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FOREWORD 

Th is  r e p o r t  on A Home Equ i t y  Conversion Program f o r  Hawaii's Elder1 
Homeowners was prepared i n  response t o  House Resolution No. 19, adoptez 
d u r i n g  t h e  1983 legis lat ive session 

House Resolution No. 19 requested t h e  Of f ice of t h e  Legislat ive 
Reference Bureau t o  conduct  a s tudy  on t h e  poss ib i l i t y  of repl icat ing i n  
Hawaii two types  of home equ i t y  conversion programs c u r r e n t l y  i n  existence. 
In o r d e r  t o  p r o p e r l y  i n fo rm t h e  legis lature on  th i s  subject,  the  scope o f  t h e  
s t u d y  was broadened t o  inc lude discussions o f  o the r  home equ i ty  conversion 
programs i n  operat ion. 

We wish t o  express o u r  sincere appreciat ion t o  t h e  ret i rees who 
responded to o u r  s u r v e y  as well as t o  t h e  fo l lowing indiv iduals f o r  t h e i r  
assistance and guidance: Cul len Hayashida, Ph. D . ,  Senior Research 
Associate, Kuak in i  Medical Center ;  Renji Goto, Di rector ,  Execut ive Of f ice on 
Aging;  Gail Haruk i ,  Legislat ive Researcher, Execut ive Of f ice on Aging; 
Carswel l  Ross, Program Specialist, Execut ive Of f ice on Aging; Ray Higa, 
Proper ty  Valuat ion Analyst ,  C i t y  and County  o f  Honolulu Department o f  
Finance, Real P rope r t y  Assessment D iv~s ion ;  Michael Hennessy, Ph.D., 
Assistant Professor i n  Sociology, Un ive rs i t y  of Hawaii; Bronwyn Bel l ing, 
Associate Director ,  Reverse Annu i t y  Mortgage Program o f  the  San Francisco 
Development Fund;  and  Donna Guillaume, Director ,  Buf fa lo Home Equ i ty  
L i v ing  Plans Program. 

Samuel B .  K.  Chang 
D i rec tor  

February  1984 
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SUMMARY 

Th is  s tudy  on A Home Equ i t y  Conversion Program f o r  Hawaii 's E lder ly  
Homeowners indicates t h a t  home esu i t v  convers ion has t h e  potent ial  t o  assist  
e lder lv  homeowners i n  need of addit ibnai income bv al lowins homeowners t o  
draw hpon t h e i r  home equ i ty  whi le cont inu ing  t o  res ibe in  t h e i r  homes 

Th is  repo r t  sets f o r t h  t h e  var ious home equ i t y  conversion models and 
d i f f e ren t  programs c u r r e n t l y  in  operat ion.  T h e  repo r t  aiso covers t h e  
populat ion tha t  home equ i t y  conversion m igh t  benef i t  and t h e  populat ion t h a t  
expressed in terest  i n  two proposed programs, as well as government  actions 
tha t  may encourage w ider  use o f  home equ i t y  conversion and issues invo lved 
i n  a state-sponsored program. 

T h e  repo r t  concludes t h a t  much education must  occur  before i t  can be  
determined whether  t he re  is a need o r  demand f o r  a state-sponsored home 
equ i ty  conversion program i n  Hawaii. I n  t h e  in ter im,  it is recommended t h a t  
t h e  p r i va te  sector be  encouraged t o  o f f e r  home equ i ty  conversion 
opportuni t ies and tha t  a long- term means o f  f inanc ing  be explored.  



Chapter  1 

INTRODUCTION 

T h e  "g rey ing  o f  America" has been a focus of nat ional at tent ion i n  
recent  years and r i g h t l y  so, as  dramatic demographic changes tak ing  place 
wi l l  have pro found effects on all aspects o f  o u r  social, economic, and pol i t ical  
l ives. 

T h e  population over  65 years o f  age i n  1960 comprised 9.2 p e r  cent of 
t h e  tota l  U.S. populat ion. B y  1981, t h i s  f i g u r e  had r isen t o  11.4 p e r  cent  o f  
t h e  tota l  population, and it is expected t o  reach 13.1 p e r  cent  b y  t h e  year  
2000. ' 

Hawaii, w i t h  t h e  nat ion's h ighest  l i fe  expectancy, ranked t h i r d  among 
the  states i n  terms o f  e lder ly  populat ion g rowth  between 1970 and 1980.' 
Hawaii's over  65 populat ion i n  1980 o f  76,150 persons comprised on ly  7 .9  p e r  
cent o f  t h e  population b u t  these f i gu res  are  expected t o  increase t o  142,000 
and 11.6 per  cent  b y  t h e  year  2000.' 

T h e  rate of g rowth  i n  t h e  e lder ly  populat ion holds f r i g h t e n i n g  prospects 
f o r  government expendi tures f o r  e lder ly  related programs.  I n  1978, then 
secretary of t h e  federal  Department o f  Health, Education and Welfare, 
Joseph A .  Califano, J r . ,  noted tha t  his department 's programs would pay o u t  
i n  excess of $94 b i l l ion t o  person's 65 and o lder .  Another  $18 b i l l ion f rom 
programs under  o ther  federal  departments would raise t h e  tota l  tha t  year  t o  
an estimated $112 bi l l ion, o r  f i v e  p e r  cent  of t h e  Gross National Product . '  
With t h e  postwar "baby boom" t u r n i n g  in to  t h e  "senior boom", real spending 
was expected t o  reach $635 b i l l ion around 2025, cons t i tu t ing  more than ten  
p e r  cent of GNP, and more than 40 p e r  cent  of to ta l  federal  outlay^.^ Recent 
budgetary  constra ints  a t  a l l  levels of government have resul ted i n  d ras t ic  
cu ts  in human service programs and t i gh ten ing  of e l ig ib i l i t y  s tandards.  

The  emergence o f  a new concept t ha t  would allow e lder ly  homeowners, 
who comprise t h e  major i ty  of t h e  e lder ly  populat ion, t o  help themselves ra ther  
than r e l y  on government assistance, t h u s  is indeed t imely. Un t i l  recent ly ,  a 
homeowner's only  way o f  benef i t t ing  f rom home equ i t y  was b y  sel l ing t h e  home 
and moving. Home equ i t y  conversion inst ruments allow a homeowner t o  use 
some o r  all o f  t h e  stored home equ i ty  t o  enjoy a be t te r  s tandard o f  l i v i n g  
wi thout  re l inquishing residency i n  t h e  home. 

The  potent ial  impact o f  home equ i ty  conversion on a national scale 
becomes s t r i k i ng l y  apparent  w i t h  s tat is t ics showing t h a t  82 p e r  cent  of e lder ly  
household heads over  65 years o ld owned t h e i r  homes i n  1976.6 Of these 
e lder ly  homeowners, 84 p e r  cent  did not  have a mortgage. '  I n  dol lar  terms, 
t h e  amount of e lder ly -he ld  home equ i t y  has been estimated a t  over  5500 
b i l l ion . '  What i s  un for tunate  about t h e  s i tuat ion o f  some e lder ly  homeowners 
is t h a t  al though they  may hold a s igni f icant  amount o f  home equi ty ,  t hey  also 
have incomes below national p o v e r t y  levels. 

These facts have led t o  t h e  development o f  t h e  home equ i ty  conversion 
concept i n  recent years.  While almost unheard o f  i n  Hawaii, t h e  concept f i r s t  
in t roduced i n  t h e  ear ly  1960s has aroused much at tent ion nationwide, Since 
1979 when a major canference on home equ i ty  convers ion was held i n  
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Wisconsin,  i n t e r e s t e d  i n d i v i d u a l s ,  scho la rs ,  a n d  agencies h a v e  c r e a t e d  a  
n e t w o r k  s u p p o r t i n g  t h e  deve lopment  o f  d i f f e r e n t  ideas a n d  home e q u i t y  
c o n v e r s i o n  i n s t r u m e n t s .  A na t iona l  c l e a r i n g h o u s e  is  c o o r d i n a t i n g  r e s e a r c h  
a n d  deve lopment  e f f o r t s  a n d  d i ssemina t ing  i n f o r m a t i o n  t o  t h e  p u b l i c .  Severa l  
smal l -scale r e s e a r c h  a n d  d e m o n s t r a t i o n  p r o j e c t s  h a v e  been l a u n c h e d  i n  
d i f f e r e n t  areas o f  t h e  c o u n t r y  a n d  a  h a n d f u l  o f  p r i v a t e  l e n d e r s  a n d  i n v e s t o r s  
a r e  o f f e r i n g  commercia l  p r o d u c t s .  

T h e  1981 Wh i te  House C o n f e r e n c e  o n  A g i n g  s u p p o r t e d  t h e  deve lopment  o f  
v o l u n t a r y  home e q u i t y  c o n v e r s i o n  i n s t r u m e n t s  i n  i t s  h o u s i n g  plat fot-m. T h e  
P r e s i d e n t ' s  Commission o n  H o u s i n g ,  i n  i t s  1982 r e p o r t ,  s t a t e d : '  

The Commission endorses  t h e  cse of mechanisms i o  a l l o k  o l d e r  
honeowners t o  conver t  t h e i r  home e o u i t y  inzo i zcone  t i h i l e  r e m s i n i r ~ g  
i n  t lhei r  hcmes and reccmn;el:ds t h a t  t h e  Department o f  Houshlg and 
Urban Development, t h e  Federa l  fiorne Lcau Bank Board, and t h e  
I n t e r n a l  Revenue S e r v i c e  f a c i l i t a t e  and encourage t h e  use o f  such 
mechanisms. 

Home e q u i t y  c o n v e r s i o n  may  ass is t  t h e  g r o w i n g  e l d e r l y  p o p u l a t i o n  i n  
c o p i n g  w i t h  t h e  r i s i n g  c o s t  o f  l i v i n g  as we l l  as t h e  i n c r e a s i n g  c o s t  o f  
m a i n t a i n i n g  t h e i r  homes. A t  t h e  same t ime, e q u i t y  c o n v e r s i o n  can p r o v i d e  a  
means o f  c o p i n g  w i t h  s k y r o c k e t i n g  h e a l t h  c a r e  costs ,  p e r h a p s  one  o f  t h e  
ma jo r  w o r r i e s  o f  t h e  a g i n g .  Cash r e c e i v e d  f r o m  home e q u i t y  c o n v e r s i o n  may 
b e  used t o  p a y  f o r  medical  c a r e  as wel l  as  f o r  p e r i o d i c  h e a l t h  a n d  social 
se rv i ces  r e c e i v e d  i n  t h e  home. Such  s e r v i c e s  a r e  o f t e n  essent ia l  t o  a g i n g  
per-sons i n  m a i n t a i n i n g  i n d e p e n d e n t  househo lds  a n d  t h e i r  sense o f  d i g n i t y .  

Home e q u i t y  c o n v e r s i o n  is  n o t  f o r  e v e r y  e l d e r l y  homeowner.  S e l l i n g  t h e  
home and  u s i n g  t h e  p roceeds  t o  p u r c h a s e  a  u n i t  i n  a  l i f e  c a r e  f a c i l i t y  o r  
i n v e s t i n g  t h e  proceeds t o  g e n e r a t e  income f o r  l i v i n g  expenses w i l l  c o n t i n u e  t o  
b e  v iab le  o p t i o n s  f o r  m a n y  e l d e r l y  homeowners .  Many  e i d e r l y  homeowners,  
however ,  w i l l  choose t o  remain  i n  fami l i a r  s u r r o u n d i n g s .  M a n y  homeowners 
w h o  cou ld  u s e  add i t i ona l  cash for more  c o m f o r t a b l e  l i v i n g  w i l l  p r e f e r  t o  s c r i m p  
o n  themselves i n  o r d e r  t o  leave t h e i r  es ta tes  i n t a c t  f o r  t h e i r  h e i r s .  What 
e q u i t y  c o n v e r s i o n  p r o v i d e s  is  a  cho ice n o t  p r e v i o u s l y  ava i lab le .  Home e q u i t y  
convers ion ,  h o w e v e r ,  is  n o t  w i t h o u t  i t s  r i s k s  a n d  p rob lems .  Lega l  obstac les  
t h a t  p r e v e n t  more  e f f e c t i v e  use  o f  c e r t a i n  i n s t r u m e n t s  remain  a n d  r i s k s  f o r  
b o t h  t h e  e l d e r l y  homeowner a n d  t h e  l e n d e r  o r  i n v e s t o r  e x i s t .  T h e  lega l  
obstac ies  a n d  r i s k s  a r e  b e i n g  minimized,  however ,  as awareness o f  t h e  
concep t  d e v e l o p s .  

House Reso lu t ion N o .  19, a t t a c h e d  as A p p e n d i x  A ,  was adop ted  b y  t h e  
Hawai i  House o f  R e p r e s e n t a t i v e s  d u r i n g  t h e  1983 leg is la t i ve  session.  T h e  
reso i t i t i on  r e q u e s t e d  t h e  O f f i c e  o f  t h e  L e g i s l a t i b e  Reference B u r e a u  t o  c o n d u c t  
a  s t u d y  o f  " t h e  f e a s i b i l i t y  o f  a l l ow ing  e l d e r l y  p e r s o n s  w i t h  low incomes t o  use  
t h e i r  e q u i t y  i n  t h e i r  homes t o  o b t a i n  h e a l t h  a n d  social se rv i ces ,  f i n a n c i a l  
payments ,  or- b o t h ,  f r o m  t h e  S ta te " .  H . R .  N o .  19 d e s c r i b e d  t w o  home e q u i t y  
convers ion  p r o g r a m s  c u r r e n t l y  o p e r a t i n g  i n  B u f f a l o ,  hjew Y o r k ,  a n d  Musash ino  
C i t y ,  Japan, as t h e  bas is  for- t h e  B u r e a u ' s  s t u d y .  O t h e r  home e q u i t y  
convers ion  p r o g r a m  models a r e  o f  equa l  i n t e r e s t ,  however ,  a n d  i n  o r d e r  t o  
p rope t - i y  i n f o r m  t h e  l e g i s l a t u r e  t h e  scope o f  t h i s  s t u d y  has been  e x p a n d e d  t o  
d i scuss  t h e s e  o t h e r  models.  A i t h a u g h  d e f e r r e d  payment  loan p r o s r a m s  f o r  
p a y m e n t  o f  p r o p e r t y  t axes  a r e  often drscussed a s  a rna!or fo rm of home e q u i t y  



INTRODUCTION 

conversion, t hey  wi l l  not  be  discussed i n  t h i s  repo r t  because t h e  counties are 
c u r r e n t l y  s t u d y i n g  t h i s  issue. 

Chapter  2 discusses basic home equ i t y  conversion models. Th is  is 
fol lowed b y  chapter  3's descr ipt ion o f  d i f f e ren t  programs and chapter  4's 
ou t l ine  o f  government  actions tha t  would allow wider  use o f  home equ i ty  
convers ion.  Chapter  5 prov ides  numerical indicat ions o f  potent ial  benef i ts 
f rom home equ i t y  convers ion nat ional ly and i n  Hawaii whi le chapter  6 narrows 
t h e  po tent ia l l y  e l ig ib le populat ion i n  Hawaii t o  t h e  populat ion w i t h  a n  in terest  
i n  e q u i t y  conversion. Chapter  7 discusses adminis t rat ive and f inancial  issues 
i n  a home e q u i t y  convers ion program whi le  chapter  8 presents f ind ings  and 
recommendations f o r  a home equ i t y  conversion program i n  Hawaii. 



Chapter  2 

HOME EQUITY CONVERSION MODELS 

House Resolution No. 19 descr ibed t w o  home equ i t y  convers ion programs 
c u r r e n t l y  i n  operat ion and requested a s t u d y  of t h e  feasib i l i ty  o f  adopt ing a 
simi lar p rogram in Hawaii. Pre l iminary research f o r  t h i s  s t u d y  revealed tha t  
many o the r  home equ i ty  convers ion programs besides t h e  Buf fa lo  HELP 
program and  t h e  Musashino program ex is t  and t h a t  o the r  p rogram s t ruc tures  
might  be  more workable o r  a t t rac t i ve  i n  Hawaii. Thus,  t h e  s t u d y  discusses 
as wide a range o f  available a l ternat ives as possible. 

Before descr ib ing  t h e  var ious pub l ic  and p r i va te  home equ i t y  conversion 
mechanisms c u r r e n t l y  in use, general models of loan, sale, and insurance 
plans w i l l  be  discussed i n  o r d e r  t o  p rov ide  an unders tand ing  o f  basic 
prov is ions o f  t h e  d i f f e ren t  programs and  w h y  some are  more workable than 
o thers . '  Table 1 compares t h e  d i f f e r e n t  mechanisms and  t h e i r  respect ive 
advantages and disadvantages. 

D i f f e ren t  w r i t e rs  have used t h e  terms " reverse  mortgage", " reverse 
annu i ty  mortgage", and "RAM" as gener ic  terms f o r  t h e  same inst rument  and 
as d is t inc t  inst ruments.  Since "annu i ty "  refers t o  any  series o f  payments 
made o r  received a t  regu lar  in tervals ,  an  annu i ty  could be  pa id  b y  insurance 
companies o r  b y  ins t i tu t iona l  lenders such as banks and  savings and loan 
ins t i tu t ions .  To  p reven t  misunderstanding,  t h i s  r e p o r t  w i l l  speci fy  when an 
annu i t y  is purchased f rom an insurance company and  w i l l  use t h e  term 
reverse mortgage when a lender on ly  is involved i n  t h e  t ransac t ion .  

Loan Plans 

Loans allow t h e  homeowner t o  d raw on t h e  homeowner's equ i t y  t h rough  a 
loan collateralized b y  t h e  home equ i t y .  Loans considered i n  t h i s  s tudy  do  not 
inc lude t h e  home equ i t y  loans o r  l ines-o f -c red i t  c u r r e n t l y  be ing  o f fe red  b y  
commercial banks, savings and  loan associations, and  brokerage f i rms.  That  
t y p e  of home equ i ty  ins t rument  does not  address t h e  needs o f  low-income 
e lder ly  homeowners because t h e  loans are  amortized ove r  a re lat ive ly  shor t  
per iod  and  requ i re  month iy  repayments o f  p r inc ipa l  o r  in terest ,  o r  both, f rom 
t h e  owner. Rather  t han  l iqu ida t ing  t h e  home equ i ty ,  these loans fo rce  t h e  
homeowner t o  b u y  back t h e  homeowner's equ i t y  i n  t h e  home whi le the  
homeowner is s t i l l  al ive.' 

