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Reverse Mortgages!

Reverse Mortgage is different from normal mortgage. Mortgage is a form of hypothecation of the property to the
banks as a security for a loan. The common form of security, which banks insist, is on the mortgage of the house
for which the loan is being availed of by a borrower. Mortgage refers to the transfer of an interest in specific
immoveable property for the purpose of securing money advanced. The transferor is called a mortgagor, the
transferee a mortgagee, the principal money and interest of which payment is secured are called the mortgage
money, and the instrument by which transfer is affected is called a mortgage deed.

A reverse mortgage also aids the borrower who is facing bad credit problem due to mortgage loan defaults. A bad
credit reverse mortgage is specially designed to encourage cash flow among borrowers with adverse financial
situation. It allows you to combat the current predicament.

Does mortgage reverse work?

In case of a reverse mortgage, the property owner surrenders the title of the property to a financial entity. The
financial entity doesn’t pay the entire amount to the owner upfront. On the contrary it pays out a regular sum each
month for the agreed time. The owner gets to stay in the property along with spouse for their lifetime. Thus the
owner can ensure a regular cash flow in times of need and enjoy the benefit of staying in the property. After the
owner’s death, the property is transferred to the institution, and not to the heirs. Reverse mortgage is quite
popular in the developed countries like UK to generate cash flow.

The financing institution has to bear the risk of the individual outliving the agreement. At the expiry of the
agreement period, the monthly payments to the owner stop. The monthly payout depends on the value of the
property, the term of the agreement and the rate of the payment. The valuation of the property is to be done by
the professionals. The pay out mechanism –calculation and computation depends on the law of probability. On
the death of the owner, the spouse can continue living on the premises. Only in case both the husband and wife
die during the tenure of the scheme, the institution will sell the property, take its share and distribute the rest
among the heirs. There would be a need to align these arrangements with the existing inheritance laws of the
country.

However, the inheritance laws differ from country to country. It is vital to the borrower to understand the intricacies
and the legal implication of a reverse mortgage before opting for a reverse mortgage lender.
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