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What this Training Will Cover

 What is a reverse mortgage

 The law that applies to reverse mortgages

 Why and when a homeowner may apply for a reverse mortgage

 Problems with reverse mortgages or problems homeowners face

 How to resolve the issue for the homeowner and help them

negotiate or defend in a foreclosure case, including bankruptcy

options.



Reverse Mortgages – The Basics

 The term “Reverse Mortgage” is a slang term for a Home Equity

Conversion Mortgage or HECM

 Basically, once a homeowner reaches 62, if they have sufficient

equity in their home, they can take the equity out of their home and

pay off any remaining liens on the property and live mortgage free.

The older the person is, the more equity they can take out

 The homeowner who tend to get reverse mortgages are those who

want to stay in their homes, but no longer believe they can afford

the mortgage payments due to either a loss of income or an
unexpected expense, such as medical bills.



Reverse Mortgage: The Basics 

(continued)

 The general caveats are that they have to continue to pay their

property taxes, HOA and/or ground rent and maintain homeowners

insurance on their property. In addition, the homeowner must remain

their residence and must keep the home in reasonable shape

 Once the person dies, the home goes back to the reverse mortgage

servicer to sell unless the heirs can come up with 95% of the fair market

value (FMV) of the property on the date of death or the entire reverse

mortgage balance, whichever is lower



Reverse Mortgages: The Financial 

Structure

 Unlike most mortgages, a reverse mortgage balance grows, not

decreases over time.

 What that means is that generally the amount owed when a

borrower dies is greater than the amount they originally borrowed

 The origination fees on a reverse mortgage also tend to be really

high

 Reverse Mortgages, due to the fact that they are only offered to

seniors, are completely regulated and underwritten by the U.S.

Department of Housing and Urban Development (HUD). There are
no “private” reverse mortgages.



Statutes that Apply to Reverse 

Mortgages

 Reverse Mortgages must adhere to the requirements of:

 federal Truth in Lending Act (TILA), 15 U.S.C. §1601 et seq. and

Regulation Z beginning at 12 CFR § 1026.

 federal Real Estate Settlement Procedures Act (RESPA), 12 U.S.C. §2601

et seq. and Regulation X, 12 C.F.R. 1024.

 In Maryland, Ann. Code of Md., Comm. Law Art. 12-1201 et. seq.

 Also consider in collection if the federal Fair Debt Collection Practices

Act (FDCPA) and the Equal Credit Opportunity Act (ECOA) apply

 And you may come up with other federal or state statutes that could be

helpful under state UDAP or lending laws.



Other Resources to Use in 

Understanding Reverse Mortgages

 The HUD Hand Book (you can see that on the website of NRMLA

below)

 The Consumer Financial Protection Bureau (CFPB) website - The

federal agency that has the primary duty to regulate Reverse

Mortgages and take complaints from consumers -

https://www.consumerfinance.gov/consumer-tools/reverse-

mortgages/

 A website from the National Reverse Mortgage Lenders.

https://www.nrmlaonline.org/2020/08/27/key-hecm-regulations

 The Maryland Commissioner of Financial Regulation’s pamphlet for

consumers:

https://www.dllr.state.md.us/finance/consumers/frreversemort.pdf

https://www.consumerfinance.gov/consumer-tools/reverse-mortgages/
https://www.nrmlaonline.org/2020/08/27/key-hecm-regulations
https://www.dllr.state.md.us/finance/consumers/frreversemort.pdf


Reverse Mortgages: The Process of 

Getting Them

 Generally, people call a reverse mortgage company after a

solicitation (usually a TV commercial)

 Then, before they can sign the agreement, they are required to

complete financial counseling with a HUD-certified financial

counselor.



Reverse Mortgage (cont.)

 If they are in default on taxes/mortgage payments or other required

payments, they are required to set up a “set-aside” escrow account
to pay these amounts for their expected life expectancy.

 There is a lot of abuse in the reverse mortgage origination process.

 With the money they get from the origination, they have the option

of taking a lump sum, creating a line of credit they can borrow

against, or setting aside the additional monies to pay future costs.



Reverse Mortgage Servicers

 American Advisors Group

 Reverse Mortgage Solutions (subsidiary of Ditech Financial)

 Champion Mortgage Company of Texas (subsidiary of Nationstar

Mortgage/Mr. Cooper)

 Celink

 Finance of America Reverse LLC

 Novad

 CIT Bank, N.A.