T h e  f i x e d  d e b t  loan model, designed well before t h e  soaring in terest  
rates experienced i n  t h e  1980s, was based on a homeowner making an 
in terest-only ,  nonamortized loan w i t h  a lender and  then us ing  t h e  one-time 
lump sum disbursement t o  purchase an annu i t y  f rom an insurance company. 
T h e  bor rower  would pay  c u r r e n t  month ly  in te res t  on  t h e  loan whi le receiv ing 
annu i t y  payments f rom t h e  insurance company f o r  t h e  remainder o f  t h e  
bor rower 's  l i fetime. The  bor rower 's  debt ,  f i x e d  a t  t h e  outset  o f  t h e  loan, 
would be  repaid upon t h e  bor rower 's  death o r  p r i o r  sale o f  t h e  p r o p e r t y .  
Upon t h e  homeowner's death t h e  homeowner's estate would be  responsible f o r  
t h e  tota l  loan amount. T h e  annu i t y  was in tended t o  ensure a f low of l i fetime 
income t o  t h e  homeowner, t h u s  reduc ing  t h e  r i s k  o f  t h e  homeowner ou t l i v i ng  
t h e  loan te rm and  exper iencing terminat ion o f  t h e  income stream. The  



T a b l e  1 

HOME EQUITY CONVERSION MODELS 

Advantdqes Disadvantdqes 

FIXED DEBT LOAU 

t iaeomer makes interest-only loan and Haeomer r e t a i N  anersh ip  of Property A~nu i t i es  tha t  can be paid are very 
uses the 1- sun to  purchase an while receiving w n t h l y  p a w n t r  for  w ~ l l  and no posi t ive net annuity i s  
annuity fmm an insurance c-ny l i f e  possible for sane hameowners because 

annuity rater are always well belor 
t iaeomer receives annuity payaents Plan i s  easi ly u n d e r s w  as tk loan mortgage interest  rates 
for  l i f e  anount stays f ixed for i t s  ent i re  tern 

Haeoroer continues ta be responsible 
Haeomer Pays current i n te re r t  on the H-mer benefits fm an appreciation for payaent o f  property taxes, maintenance 
loan and deducts interest  fm. taxable i n  property value costs, f i r e  and casualty insurance 
f ncme 
or 
Insurance capany deducts interest  
fron the gmrs annuity, remits 
interest  tn the lender, and remits the 
net annuity t o  the kxwmer 

Loan can be renegotiated with an 
appreciation i n  property value 

Loan principal i s  repaid upon the 
hawuner 's  death or sale o f  the 
property 

RISING OEBT LOAN 

Lender makes Periodic oaments t o  the 
hweowner, v i t h  each ahvbnce being a 
loan and generating r i s i ng  indebted- 
ness over time 

Accumulated indebtedness i s  repaid 
upon sale of the property, the home. 
owner's aeath, when the loan-to- 
value ra t i o  reacher a specif ied 
level ,  or on a specified date 

Loan can be renegotiated v i t h  an 
appreciation i n  property value 

For the lender: 

Insurance colapany assumes th r i s k  f o r  
the honwrner l i v i n g  "too long* 

Lender receives i n te re r t  incme through- 
out the l i f e  of the loan 

Haneowner way becae i ne l i g i b l e  for 
gove rmn t  benef i t  programs if annuity 
payaents are treated as incane 

Upon homeowner's death, estate i s  respon- 
s ib le  for  repayment of the total  loan 
amunt 

Honwuner retains a e r s h i p  of property Haeaner  continues to be responsible 
while receiving aanthly payrents for  a for P a m n t  of Property taxes, maintenance 
tern  costs, f i r e  and casualty insurance 

Haneowner benefits frm an appreciation Hcwomer's tenure i n  the home i s  not 
i n  ~ r o p e r t v  value quaranteed and the homeowner may have to  

i e l l  the home to  repay the loan 
P.maomei i s  protec&d against losing a 
m i o r  Part of eauitv should earlv death 
oc& as lender's recovery i s  l i k i t e d  tn 
the accunulated debt 

t iaeomer i s  protected against loss of 
benefits frm gove rmn t  programs i f  the 
loan advance i s  emended within the 
quarter received bbcause the payment i s  
i n  the form a loan advance 

RISING OEBT LOAN WITH 
DEFERRED ANNUITY 

Lender nates periodic pa-nts t o  the 
haeomer, wi th each advance being a 
loan and generating r i s i ng  indebted- 
ness Over time 

The loon i s  canDined v i t h  the purchase 
of a deferred abnuity. The ffirtgage 
debt i s  allowed to r i se  t o  a specified 
level  a t  which point the annuity fnxn 
the insurance conpany w u l d  pay the 
loan interest  ooly or the loan 
interest  and a nonthly papent to the 
h a e a n e r  

Hcwomei retains one r rh ip  o f  pmperty Hmomer  continues to  be responsible 
while receiving nonthly payaents for  a for  payaent of property taxes, maintenance 
tern or l i f e  costs, f i r e  and casualty insorance 

HaneDmr benefits frman appreciation 
i n  property value 

H-wcr i s  Aare l i k e l y  ti, receive 

den o n  the transaction &the annuity 
partion i s  pushed in to  tne future 

Accumulated indebtedness i s  repaid Haneo*ner i s  protected against loss o f  
upon sale o f  the property, tne h m -  benefits fron: gouerreent programs i f  
owner's deatli, vhen the losn-to- the loan advance i s  expended within the 
value ra t i o  reaches a specified quarter received because the p a m n t  is 
l w e l .  01. on a specified date i n  the form of a loar: advance 

Loan can be renegotiated w i t h  an For the lender: 
appreciation i n  Pmperty value 

Insurmce c m p n y  a s s m s  the r i s k  f o r  
the hmeomer l i v i n g  "too long" 



Advantages 

SALE-LEASEBACK (terms vary greatly) 

tioneowner sells home to an investor but Haneowner 1s freed f r m  paynent of Honiwwner does not benefit frrm apprecia- 
has the right to a lifetime or long propetty taxes, naintenance costs, fire tion in property value 
term lease and casualty insurance 

Hrmeouner nay b e c m  ineligible to 
Investor makes a small dawnpayment and In case of hameowner's death installment receive govermnt benefits as mnthly 
purchases the hane in installments payments go to homeowner's estate payments would be treated as income 

Homeowner relinquishes actual ownership 
of Property and becomes a renter 

Investor may claim deductions on taxable 
income for depreciation {method is Contracts are very crmpler 
unclear), maintenance costs, fire and 
casuaity insurance, and property taxes Re u i r m n t s  to claim the hmouner's 

ll?5.000 caoitai oainr exciurion are . .. 
Investor beoefltr from amreciatlon in unclear . . 
property valve 

Inve~tor recelves rental income from a 
good tenant 

S P L I T  EQUITY (terns vary greatly] 

Haeomer sells residual interest in Howowner is guaranteed lifetime tenure Honeowner does not benefit from apprecia- 
home to an investor while retaining a in the home tion in property value 
right to lifetime occupancy 

Estate does not benefit in case of 
haearner's early death 

Re uirements to ciaim the homeowner's 
$l?5,000 capital gains excliirion are 
unclear 

Hmowner may becane ineligible to 
receive government benefits as montnly 
payments would be treated as incame 

Sources: Cmmpiled from diecussions i n  Ken scholan a d  Yung-Plng Chm (eda.) .  Unlockiry .?me E q u i f ~  fo r  the Elderiy (Cambridge, 
msa.; grl l ingcr Publi*hiog Cowany, 19801, pp. 82-88. 

Jack Guttenrag, "Revere. ~nnuiiy mrtgnges: 5 3 3  S 6 Is Can write Them", reprinted in  A i t a m t i v e  Mortgage 1 n ~ t m e n : i  
Research Study, Vol. 1x1 (w~nhingtoo: Pederal Home b a n  grn* Bard,  1977), pp. FIIII-2-FIIII-8. 

Jack Guirenrrg, "Creating Neu Finnneial Insfrumcot. for che &ed", The k i i e t i n .  Bullatio 1975-5 (Nnr York: New York 

Univcreiry Graduate School of Buslo-. Mmlniarrarion). p.  30. 



HOME E Q U I T Y  C O N V E R S I O N  M O D E L S  

problem w i t h  t h e  f i x e d  debt  loan i n  pract ice was tha t  t h e  d i f ference between 
t h e  mortgage in te res t  ra te  paid and  t h e  annu i t y  ra te  received resul ted i n  
v e r y  small annui t ies o r  usable income a f te r  deduct ions were made f o r  month ly  
in te res t  payments. I n  effect,  t h e  homeowner would be inves t ing  a t  a lower 
ra te  than t h e  ra te  a t  which t h e  homeowner borrowed, a process called 
negat ive arb i t rage.  For  many homeowners, no  posi t ive net  annu i t y  would be  
possible under  a f i x e d  deb t  loan p lan.  

In te res t -on ly  d e b t  loans w i thout  an insurance company annu i t y  have been 
more successful. A homeowner secures a reverse  mortgage f o r  a term, 
receives month ly  payments d i rec t l y  f rom t h e  lender, and pays c u r r e n t  in terest  
on  t h e  loan. T h e  loan must be  s t r u c t u r e d  t o  p reven t  t h e  in te res t  f rom 
consuming greater  and  greater  por t ions o f  t h e  month ly  payment t o  t h e  
bor rower .  

The  r i s i ng  d e b t  loan involves f i x e d  month ly  payments f low ing f rom t h e  
lender t o  t h e  bo r rower  f o r  a scheduled number o f  months w i th  in te res t  on t h e  
payments accumulating w i t h  t h e  pr inc ipa l  t o  be  repa id  a t  t h e  end o f  t h e  loan 
term. Rather  t han  hav ing  a f ixed,  unchanging debt, compound in te res t  o r  
in te res t  on de fe r red  in te res t  charges on t h e  month ly  payments resul ts  i n  a 
r i s i ng  debt .  T h e  accumulated deb t  is repaid upon t h e  bor rower 's  death, sale 
o f  t h e  proper ty ,  when t h e  loan- to-value rat io  has reached a specif ied level, 
o r  on a specif ied date. 

A var iat ion o f  t h e  r i s i n g  deb t  loan is t h e  r i s i ng  debt  loan combined w i th  
a de fer red  annu i t y  purchased f rom an insurance company. The  defer red  
annu i t y  would take  e f fec t  when t h e  mortgage debt  has reached a cer ta in level 
and  would pay  e i t he r  in te res t  payments t o  t h e  lender on l y  o r  in te res t  
payments t o  t h e  lender along w i th  t h e  same month ly  payments t o  t h e  bor rower  
prev ious ly  p rov ided  by t h e  lender.  Since a s ingle premium de fe r red  annu i ty  
costs much less than  a single premium immediate annui ty ,  t h e  problem w i th  
t h e  spread between t h e  mortgage ra te  and t h e  annu i t y  rate would be  much 
less severe. Again, t h e  accumulated indebtedness would be  repaid upon t h e  
bor rower 's  death, sale of t h e  p rope r t y ,  when t h e  loan-to-value ra t io  has 
reached a specif ied level, o r  on  a specif ied date. 

I n  al l  reverse  mortgage loans, t h e  size o f  t h e  month ly  payments t h a t  can 
b e  obtained depends on t h e  p r o p e r t y  value less encumbrances, household 
composition, and t h e  per iod  ove r  which payments t o  t h e  homeowner are  
desired. T h e  loan te rm has a s igni f icant  effect on t h e  in te res t  charged.  
Kaplan, Smith E Associates, Inc. ,  a f inancial  consul t ing f i rm,  notes t h a t  
" . . . t h e  payments f rom a reverse mortgage are  t i e d  t o  a f ina l  loan balance. 
T h e  longer t h e  m a t u r i t y  o f  t h e  loan t h e  longer t h e  per iod  o f  t ime ove r  which 
in te res t  accumulates i n  addit ion t o  t h e  longer t h e  per iod  ove r  which 
disbursements o r  payments are  be ing  made."' Reverse mortgages have been 
extended f o r  terms o f  t h ree  t o  f i f teen years.  Shor te r  loan terms allow la rger  
payments t o  t h e  homeowner and  m igh t  be  desi red i n  cer ta in si tuat ions. A 
loan term o f  t h ree  years might  be  selected b y  a recent ly  widowed woman who 
desires a temporary source o f  income whi le she decides whether  and where t o  
move. A person who is wa i t ing  f o r  pension payments t o  begin o r  one w i t h  a 
s h o r t  l i fe  expectancy because of i l lness also m igh t  choose a sho r t  loan term. 
From t h e  lender 's perspect ive, o f  course, sho r te r  loan terms a r e  no t  as r i s k y  
as longer ones. No mat ter  what t h e  term, however, reverse  mortgages as 
opposed t o  annu i t y  plans o r  sale plans p rov ide  homeowners w i t h  t h e  opt ion o f  
prepayment.  A person decid ing t o  move t o  another  home o r  another state 



HOME E Q U I T Y  C O N V E R S I O N  PROGRAM 

a f t e r  e n t e r i n g  i n t o  a  r e v e r s e  m o r t g a g e  can  eas i l y  se l l  t h e  home, r e p a y  t h e  
r e v e r s e  mor tgage  deb t ,  a n d  move. I t  i s  m u c h  m o r e  d i f f i c u l t  t o  w i t h d r a w  f r o m  
a n  a n n u i t y  o r  sale agreement .  

Maximum loan amounts i n  r e v e r s e  mor tgages  a r e  u s u a l l y  l im i ted  t o  70 t o  
80 p e r  c e n t  o f  t h e  appra ised  v a l u e  o f  t h e  p r o p e r t y .  F o r  example, a  
homeowner whose m o r t g a g e  has been p a i d  o f f  a n d  whose home has an  
a p p r a i s e d  v a l u e  o f  $100,000 w o u l d  b e  ab le  t o  o b t a i n  a  r e v e r s e  m o r t g a g e  f o r  a  
maximum o f  $70,000 o r  $80,000, i n c l u d i n g  b o t h  p r i n c i p a l  a n d  i n t e r e s t .  T h e  
b o r r o w e r  t h u s  re ta ins  e q u i t y  a t  t h e  m a r g i n  w h i c h  is  t h e  b o r r o w e r ' s  t o  
b e q u e a t h  a n d  w h i c h  w i l l  i nc rease  as t h e  p r o p e r t y  apprec ia tes .  

A s i g n i f i c a n t  component  o f  loan p l a n s  is  t h e  t remendous  impact  t h a t  
i n t e r e s t  c h a r g e s  h a v e  i n  dec reas ing  t h e  home e q u i t y  a c t u a l l y  d i s b u r s e d  t o  t h e  
e l d e r l y  homeowner.  James A .  Graaskamp notes t h a t  i n  a  15 -year  loan a t  10 
p e r  c e n t  compound in te res t ,  a  homeowner m i g h t  r e c e i v e  o n l y  43 p e r  c e n t  o f  
t o t a l  home e q u i t y  w h i l e  57 p e r  c e n t  o f  t h e  e q u i t y  w o u l d  go  t o  t h e  l e n d e r  as 
compound i n t e r e s t . '  T h e  compound ing  o f  i n t e r e s t  or c h a r g i n g  o f  i n t e r e s t  o n  
i n t e r e s t  remains a  c o n d i t i o n  i n h e r e n t  i n  r e v e r s e  mor tgages;  however ,  i n t e r e s t  
consumed i n  a  t e n - y e a r  r e v e r s e  m o r t g a g e  i s  o n l y  abou t  t w o - f i f t h s  t h a t  
c h a r g e d  i n  t h e  f i r s t  t e n  y e a r s  o f  a  3 0 - y e a r  conven t iona l  m o r t g a g e . =  

Reverse  mor tgages h a v e  been des igned  w i t h  v a r i a b l e  i n t e r e s t  ra tes  w h i c h  
move up o r  down w i t h  f l u c t u a t i o n s  i n  m a r k e t  i n t e r e s t  r a t e s  a n d  w i t h  
renego t iab le  te rms  w h i c h  v a r y  a c c o r d i n g  t o  p r o p e r t y  apprec ia t ion  a n d  changes 
i n  i n t e r e s t  ra tes .  Whi le v a r i a b l e  a n d  renego t iab le  r a t e s  a r e  more  des i rab le  
t h a n  f i x e d  ra tes  t o  t h e  lender ,  s u c h  loans h a v e  n o t  rece ived  w idespread  
consumer  acceptance. I n  t h e  spec ia l  case o f  v a r i a b l e  r a t e  r e v e r s e  mor tgage  
loans, Kaplan,  Smi th  & Associates,  I n c . ,  notes t h a t : 6  

. . .  a change i n  t h e  mortgage i n t e r e s t  r a t e  (over a reasonab le  range)  
has a cons iderab ly  mi lder  e f f e c t  on monthly paynients t o  t h e  s e n i o ~  
t h a n  does a change i n  m a t u r i t y  o r  i n i t i a l  d i sbursement .  

T h e  i n t e r e s t  r a t e  m i g h t  b e  lower  t h a n  t h e  m a r k e t  r a t e  if t h e  l e n d e r  approves  
a  s h a r e d  apprec ia t ion  r e v e r s e  mor tgage .  I n  r e t u r n  f o r  a  lower  i n t e r e s t  ra te ,  
t h e  b o r r o w e r  agrees t o  r e p a y  t h e  loan amount  p l u s  a  spec i f i ed  percen tage  o f  
t h e  apprec ia t ion  i n  p r o p e r t y  v a l u e  t h a t  o c c u r s  o v e r  t h e  loan t e r m .  

