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ABSTRACT

Owing a house is a big society norm in these recent days and due to this norm most of the
people spending their lifetime earned money to construct a big house without doing any retirement
reserves, owing a house might be a basic essentiality, but because of poor financial planning after
retirement senior citizen face troubles to meet their living expenses and medical expenses or they
may have to depend on their children. People who don’t want to depend on their children for their
financial needs, though they are poor in cash reserves but if rich in house they can lead an
independent life. Common asset among the senior citizens is their house; mostly people don’t want to
enjoy life by selling their house. In that case Reverse mortgage is a wonderful solution to stay in
their own house and can have a dignified life being independent. Reverse mortgage is working as a
retirement planning tool by providing a regular source of income after retirement.

Keywords: Reverse mortgage, Senior citizen, own house, Retirement planning, Dependency.

Introduction:

In 2007 — 2008 budgets the Union government of India introduced reverse mortgage scheme
for the people aged 62 years and above. Senior citizens who owe a house property and suffering to
meet their day to day living expenses or medical expenses can approach the bank to borrow the
amount without transferring the ownership of their house. A Senior citizen whose age is 62 years and
above and the long term interest rate are considered for the loan amount to be sanctioned, mostly it
will be 50% to 60% of the house property value. Reverse mortgage is having most flexible features

like the borrower can be chosen the options whether to repay the loan amount or not.
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When the borrower is willing to pay regular mortgage installments gradually reducing his

outstanding loan amount and increasing the portion of the equity of the house the borrower will get

back the ownership of the house. If the borrowers chosen not to pay option the borrowed amount

including interest year over year added to the loan amount. The bank will sell the house after the

death of the borrower and spouse.

Reverse Mortgage — Eligibility:

>

YV V V

>

The owner of a house should be aged 62 years or above, if spouse is co-applicant should be
aged 55years or above.

House property documents should be under the name of borrower

House should not be gifted property

House should have a life of minimum 20 years

House should be self occupied

Reverse Mortgage — Functions:

>

>

Reverse mortgage loan amount is based on house value maximum 50% to 60% of house
value can be availed as loan, it can be changes based on long term interest rates.

Maximum amount is different from bank to bank between 15 lakhs to 2 crore.

Maximum duration of these loans is 15 years and the minimum duration is 10 years.

Interest rates can be charged under Floated or Fixed method and the rates are varied from
bank to bank.

The periodical instalment payments can be availed Monthly, Quarterly, Half yearly, annually
or lump sum amount at a time.

The total sanctioned amount can be used as instalment receivables or can also be able to clear
any existing liabilities and remaining portion can be received as instalments.

House property revaluation will be done after every five years.

Reverse Mortgage — Opportunities:

>

Y V V V

>
>

Regular periodical instalments

The instalment amounts received is 100% tax free

No repayment is required during the lifetime of the borrower and spouse.

Borrower has an option to make the payment or not to repay the loan.

Bank allows the borrower and spouse to stay in the house though the tenure of loan period is
completed.

Heirs of the borrowers are entitled to get the surplus of the sale value.

The sale of house will takes place when borrower and spouse both die

Reverse Mortgage — Challenges:

>

The regular cash flows will stop after the maximum tenure of 15 years.
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» After the tenure of loan period if not repay, Month after month, year over year interest
portion will be added to the loan amount.

» Borrower does not get loan amount according to the proper value of house property.

Mortgage V/s Reverse Mortgage:

» Mortgage is a Loan which is taken to purchase a property like home, car etc., Where as
Reverse mortgage is completely different comparing to it.

» In case of Home loan, people collect a umsum of amount from bank to buy a house, where a
bank completely owes the ownership of the house and provides you amount. By paying
EMI’s which is known as Principal amount including applicable interest, as the time passes
by, the borrowed amount paying back to bank the ownership of the house transferred from
bank to the person.

» In case of Reverse mortgage a senior citizen couple can collect amount from bank to meet
their living expenses also maintain the ownership of the house in the beginning of the tenure
of the loan. As the days passes by, the bank gives you periodical instalments through which
the percentage of stake of the Bank keep increases, and senior citizen couple’s keep

decreasing, at the end of the period bank completely owes the ownership of the house.

Conclusion:

Reverse mortgage loan is one of the popular retirement planning tools for the senior citizens

providing regular stream of income. Most of the common people prefer to have their own home after

retirement therefore demand for new houses has increases tremendously during the last few years.

Still majority of the senior citizens are not making adequate retirement planning, hence the demand

for reverse mortgage loans will increase in future.
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