 Wells Fargo Bank, N.A.



Current COVID-19 Relief

Currently, all foreclosures on reverse mortgage properties are

suspended until after December 31, 2020. HUD has also permitted for a
homeowner or heir in which the entire loan has become due and

payable to request a six-month extension to cure the amount. This

extension has to be requested before December 31, 2020.



Options to Resolve Reverse 

Mortgage Defaults and 

Foreclosure: Non-Bankruptcy
 A reverse mortgage default and foreclosure occurs either when the

last borrower dies or when the borrower has not complied with one

of the terms of the reverse mortgage (it can be as simple as not

submitting the occupancy certificate). There are several ways to

deal with this that do not involve a Chapter 13 or Chapter 7

bankruptcy:

 Reinstatement or Simply Fixing the Problem

 Repayment Plan

 At-Risk Extension



Reinstatement or Fixing the 

Problem

 A homeowner always has the ability to simply cure the default. This is

sometimes possible if they get a refund for property tax credits.

 In addition, generally if the default is property taxes and the amount

is below $2,000.00, the servicer tends not to move forward with a

foreclosure.

 In addition, if the issue is simply not providing proof of insurance or

an occupancy certificate, you can simply do that, and that will end

the foreclosure case.



Repayment Plan

 The homeowner can also apply for a repayment plan with the

reverse mortgage servicer

 Repayment plans are not guaranteed by any provision of the HUD
regulations

 Generally, they are three to five year repayment plans, however,

they do not alleviate a homeowners responsibilities (basically, the

homeowner has to continue to pay future property taxes and

insurance)

 In addition, if the property value has dropped below 98% of the
value at the time the reverse mortgage was originated, HUD has
instructed the servicers not to offer repayment plans



At-Risk Medical Extensions

 If a borrower is over 80 and they have a medical hardship, if they
provide a letter from their doctor and an intent to apply for an at-
risk extension with HUD, the servicer and HUD will defer the debt and
not proceed with a foreclosure for a certain period of time (6
months to 1 year). HUD is the ultimate decision maker, not the
servicer.

 This does not cure the default, but will prevent a foreclosure

 You can renew this extension every year as long as the homeowner
is alive

 Sometimes a budget has to be completed as part of this
application

 This is generally the easiest relief option to get



Non-Retention Options

 There are several non-retention options available for reverse

mortgage homeowners, such as short sale and deed in lieu of
foreclosure.

 The problem with these options are that generally all of the equity in

a home is gone once a reverse mortgage is originated, so a sale is

not really helpful

 In addition, no moving assistance is offered by the servicers as part

of the deed in lieu because they say the borrower received a lump

sum at the beginning, so they do not deserve one at the end.



Reverse Mortgage 

and Bankruptcy



Reverse Mortgages and Chapter 

13

 Unfortunately, sometimes older homeowners fall behind on their

property taxes and/or their homeowners insurance lapses and the
reverse mortgage servicer pays these debts off and then moves to

foreclose on the debt that they had to pay

 A Chapter 13, if none of the previously discussed options work, could

help a homeowner to cure the defaults. Sometimes, this can be very

effective.



Reverse Mortgages and Chapter 

13s (continued)

 Basically, curing a reverse mortgage default in a Chapter 13 works

very similarly to curing a standard mortgage default, except that
there is no regular monthly mortgage payment

 You pay the arrears through the Chapter 13 Plan in either 36 or 60

months

 You can also avoid liens in a reverse mortgage Chapter 13 as long

as there is no remaining equity above the reverse mortgage

 The critical issue in these bankruptcy cases is keeping post-petition

defaults from happening, and that is why the property tax credit
applications are so important



Homeowners Property Tax Credit in 

Maryland

 The homeowners property tax credit is available to all homeowners

in the current fiscal tax year (FY 2021)

 For homeowners over 70, however, they can apply retroactively for

property tax credits going back three years

 This can serve as a good way for your client to get their Chapter 13

Plan payment down on a reverse mortgage default

 Word of caution, however. If the reverse mortgage servicer paid the

property taxes, the state/county will not return the money to them, it

will return it to your client. So, make sure they turn it over to the
Trustee and do not spend it.



Reverse Mortgages and Chapter 7s

 Reverse Mortgages work just like regular mortgages in most Chapter

7s

 The lien stays and can “ride-through” the bankruptcy

 In regards to a determination of equity in the property, Chapter 7

Trustees treat it as the same as a standard mortgage

 There is, however, an interesting option if the homeowner has

significant equity in the home and wants to stay, but cannot afford

the mortgage. You can originate a reverse mortgage in a Chapter 7

(or Chapter 13) to allow the person to save the home.