Reverse  mor tgages may also d i f f e r  by t h e i r  methods o f  d i sbursement .  
Some mor tgages  p r o v i d e  f o r  g r a d u a t e d  increases in payments  t o  t h e  b o r r o w e r  
t o  a d j u s t  f o r  increases i n  t h e  cos t  o f  l i v i n g .  Some r e v e r s e  mor tgages  al low a 
b o r r o w e r  t o  rece ive an  i n i t i a l  l u m p  sum d i s b u r s e m e n t  t o  p a y  o f f  a  remain ing 
m o r t g a g e  balance, make home r e p a i r s ,  o r  p u r c h a s e  a n  a n n u i t y  p o l i c y  f r o m  an  
i n s u r a n c e  company.  Whi le t h e  p u r p o s e  b e h i n d  i n i t i a l  d i s b u r s e m e n t  r e v e r s e  
mor tgages  seems e n t i r e l y  reasonable,  Kaplan,  Smi th  & Associates, Inc . ,  
exp la ins  how in i t i a l  l u m p  sum d i s b u r s e m e n t s  a f f e c t  r e v e r s e  mor tgages : '  

. . .  t h e  disbursement RAY has  a much h i g h e r  Ioan b a l a n c e  from s t a r t  t o  
f i n i s l i .  In a c e r t a i n  s e n s e ,  a b i t  more is a i  r i s k  f o r  t h e  
l ender  . . . .  From t h e  b o r r v d e r ' s  p e r s p e c t i v e ,  . . .  monthly paymenzs 
rece ived  a r e  ncch iower w i t h  t h e  disbursement  R A 3 ,  and [ t o t a l ]  
i n t e r e s ~  charges  a r e  ncch h i g h e r .  
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F u r t h e r :  

. . .  if there are ob l i ga t i ons  t h a t  must be taken care o f  a t  t h e  t i m e  
t h e  RA?l i s  be ing  considered, i t  may w e l l  be ~ i s e  t o  consider other  
ways o f  f inanc ing  t h e m  [because t h e  i n i t i a l  disbdrsement op t i on ]  
w i l l  be an expensive dec is ion  in  terms o f  f u t u r e  income foregone. 

Final ly,  repayment o f  reverse mortgage loans may b e  ove r  an extended 
per iod  o r  lump sum repayment may b e  requ i red .  Unless t h e  bor rower 's  ch i ld  
is w i l l i ng  t o  assume repayment responsib i l i ty  the  bo r rower  may be unable t o  
meet month ly  repayment requirements as t h e  bor rower 's  income probab ly  would 
not  have increased since making t h e  loan. Lump sum repayment usual ly 
requ i res  sale of t h e  home. 

Lender Concerns 

Lenders have many reservat ions about  o f fe r i ng  reverse  mortgages. 
Perhaps a lender 's main consideration is t h a t  t h e  capital  w i l l  be  t i ed  u p  
d u r i n g  t h e  loan te rm.  I n  f i xed  deb t  loans, t h e  lender receives c u r r e n t  
in terest  payments and  t y i n g  u p  capital  is not  as great  a concern. I n  r i s i ng  
debt  loans where t h e  lender has agreed t o  defer  repayment of p r inc ipa l  and 
in te res t  until some po in t  i n  t h e  f u t u r e ,  t h e  lender is a t  a greater  
disadvantage. T h e  lender has extended funds  t o  t h e  homeowner probab ly  at 
a f i x e d  in te res t  rate whi le t h e  lender may have t o  pay  a substant ia l ly  h igher  
in te res t  ra te  f o r  t h e  funds  requ i red  t o  p rov ide  t h e  payments t o  t h e  
homeowner. Var iable rate o r  renegotiable reverse mortgage loans would 
mit igate t h i s  lender concern a l though t h e  loans are more d i f f i c u l t  t o  market t o  
t h e  t a r g e t  populat ion. 

Another  concern of lenders w i t h  loan plans is t h e  poss ib i l i t y  of t h e  
homeowner ou t l i v i ng  t h e  loan term and be ing  forced t o  sell t h e  home i n  o rde r  
t o  repay t h e  loan. While i t  can be argued tha t  t h e  i n ten t  o f  a reverse 
mortgage loan is n o t t o  ensure l i iet ime occupancy o f  t h e  homeowner's 
accustomed home, b u t  ra ther  t o  allow t h e  homeowner t o  remain i n  t h e  home 
f o r  a longer  per iod  than might  otherwise b e  possible, few lenders re l ish t h e  
though t  o f  p u t t i n g  an e lder ly  homeowner o u t  on t h e  s t ree t  when t h e  loan term 
is up .  Con t ra ry  t o  t h i s  popular  lender  bel ief ,  however, a re  repor ts  f rom a 
p r i v a t e  reverse mortgage program and a pub l i c  p r o p e r t y  t ax  de fer ra l  program 
tha t  more persons sold t h e i r  homes t o  repay t h e i r  loans than  had been 
expected. 

Another  concern is repayment i n  cases where t h e  bor rower  dies. The  
loan repayment would be  delayed u n t i l  sett lement o f  t h e  estate which of ten 
takes two years o r  more. 

Another  lender concern is p r o p e r t y  r i s k .  Proper ty  r i s k  is t h e  r i s k  tha t  
t h e  p r o p e r t y  secur ing repayment of t h e  reverse  mortgage w i l l  depreciate i n  
value b y  t h e  end o f  t h e  loan term. Should depreciat ion occur ,  t h e  homeowner 
may b e  unable t o  repay t h e  f u l l  amount o f  t h e  loan. I n  Hawaii where real 
estate values have t radi t ional ly  appreciated at a rap id  ra te  t h i s  might  not  
seem t o  b e  a problem. Nevertheless, in te rv iews w i th  off ic ials o f  lending 
ins t i tu t ions  revealed tha t  t h i s  is indeed a concern."  Moreover, evidence 
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indicates t h a t  d u r i n g  t h e  recent  recession, sales pr ices o f  bo th  new and 
ex i s t i ng  s ingle- fami ly  un i ts  dropped s l i gh t l y .  " 

Two f inancia l  analysts p r e d i c t  h i g h e r  serv ic ing  costs f o r  reverse 
mortgages than  f o r  s tandard  mortgages because reverse mortgages would 
requ i re  closer moni tor ing and s i te  inspect ions as well as addit ional expenses 
f o r  t ransmi t t i ng  month ly  disbursements. Moreover,  serv ic ing  costs would be  
borne by t h e  lender u n t i l  t h e  loan is paid o f f .  l 2  

Sale Plans 

Two t ypes  o f  sale plans discussed i n  t h e  l i t e ra tu re  are  t h e  sale-leaseback 
and  a sp l i t  equ i t y  arrangement.  Un l ike  loan plans which invo lve  a par t ia l  
conversion o f  equ i t y ,  sale plans invo lve  a complete convers ion of equ i t y .  
Noncommercial sale-leasebacks have occu r red  i n  t h e  Un i ted  States where 
ch i ld ren  purchase t h e  home f rom t h e i r  pa ren ts . "  Sale-leasebacks are der ived 
f rom a wel l-establ ished French ins t rument  called ren te  v iage r . "  I n  a sale- 
leaseback, a homeowner sells t h e  home t o  a n  inves tor  who may be  an 
ind iv idua l ,  a l imited par tnersh ip ,  o r  an ins t i tu t iona l  inves tor  and leases back 
t h e  home as a tenant .  Complicated contracts a re  requ i red  t o  cover  t h e  
responsib i l i ty  f o r  p r o p e r t y  taxes and  repai rs ,  ren ta l  fees, purchase terms, 
and si tuat ions in which t h e  homeowner-turned-tenant moves o u t  o f  t h e  home 
o r  su f fe rs  physical  o r  mental deter iorat ion.  A wel l-designed ins t rument  can 
ensure  l i fet ime tenu re  i n  t h e  home and  re la t i ve ly  h igh  l i fet ime gross income 
whi le  r i s k  t o  t h e  e lder ly  homeowner is v i r t u a l l y  eliminated." Sp l i t  equ i ty  
arrangements invo lve  a guarantee o f  l i fet ime occupancy o f  t h e  home f o r  a 
senior c i t izen and  t h e  acquisi t ion of t h e  residual equ i ty ,  o r  remainder 
in terest ,  i n  t h e  p r o p e r t y  b y  t h e  inves tor  t h r o u g h  an instal lment sale. 
Whenever t h e  homeowner dies, t h e  en t i re  value o f  t h e  p r o p e r t y  accrues t o  t h e  
inves tor .  As i n  sale-leasebacks, sp l i t  equ i t y  contracts must speci fy  t h e  
responsibi l i t ies of each p a r t y  t o  t h e  t ransact ion.  

Reverse Insurance 

I n  addi t ion t o  loan plans and sale plans, home equ i ty  conversion 
researchers have discussed a mechanism called reverse insurance which is 
used i n  England.  I n  fact,  a l though reverse insurance is discussed much less 
f requen t l y  t han  loan o r  sale plans today, Yung-P ing  Chen's w r i t i ngs  about 
his "housing annu i t y  p lan"  o r  "actuarial  mortgage p lan"  i n  t h e  1960s were the  
f i r s t  discussions o f  home equ i ty  conversion i n  t h e  Un i ted  States. ' '  Reverse 
insurance, un l i ke  t h e  s i tuat ion where proceeds f rom a f i x e d  debt  reverse 
mortgage a r e  used t o  purchase a convent ional annu i ty  f rom an insurance 
company, involves t h e  purchase o f  an annu i t y  f rom an insurance company, 
w i t h  t h e  purchase payment de fer red  u n t i l  t h e  homeowner's death. Reverse 
insurance benef i ts  p rov ided  d u r i n g  the  homeowner's l i fet ime would be  
discounted t o  re f lec t  bo th  t h e  lower value o f  t h e  f u t u r e  payments and the  
uncer ta in ty  o f  when t h e y  w i l l  occu r . "  

Us ing  convent ional l i f e  insurance pr inc ip les,  t h e  insurance company 
incorporates mor ta l i t y  r i s k  in to  t h e  loan process. Payouts t o  those 
homeowners who d ie ear ly  would balance payouts t o  those homeowners who 
l i ve  longer. 
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Al though such a system would prov ide  tax advantages to  insurance 
companies, Yung-P ing Chen notes t h a t  i n  his discussions w i th  insurance 
companies i n  t h e  1960s, t h e  companies were wor r i ed  about p r o p e r t y  
maintenance and foreclosure, and about owning resident ial  p r o p e r t y .  l 8  
Indeed, Gut tentag notes tha t  insurance companies have gradual ly  wi thdrawn 
f rom t h e  resident ial  mortgage market  o v e r  t h e  last  decade. ' '  

The Choice Among Ins t ruments  

No single home equ i ty  conversion inst rument  w i l l  appeal t o  al l  e lder ly  
homeowners as each mechanism involves d i f ferent  benef i ts  and r i sks .  Some 
homeowners w i l l  p r e f e r  a p r i va te  program while others might feel safer i n  a 
pub l ic ly  sponsored program. Some homeowners might  p r e f e r  to  take o u t  a 
loan and i n c u r  deb t  ra the r  than sell t h e  home and re ta in  residency r i gh ts .  
Loans invo lve  t h e  payment o f  closing costs and substant ial  in terest  costs 
which lessen t h e  amount o f  equ i t y  t o  b e  received as cash. With loan plans, 
homeowners also r i s k  ou t l i v i ng  the  loan te rm and hav ing t o  repay possibly the  
ent i re  loan amount. Loans d o  allow the  homeowner t o  benef i t  f rom any 
appreciat ion i n  p r o p e r t y  value and allow the  homeowner t o  reta in a por t ion  of 
equ i t y  t o  bequeath to hei rs .  Sale plans usual ly requ i re  a t rans fe r  o f  t i t l e  
b u t  guarantee residency r i gh ts .  T h e  senior's r i s k  i n  sale plans is t h a t  t he  
investor  wi l l  be  unable t o  maintain t h e  requ i red  level o f  payments t o  the  
e lder ly  person. Insurance company annuit ies may p rov ide  l i fetime income, b u t  
t h e  premium may b e  too cost ly re lat ive t o  the  expected benefi ts.  Many 
researchers agree t h a t  insurance company annuities usual ly  do not  make sense 
f o r  persons under  75.20 Whatever t h e  home equ i t y  conversion instrument, 
t h e  homeowner must seek adequate counseling and advice and be f u l l y  aware 
o f  t h e  relat ive costs and benefi ts o f  each inst rument  before making a choice. 



Chapter  3 

EXISTING HOME EQUITY CONVERSION PROGRAMS 

T h i s  chapter  discusses ex i s t i ng  home equ i ty  conversion programs 

Bu f fa lo  Home E q u i t y  L i v i n g  Plans (HELP)' 

T h e  Buffalo, New York,  Home Equ i t y  L i v i n g  Plan (HELP) program, 
or ig ina ted  i n  1981, is a pub l i c l y  sponsored sp l i t  equ i t y  program. The  
program's t h r e e  basic object ives are  t o  (1) re l ieve t h e  f inancial  burdens of 
e lder ly  homeowners; (2) p reserve  a specif ic neighborhood i n  Buffalo; and (31 
create a self-sustaining, permanent program. '  A new nonpro f i t  organization, 
HELP, I n c . ,  administers t h e  program which was capital ized b y  $1.3 mil l ion 
f rom Buf fa lo 's  Community Development Block Gran t  (CDBG) funds .  This 
"seed money" was invested i n  Un i ted  States T reasu ry  notes and u n t i l  v e r y  
recent ly  t h e  in te res t  income has been adequate t o  cover  program costs. '  
Program s ta f f  consists of one fu l l - t ime d i rec to r  and a par t - t ime assistant who 
handle pub l i c  relat ions and  outreach and coordinate t h e  services o f  a bank 's  
t r u s t  department,  an appraisal f i rm,  and a p r o p e r t y  management f i rm .  

T o  b e  e l ig ib le t o  par t i c ipa te  i n  t h e  program, an e lder ly  ind iv idua l  o r  
couple must  (1) be  Buf fa lo residents 60 years of age o r  older; (2) own a 
house debt - f ree  o r  w i th  a small mortgage balance; (31 own a house whose 
value is found t o  be  suitable under  pol icy guidel ines; and (4)  have a n  income 
below t h e  Un i ted  States Department o f  Housing and Urban  Development's 
(HUD) low-to-moderate income l imits.  Income l imits i n  1983 were 
approximately $15,000 for an ind iv idua l  and  $17,000 f o r  a couple. A n  e lder ly  
ind iv idua l  o r  couple par t i c ipa t ing  i n  t h e  program is guaranteed a l i fe  estate i n  
t h e  p r o p e r t y  and HELP, Inc. ,  becomes owner of a remainder in terest .  The 
homeowner reta ins actual t i t l e  t o  t h e  p r o p e r t y  u n t i l  the  homeowner's death a t  
which t ime HELP sells t h e  house t o  recoup i t s  investment.  HELP, Inc. ,  
assumes responsib i l i ty  f o r  t h e  payment o f  p r o p e r t y  taxes, insurance, and all 
p r o p e r t y  repai rs  and maintenance. I n  addit ion, t h e  homeowner has a choice 
o f  receiv ing a lump sum cash disbursement o r  small month ly  checks which 
cont inue u n t i l  t h e  homeowner's death. For a couple, t h e  month ly  payments 
cont inue u n t i l  the  death of t h e  last  s u r v i v o r .  The  amount o f  the  
disbursements is based on t h e  value o f  t h e  house and t h e  homeowner's l i fe  
expectancy. Enrollment i n  t h e  program involves no in i t ia l  costs t o  t h e  
homeowner f o r  appraisal o r  closing. Part ic ipants a re  allowed t o  w i thdraw from 
t h e  program f o r  a per iod  of 12 months a f te r  s ign ing  t h e  contract,  repaying 
HELP, Inc. ,  f o r  cash o r  o ther  benef i ts  received. An important  p rov is ion  i n  
t h e  HELP arrangement is t ha t  if t h e  corporat ion f a i l s  t o  de l i ver  t h e  promised 
payments, HELP fo r fe i ts  ai l  i t s  r i g h t  t o  t h e  p rope r t y  and t h e  homeowner 
reta ins payments received as well as t h e  p r o p e r t y .  

As o f  J u l y  1983, t he re  were 34 households in  t h e  program w i th  an 
average p r o p e r t y  value o f  $20,000. B y  t h e  end o f  t h e  program's market ing 
per iod  i n  August  1984, p rogram developers hope t o  have enrol led 50 
households i n  the  program. Part ic ipants have been single women, single men, 
and couples, in tha t  o r d e r .  According t o  t h e  program's d i rec tor  most of t h e  
homeowners have ch i ld ren  but the ch i ld ren  do not want the  home o r  t h e  
homeowners  refer t o  leave t h e i r  ch i l d ren  cash instead of t h e  bu rden  o f  
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se t t l ing  an estate.' One couple has w i thdrawn f rom t h e  program and repaid 
HELP, I n c . ,  f o r  t h e  benef i ts  received. 

Th i s  is one example o f  HELP benef i ts .  A 66-year o ld  woman who entered 
t h e  program i n  August ,  1981, w i th  a $16,000 home, wi l l  receive $624 a year, 
o r  $52 a month, f o r  t h e  remainder of h e r  l i f e . "  

Development o f  an opera t ing  manual t o  assist  o the r  ci t ies i n  repl icat ing 
t h e  HELP model is scheduled f o r  t h e  near  f u t u r e . '  

Musashino Programs 

A d i f f e ren t  t y p e  o f  p rogram w i t h  a home equ i t y  repayment opt ion has 
been i n  operat ion since A p r i l  1981 i n  Musashino Ci ty ,  a s u b u r b  of Tokyo, 
Japan. Th is  program, sponsored b y  t h e  Musashino c i t y  government and 
operated b y  t h e  quasi -publ ic  Musashino Publ ic Welfare Corporat ion, o f fe rs  
comprehensive health and  social services as well as f inancial  assistance t o  
e lder ly  households w i t h  t h e  goal of p reven t i ng  unwanted inst i tu t ional izat ion of 
t h e  e lder ly .  T h e  program as descr ibed i n  H.R.  No. 19 was inappropr iate ly  
character ized as a home equ i t y  conversion program p r o v i d i n g  cash and health 
and social services. A l though t h e  program was designed as a home equ i ty  
conversion program, it is now more accurately descr ibed as a health a n d  
social service program w i t h  a home equ i t y  repayment op t ion .  T h e  program is 
overseen b y  a board  o f  d i rec tors  composed o f  business and pol i t ical  leaders 
and advised b y  a technical adv isory  committee composed o f  d i rec tors  o f  c i t y  
agencies. The  program's  fu l l - t ime s ta f f  consists of a d i rec to r  and assistant 
d i rector ,  t h ree  social workers,  two regis tered nurses, and one home care 
superv isor .  Th i s  s ta f f  coordinates t h e  many f r e e  services t o  e lder ly  persons 
available f rom t h e  c i t y  as well as t h e  services purchased f rom t h e  
corporat ion.  Vo lun teer  housewives assist  t h e  fu l l - t ime s ta f f  i n  p rov id ing  
chore and personal care  services f o r  a minimal wage. 

