often hard pressed to help; take out expensive home equity loans, which must be repaid on a current basis; seek government assistance; or sell their homes in order to access their home equity.  Studies by AARP have shown that seniors will sacrifice considerable quality of life in order to remain in their homes for as long as possible.

Reverse mortgages offer an ideal way to avoid these dire consequences while maintaining seniors’ desired independence in their own homes.  

Reverse Mortgage Alternatives

It’s worth noting alternative sources of income available to seniors, particularly home equity loans or trading down to smaller homes.

Home equity loans are often problematic for seniors on fixed incomes because homeowners are obligated to make monthly payments that their cash flow prohibits. In fact, many seniors could not qualify for loans that require current payments because they just do not have the income to qualify. The beauty of the reverse mortgage is that there are no monthly payments. Instead of the homeowner paying the lender, the lender pays the homeowner. 

As far as the option of selling and moving is concerned, this can be problematic from both a financial and emotional perspective. It is important to recognize that a home, in many circumstances, is much more than merely an economic asset. I have visited seniors in homes with gardens nurtured for decades, woodshops, art studios, handmade built-in furniture and other irreplaceable features. Whether it is due to the physical attributes of the home, a sense of community, or the numerous memories contained therein, many seniors simply do not want to move.

From a financial perspective, if the costs of selling, including a typical broker’s commission (6-7%), closing costs on the new home, and moving expenses (not to mention the inconvenience of packing up 15-55 years of accumulated belongings) are calculated, a reverse mortgage might very well prove to be the more cost-effective solution. Furthermore, it would be quite possible for someone to outlive the “net proceeds” obtained from selling and moving—unless those funds are used to purchase an annuity or some other financial instrument providing lifelong income. 

With the reverse mortgage, on the other hand, lifetime income can be guaranteed, as long as the home is occupied, even if the amount provided eventually exceeds the value of the house.

Conclusion

In conclusion, a healthy, active reverse mortgage program could be a key component for helping seniors take control over their financial situation. Reverse mortgages are a promising way to unlock billions of dollars in home equity, providing financial security, independence, and great improvement in the quality of life for thousands of senior homeowners. Wider acceptance of reverse mortgages can mean reducing the need for costly increases in federal spending on health care and other benefits for seniors in the future.

It is important that all stakeholders in the reverse mortgage sector – government, elderly advocates, lenders, insurers and investors – continually work together to advance product options and availability, and assure that proper standards and safeguards are in place. We should not stand in the way of innovation, but we must stand together to make sure that our nations seniors are only offered products that offer true peace of mind and financial security.

We appreciate the opportunity to provide these comments. If you have any questions or would like any additional information, I would be happy to respond.

Respectfully Submitted,

Peter H. Bell, President

National Reverse Mortgage Lenders Association

Washington, DC
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