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A. Avoiding and Addressing Schemes, Scams, and Financial Exploitation 

1. Poorly-advised financial products 
An unscrupulous advisor may propose purchasing a financial product, such as an 
annuity, with a reverse mortgage as the source of funds. 
 

2. Scams 
A scammer may request funds from an individual, proposing a reverse mortgage 
as the source of funds.  This applies to all types of scams—romance, investment, 
construction, etc. 
 

3. Financial Exploitation 
A bad actor, often known to the individual, may request funds from the individual, 
proposing a reverse mortgage as the source of funds.  Thieves seek to access a 
victim’s wealth, even if it involves liquidating home equity. 
 

4. Interventions 
A borrower is well-advised to involve other trusted parties, such as family 
members, attorneys, or financial advisors in assessing proposed transactions.  
Sometimes this involves legal documents and transactions too, such as trusts or 
powers of attorney.  Furthermore, quick action may help rescue a wayward 
transaction if the borrower can exercise their right of rescission (within 3 days) 
for the reverse mortgage. 

Summary of Reverse Mortgage Requirements 

To qualify, a borrower must:  

• Be age 62 or older 
• Own the home outright (or with a small mortgage paid off at closing) 
• Reside in the home 
• Be responsible for expenses of maintenance, property taxes, and 

homeowner’s insurance 
• Participate in counseling session and pay fees for loan 
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B. Estate Planning Issues 
A Reverse Mortgage Reduces Equity and May Affect Transfer of Real Estate 

a. If transferring home property to beneficiaries is important, the reverse 
mortgage will need to be paid off at the borrower’s death (if not earlier).  
Therefore, the estate or the beneficiaries will need to have enough cash to 
pay off the mortgage in order to keep the property. 

b. Others who live in the home may be displaced, even if they do not intend 
to live in the home long term after the borrower leaves the home or dies.  
If a spouse is a non-borrower, she or he will need to qualify as a “eligible 
non-borrower spouse” to remain in the home. 

c. A reverse mortgage with a large balance due may leave an estate insolvent, 
with little or no liquidity and with little or no incentive for someone to 
serve as personal representative to settle the estate. 

 

C. Long-Term Care Considerations and Issues 
1. Reverse Mortgage Helps the Owner Stay in Their Home 

a. If continuing to reside in the home is feasible, then accessing equity to pay 
for expenses may be a good idea. 

b. A budget will help determine whether the available equity will be 
sufficient to cover expenses.  A multi-year projection is essential, plus 
including various contingencies, such as higher costs of additional paid in-
home assistance. 

c. Understand the downsides: 
• origination fees are high 
• the reverse mortgage comes due if the owner moves out 
• the reverse mortgage comes due at the owner’s death, affecting the 

borrower’s estate plan 
 

2. Reverse Mortgage and Medicaid 
a. Long-term care Medicaid and home property in 4 short points: 

• Assets are classified as either countable or exempt. 
• Home real estate is exempt (up to $750,000 in equity for an unmarried 

person; unlimited equity for a married person). 
• Funds from a reverse mortgage or HELOC are not counted when the 

funds are merely available (treated as equity in home), but amounts 
paid to the borrower are countable assets in the month after the month 
received (i.e., if accumulated after the month distributed to the 
borrower). [MEH 16.7.2.1] 

• Medicaid Estate Recovery Program can seek reimbursement for 
Medicaid benefits paid from home equity or any other assets 
remaining at the recipient’s death (or second to die in spousal cases). 
 

b. Downsides of using a reverse mortgage with contemporaneous or eventual 
Medicaid benefits 
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• liquidates an exempt asset 
• high expense of establishing the reverse mortgage 
• requires owner to live in the home, which may not be feasible long 

term 
• may be a strain for a spouse who is not a borrower (must qualify as 

“eligible non-borrower spouse”) 
 

c. Benefits of using a reverse mortgage in Medicaid situations 
• can provide cash to the “community spouse”, i.e., the spouse at home 

who is not receiving Medicaid benefits 
• can provide cash to cure divestments 
• can provide cash for non-care expenses 