T h e  program o f fe rs  t h r e e  t ypes  o f  assistance t o  par t i c ipa t ing  households. 
Appendix B-1 shows t h e  types  of services available and t h e i r  costs. Al l  
program par t i c ipants  a re  requ i red  t o  subscr ibe t o  basic health moni tor ing 
services whi le al l  o the r  services a r e  opt ional.  T ra ined  s ta f f  o r  volunteers 
p rov ide  " ind iv idual ized services" wh ich  inc lude meal preparat ion, nu rs ing  
care, personal care, chore, escort, and o the r  miscellaneous services. 
Final ly,  par t i c ipants  may obtain f inancial  assistance which includes a month ly  
income supplement, l a rge r  amounts f o r  non-program-re lated medical expenses, 
and a one-time lump sum f o r  home renovat ion. 

Program par t i c ipants  may pay  fo r  t h e  services they  receive on  a month ly  
cash basis o r  a r range  f o r  a de fer red  payment loan secured by t h e i r  home 
equ i t y .  Those us ing  home equ i t y  a re  l imited t o  us ing  90 p e r  cent  o f  t h e i r  
equ i ty  i n  a s ingle- fami ly  home, b u t  on l y  80 p e r  cent  o f  equ i ty  i n  a 
condominium. Repayment f o r  services w i t h  f i v e  p e r  cent  in te res t  is de fer red  
un t i l  sale o f  t h e  p r o p e r t y  upon t h e  par t i c ipant 's  death, a t  which time family 
members may repay t h e  ou ts tand ing  debt  in o r d e r  t o  reta in t i t l e  t o  t h e  
p r o p e r t y .  Should a par t i c ipant  exhaust  t h e  maximum amount o f  home equ i ty  
available, t h e  pa r t i c i pan t  then must  re l y  upon t h e  services p rov ided  t o  
Japan's populace t h r o u g h  i t s  national heaith care system. 
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While cash payment cl ients i n  t h e  pro jec t  do  not  have t o  meet e l ig ib i l i t y  
requirements, those cl ients u t i l i z i ng  t h e  home e q u i t y  repayment opt ion must 
b e  approximately 65 years old, res ide i n  Musashino C i t y  o r  t h e  v i c in i t y ,  and 
meet a cer ta in s tandard  o f  physical  o r  mental d isab i l i t y .  

T h e  Musashino program c u r r e n t l y  involves 140 persons i n  106 
households; however, serv ice ut i l izat ion data were  available f o r  on ly  t h e  80 
persons i n  58 households as o f  A p r i l  1982. O f  those 58 households, on l y  14 
households o r  rough ly  25 p e r  cen t  o f  p rogram households were us ing  t h e  
home equ i ty  repayment opt ion.  Expend i tu res  f o r  t h e  home equ i t y  repayment 
households are  shown i n  Appendix 8 -2 .  Cash payments t o  these households 
wh ich  may inc lude t h e  maximum $365 a month f o r  l i v i n g  expenses, a $3,200 a 
month maximum f o r  medical expenses, and one-time maximum of  $4,500 f o r  
home renovations, to ta l led $62,975 ove r  t h e  one-year per iod  A p r i l  1981 t o  
March 1982. T h i s  amount can b e  compared w i t h  t h e  $13,919 expended b y  
these same households f o r  services such as meals, chore, personal care, and 
n u r s i n g  services. Ten o f  t h e  14 home equ i t y  repayment households received 
t h e  income supplement on l y  o r  t h e  income supplement i n  addi t ion t o  services. 
T h e  o the r  f o u r  home equ i ty  repayment households d i d  no t  requ i re  f inancial  
assistance b u t  on ly  services. How much t h i s  pa t te rn  w i l l  change w i t h  
chang ing  clientele and w i t h  t h e  c l ien ts '  ag ing  is uncer ta in.  

T h e  program has received d i r e c t  subsidies f rom t h e  c i t y  o f  approximately 
$80,000 annual ly f o r  p rogram opera t ing  costs. T h i s  i s  i n  addi t ion t o  "loan" 
f u n d s  f rom t h e  c i t y  f o r  home e q u i t y  c l ient  expendi tures o f  ove r  $120,000 
annual ly .  The  c i t y  expects t h e  loan funds  t o  be  repaid as home equ i ty  
par t i c ipants  pass away and t h e i r  p roper t ies  are  l iqu idated.  A l though t h e  c i t y  
government  in tends t o  cont inue subsid iz ing t h e  new program f o r  t h e  present ,  
p rogram developers are hoping t h a t  i n  t h e  long r u n ,  unused equ i ty  w i l l  be 
donated t o  a successor foundation t o  t h e  Public Welfare Corporat ion so tha t  
o the r  persons may b e  allowed t o  benef i t  f rom t h e  program. 

Pennsylvania Home Equity 
Living Program3 

T h e  Pennsylvania General Assembly recent ly  establ ished a sp l i t  equ i t y  
p rogram v e r y  simi lar t o  t h e  Buf fa lo  HELP program i n  benef i ts  as well as i n  i t s  
name. Legislation enacted d u r i n g  1983 created a new program t o  be  governed 
by a home equ i t y  board  composed of members o f  t h e  legislature, t h e  secretary 
o f  aglng,  elected local government off ic ials,  and senior c i t izens.  T h e  board  
was authorized t o  en ter  in to  s p l i t  equ i t y  agreements w i t h  par t i c ipa t ing  
homeowners and  p rov ide  f o r  maintenance, f i r e  and extended coverage 
p r o p e r t y  insurance, and a month ly  cash payment t o  t h e  homeowner. The  
homeowner would be  assured a l i f e  estate i n  t h e  home and t h e  board  would 
t a k e  possession o f  t h e  home upon t h e  homeowner's death. Part ic ipat ion was 
l imi ted t o  homeowners (1) 55 years o r  older; (2) w i th  an annual income o f  
$8,200 o r  less; and (3) whose p r o p e r t y  value was $40,000 o r  below. The  
General Assembly appropr iated $10 mil l ion t o  implement t h e  program. 
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T h e  Reverse A n n u i t y  Mortgage Program 
o f  t h e  San Francisco Development F u n d  (RAM)" 

T h e  Reverse A n n u i t y  Mortgage (RAM) program o f  t h e  nonpro f i t  San 
Francisco Development Fund was begun as a two-year p i l o t  pro ject  i n  Marin 
County,  Cal i fornia, i n  1981, w i t h  opera t ing  costs funded b y  t h e  San Francisco 
Foundation, t h e  Ford  Foundation, t h e  James l r v i n e  Foundation, and the 
Federal Home Loan Bank Board .  Four  lend ing  ins t i tu t ions :  Crocker  Bank, 
Bank o f  America, F i r s t  Nat ionwide Savings ( former ly  Cit izens Savings),  and 
Wells Fargo Bank agreed t o  make a number o f  reverse mortgage loans on a 
ro ta t i ng  basis d u r i n g  t h e  p i l o t  per iod .  how expand ing  statewide, the  
program cont inues t o  receive opera t ing  funds  f rom p r i v a t e  foundations. 
Lenders pa r t i c i pa t i ng  i n  t h e  statewide expansion inc lude F i r s t  Nationwide 
Savings, Crocker  Bank, and  Secu r i t y  Pacific Bank.  Un l i ke  t h e  HELP sp l i t -  
equ i t y  arrangement,  RAM o f fe rs  two d i f f e ren t  loan plans and also o f fe rs  a 
sale-leaseback opt ion t h r o u g h  t h e  Foura t t  Corporat ion, a real estate company 
o f f e r i n g  t h e  sale-leaseback independent ly  o f  RAM as well. The  program staff  
o f  f i v e  persons prov ides  f r e e  counsel ing services t o  e l ig ib le appl icants and is 
invo lved i n  developing a nat ionwide t r a i n i n g  program t o  assist  o the r  agencies 
i n  implementing a loan program.  

T o  b e  e l ig ib le t o  par t i c ipa te  i n  t h e  Marin County  loan program, an 
e lder ly  homeowner must (1) be  62 o r  older;  (2) have a maximum annual 
income w i th in  t h e  Uni ted States Department o f  Housing and Urban 
Development's (HUD) moderate-income guidel ines o f  120 p e r  cen t  o f  t h e  median 
income i n  t h e  area which are  c u r r e n t l y  $25,620 f o r  a single person and 
$29,280 f o r  a couple; (3) l i ve  i n  a single-family residence, townhouse, o r  
condominium w i t h  l i t t l e  o r  no  mortgage balance; and (4) have no other  
substant ia l  real p r o p e r t y  o r  assets. T o  be  el igible f o r  t h e  Marin sale- 
leaseback program, t h e  homeowner must (1) be  a single male ove r  65 years 
o l d  o r  a single female o v e r  70 years old; and (2) l i v e  i n  a single-family 
dwe l l ing  w i t h  l i t t l e  o r  no mortgage balance. The  sale-leaseback program has 
no maximum income l imits and  mar r ied  couples may not par t ic ipate.  Examples 
o f  terms and cash payments received under  RAM loan p lans and t h e  RAM 
Foura t t  Plan are  attached as Appendices C-1 and C-2.  

Homeowners choosing loan plans reta in t i t l e  t o  t h e i r  homes and are 
allowed t o  bo r row  u p  t o  80 p e r  cent  o f  t h e  p rope r t y ' s  appraised value t o  a 
maximum amount o f  $150,000. A n  opt ional lump sum disbursement o f  u p  t o  25 
p e r  cen t  o f  t h e  loan amount is available t o  pay o f f  an ex i s t i ng  mortgage, make 
home improvements, cover  c los ing costs, o r  purchase a de fe r red  annu i t y .  
Two t ypes  o f  r i s i n g  deb t  loan plans are  c u r r e n t l y  available f o r  terms o f  5 to 
12 years .  Homeowners receive t h e  lump sum o r  month ly  payments, o r  both, 
and de fe r  repayment o f  al l  p r i nc ipa l  and in terest  u n t i l  t h e  end  o f  t h e  loan 
term. 

T h e  T y p e  I loan, a simple reverse mortgage, involves a f i x e d  in terest  
ra te  f o r  a f i x e d  te rm and  f i x e d  month ly  payments. The  T y p e  I! loan, a 
graduated payment RAM, also o f fe rs  a f i xed  in te res t  ra te  f o r  a f i x e d  term; 
however, month ly  payments t o  t h e  bor rower  increase b y  six p e r  cent  each 
yea r .  RAM program designers had in tended t o  o f fe r  a t h i r d  loan opt ion 
which invo lved per iodic  reappraisal o f  t h e  p r o p e r t y  and adjustment o f  month ly  
payments, in te res t  rates, and  t h e  maximum loan amount based on t h e  change 
i n  p r o p e r t y  value and a cos t -o f - l i v ing  index .  Di f f icu l t ies i n  determin ing the  
complicated adjustments have prevented t h i s  adjustable loan opt ion f rom being 
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of fered;  however, a var iable ra te  loan more a t t rac t ive  t o  lenders is be ing  
considered. " 

Loan fees are  l imited t o  one p e r  cen t  of t h e  loan amount, t h e  appraisal 
cost of $100 t o  $150, and normal closing costs such as escrow, t i t l e  
insurance, and record ing  fees. A t  t h e  end o f  t h e  loan term, t h e  loan amount 
p lus  accrued in te res t  must  be  repaid i n  fu l l ,  wh ich  may requ i re  sale o f  t h e  
p r o p e r t y .  I f  t h e  value o f  t h e  p r o p e r t y  has increased substant ia l ly ,  t h e  
lender may agree t o  extend t h e  loan. The  homeowner may p repay  t h e  
ou ts tand ing  loan amount a t  any t ime before t h e  end of t h e  loan te rm w i thou t  
pena l ty .  

The  Mar in p rogram as o f  J u l y  1983 had witnessed t h e  c los ing o f  39 
reverse  mortgage loans to ta l l ing  ove r  $4.1 mil l ion and s ix  sale-leasebacks. A 
p r i v a t e  pension f u n d  purchased t h e  sale-leaseback homes valued a t  ove r  $1.2 
mil l ion. 

RAM Part ic ipants"  

An evaluation o f  t h e  RAM program f o r  t h e  pe r iod  March 1, 1980 t h r o u g h  
March 1, 1982 revealed much about t h e  character is t ics o f  those who appl ied 
f o r  t h e  program as well as those who actual ly  s igned a loan o r  sale contract ,  
here inaf ter  re fe r red  t o  as t h e  "takedowns". Of  t h e  63 households who 
appl ied d u r i n g  t h e  two-year  per iod,  28, o r  44 p e r  cent  o f  t h e  total, actual ly  
par t ic ipated i n  t h e  program. T h e  median age o f  t h e  head o f  t h e  household 
among t h e  takedowns was 72, compared w i t h  a median o f  71 f o r  al l  t h e  
appl icants. T h e  propor t ion  of takedowns w i th  women as household heads was 
61 p e r  cent  compared w i t h  63.5 p e r  cent  among all appl icants. E igh ty - two  
p e r  cent  o f  t h e  takedowns e i ther  l i ved  alone o r  w i t h  a spouse only ,  whi le 79 
p e r  cent of al l  appl icants had simi lar l i v i n g  arrangements. Fo r t y - th ree  p e r  
cent  o f  t h e  takedowns were chi ldless whi le a s l i gh t l y  lower 38 p e r  cent  o f  al l  
appl icants were chi ldless. 

One- four th  o f  al l  appl icants had incomes below $6,000 whi le t h e  median 
income o f  all appl icants was $9,000. Assets o the r  than t h e  home ranged i n  
value f rom $1,000 t o  $100,000 f o r  all appl icants w i t h  a median o f  $18,000. 
Comparable information on t h e  takedowns was no t  available. T h e  median 
p r o p e r t y  value among all appl icants was a v e r y  h igh  $200,000. More of t h e  
takedowns had homes valued a t  more than  $250,000 (32%) than nontakedowns 
(11.500). F i f t y  p e r  cent  o f  t h e  takedowns s t i l l  had a mortgage balance, 
compared t o  55.6 p e r  cent  o f  al l  appl icants. 

One last s tat is t ic  o f  in te res t  is t h e  h igher  ra te  o f  par t ic ipat ion o f  t h e  
takedowns i n  t h e  Cal i fornia p r o p e r t y  tax  postponement o r  assistance program. 
Half  of t h e  takedowns had par t i c ipa ted  i n  t h e  programs, whi le on ly  37 p e r  
cent  of t h e  nontakedowns had done so. 

RAM Statewide Expansion 

T h e  RAM statewide expansion program wi l l  invo lve  e igh t  o ther  agencies, 
bo th  pub l ic  and p r i va te  nonpro f i t  i n  Sonoma, Napa, Southern Alameda, San 
Mateo, and  Orange counties, and l imited areas i n  Oakland, Los Angeles, and 
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San Diego. E l ig ib i l i t y  c r i te r ia  f o r  these programs v a r y  w i t h  t h e  source o f  
f u n d i n g .  

T h e  RAM program also in tends t o  assist in terested agencies nationwide i n  
establ ish ing similar programs t h r o u g h  i t s  RAM T r a i n i n g  Resources and 
Assistance Center (RAMTRAC).  Under  t h e  terms o f  a recent ly  approved 
federal  g ran t ,  RAM wi l l  assist  f i v e  o r  s ix  agencies i n  establ ish ing home equ i ty  
convers ion programs f r e e  o f  charge. ' *  RAM has been sol ic i t ing applications 
f rom interested pub l i c  and p r i v a t e  nonpro f i t  agencies nat ionwide and has 
a l ready made commitments t o  g roups  i n  Denver, Boston, and Tucson."  
O the r  agencies w i l l  be  selected based on t h e i r  record  i n  ag ing  and/or  housing 
services, demonstrated need and  community support ,  and  f inancia l  resources 
and commitments t o  under take t h e  program. A f t e r  selection RAMTRAC 
intends t o  p rov ide  an i n t roduc to ry  workshop and two days o f  on-s i te  t ra in ing  
and have s ta f f  available t o  assist  t h e  agency i n  in i t ia l  processing and 
counsel ing stages. 

C o u n t y  o f  San Mateo RAM Program'" 

One o f  t h e  agencies invo lved i n  t h e  Cal i fornia statewide expansion o f  t h e  
RAM program i s  San Mateo county 's  Housing and  Community Development 
Div is ion which administers t h a t  county 's  Community Development Block Gran t  
(CDBG) program. Th i s  p rogram w i l l  be  descr ibed i n  deta i l  as it i s  one of t h e  
few publ ic ,  ra ther  t han  p r i v a t e  nonprof i t ,  agencies c u r r e n t l y  adminis ter ing a 
home equ i t y  conversion program. 

T h e  San Mateo RAM program is modeled on t h e  Mar in county  RAM 
program and ut i l izes t h e  same forms and procedures.  I t s  p rogram budge t  o f  
$38,000 is being f inanced by a $10,000 p r i v a t e  foundat ion g r a n t  and the  
remainder b y  CDBG f u n d s .  A l though no new s ta f f  was requ i red  f o r  t h e  new 
program, approximately one-half  o f  an ex i s t i ng  program specialist 's t ime is 
absorbed b y  the  RAM program. When necessary, t h e  special ist  consults w i th  
o the r  s ta f f  members. 

Between t h e  program's incept ion i n  October 1982 and December 1983, 12 
reverse mortgage loans had been closed w i t h  t h e  Bank o f  America, a number 
substant ia l ly  lower than  t h e  20 loans ant ic ipated by October 1983." 

T h e  major d i f fe rence between t h e  Mar in and San Mateo programs is t ha t  
San Mateo had or ig ina l l y  a r ranged  f o r  f r e e  legal services t o  program 
appl icants t h r o u g h  a $15,000 subcontract  w i t h  t h e  local Legal A id  Society. 
T h e  agency found t h e  serv ice t o  b e  unnecessary as most appl icants p r e f e r r e d  
e i t he r  us ing  t h e i r  own a t to rneys  o r  re l y ing  on t h e  advice o f  family, f r iends,  
and f inancia l  advisors.  

Program e l i g ib i l i t y  guidel ines are  as fol lows: 

1. Minimum age: 62. For  a couple, a t  least one person must  be  62 

2.  Appl icant  must b e  an owner-occupant of a single-family home, 
condominium, o r  townhouse and  own no o the r  real p r o p e r t y .  

