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Unlocking Home Equity in Retirement: A Comprehensive Guide to
Reverse Mortgages in Canada

A reverse mortgage is a financial arrangement designed specifically for homeowners aged
55 and over, allowing them to access the equity built up in their homes without the
requirement to sell or vacate the premises. This type of mortgage differs from traditional
home loans in that the borrower does not make regular monthly payments. Instead, the
loan amount, along with interest and fees, accumulates over time and is typically repaid
when the homeowner sells the property, moves out permanently, or passes away. The key
advantage of a reverse mortgage is that it provides seniors with a means to support their
retirement lifestyle, cover healthcare costs, or meet other financial needs while continuing
to live in and retain ownership of their home.

It's important to exercise caution when considering a reverse mortgage, as it can
potentially deplete home equity if not managed properly. A high mortgage balance over
time can erode the equity in your home, potentially running it down to zero. This
scenario is more likely if the borrowed amount is substantial relative to the home's value
and if the home does not appreciate as expected. To mitigate this risk, it's advisable to
find a "sweet spot" for the mortgage amount — large enough to meet your financial
goals yet small enough to allow for the possibility that housing market growth could
outpace the accumulated interest on the mortgage. This strategy aims to preserve some
equity in the home over time, maintaining a valuable asset for you or your estate.
Thoughtful planning with a financial professional can help you balance your immediate
financial needs with the long-term preservation of your home's equity.

Qualification Criteria:

1. Age and Ownership: The primary borrower must be at least 55 years old. All
registered owners on the property’s title must apply for the reverse mortgage.

2. Property Type and Location: The property must be the primary residence of the
borrower, located in Canada. Eligible properties include detached homes,
townhouses, condominiums, and certain types of permanent multi-unit residences.

3. Property Value and Equity: The minimum property value required varies by lender
but is generally around $150,000. Borrowers need substantial equity in their home;
the exact amount depends on the borrower's age, the property's location, and its
type.

4. Debtand Liens: The property must be free of or have low existing mortgage debt.
Any outstanding loans secured by the property must be paid off at closing of the
reverse mortgage.
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Income and Credit: Unlike traditional mortgages, reverse mortgages do not have
stringent income or credit score requirements. However, lenders may conduct a
basic assessment of the borrower’s ability to maintain property taxes, homeowners’
insurance, and upkeep.

Why use a reverse mortgage:

1.

Supplement Retirement Income: A reverse mortgage can provide a steady stream of
income to supplement retirement funds from RRSPs, RRIFs, CPP, OAS, and other
sources, helping to cover daily living expenses, healthcare costs, or other financial
needs.

Debt Consolidation: Homeowners can use funds from a reverse mortgage to pay off
existing debts, such as credit cards, loans, or a traditional mortgage, reducing
monthly financial obligations and improving cash flow.

Home Improvements and Repairs: Borrowers can finance home renovations or
necessary repairs, which can enhance the comfort and potentially increase the
value of their home.

Wealth and Estate Planning: Funds from a reverse mortgage can be used for estate
planning purposes, such as gifting money to family members, investing in life
insurance policies, or setting up trusts, while the homeowner continues to live in the
home.

Healthcare and Personal Care: As healthcare needs increase with age, a reverse
mortgage can provide the financial means for in-home care, medical treatments, or
adapting the home for accessibility and safety.

Lifestyle Enhancements: Homeowners can use the funds for personal enjoyment,
such as travel, hobbies, or purchasing a vacation property, enhancing their quality of
life during retirement.

Common Questions:

Will | lose my home to the lender with a reverse mortgage?

With a reverse mortgage in Canada, there is no risk of losing your home to the lender. You
are safeguarded by legal protections that ensure your ownership remains intact. Unlike
traditional mortgages, where failure to meet, payments could lead to foreclosure, reverse
mortgages do not carry the same risk, as there are no monthly payments required.

Can | secure a reverse mortgage if | already have a mortgage on my home?

Yes, obtaining a reverse mortgage is still possible even if you currently have an existing
mortgage or a home equity line of credit. The funds from the reverse mortgage must first be
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used to clear any outstanding mortgage balances. For instance, if you are approved for a
$250,000 reverse mortgage and have an existing mortgage of $100,000, the reverse
mortgage will pay off the existing mortgage, leaving you with $150,000 to use as you wish.

Is it possible to use a reverse mortgage to finance a home purchase?

Reverse mortgages can indeed be used to finance the purchase of a new home. However,
you would need to provide a significant down payment, typically the percentage of the
home value that does not get covered by the reverse mortgage. For example, if you're
eligible for a reverse mortgage covering 35% of the home's value, you'll need a 65% down
payment. Pre-approvals are not available for reverse mortgages due to the critical role that
the property's location and specifics play in determining eligibility.

What are the alternatives to a reverse mortgage?

Alternatives include traditional mortgages, Home Equity Lines of Credit (HELOCs), and
second or private mortgages, all of which require income and credit qualification and
regular payments to avoid the risk of losing your home. Other non-collateralized borrowing
options, such as personal lines of credit or loans, generally come with higher interest rates
due to the lack of secured collateral.

Can | opt to make payments on a reverse mortgage?

Voluntary payments can be made towards a reverse mortgage, similar to prepayments on a
traditional mortgage. While these payments are optional and capped by lenders, they can
help manage the loan's interest accumulation, offering more flexibility compared to
compulsory payments in traditional mortgages.

What if my spouse is under 55?

In most cases, if your spouse is under 55, you would not qualify for a reverse mortgage due
to Canadian family law, which prohibits entering into a mortgage or selling the home
without spousal consent, even if they are not listed on the property title.

Are reverse mortgages available for vacation homes?

Reverse mortgages are exclusively for primary residences in Canada. However, certain
exceptions allow for temporary residence outside Canada, such as for "snowbirds." Some
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lenders may offer a blanket reverse mortgage that includes multiple properties, including
vacation homes, as part of the collateral.

Can | get a reverse mortgage on a property in the USA?

Reverse mortgages in Canada are not available for properties located in the USA. For
properties in the USA, you would need to consult with a US-based lender.

Is it possible to have more than one reverse mortgage?

You can only have one reverse mortgage at a time. However, refinancing with a different
lender or accessing additional funds due to increased home value or age is possible.

How does a reverse mortgage affect taxes and benefits?

A reverse mortgage typically has minimal impact on taxes and government benefits,
making it a financially viable option for many retirees.

What should | consider regarding the rates and costs of a reverse mortgage?

Evaluating the interest rates and associated costs is crucial when considering a reverse
mortgage. It's important to weigh these factors against your financial needs and goals to
make an informed decision.

Reverse mortgages offer a flexible solution for senior homeowners to access their home
equity without the obligation of monthly payments. However, it's crucial to understand the
costs involved, including interest rates, fees, and the impact on the estate's value.
Consulting with a professional financial planner and a mortgage agent can help
homeowners in Ontario make informed decisions that align with their financial and lifestyle
goals.

Keaton Thornton

Mortgage Agent Level 1

226-450-4216
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