 

3. Other Options for Accessing Home Equity 
a. Home equity loan or line of credit 

• home equity can be borrowed for any purpose 
• borrower may not qualify because income may be too low 
• repayment begins right away 
• probably lower origination fees and greater flexibility than a reverse 

mortgage 
 

b. Personal/family loan and mortgage 
• a family member could pay for expenses of the older person, taking 

back a note and securing the note with a mortgage 
• this arrangement is usually an open-ended demand note, so no 

repayment schedule is needed 
• it can be ahead of a Medicaid estate recovery lien 
• Downsides include there may not be anyone willing or able to lend the 

funds, and both parties should have separate counsel. 
 

c. Refinance an existing mortgage 
• may draw out equity or reduce monthly payments 
• current rates may not be lower than existing mortgage 
• borrower may not qualify because income may be too low 
• repayment begins right away 
• probably lower fees for loan and closing 

 

d. Downsize to less-expensive dwelling 
• frees up equity in a lump sum 
• requires move, which may be less desirable or feasible 
• may realize capital gains that may be taxable if in excess of exempt 

amount for primary residence 
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D. Comparisons of Options for Accessing Home Equity  
 Medicaid 

(i.e., Estate 
Recovery 
after death) 

Reverse 
Mortgage  

Home 
Equity 
Loan/Line 
of Credit 

Private/Family 
Loan 

Interest Rate None Commercial 
rate, often 
adjustable, 
and accrues 
over life of 
loan 

Commercial 
rate, often 
adjustable, 
and accrues 
over life of 
loan 

Flexible, but 
often 
applicable 
federal rate 

Repayment 
Requirements 

Paid after 
death of 
Medicaid 
recipient (or 
second to die 
in spousal 
cases) 

Paid after 
borrower 
leaves 
home or 
dies 

Paid over 
the term of 
the loan, 
usually 
monthly 
payments 

Paid pursuant 
to terms of note 

Principal 
growth or 
calculation 

Accrues at rate 
of Medicaid 
reimbursement 
to facility 

Accrues as 
equity is 
borrowed 

Accrues as 
equity is 
borrowed 

Accrues as 
equity is 
borrowed, i.e., 
funds are 
advanced by 
note holder 

Maximum 
payment to 
lender 

Capped at 
equity of 
home 

Capped at 
equity of 
home (non-
recourse) 

Per terms of 
loan, 
usually 
within 
equity of 
home, but 
subject to 
market 
forces 

Per terms of 
loan; may 
exceed equity 
of home 

Use of funds Nursing home 
care or 
equivalent.  
Equity is not 
liquidated to 
cash, so no 
flexibility for 
use of funds 

No 
restrictions 
for use of 
funds 

No 
restrictions 
for use of 
funds 

No restrictions 
for use of funds 
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E. Select Resources 
1. Consumer Financial Protection Bureau: “Reverse mortgage loans”, and related 

questions and topics: https://www.consumerfinance.gov/consumer-tools/reverse-
mortgages/ 
 

2. U.S. Department of Housing and Urban Development: Home Equity Conversion 
Mortgages for Seniors: https://www.hud.gov/hud-partners/single-family-
hecmhome 
 

3. Federal Trade Commission: Reverse Mortgages: 
https://consumer.ftc.gov/articles/reverse-mortgages 
 

4. National Council on Aging: Get the Facts on Reverse Mortgages: 
https://www.ncoa.org/article/get-the-facts-on-reverse-mortgages/ 

https://www.consumerfinance.gov/consumer-tools/reverse-mortgages/
https://www.consumerfinance.gov/consumer-tools/reverse-mortgages/
https://www.hud.gov/hud-partners/single-family-hecmhome
https://www.hud.gov/hud-partners/single-family-hecmhome
https://consumer.ftc.gov/articles/reverse-mortgages
https://www.ncoa.org/article/get-the-facts-on-reverse-mortgages/
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