How It Works

 Basically, the Chapter 7 Trustee becomes another lien that has to be

satisfied at reverse mortgage origination

 You go to a reverse mortgage originator after raising this as an

option at the Chapter 7 Meeting of Creditors

 You get a reverse mortgage offer and your client completes the

reverse mortgage origination process

 You file a Motion with the Bankruptcy Court to get the loan

approved by the court

 The loan goes to settlement and everyone, including your client in a

lump sum or line of credit, gets paid and your client gets to stay in

the home



Real Life Example – Ms. V

 Ms. V was a 95 year old woman that was in danger of losing her

home

 Despite significant equity, she did not want to sell

 The Trustee, however, was willing to work with her to get a reverse

mortgage and the court approved it

 We also did a set aside of 6 years of property taxes

 Therefore, at this point, she is living in her home and only has to pay

her homeowners insurance yearly



When The Borrower 

Dies, What 

Happens?



What Happens When the Last 

Borrower Dies

 When the last borrower dies on a reverse mortgage, the entire

mortgage becomes due. The heirs, unless they are a non-borrowing
spouse, cannot assume the responsibilities on the mortgage

 The only right they have is to purchase the property back either by

satisfying the entire mortgage or paying back 95% of the fair market

value on the date of death, whichever is lower

 These rights to not change if a life estate was created and the heirs

are remainders on the deed of trust

 In the entire time I have been doing this, I have seen one heir
actually be able to purchase the property.



The One Exception: Non-Borrower 

Spouse Relief

 If the borrower was married at the time that they took out the

reverse mortgage, that spouse, after 2014, has the right to assume
their responsibilities on the mortgage. It does not apply if they got

married after the borrower entered the reverse mortgage.

 Within 180 days of death, they have to provide certain documents

to the servicer, such as their marriage certificate, proof of insurance,

proof of property taxes paid etc. It used to be that they had to have

the title in their name at this stage, but that is no longer a

requirement, they must just simply be in the process of getting title.

 They then sign the agreement and become the new borrower on

the loan and can stay in the home until they die



Issues of Targeting of Minority 

Communities

USA Today did an investigation which found that minority communities 

were specifically targeted with reverse mortgages, especially in the 
years right after the housing crisis. Now, a lot of these homeowners are 

facing foreclosure:

https://www.usatoday.com/in-

depth/news/investigations/2019/06/11/seniors-face-foreclosure-

retirement-after-failed-reverse-mortgage/1329043001/

https://www.usatoday.com/in-depth/news/investigations/2019/06/11/seniors-face-foreclosure-retirement-after-failed-reverse-mortgage/1329043001/


Example #1

An elderly, disabled client who is over 80 with a reverse mortgage has

fallen behind on their property taxes and insurance because his new,
significantly younger “friend” is staying in their home. A caring relative

has gotten involved and is attempting to remove the “friend” from the

picture. The relative does not think that the elderly person can afford a

repayment plan to cure the default. What would you do?



Example #2

A client with a reverse mortgage who is under 80 that is in default on

their property taxes and insurance comes into your office. The default is
over $10,000.00. They are eligible for some property tax credits, but not

a sufficient amount to reduce the default entirely (a non-Baltimore City

property). Their income is not great, but they do have consistent social

security and pension income coming in. What would you do?



Any Questions?
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Free Access to Past Trainings 

 Go to mvlslaw.org/recorded-trainings

Subjects include: 

 Consumer

 Estate Planning & Estate Administration

 Expungement

 Family Law

 Housing

 Human Trafficking Prevention

 Tax

 Miscellaneous (business and soft skills)



FREE Upcoming Training & 
Volunteer Opportunities:

 Go to mvlslaw.org/events for more info!

 November 18 – Liens, Levies and Collections Alternatives 

with the IRS and Maryland. Register.

 Tax Twosday Webinars:

 November 10 – Top 10 Things All Practitioners Should 

Know About their Taxes. Register.

https://mvlslaw.org/event/rockville-advanced-tax-topic-training-liens-levies-and-collections-alternatives-with-the-irs-and-maryland/
https://mvlslaw.org/event/top-10-things-all-practitioners-should-know-about-their-taxes/
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