3. Appl icant  must  own t h e  home f r e e  and clear o r  have no more than a 
remaining mortgage balance of $20,000. 
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4. Maximum annual gross income: $25,620 f o r  one o r  $29,280 f o r  a 
couple. 

5. Assets ove r  and  above home and personal p r o p e r t y  a re  l imited t o  
$50,000. 

Deer ing  Savings Reverse Mortgage' '  

Deer ing Savings o f  Port land, Maine, made perhaps t h e  f i r s t  ever  reverse 
mortgage i n  1961. The  association made approximately 50 loans before i t  
s topped o f f e r i n g  t h e  loans i n  t h e  ear ly  1980s as a resu l t  o f  h igh  in terest  
rates and  t h e  large amount o f  counsel ing t ime i n v o l ~ e d . ' ~  T h e  Deer ing 
reverse  mortgage was a r i s i ng  d e b t  mortgage s t ruc tu red  t o  meet the  
ind iv idua l  bor rower 's  needs. I n  addi t ion t o  month ly  disbursements, advances 
were also made t o  pay  o f f  ex is t ing  mortgages o r  t o  pay  f o r  home repai rs .  
Repayment of al l  p r inc ipa l  and  in te res t  was de fe r red  un t i l  t h e  end o f  t h e  loan 
te rm.  T h e  association f o u n d  tha t  most o f  t h e  loans were made f o r  two- t o  
th ree -yea r  terms, and were  requ i red  as a resu l t  o f  a spouse's, usual ly a 
husband's ,  death.  T h e  widow, o f ten  w i t h  l imited experience i n  f inancial 
matters, would usual ly  sell t h e  p rope r t y ,  pay  o f f  t h e  debt,  and make o ther  
l i v i n g  arrangements. 

Broadview Savings Equi-Pay Plan2" 

Broadview Savings and  Loan o f  independence, Ohio, a s tate-char tered 
savings ins t i tu t ion ,  began making reverse mortgages i n  1977, two years 
be fore  t h e  Federal Home Loan Bank Board author ized federa l l y  char te red 
ins t i tu t ions  t o  make reverse mortgages. The  Equi-Pay p lan was an in te res t -  
on l y  loan w i th  payouts f o r  80 p e r  cent  of a home's appraised value over  a 
te rm o f  f i v e  t o  ten years, and  repayment per iods o f  u p  t o  25 years. i n i t i a l  
lump sum disbursements were  allowed t o  pay  o f f  a small mortgage balance o r  
t o  make needed home repa i rs .  A homeowner received regu la r  month ly  
disbursements and  repa id  c u r r e n t  in te res t  on  t h e  funds,  ra the r  than 
d e f e r r i n g  all in te res t  payments t o  t h e  end o f  t h e  payout  per iod .  I n  addit ion, 
t h e  homeowner pa id  $1 a month toward  pr inc ipa l  reduct ion, and  one- twel f th  o f  
t h e  annual real p r o p e r t y  taxes a n d  insurance costs. A t  t h e  end o f  t h e  
payout  te rm t h e  house could be reappraised t o  determine if f u r t h e r  payouts 
could be  made. 

L ike Deer ing Savings, Broadview stopped making Equi-Pay loans i n  1981 
because o f  soar ing in te res t  rates and  has no t  indicated t h a t  it wi l l  resume 
making Equi-Pay loans. 

Bo i l i ng  Spr ings  Savings a n d  Loan 
"Home Plus" Program2'  

Boi l ing Spr ings  Savings and Loan Association i n  Ruther fo rd ,  New 
Jersey,  recent ly  i ns t i t u ted  a reverse  mortgage program. T h e  "Home Plus" 
mortgage is a r i s i ng  deb t  loan w i t h  a th ree-year  te rm and a maximum loan 
amount o f  70 p e r  cent  o f  p r o p e r t y  value, A f t e r  t h e  th ree-year  period, t h e  
loan may b e  extended another  t h r e e  years if t h e  p r o p e r t y  has appreciated 
s ign i f i can t ly .  Information on t h e  repayment te rm was not  available. 
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American Homestead's " C e n t u r y  P lanwzz 

American Homestead, a p r i v a t e  corporat ion headquartered in New Jersey, 
has been developing a modif ied reverse mortgage program called the  Cen tu ry  
Plan. Th is  plan prov ides month ly  loan advances u n t i l  the  homeowner dies, 
sells t h e  home, o r  reaches 100 years of age, whichever  occurs f i r s t ,  a t  which 
time repayment i s  due.  T h e  amount o f  t h e  loan advances i s  based on the  
homeowner's l i f e  expectancy and  p r o p e r t y  value. F ixed in te res t  charged on 
t h e  loan amount is set a t  a rate below t h e  market  ra te  i n  r e t u r n  f o r  t h e  
homeowner agreeing t o  re l inqu ish  a por t ion  o r  a l l  o f  t h e  f u t u r e  appreciation i n  
p r o p e r t y  value. A t  t h e  t ime o f  repayment,  t h e  homeowner's l iab i l i t y  is l imited 
b y  t h e  value of t h e  p r o p e r t y  a t  t h a t  time. Even if t h e  outs tand ing  loan 
balance and American Homestead's share o f  appreciat ion exceed t h e  p rope r t y  
value, American Homestead is l imited t o  recovery of an amount equal t o  the  
p r o p e r t y  value and  no more. T h e  company hopes tha t  it can absorb t h e  loss 
t h r o u g h  i ts  pool ing of thousands o f  loans in tended t o  be  f inanced w i th  p r i va te  
capital and marketed nat ionwide t h r o u g h  federal ly  char te red savings and loan 
associations. ' 

Ini t ia t ion o f  t h e  program, a f t e r  several years of research and 
development, i s  repo r ted  t o  have occu r red  in New Jersey in 1983.'* 

Foura t t  Senior Ci t izen E q u i t y  Plan 

T h e  sale-leaseback most discussed i n  t h e  Uni ted States i n  recent  years is 
t h e  Foura t t  Corporat ion 's  copy r igh ted  Senior Cit izen Equ i t y  Plan o r  Fourat t  
Plan. The  Cal i fornia-based corporat ion has been tes t ing  i t s  program since 
1979, and since it has not  act ive ly  marketed t h e  plan, has on l y  b rokered a 
few transact ions t o  date." T h e  corporat ion ant ic ipates o f f e r i n g  i t s  plan 
"wherever  i t  is needed" i n  t h e  f u t u r e  b u t  a spokesperson did not  disclose 
exact locations o r  t imetables. 

T h e  p lan is designed as fo l lows.26 A senior homeowner must be  65 
years o r  o lder  i f  a male and 70 years o r  o lder  i f  a female. I f  a couple, bo th  
persons must meet t h e  age requi rement .  The  senior homeowner sells the  home 
t o  an inves tor  a t  a d iscount  f rom t h e  home's market  value and  enters in to  a 
leaseback agreement w i t h  t h e  inves tor .  T h e  leaseback is s t ruc tu red  as a 
guarantee o f  t h e  senior's r i g h t  t o  l i ve  i n  t h e  home as long as desi red.  A f t e r  
t h e  agreement between t h e  b u y e r  and sel ler has been finalized, t h e  senior 's 
hei rs  are o f fe red  t h e  oppor tun i t y  t o  b e  subs t i tu ted  f o r  t h e  b u y e r  i n  t h e  
purchase agreement on ident ical  terms. 

T h e  b u y e r  makes a down payment and  executes a promissory note, 
inc lud ing  in terest ,  and  a deed o f  t r u s t .  The  deed of t r u s t  secures amortized 
payment of t h e  note and performance o f  al l  of t h e  buye r ' s  o the r  obl igat ions 
under  t h e  purchase agreement. The  b u y e r  also purchases a single-premium, 
no-death benef i t ,  de fe r red  annu i t y  t h a t  guarantees cont inuat ion o f  t h e  same 
month ly  payments t o  t h e  senior  beg inn ing  t h e  month a f te r  t h e  purchase 
payments have ceased. The  b u y e r  pays o f f  t h e  promissory note t o  t h e  senior 
ove r  a 10- t o  15-year period, depending on t h e  senior 's l i fe  expectancy. The  
b u y e r  assumes responsib i l i ty  f o r  real p r o p e r t y  taxes, f i r e  and l iab i l i t y  
insurance, a n d  major maintenance. T h e  senior pays ren t  t o  t h e  b u y e r  as 
long as the  senior wishes t o  remain i n  t h e  home, w i th  ren t  increases l imited 
by t h e  purchase  agreement. If and when t h e  senior desires t o  move, t h e  
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senior cont inues t o  receive t h e  tota l  amount o f  purchase ( o r  annu i ty )  
payments, w i thout  a deduct ion f o r  ren t .  I f  t h e  senior dies before t h e  last o f  
t h e  purchase payments, t h e  senior's estate cont inues t o  receive t h e  purchase 
payments. T h e  estate does no t  benef i t  f rom de fe r red  annu i t y  payments a f te r  
t h e  senior 's death.  

For  i t s  services, t h e  Foura t t  Corporat ion charges a fee o f  f o u r  p e r  cent  
o f  t h e  discounted sale p r i ce  o f  t h e  home. The  b u y e r  and  seller also pay  a 
fee t o  a bank f o r  serv ic ing  t h e  purchase and r e n t  payments. 

As noted ear l ie r  i n  t h i s  chapter,  t h e  Foura t t  Plan has been o f fe red  i n  
t h e  San Francisco Reverse A n n u i t y  Mortgage (RAM) Program. A consultant 
t o  t h e  RAM program notes t h a t  whi le t h e  Plan has h i g h l y  desirable features, 
" [ w l h e t h e r  t h e  Foura t t  Plan w i l l  i n  fac t  wo rk  i s  another  q u e s t i ~ n . " ~ '  T h e  
single premium, no-death benef i t ,  de fe r red  annu i ty ,  an essential component o f  
t h e  Foura t t  Plan, is no t  commonly o f fe red  by insurance c ~ m p a n i e s . ~ '  
Moreover, t h e  consul tant  notes, " in  fact,  because o f  t h e  [h igh  cost o f ]  
premiums f o r  annuit ies f o r  ind iv idua ls  i n  cer ta in categories, a large number o f  
senior homeowners would be  prevented f rom engaging i n  t h i s  k i n d  o f  p l a n . " 2 9  
T h e  RAM program experience w i t h  t h i s  pa r t i cu la r  ins t rument  was such t h a t  
RAM recent ly  completed a revamping o f  t h e  sale-leaseback i n  conjunct ion w i th  
t h e  National Center  f o r  Home Equ i t y  Conversion. T h e  new arrangement is 
in tended t o  p rov ide  more f l ex ib i l i t y  t han  t h e  Foura t t  Plan and t o  allow each 
program t o  establ ish i t s  own guidel ines f o r  t h e  d iscount  on t h e  sale pr ice, 
amount o f  down payment, and o the r  var iables. 

While t h e  Foura t t  Plan o f fe rs  a t t rac t ive  payments and secur i ty  f o r  
homeowners, potent ial  d i f f icu l t ies i n  a t t rac t i ng  investors t o  purchase e lder ly  
homeowner's homes are  apparent .  One community g r o u p  assessing d i f f e ren t  
home equ i t y  conversion plans noted t h e  plan's two p r imary  drawbacks, " ( 1 )  
negat ive a f te r - tax  cash f lows i n  all years o f  t h e  transact ion; and (2) a non- 
competi t ive rate of re tu rn ,  i .e., i n  t h e  6-7% range, o v e r  a 15-year per iod" .  ' I  

F i r s t  S e n i ~ r ' ~  

T h e  F i r s t  Senior sale-leaseback program i n  t h e  Washington, D.C. ,  area 
is similar t o  t h e  Foura t t  Plan; however, F i r s t  Senior w i l l  also invo lve  i t se l f  i n  
p r o p e r t y  management a f t e r  t h e  sale. T o  a t t rac t  e lder ly  par t i c ipants  t h e  
company plans t o  o f fe r  a f r e e  appraisal, f r e e  computerized analysis o f  
d i f f e r e n t  mortgage terms, and payment o f  iegal fees f o r  t h e  homeowner's 
a t to rney  t o  review t h e  cont rac t .  Sellers would be  g i ven  a promissory note 
and  a f i r s t  mortgage as well as a de fe r red  annu i t y  insurance po l icy .  

T h e  program began o f fe r i ng  t h e  p lan i n  1982 t o  homeowners over  65 w i th  
minimum p rope r t y  values of $175,000. 

Pi lo t  Projects 

New Jersey."  A g r o u p  of community leaders i n  Essex County, New 
Jersey, undertook a feasib i l i ty  s tudy  f o r  a home e q u i t y  conversion program i n  
1981-82. T h e  s t u d y  adv isory  committee's o r ig ina l  idea was t o  create a 
nonpro f i t  cooperative which then would funct ion as a real estate investment 
t r u s t  I R E I T ) :  a t t rac t i ng  outs iders t o  inves t  in t h e  members' home equ i t y .  
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A f t e r  examining all o f  t h e  major equ i t y  conversion inst ruments and f inancing 
arrangements, t h e  committee recommended a housing annu i t y  p rogram similar 
t o  Buf fa lo 's  HELP program as t h a t  which would p rov ide  t h e  greatest  secur i ty  
and r e t u r n  on equ i ty  f o r  par t i c ipants .  

T h e  proposed program requ i red  an authorizat ion o f  513 mill ion i n  t a x -  
exempt bonds t o  assist 50 households w i th  home equ i t y  o f  $50,000 p e r  
household. A n  addendum t o  t h e  f u l l  r epo r t  noted t h a t  " the members of t h e  
Committee.. . recognize tha t  h igh  in te res t  rates and an overa l l  ins tab i l i t y  in  
f inancial  markets have cur ta i led  t h e  u t i l i t y  o f  long- term bonds. Fu r the r ,  the  
large amount of money needed t o  f inance a re lat ive ly  modest demonstration 
raises serious cost/benef i t  ra t io  questions, especially i n  t h i s  c u r r e n t  per iod o f  
economic aus ter i ty  ."" T h e  committee then  proposed a scaled-back pro jec t  
i nvo l v ing  subsidizat ion o f  s tandard  reverse mortgages t o  be  made t o  f r a i l  
e lder ly  homeowners; however, even th i s  proposal has no t  ye t  been 
implemented. 

Maine." Maine's state agency f o r  t h e  e lder ly ,  t h e  Bureau of Maine's 
Elderly,  is c u r r e n t l y  adminis ter ing a research and development pro ject  on 
home equ i t y  conversion us ing  a 5151,000 g r a n t  f rom t h e  federal  Administrat ion 
on Ag ing  (AoA) .  T h e  project,  sponsored b y  t h e  Bureau, t h e  Un ivers i ty  of 
Maine School o f  Law, Maine Savings Bank (Maine's largest  f inancial 
ins t i tu t ion) ,  and  guided b y  a t ask  force, hopes t o  research technical aspects 
o f  home equ i t y  conversion; p rov ide  educational and  counsel ing services f o r  
consumers, professionals, and serv ice prov iders;  and  c a r r y  ou t  two 
demonstration projects us ing  equ i t y  conversion techniques. T h e  Maine State 
Housing Au tho r i t y  wi l l  conduct  ten  consumer seminars t o  disseminate 
information on home equ i t y  conversion and assess consumer in terest  i n  
d i f f e ren t  inst ruments.  An important  p roduc t  o f  t h i s  phase of t h e  pro ject  wi l l  
be a consumer handbook on home equ i ty  conversion. T h e  Un ive rs i t y  of Maine 
School of Law wi l l  p rov ide  low-cost, ind iv idua l  counsel ing i n  estate p lanning 
f o r  in te res ted  homeowners whi le o the r  workshops w i l l  b e  h e \ d  t o  in fo rm 
serv ice p rov ide rs  and professionals about home equ i t y  conversion options so 
tha t  t h e y  may prov ide  appropr ia te  counsei ing and re fe r ra l s .  

T h e  pro jec t  wi l l  p rov ide  d i r e c t  housing assistance t o  a small number o f  
low-income e lder ly  persons t h r o u g h  t h e  development o f  one g r o u p  home and 
one shared home i n  conjunct ion w i t h  t h e  use o f  home equ i t y  conversion 
mechanisms. A nonpro f i t  corporat ion wi l l  purchase a la rge  single-family home 
f rom an e lder ly  homeowner. T h e  home wi l l  be  renovated and  d iv ided in to  
several bedroom-half ba th  un i ts  us ing  state and federal  rehabi l i tat ion loan 
funds .  One of t h e  completed un i t s  w i l l  b e  leased back t o  t h e  or ig inal  
homeowner and  the  o the r  un i t s  w i l l  be leased t o  f ra i l  e lder ly  persons whose 
ren ts  w i l l  pay  increased opera t ing  costs and loan amort izat ion. Congregate 
services wi l l  be  p rov ided  t o  all tenants b y  t h e  nonpro f i t  corporat ion f o r  a 
fee, 

I n  t h e  o ther  demonstration project,  another nonpro f i t  corporat ion wi l l  
assist an e lder ly  homeowner w i t h  a large home i n  ob ta in ing  a rehabi l i tat ion 
loan t o  conver t  t h e  home in to  a number o f  renta l  bedroom u n i t s .  Bathrooms 
and all o the r  l i v i n g  areas wi l l  b e  shared. The  r e n t  collected is expected t o  
be  adequate f o r  operat ing costs and  loan amortization as well as p rov ide  
supplemental income f o r  t h e  homeowner shar ing  t h e  home. 
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Maine's State Housing A u t h o r i t y  is also consider ing establ ishing a 
reverse mortgage loan program w i t h  a reserve f u n d  t o  p ro tec t  investors and 
lenders.  " 



Chapter  4 

GOVERNMENT ACTION T O  ENCOURAGE WIDER USE 
OF HOME EQUITY CONVERSION INSTRUMENTS 

T h e  programs descr ibed i n  t h e  preceding chapter  have allowed on ly  a 
handfu l  o f  e lder ly  homeowners t o  benef i t  f rom t h e i r  conver ted home equ i t y .  
Reverse mortgage loans are  repor ted  t o  have been made a t  var ious times i n  
Maine, Ohio, Pennsylvania, New Jersey, Wisconsin, Cal i fornia, Minnesota, and 
Arizona, whi le commercial sale-leasebacks have been used b y  realtors i n  
Cal i fornia, Flor ida, Oregon, Wisconsin, and t h e  D is t r i c t  o f  Columbia. ' An 
estimated 200 reverse  mortgage loans have been made n a t i o n ~ i d e . ~  Far  fewer 
homeowners have benef i t ted f rom o the r  conversion mechanisms. Th is  chapter  
w i l l  discuss government actions i n  several areas which may stimulate greater  
p r i v a t e  sector involvement i n  home equ i t y  conversion o r  encourage e lder ly  
homeowners t o  par t i c ipa te  i n  a home equ i t y  conversion program. 

Federal Level 

One no-cost federal  government action t h a t  would great ly  faci l i tate sale- 
leasebacks is t h e  c lar i f icat ion o f  I n te rna l  Revenue Code treatment o f  t w o  
aspects o f  sale-leaseback transact ions: (1) t h e  requirements and method f o r  
depreciat ing t h e  p r o p e r t y  purchased b y  t h e  investor ;  and (2) t h e  
requirements and  method f o r  claiming exclusion of t h e  one-time $125,000 
capital gain f o r  t h e  sel ler .  Such c lar i f icat ion i s  sought  i n  pending federal 
legislat ion. 

Pr io r  t o  1982, national banks were not  author ized specif ically t o  make 
reverse mortgage loans b u t  were making t h e  loans under  l imited au tho r i t y  t o  
make real estate loans t h a t  d i d  no t  comply w i t h  amortization requirements i n  
national bank ing  laws. Such s ta tu to ry  res t r i c t ions  were viewed as 
d iscouraging national bank  in i t ia t ives in t h e  reverse  mortgage area. Recently 
enacted federal  legislat ion granted t h e  national banks  increased f l ex ib i l i t y  i n  
making real estate loans subject t o  regulat ions o f  t h e  Comptrol ler o f  t h e  
C u r r e n c y .  ' 

Exis t ing  Federal Home Loan Bank Board (FHLBB) regulat ions which 
gove rn  federal ly  char te red savings and loan associations as well as state- 
char te red associations w i th  a federal  t i e - i n  have allowed t h e  making of reverse 
mortgages since 1979. T h e  c u r r e n t  regulat ions p rov ide  f o r  adjustable in terest  
rates, a p lus  f o r  lenders; however, t hey  do  not allow lump sum disbursements 
unless they  are  t o  be  used t o  purchase an annu i t y  f rom an insurance 

5 company. A l though lump sum disbursements are  cost ly  i n  terms o f  f u t u r e  
income foregone as discussed i n  chapter  2, t h e r e  is wide suppor t  f o r  
proposed amendments t o  FHLBB regulat ions t h a t  would permi t  lump sum 
disbursements t o  be allowed as  an opt ion i n  reverse mortgages. The Garn-  
S t .  Germain Depository Ins t i tu t ions  Ac t  o f  1982 author ized state-char tered 
lenders t o  o f f e r  any  t y p e  o f  a l ternat ive mortgage inst rument  tha t  comparable 
federal ly  char te red ins t i tu t ions  may o f f e r .  Thus, s tate-char tered savings and 
loan ins t i tu t ions  may o f fe r  reverse mortgages subject  t o  FHLBB regulations; 
s tate-char tered banks may o f fe r  reverse mortgages subject t o  regulat ions o f  
t h e  Comptrol ler o f  t h e  Cur rency ;  and state-char tered c red i t  unions may o f fe r  
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reverse mortgages subject t o  regulat ions o f  t h e  National C red i t  Union 
Association. 

Some home equ i ty  conversion developers have called f o r  a federal  
insurance o r  guarantee program f o r  reverse mortgage loans t o  reduce lender 
r i sk ,  po in t i ng  ou t  t ha t  a federai mortgage insurance program f o r  t h e  30-year  
self-amort iz ing mortgage was c ruc ia l  t o  t h e  development and acceptance o f  
t ha t  loan inst rument .  Max Kummerow notes t h a t  " j i l f  a federal guarantee 
impiies underwr i t i ng  procedures, s tandard  documents, and overs igh t ,  as well 
as guarantees t o  insure  the  solvency of t h e  lender, a n ightmare of potent ial  
consumer abuses could be  avoided." '  The  federal Department o f  Housing and 
Urban Development (HUD) inc luded a proposal f o r  a demonstration pro jec t  o f  
Federal Housing Adminis t rat ion (FHA) insurance f o r  reverse mortgages i n  i t s  
1984 legislat ive package; however, i n  the  supplemental appropr iat ions b i l l  
passed i n  November 1983 (P.L .  98-1811, t h e  Congress inc luded on ly  a request  
f o r  a HUD evaluation of home equ i ty  conversion mortgages and 
recommendations f o r  a federal  insurance program. '  A HUD spokesperson 
expla ined t h e  advantages o f  FHA insurance: (1) a h igher  loan-to-value ra t io  
which would allow par t ic ipants t o  t a p  more of t h e i r  home equ i ty ,  u p  t o  90 p e r  
cent  o f  p rope r t y  value w i th in  a maximum loan amount i n  t h i s  case; (2) 
enhancement o f  the  marketab i l i t y  o f  reverse mortgages on t h e  secondary 
mortgage market; and (3)  a possible means o f  i nsu r ing  t h e  cont inuat ion of 
disbursements t o  homeowners.' It should be  noted tha t  t h e  c u r r e n t  l imi t  of 
FHA insured mortgages is $67,500 f o r  most of t h e  coun t r y  and $90,000 f o r  
h igh  cost areas. " 

A crucia l  factor  in  p r i v a t e  lenders'  decision t o  make reverse mortgages is 
t h e  oppor tun i t y  f o r  lenders t o  seli t h e i r  reverse mortgages on t h e  secondary 
market .  Kummerow notes tha t  government insurance o r  guarantees are 
especially important f o r  market ing reverse  mortgages on t h e  secondary market 
because t h e  guarantee t ransforms t h e  mortgage in to  a secur i ty  t h a t  can be 
purchased b y  a "p ruden t  man" i n  a f i duc ia ry  role, t hus  opening t h e  market 
f o r  pension funds and insurance companies." Economist and home equ i ty  
conversion consultant Maurice Weinrobe explains t h e  d i f f i cu l t ies  o f  market ing 
reverse mortgages on t h e  secondary market :  

The idea o f  s e l l i n g  an o b l i g a t i o n  t h a t  commits the lender t o  
pay our funds i s  q u i t e  d i f f e r e n t  from s e i l i n g  a note t h a t  e n t i t l e s  
the  lender t o  rece ive  a f low o f  funds [as i n  a regu lar  mortgage] . . . .  
A reverse mortgage i s  a promise t o  disburse funds over a f i x e d  term 
o r  a def ined pe r iod  . . . .  I f  [ a  reverse mortgage] was sold,  the  
s e c u r i t y  being s o l d  would be an o b l i g a t i o n  on the  p a r t  o f  the 
purchaser t o  disburse funds over t h e  remainder of the  pe r iod  i n  
exchange f o r  a repayment of funds v i t h  i n t e r e s t .  

Since p r i v a t e  investors would be  hesitant about inves t ing  i n  reverse 
mortgages f o r  th is  reason and because o f  t h e  uncer ta in ty  associated w i t h  ioan 
repayment, it has been suggested t h a t  t h e  Government hat ional Mortgage 
Association (GNMA o r  'G inn ie  Mae") might  purchase the  reverse mortgages a t  
least u n t i l  o ther  secondary market  purchase programs were i n  place.13 B y  
purchas ing  t h e  mortgages f rom t h e  lenders who or ig inated t h e  reverse 
mortgages, Ginnie Mae would subsequent ly  f u n d  t h e  disbursements t o  t h e  
borrowers whi ie f ree ing  t h e  capital o f  t h e  lender.  
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A new tax-exempt mortgage-backed, revenue bond program t o  f inance 
reverse mortgages also has been suggested. Such a program would lower 
in te res t  rates f o r  reverse  mortgage loans the reby  allowing e lder ly  bor rowers  
t o  receive more o f  t h e i r  home equ i t y  as pr inc ipa l  r a t h e r  than hav ing  it 
consumed as in te res t .  Some have suggested t h a t  tax-exempt f inancing,  a 
program alleged t o  b e  extremely cos t ly  f o r  t h e  federal  t r easu ry  based on 
recent  experience w i t h  single- and  mul t i - fami ly  mortgage loan programs, be 
ta rge ted toward  those e lder ly  persons who are f r a i l  o r  a t  r i s k  o f  be ing  
inst i tu t ional ized in expensive long- te rm care faci l i t ies, of ten a t  government 
expense. '*  

One f inancial  consu l t ing  f i r m  notes tha t  premiums f o r  insurance company 
annuit ies t i ed  i n  w i th  a reverse mortgage could be  o f fe red  a t  much lower 
pr ices if favorable tax  status were achieved b y  hav ing  such annuit ies t reated 
as qual i f ied annuit ies. I s  

Aside f rom t h e  elimination o f  regu la tory  ba r r i e rs  and  e f fo r ts  t o  decrease 
t h e  r i sks  o f  p r o v i d i n g  home e q u i t y  conversion mechanisms, t h e r e  is also a 
cont inuing federal  ro le i n  assur ing  adequate consumer protect ion i n  bo th  loan 
and sale programs.  E lder ly  persons have a pa r t i cu la r  need f o r  protect ion 
against consumer f r a u d  and potent ia l  lender  o r  b u y e r  bank rup tcy .16  I n  
addit ion, t h e  federal  government has a ro le in suppor t i ng  research and 
demonstration and  counsel ing e f fo r t s .  The  Department o f  Health and Human 
Services (DHHS) and HUD have discussed jo int  e f fo r ts  i n  t h e  areas of 
research, evaluation, demonstration, pol icy analysis, and  t h e  product ion  of 
technical assistance materials. " Neut ra l  t h i r d - p a r t y  counsel ing programs 
separate f rom market ing programs could serve an important  func t ion  in the  
development o f  home equ i t y  convers ion.  Such counsel ing e f fo r ts  could lessen 
t h e  time requ i red  f o r  p rov ide rs  t o  counsel prospect ive par t ic ipants and thus  
lessen t h e  costs t o  p r i v a t e  p rov ide rs .  A t  t h e  same time e lder ly  persons 
would b e  assured t h a t  t h e  counselors have no f inancial  s take i n  a par t i cu la r  
conversion inst rument .  Some have suggested t h a t  t h e  federal  Adminis t rat ion 
on Ag ing  w i t h  i t s  national ne twork  o f  e lder ly  agencies could coordinate both 
paid and volunteer  counsel ing e f fo r t s  i n  t h i s  area. I s  

Final ly,  potent ial  consumers r e q u i r e  c lar i f icat ion o f  t h e  t reatment  o f  home 
equ i ty  conversion proceeds as income i n  determin ing e l i g ib i l i t y  f o r  government 
benef i t  programs such as Supplemental Secur i ty  Income (SSI) and Medicaid. 
Without a determinat ion f rom t h e  Social Secur i ty  Administrat ion, homeowners 
receiv ing per iodic  cash advances under  a reverse mortgage loan could be  
viewed as technical ly e l ig ib le f o r  government  assistance. Since t h e  month ly  
disbursement is a loan advance, as long as it is spent  w i th in  t h e  per iod  it is 
received it does not  have t o  be  counted as income. Unexpended funds  would 
be  counted as l i qu id  assets. Proceeds f rom sale plans would reduce SSI 
benef i ts and could make par t i c ipants  ine l ig ib le f o r  SSI and  Medicaid. l a  The 
State of South Dakota has enacted legislat ion t h a t  specif ical ly exempts reverse 
mortgage loan proceeds f rom considerat ion i n  determin ing in i t ia l  and 
cont inuing e l ig ib i l i t y  as weli as t h e  amount o f  medical o r  pub l ic  a ~ s i s t a n c e . ~ '  
Th i s  c lar i f icat ion on  t h e  national level wi l l  r equ i re  a broader pol icy decision 
about t h e  relat ionship between home equ i t y  conversion and al l  government 
assistance programs. I f  home equ i t y  conversion is t o  be  a subs t i tu te  f o r  
o ther  benef i t  programs and  i f  proceeds are  t o  be f u l l y  taxed as income, the re  
w i l l  be  l i t t l e  incent ive f o r  homeowners t o  conver t  t h e i r  home equ i t y .  If home 
equ i ty  proceeds are  tota l ly  exempt f rom considerat ion i n  means-tested 
programs and  f rom taxat ion as income, quest ions o f  equ i t y  among ai l  e lder ly  
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and nonelder ly  persons i n  need o f  government assistance would ar ise. Ken 
Scholen, D i rec tor  o f  t h e  National Center  f o r  Home Equ i t y  Conversion, believes 
tha t  b o t h  t h e  homeowner and  t h e  pub l ic  t r e a s u r y  could benef i t  f rom home 
equ i ty  conversion i f  "some combination o f  exemption th resho ld  and marginal 
tax rate"  were used i n  count ing  conver ted  home equ i ty . ' '  

T h i s  aspect o f  home e q u i t y  conversion--people's wi l l ingness t o  ut i l ize 
t h e i r  home equ i t y  when t h e y  m igh t  be  e l ig ib le f o r  government assistance--is 
p a r t  of a l a rge r  pol icy quest ion be ing  addressed pa r t i cu la r l y  i n  t h e  area of 
health care f inanc ing .  T h e  scarc i ty  o f  pub l i c  resources coupled w i th  t h e  
rap id  g rowth  o f  t h e  e lder ly  populat ion r e q u i r i n g  more expensive health care 
have forced pol icy analysts and  decision makers t o  look t o  g reater  dependence 
on p r i v a t e  resources t o  f inance health care. Many states have enacted 
"family responsib i l i ty"  legislat ion requ i r i ng  family members t o  reimburse a 
state f o r  Medicaid expendi tures a l though some o f  t h e  statutes have conf l icted 
w i th  federal law and regulat ions.  The  Tax Equ i t y  and Fiscal Responsibi l i ty 
Ac t  o f  1982 (TEFRA),  recent ly  re in te rpre ted  Medicaid law t o  permi t  states t o  
impose liens on an indiv idual 's  real p r o p e r t y  if t h e  ind iv idua l  is i n  a nu rs ing  
home and un l ike ly  t o  r e t u r n  home, unless cer ta in  related persons are s t i l l  
l i v i n g  i n  t h e  home.2z T h e  t r e n d  toward  greater  rel iance on p r i va te  f inancing 
might  af fect  t h e  acceptabi l i ty o f  home equ i ty  conversion as a f inancing 
a l ternat ive i n  t h e  long te rm.  E lder ly  persons faced w i t h  t i g h t e r  rest r ic t ions 
on t h e  receipt o f  Medicaid assistance m igh t  choose t o  l iqu idate t h e i r  home 
equ i ty  i n  a way they  can cont ro l  r a t h e r  than be ing  forced t o  l iqu idate i t  by 
t h e  federal  o r  state government  o r  hav ing  t o  see t h e i r  ch i ld ren  burdened w i th  
invo lun tary  cont r ibu t ions  toward  t h e i r  health care. 

State Level 

State actions t o  encourage home equ i t y  convers ion are  also possible. I n  
1978, t h e  Hawaii Legis lature author ized state char te red lenders t o  make 
reverse mortgages and  exempted such mortgages f rom amortization 
requirements f o r  real estate loans and  u s u r y  laws t h a t  p r o h i b i t  t h e  imposition 
of in te res t  on de fe r red  in te res t . "  Thus,  a b a r r i e r  t h a t  remained i n  othet- 
states u n t i l  October 1982 had a l ready been eliminated local ly.  Under i t s  ru le-  
making author i ty ,  t h e  Department o f  Commerce and  Consumer Af fa i rs  adopted 
more specif ic adminis t rat ive ru les f o r  f inancial  ins t i tu t ions  o f fe r ing  reverse 
mortgages. The  ru les speci fy  t h e  fo l lowing f inancial  ins t i tu t ions  as el igible t o  
make reverse mortgage loans: any bank, savings and loan association, 
indus t r ia l  loan company, t r u s t  company, cer ta in l icensed mortgage brokers  o r  
solicitors, and any o the r  f i duc ia ry  company as def ined i n  Hawaii law." The 
rules p rov ide  t h a t  (1) i n  f i x e d  te rm reverse mortgages, ref inancing must be  
made available a t  t h e  t ime f ina l  payment is due; (2) prepayment of t h e  loan 
must be  allowed w i thout  penalty;  (3) annuit ies f rom an insurance company 
purchased w i th  loan proceeds must be  purchased f rom an insurance company 
authorized t o  do  business i n  Hawaii; and (4) in te res t  rates, established a t  
loan or iginat ion, remain f i xed .  Detailed disclosure requirements are also 
governed b y  t h e  ru les.  Par t i cu la r ly  since FHLBB regulat ions allow var iable 
in terest  rates and a proposal f o r  FHA mortgage insurance would have allowed 
variable in terest  rates f o r  reverse  mortgages, lenders would b e  re luctant  t o  
be  requ i red  t o  ex tend loans a t  f i x e d  in te res t  rates. A ru le  change allowing 
var iable rates m igh t  resu l t  i n  a g reater  lender  wi l l ingness t o  o f fe r  these 
loans. 
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While Hawaii can do l i t t l e  t o  encourage p r i v a t e  pension funds t o  p rov ide  
t h e  capital needed t o  f inance home equ i t y  conversion mortgages o r  sale- 
leasebacks, t h e  Employees' Retirement System (ERS), whose members include 
al l  state and  county  government  workers,  m igh t  p rov ide  a source of 
f inanc ing .  Scholen and Chen note tha t  a pension f u n d ' s  cash flow 
complements t h e  cash f low o f  home equ i ty  conversion as pension plan members 
p a y  in to  t h e  f u n d  ove r  many years and receive a r e t u r n  i n  t h e  f u t u r e  while 
e q u i t y  conversion requi res pay  outs ove r  many years and repayment i n  the  
f u t u r e .  Matching t h e  two cash flows could doub ly  benef i t  pension plan 
members i n  t h e i r  r e t i r e n ~ e n t . ~ ~  T h e  system's t rustees have a f iduc ia ry  
responsib i l i ty  t o  inves t  t h e  system's funds  p r u d e n t l y  b u t  such investment can 
be  made t o  meet socially desirable goals. T h e  ERS already invests some of i t s  
resources i n  mortgage loans t o  i t s  members and a 1983 law allows the  ERS t o  
i nves t  in  second mortgages f o r  t h e  purpose o f  acqu i r ing  t h e  fee simple 
in te res t  i n  a leaseholder's p r ~ p e r t y . ' ~  Public employee unions i n  Wisconsin 
and  New Jersey recent ly  made pension f u n d  investment i n  home equ i ty  
conversion a p a r t  o f  t h e i r  formal cont rac t  barga in ing  posit ions." 

I n  the  area o f  educat ion and counseling, s ta f f  from t h e  Execut ive Off ice 
on Aging and t h e  Hawaii county  of f ice on ag ing  have already made 
presentat ions on home equ i t y  conversion before e lder ly  organizat ions. i f  a 
p r i v a t e  lending ins t i tu t ion  were t o  establ ish a reverse  mortgage loan program, 
o r  a nonpro f i t  organizat ion t o  establ ish a home equ i t y  conversion program, i t  
may be possible f o r  t h e  state and county  off ices on  aging t o  p rov ide  d i rec t  
counsel ing services t o  prospect ive par t ic ipants o r  t o  coordinate t h e  e f fo r ts  o f  
e lder ly  o r  nonelder ly  g roups w ish ing  t o  o f fe r  t h e i r  assistance. 



Chapter  5 

POTENTIAL BENEFITS FROM 
HOME EQUITY CONVERSION 

T h i s  chapter  discusses t h e  e lder ly  populat ion who might  benef i t  f rom 
home equ i ty  conversion on  a national level as well as those who m igh t  benef i t  
i n  Hawaii. 

National Potential 

B ruce  Jacobs o f  t h e  Un ive rs i t y  o f  Rochester has studied t h e  national 
potent ial  o f  home equ i t y  conversion inst ruments i n  terms o f  t h e  number o f  
persons who m igh t  benef i t  f rom t h e i r  use. His estimates are  presented i n  
o rde r  t o  p rov ide  a perspect ive against wh ich  t o  v iew Hawaii data. 

T h e  1979 Annual  Housing Survey,  an intercensal s u r v e y  conducted b y  
t h e  federal Department o f  Housing and Urban  Development, repor ted  tha t  
t he re  were 11,609,000 homes owned by persons aged 65 or  older;  Jacobs 
pred ic ted  t h a t  t h i s  number should have r isen past  12.5 mil l ion b y  ear ly  1982, 
assuming t h e  g r o w t h  ra te  experienced i n  t h e  1970s.' T h e  1979 su rvey  
f u r t h e r  repor ted t h a t  t h e  average value o f  those homes was $46,600, which i n  
Jacobs' estimation increased t o  "substant ia l ly  more than $50,000" i n  1982.2 
Jacobs noted tha t  about  f o u r  of eve ry  f i v e  e lder ly  homeowners have pa id  o f f  
t h e i r  mortgages, resu l t ing  in an aggregate of over  $500 b i l l ion i n  net  home 
equ i ty  held by t h e  e lder ly  nat ionwide. '  

T h e  l i v i n g  arrangements o f  e lder ly  homeowners are  c r i t i ca l  i n  est imating 
t h e  populat ion e l ig ib le t o  ut i l ize home equ i t y  conversion. E lder ly  households 
w i th  a nonelder ly  member present  usual ly  have n o t  been inc luded i n  home 
equ i ty  conversion programs because i t  is assumed tha t  a longer l i fe  
expectancy f o r  t h e  nonelder ly  person would necessitate spreading the  home 
equ i ty  l iqu idated ove r  a much longer per iod  than if t h e  household were 
comprised on ly  o f  one o r  two e lder ly  persons. Hawaii prov ides a d i f f e ren t  
set t ing than t h e  mainland Uni ted States because o f  i t s  t rad i t i on  o f  extended 
families shar ing  a home. A home equ i ty  conversion program i n  Hawaii could 
inc lude households w i t h  a nonelder ly  person who may o r  may no t  share 
ownership o f  t h e  home, a l though th i s  would complicate g rea t l y  program 
administrat ion and computer modeling of ant ic ipated cash f low.  Th is  s tudy  
wi l l  be  l imited t o  consider ing households composed o f  an e lder ly  ind iv idua l  o r  
couple on l y .  Annual  Housing Survey  data f rom 1977 show tha t  nat ional ly,  t h e  
most common l i v i n g  arrangement i n  e lder ly  owned homes was an e lder ly  
couple, w i th  no o the r  persons present  (44 p e r  cen t ) . "  The  nex t  most common 
si tuat ion was a s ingle homeowner l i v i n g  alone (37 p e r  cent) ,  fol lowed b y  e igh t  
p e r  cent  o f  t h e  homes w i th  one e lder ly  homeowner and  another re lat ive.  
Final ly,  t h e  remaining 12 p e r  cent  o f  e lder ly  owned homes housed more than 
one re lat ive o f  t h e  e lder ly  homeowner. 

Jacobs also analyzed regional and metropolitan/nonmetropolitan variat ions 
i n  t h e  amount of home equ i t y  held and went  on  t o  analyze t h e  economic impact 
t ha t  two specif ic t ypes  o f  home equ i t y  conversion inst ruments m igh t  have had 
on household income if t h e  inst ruments had been available i n  1977. His 
estimates understate t h e  benef i t  f rom home equ i t y  conversion because t h e  
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inst ruments combined loans f rom p r i v a t e  lenders w i th  annuit ies purchased 
f rom an insurance company. As expla ined in chapter  2, t h e  interact ion 
between a mortgage i n te res t  ra te  and  a much lower annu i t y  rate tends t o  
produce benef i ts t o  on l y  a l imited cl ientele. Th i s  in teract ion has great ly  
l imited t h e  usage o f  t h i s  t y p e  o f  ins t rument .  

Jacobs found t h a t  depending on t h e  region, 15 t o  21 p e r  cent  o f  al l  
e lder ly  homeowners i n  nonmetropolitan areas and  18 t o  30 p e r  cent  o f  a l l  
e lder ly  homeowners i n  metropol i tan areas could have received a t  least $50 a 
month t h r o u g h  home equ i t y  conversion. While t h i s  amount may seem t r i v i a l  to  
some, t o  an e lder ly  homeowner w i t h  an annual income o f  $5,000, $50 a month 
represents a 12 p e r  cent  increase i n  annual income. For those homeowners 
o v e r  t h e  age of 74, 34 t o  46 p e r  cent  and  43 t o  58 per  cent  of homeowners in 
nonmetropolitan and  metropol i tan areas respect ive ly  could have realized such 
income ~ u p p l e m e n t s . ~  A smaller p ropo r t i on  o f  al l  e lder ly  households could 
have realized income supplements of a t  least $100 monthly .  Of  single persons 
75 years o r  o lder  and  l i v i n g  alone, s ign i f i can t  percentages o f  26 t o  35 per  
cent  of such persons i n  nonmetropolitan areas and  36 t o  52 p e r  cent o f  such 
persons i n  metropol i tan areas could have net ted  a t  least $100 a month i n  
lS77.' 

Jacobs also analyzed t h e  ne t  increases t o  income tha t  would ar ise w i th  
t h e  Foura t t  PIan descr ibed i n  chapter  3.  V e r y  high percentages of t h e  
par t ic ipants i n  each age g r o u p  could have net ted  at least $600 and $1,200 a 
year  under  th i s  plan compared t o  t h e  loan and  annu i t y  inst ruments he 
analyzed. a 

Jacobs' f ind ings  conf irmed ear l ier  expectat ions tha t  those who would 
benef i t  most f rom home equ i t y  conversion are  homeowners over  74, those 
l i v i n g  alone, and those l i v i n g  i n  metropol i tan areas, especially i n  t h e  western 
Un i ted  States where home values are  h ighest .  Even i n  a la te r  assessment a t  
t h e  end of 1980 when mortgage i n te res t  rates h a d  r isen dramaticatiy, Jacobs 
found  t h a t  conversion could s t i l l  b e  an  e f fec t ive  means o f  increasing t h e  
income o f  e lder ly  homeowners. ' 

Small scale su rveys  i n  d i f f e r e n t  areas o f  t h e  Uni ted States have gauged 
growing,  a l though s t i l l  l imited, consumer acceptance o f  home equ i ty  
c o n v e r ~ i o n . ' ~  These surveys,  however, can h a r d l y  be said t o  demonstrate 
widespread in terest  i n  home equ i t y  conversion. Part  o f  t h e  problem lies i n  
t h e  d i f f i cu l t y  of seeking responses t o  re lat ive ly  detailed schemes which are 
inadequately explained i n  typ ica l  s u r v e y  formats. Surveys on home equ i ty  
conversion have p robed  acceptance on ly  of t h e  general concept, not  of plans 
wh ich  might  p rov ide  a specif ied sum o f  money f o r  a set per iod o f  time a t  a 
specif ied in terest  ra te .  Even if a s u r v e y  w i th  more detailed questions were 
conducted, t h e  responses could no t  b e  assumed t o  p rov ide  an accurate 
indicat ion of market  feasib i l i ty  because those who say they  would "def in i te ly  
b e  interested" i n  a pa r t i cu la r  p lan could no t  be  rel ied upon t o  actual ly s ign 
t h e  mortgage note o r  sales cont rac t  when a program is implemented. 
Moreover, surveys  p rov ide  on l y  a snapshot o f  t h e  su rvey  populat ion at one 
po in t  i n  time. A n  unfamil iar concept such as home equ i ty  conversion wi l l  
r equ i re  extensive educational e f fo r ts  before t h e  populat ion even becomes 
aware tha t  such an opt ion ex is ts .  
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Statewide Potential 

Census resul ts  show t h a t  t h e r e  were 113,944 persons i n  1980 ove r  t h e  
age of 60 i n  Hawaii and  76,150 ove r  t h e  age o f  65." A home equ i t y  
conversion program would invo lve  on l y  e lde r l y  homeowners, as e lder ly  ren te rs  
o r  o thers  w i thout  legal t i t l e  t o  a home would be excluded f rom t h e  program. 
Moreover, p rogram decisions about  income-based e l ig ib i l i t y  would f u r t h e r  l imi t  
t h e  el igible populat ion. 

E lder ly  homeowners w i th  low incomes and  w i thout  a mortgage o r  l ien on 
t h e i r  homes would b e  e l ig ib le t o  par t i c ipa te  i n  a home equ i t y  conversion under  
t h e  guidelines imposed b y  House Resolution No. 19. Estimates of t h e  low- 
income homeowning populat ion, however, a r e  d i f f i c u l t  t o  obta in and must  be  
der ived th rough  several sources which employ d i f f e ren t  un i t s  of measurement 
a t  d i f f e ren t  t imes. For  example, t h e  1980 Census prov ides  extensive 
information on household and family composition inc lud ing  t h e  number o f  
persons w i th in  a household o r  family who a r e  65; however, t h i s  information is 
not  related t o  household income and  homeownership status a t  t h e  same time. 
Real p r o p e r t y  tax  records p rov ide  information on t h e  number o f  households 
which have claimed mul t ip le  home exemptions b y  v i r t u e  o f  hav ing  a t  least one 
recorded owner o f  t h e  home over  t h e  age o f  60 and res id ing  i n  t h e  home. 
Real p rope r t y  tax  records, however, have no reason t o  corre late claims f o r  
exemption w i th  household income and household composit ion. Thus,  whi le 
estimates of e lder ly  households w i t h  low incomes a r e  available and t h e  number 
o f  households w i t h  a t  least one e lder ly  person hold ing an in terest  i n  t h e  
p rope r t y  are available, t hey  cannot be  cross tabulated. Furthermore, 
al though it has been estimated t h a t  80 p e r  cent  o f  e lder ly  households 
nationwide (e lder ly  here is ove r  65 years o f  age) have paid o f f  t h e i r  
mortgages, no estimate o f  t h e  number o f  e lder ly  homeowners in Hawaii who 
have no outs tand ing  mortgage o r  l ien on t h e i r  p r o p e r t y  can be  made. 

Results f rom a s u r v e y  conducted i n  1980 based on a statewide sample o f  
e lder ly  pet-sons, however, do  p rov ide  information which is extremely usefu l  t o  
t h i s  s tudy .  T h e  Execut ive Of f ice on A g i n g  and  county  Area Agencies on  
Aging cooperated in conduct ing t h e  s u r v e y  us ing  a standardized su rvey  
inst rument  designed b y  Duke  Un ive rs i t y  named t h e  Older Americans Resources 
and Services Multidimensional Funct ional Assessment Questionnaire, here ina f te r  
re fe r red  t o  as "OARS". T h e  s u r v e y  was designed t o  measure t h e  wel l -being 
o f  t h e  e lder ly  ove r  60 years o f  age i n  f i v e  dimensions: social resources, 
economic resources, mental health, physical  health, and act iv i t ies o f  dai ly  
l i v i ng .  l z  Most o f  t h e  quest ions in OARS re levant  t o  t h i s  s t u d y  invo lve  t h e  
economic resources o f  t h e  e lder ly .  

A major cons t ra in t  t ha t  must be  imposed on t h e  OARS su rvey  responses, 
however, deal w i t h  t h e  quest ion "Do you own y o u r  own home?" Un l ike  t h e  
Census Bureau which tabulates owner-occupied housing un i ts  and t h e i r  
occupants i n  relat ion t o  t h e  head o f  t h e  household, OARS sought  t o  i den t i f y  
"homeowners" w i thout  relat ion t o  t h e  dwel l ing un i t .  Since e i ther  o f  two 
e lder ly  persons owning one home would t r u t h f u l l y  answer t h e  quest ion 
aff i rmatively,  t h e  s u r v e y  resul ted i n  a h igh  degree o f  overcount ing  o f  
homeowners i n  relat ion t o  t h e  actual un i ts  t h e y  occupy . "  Specif ically, whi le 
real p r o p e r t y  tax  assessment records f o r  1983 show 46,696 households w i t h  a t  
least one person ove r  t h e  age o f  60, t h e  OARS inst rument  p rov ided  an 
estimate of 80,606 "homeowners". " Thus,  t h e  estimates and percentages 
presented i n  t h i s  discussion are analyzed w i t h  th i s  l imitat ion i n  mind.  
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Elder ly  Homeowners b y  C o u n t y  

OARS d a t a  on  t h e  geog raph i c  d i spe r s i on  of e lder ly  homeowners show t h a t  
Kauai h a s  t h e  lowest r a t e  of e l de r l y  homeownership among t h e  f o u r  count ies ,  
followed b y  Oahu ,  Maui, a n d  Hawaii. OARS numerical  es t imates  of t h e  e lder ly  
homeowner population a r e  compared with 1983 real p r o p e r t y  t a x  r eco rds  f o r  
multiple home exempt ions  g iven  t o  homeowners o v e r  t h e  a g e  of 60 living in 
owner -occupied  dwelling un i t s  below: 

Table  2 

ESTIMATES OF ELDERLY HO?lEOWVER POTULATIOS 

OARS Es t imate  of Homeowners 1983 Claims f o r  ? l u i t i p l e  
b Percen tage  of  A l l  E l d e r l y  Home Exemptions f o r  

Persons i n  County County Real Proper ty  Taxes 

Kauai 

Oahu 

Maui 

Hawaii 

S ta tewide  

SOURCE : Hawaii, Execut ive  O f f i c e  on Aging, Older Americans 
Resources and Se rv i ce s  Mult idimensional  Func t iona l  
Assessment Ques t ionna i re  (OARS), 1980; and C i ty  and County 
of Honolulu, Department of Finance,  Real Proper ty  
Assessment D iv i s i on ,  "Exemptions by Exemption Code, 
February 2 2 ,  1983". (Cornpuxer p r i n r 0 u t . j  Revised f i g u r e s  
were c e r t i f i e d  f o r  p rope r ty  t a x  c o l l e c t i o n  purposes i n  May 
1983; however, t h e  d e t a i l e d  d a t a  used i n  t h i s  t a b l e  were 
no t  updated.  Oahu f i g u r e s  were co r r ec t ed  from records  a s  
of J u l y  18 ,  1983. 

Elder ly  Homeowners b y  Fee Simple 
a n d  Leasehold Owner sh ip  

Although t h e  OARS d a t a  a r e  not  b roken  down b y  owne r sh ip  of f e e  simple 
o r  leasehold i n t e r e s t s ,  t h i s  d is t inct ion may b e  an  important  o n e  in determining 
t h e  population e l igible  f o r  a home e q u i t y  convers ion program.  Lessors  may 
h a v e  no  reason t o  r e s t r i c t  l e ssees '  par t ic ipat ion i n  a p rogram un l e s s  a lease 
w e r e  nea r i ng  t h e  e n d  of its t e r m .  Program p l a n n e r s ,  however ,  migh t  wish t o  
exc lude  lessees  because  decl ining p r o p e r t y  va lues  toward t h e  e n d  of t h e  lease  
t e rm  would p r e v e n t  t h e  p rogram from recouping  program d i sbu r semen t s  t o  a 
leasehold pa r t i c i pan t .  

Real p r o p e r t y  t a x  r eco rds  p rov ide  an  es t imate  of t h e  number  of homes 
with a t  l eas t  one  recorded  ov.ner o v e r  60 y e a r s  of a g e  b y  t y p e  of o w n e r s h ~ p  
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as well as an estimate of the  average value of the  land and improvements. 
Table 3 shows that  homes owned by the  elderly in fee simple had slightly 
lower values t h a n  leasehold property,  except on Kauai. More than 90 per 
cent of neighbor island elderly homeowners owned their property in  fee 
simple, compared to  only 80.3 per cent of Oahu's elderly homeowners. A n  
important but unknown figure is the  number of homes owned solely by an 
elderly individual o r  couple as opposed to the  number of homes owned by an 
elderly person or couple with other persons. 

Table 3 

1983 CLAI5S FOR ELDERLY HO?IEOWXER PROPERTY TAX EXE?IPTIOSS 
BY COUh'TY AND OWNERSHIP 

A l l  Claims Fee Simple Claims Percentage Leasehold Claims 
for  Multiple & Average Fee Simple & Average 
Exemptions Property Value Ownership Property Value 

Kauai 

Oahu 

?laui 

Hawaii 

Statewide 

SOURCE : City and County of Honoluiu, Department of Finance, Real 
Property Assessment Division, "Exemptions by Exemption 
Code, February 22 ,  1983. " (Computer printout.  ) Revised 
figures were ce r t i f i ed  fo r  tax collection purposes in May 
1983; however, the  detailed data used in  t h i s  table  were 
not updated. Oahu figures were corrected from current 
records as of July 18, 1983. 

Elderly Homeowners by Income 

Income is traditionally underreported in  surveys;  however, it must be 
used in  narrowing the  eligible population for a publicly sponsored home equity 
conversion program. As mentioned in  chapter 3, both the  Buffalo and San 
Francisco programs impose income limitations in  determining program 
eligibility. The Buffalo H E L P  program uses an income limit of 80 per cent of 
median income while the  San Francisco RAM program uses a more liberal l imi t  
of 120 per cent of median income. Since participants will utilize their existing 
equity in their  homes, unless a government subsidy is involved, participation 
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does no t  have t o  be  l imited b y  t h e  s t r i ngen t  income l imits of means-tested 
programs.  

OARS data i n  Tab le  4 show t h a t  o f  homeowners i n  all age groups 
statewide, 10.9 p e r  cent  o r  an estimated 8,772 indiv iduals had household 
incomes in t h e  lowest income range $0 t o  $4,999, whi le 6.5 p e r  cent  had 
household incomes i n  t h e  $5,000 t o  $6,999 range. 

Table 4 

OARS ESTIMATE OF ELDERLY HO!IEO'K?;ER INCO?IE 

Income Range 

?fissing 

OARS Estimate & % of GARS 
Homeowner Population 

$20,000 or more 

Total 

Census data f rom a f i v e  p e r  cent  sample o f  t h e  populat ion also p rov ide  
estimates of household income f o r  households w i th  household heads ove r  60 
years old. Table 5 shows t h a t  more than half  o f  households headed b y  an 
e lder ly  homeowner had annual household incomes o v e r  $20,000. 



Table 5 

CENSUS ESTIMATE OF ELDERLY HO?1E0k1SCR IXCOk!E 

Xeighbor 
Household Income Honolulu Is lands  Sta te  - 

$ 0 - $ 4,999 1,820 1, 220 3,040 

15,000 - 19,999 2,800 1,960 4,760 

20 ,OOO+ 18,240 5,040 23,280 

To ta l  29,740 12,660 42,400 

SOURCE: Special  t a b u l a t i o n  from t h e  Census o f  Populat ion and 
Housing, 1980: Public-Use Microdata Sample F i l e s  (PUMS). 

A l though t h e  42,400 tota l  e lde r l y  homeowning households statewide i n  
t h i s  estimate is s l i gh t l y  lower than  t h e  46,696 claims f o r  mul t ip le home 
exemptions f rom county  real p r o p e r t y  taxes, t h e  1980 Census Public-Use 
Microdata Sample Files (PUMS) is t h e  on l y  known data source which allows 
correlat ion o f  household income w i t h  owner-estimated p r o p e r t y  value. Table 6 
shows t h i s  corre lat ion.  Some e lder ly  households w i t h  household incomes below 
$5,000 owned p r o p e r t y  w i t h  an estimated value over  $200,000 whi le some 
households w i th  incomes ove r  $20,000 owned p r o p e r t y  valued a t  less than 
$30,000. 

Homeowner income must  be  examined f u r t h e r  against t h e  number of 
persons i n  the  household be ing  suppor ted  by t h e  specif ied income. 
Unfor tunate ly ,  PUMS information on homeowner income cross tabulated w i th  
household size was not  available. Us ing  OARS estimates f o r  var ious income 
groupings and  the  number o f  persons suppor ted  b y  t h e  specif ied income and 
interpolat ing them t o  fit 1983 federal  Department o f  Housing and Urban 
Development (HUD) v e r y  low-income guidel ines f o r  Hawaii, Table 7 shows t h a t  
an estimate o f  14,526 one- and two-person households is obtained.15 
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Table 7 

ESTIYATES OF POPULATIOK ZLIGIBLE FOR 
A HO?lE EQUITY CONVERSION PROGRA3 

OARS Estimates Interpolated 
to Fit HUD Very Low-Income 
Guidelines and Eligible 
Households as a Percentage 

of  Population with 
Household Size - Specified Household Size 

Total One- and 
Two-Person 
Households 14,526  

OARS Estiaates Interpolated 
to Fit HUD Low- to Noderate- 
Income Guidelines and Eligible 
Households as Percentage of 
Population with Specified 

Household Size 

As discussed ear l ier ,  households w i t h  more than t w o  persons probab ly  should 
no t  be  considered in a home equ i t y  conversion program.  Us ing  substant ia l ly  
h ighe r  income guidel ines f o r  low- t o  moderate-income u t i l i zed  b y  HUD i n  i t s  
Section 8 renta l  subs idy  program and Community Development Block G r a n t  
program, 27,571 one- and two-person households is obtained.16 
Conservat ive ly  assuming t h a t  OARS overstated the  e lder ly  homeowning 
populat ion by approximately one-half ,  t h e  potent ia l  t a r g e t  populations us ing  
these income guidel ines m igh t  number 7,250 and  13,700 e lder ly  homeowner 
households. These f i gu res  could be  used t o  estimate t h e  un iverse  o f  
po ten t ia l l y  el igible households. Other  p rogram l imitat ions such as a l imi t  on 
assets o the r  than t h e  home would f u r t h e r  reduce these numbers. 



Chapter  6 

INTERESTED POPULATION 

T h e  prev ious chapter  estimated t h e  Hawaii populat ion who would be 
e l ig ib le f o r  a home equ i t y  conversion program. t in iverses of approximately 
7,250 and 13,700 households were de r i ved  us ing  t w o  d i f f e ren t  household 
income limits. Th i s  chapter  w i l l  nar row t h e  universes t o  determine the  
percentage of persons who m igh t  be  in terested i n  a home equ i ty  conversion 
program modeled on t h e  Buf fa lo  HELP program o r  t h e  Musashino program 
descr ibed i n  chapter  3. 

T h e  Legislat ive Reference Bureau administered a b r i e f  mul t ip le choice 
quest ionnaire t o  selected e lder ly  g roups d u r i n g  t h e  fa l l  o f  1983. Time and 
f u n d i n g  constra ints  d i d  not  permi t  t h e  su rvey  t o  b e  conducted th rough  
personal in terv iews,  t h e  method p re fe r red  over  a wr i t t en  quest ionnaire. 
Surveys  were mailed w i t h  a self-addressed stamped r e t u r n  envelope t o  a 
systematic random sample o f  state and county  government  pensioners. The  
o ther  category o f  e lde r l y  persons surveyed was comprised o f  members of 
selected senior c i t izen organizat ions th roughou t  t h e  State. Senior c lub 
members d i d  not  receive t h e i r  su rveys  i n  t h e  mail b u t  were asked t o  complete 
the  s u r v e y  a t  r egu la r  c lub  meetings a f te r  a b r i e f  ora l  presentat ion b y  t h e  
au tho r . '  A more detai led explanat ion of how t h e  su rvey  was administered and 
a copy o f  t h e  s u r v e y  ins t rument  a r e  attached as Appendix D. 

T h e  major object ives o f  t h e  s u r v e y  were (1)  t o  assess general in terest  
w i th in  t h e  e lder ly  populat ion i n  two specif ic home equ i t y  conversion programs; 
and (2)  t o  uncover  household o r  homeownership character is t ics among those 
homeowners who expressed wi l l ingness t o  par t i c ipa te  i n  t h e  programs.  

Social Acceptabi l i ty  and  
Willingness t o  Part ic ipate 

T h e  survey  measured in te res t  i n  t h e  two specif ic home equ i ty  conversion 
programs i n  operat ion i n  Buffalo, New York  (program A i n  t h e  su rvey )  and 
Musashino, Japan (program B i n  t h e  su rvey ) ,  in two s u r v e y  questions: "Do 
you t h i n k  these programs are  a good idea?" and "Would YOU, YOURSELF, 
par t i c ipa te  i n  e i ther  one of these programs?".  While t h e  former quest ion 
probed social acceptabi l i ty of t h e  programs, t h e  second inqu i red  as t o  t h e  
l ikel ihood of t h e  respondent  choosing t o  par t ic ipate.  Responses t o  these 
quest ions f o r  bo th  homeowners and  nonhomeowners i n  b o t h  respondent  g roups 
are  shown i n  Tables 8 t o  11. 

I n  general, s l i gh t l y  more nonhomeowners than homeowners fe l t  Program A 
was a good idea and s l i gh t l y  more homeowners than  nonhomeowners fe l t  
Program B was a good idea. Between survey  groups,  government pensioners 
showed a h igher  degree o f  acceptance of bo th  programs than senior c lub  
members. Nonhomeowner responses were not  analyzed beyond these two 
quest ions. T h e  remainder o f  t h i s  chapter  w i l l  discuss on l y  homeowner 
responses. 

As expected, t h e  percentage of people who though t  e i ther  p rogram a 
good rdea i n  theory  was much n igher  t h a n  t h e  percentage who said t hey  



Table 8 

ACCEPTABILITY OF PROGRAM A 

Do yoit t h i n k  Program A [ B u f f a l o  model ] i s  a good idea? 

HOMEOWNERS 

D o n ' t  
Yes - Maybe Know No - - Other  

Government 55 59 21 129 18 
Pens ioners  19 .5  20.9 7 .5  45.7  6.4 

S e n i o r  C lub 28 41 23 126 40 
Members 10.9 15 .9  8.9 48.8 15 .5  

Sum 8 3 100 44 255 58 
15.4 18 .5  8 .2  47.2 10.7 

NONOWNERS 

D o n ' t  
Yes - Maybe - Know No - - Other  

Government 9 6 4 16 6 
Pens ioners  22.0 14.6 9 .8  39.0 14.6 

S e n i o r  C lub 15 5 3 35 9 
Members 22 .4  7 . 5  4 .5  52.2 13.4 

Sum 24 11 7 51 75 
22.2 10.2 6.5 47.2 13.9 

$I& 

282 
100.0 

258 
100.0 - 

540 
100.0 

Sum - 
4 1 

100.0 

67 
100.0 - 

108 
100.0 

Table 9 

ACCEPTABILITY OF PROGRA3 B 

Do you t h i n k  Program B [Mi isashino model ] i s  a good idea? 

HOMEOWNERS 

D o n ' t  
yeS Maybe Know - - NO - Other  - 

Government 110 65 22 75 10 282 
Pens ioners  39.0 23.1 7 .8  26.6 3.5 I 1 0 0 . 0  

Sum 

S e n i o r  C lub 52 4 1 23 85 57 
Members 20.1 15.9 8 .9  33.0 22.1 

NONOWNERS 

258 
100.0 

D o n ' t  
Know 

1 

Government 13 9 3 
Pens ioners  31.7 22.0 7.3 

Sum 

S e n i o r  C lub 11 10 4 17 25 
Members 16.4 14 .9  6 .0  25.4 37.3 

67 
100.0 



Table 10 

WILLINGNESS TO PARTICIPATE IN PROGRAH A 

Would YOU, YOURSELF, p a r t i c i p a t e  in  Program A [ B u f f a l o  model j? 

HOMEOWNERS 

Sum 

Government 8 16 12 221 25 
Pensioners 2.8 5.7 4.2 78.4  8.9 

Sen io r  C lub  8 17 17 169 47 
Members 3.1 6.6 6.6 65.5 18.2 

NONOWNERS 

282 
100.0 

258 
100.0  

Gave rnment 3 2 6 21 9 4 1 
Pens ioners  7.3 4.9 14.6 51 .2  22.0 1 100.0 

Sum 

Sen io r  C lub 6 4 4 39 14 
Members 8.9 6 .0  6.0 58.2 20.9 

Table 11 

67 
100.0 

WILLINGNESS TO PARTICIPATE IN PROGRAM B 

Would YOU, YOURSELF, p a r t i c i p a t e  i n  Program B [Musashino model I ?  

HOMEOWNERS 

Government 23 55 9 184 11 
Pensioners 8 .2  19.5 3.2 65.2 3.9 100.0 

S e n i o r  C lub 19 25 25 130 59 258 

Sum 

NONOWNERS 

Don ' t  
Yes - )tnow 82 Other &Q 

Government 7 2 6 2 1 41 
Pensioners 17.1 4.9 14.6 51.2 1 2  

Sum 

Sen io r  C lub  3 8 2 28 26 
Members 4.5 11.9 3.0 41.8 38.8 

67 
100.0 
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would par t ic ipate i n  e i t he r  p rogram.  While 15.4 p e r  cent o f  al l  owners f e l t  
Program A was a good idea, on l y  3.0  p e r  cent o f  al l  owners said they  
themselves would actual ly  par t i c ipa te  i n  such a program. Program B was 
acceptable t o  30.0 p e r  cen t  o f  al l  owners b u t  on ly  7.8 p e r  cent  said they  
would par t ic ipate.  T h e  percentage o f  homeowner respondents who professed a 
wi l l ingness t o  par t i c ipa te  i n  Program A o r  Program B, when superimposed on 
t h e  universes of persons determined t o  be  el igible f o r  a government-sponsored 
home equ i ty  conversion program, as expected, produce v e r y  low numbers. 
Among t h e  7,250 one- and two-person households statewide estimated t o  have 
annual household incomes below t h e  federal Department of Housing and Urban 
Development (HUD) v e r y  low-income guidel ines f o r  Hawaii, 3 . 0  p e r  cent  
represents on ly  218 households whi le 7.8 p e r  cent  represents 566 households. 
Wi th in t h e  l a rge r  13,700 household un iverse  der ived f rom a h igher  income 
guidel ine, 3 .0  p e r  cent  and 7.8 p e r  cent  represent  111 and 1,069 households, 
respect ive ly .  

I n  addit ion t o  more "yes" responses f o r  Program B, t h e  percentage o f  
"maybe" responses was h ighe r  f o r  Program B than f o r  Program A .  As 
discussed earl ier,  whether  t h e  "yes" and "maybe" respondents would actual ly 
par t i c ipa te  wi l l  have t o  await detai led specif ication o f  costs, benef i ts,  and 
program condit ions and  a long per iod  o f  consumer educat ion. Many 
respondents indicated t h a t  t h e y  were present ly  f inancia l ly  secure b u t  t ha t  
f inancial  d i f f i cu l t ies  i n  t h e  f u t u r e  m igh t  make them t h i n k  more seriously about 
an  opt ion such as t h a t  o f fe red  b y  Program B.  T h e  d i f ference between t h e  
wi l l ingness t o  par t i c ipa te  i n  Program A and Program B probab ly  can be 
explained b y  t h e  d i f ference in retent ion o f  homeownership. While Program A 
involves t rans fe r  o f  one's en t i re  p r o p e r t y  t o  t h e  program operator  upon t h e  
homeowner's death, Program B allows t h e  homeowner t o  retain a por t ion  o f  t h e  
home equ i ty  whi le u t i l i z i ng  t h e  remainder as collateral f o r  a loan which would 
be  repaid upon t h e  homeowner's death. Many senior c lub  members expressed 
loud opposit ion t o  Program A f o r  t h i s  reason. 

Respondents' Household and  
Homeownership Character is t ics 

T h e  two groups o f  responding homeowners were f u r t h e r  analyzed by 
household and homeownership character is t ics.  

Mortgage status.  Part ic ipat ion i n  a home equ i t y  conversion program 
appropr ia te ly  may b e  l imited t o  homeowners w i t h  no outstanding mortgage 
balance. Indeed, House Resolution No. 19 addresses i tse l f  t o  such 
homeowners. Nat ional ly 80 p e r  cent  o f  e lder ly  homeowners ove r  65 own t h e i r  
homes f r e e  and clear o f  any  mortgage o r  l ien. '  A comparable percentage f o r  
Hawaii cannot be ascertained f rom t h i s  su rvey  because t h e  s u r v e y  was not  
res t r i c ted  t o  those ove r  65. Appendix E - I  shows tha t  among government 
pensioners, 59.6 p e r  cent  had paid o f f  t h e i r  mortgages whi le 39.0 p e r  cent  
had not .  Among senior c lub  member homeowners, 68.2 p e r  cent  had paid o f f  
t h e i r  mortgages, more closely approachtng t h e  national norm. Th i s  d i f ference 
between t h e  two groups m igh t  be  a t t r i bu ted  t o  age and mobi l i ty  di f ferences. 
Those homeowners w i t h  ou ts tand ing  mortgages tended t o  have substant ial  
remaining mortgage terms w i t h  almost half ,  48.5 p e r  cent, o f  t h i s  g r o u p  
hav ing  more than ten  years remaining and 27.2 p e r  cent  w i t h  f o u r  t o  t en  
years remaining on  t h e i r  mortgages. See Appendix E-2. 
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L i v i n q  arrangement.  L i v i n g  arrangement is general ly  an important 
determinant  o f  par t i c ipa t ion  i n  home equ i t y  conversion programs.  Most 
par t i c ipants  in t h e  Buffalo, Musashino, and  RAM programs reside i n  t h e i r  
homes alone o r  on l y  w i t h  a spouse. Responding homeowners' l i v i ng  
arrangements are  shown i n  Appendix F-1. Among government  pensioners, 
61.7 p e r  c e n t  o f  responding homeowner households were  comprised of an 
e lde r l y  homeowner l i v i n g  alone o r  on l y  w i t h  a spouse whi le  t h e  corresponding 
f i g u r e  f o r  senior c lub  members was 59.7 p e r  cent .  When comparing l i v i ng  
s i tuat ion w i t h  wi l l ingness t o  par t i c ipa te  in a specif ic program, favorable l i v i ng  
si tuat ions d i d  not  necessari ly correspond w i th  a greater  degree o f  wil l ingness 
t o  par t i c ipa te  in  Program A o r  Program B as shown i n  Appendices F-2  t o  F-5. 

Household income. Income m igh t  be  expected t o  b e  a major determinant 
o f  in te res t  i n  home equ i t y  conversion; however, a Wisconsin s u r v e y  revealed 
t h a t  t h e  persons most l i ke l y  t o  need addit ional income, widows 75 o r  older 
l i v i n g  alone w i th  annual incomes below $5,000, were t h e  least l i ke ly  t o  be 
in te res ted  i n  home e q u i t y  conversion p lans. '  Hawaii s u r v e y  resul ts  showed a 
s u r p r i s i n g l y  h igh  household income among homeowner respondents, even 
adjusted f o r  household size. Almost 59 p e r  cent  o f  government  pensioners 
had gross  annual household incomes ove r  $20,000. On ly  17.4 p e r  cent  of 
senior  c lub  members were i n  t h i s  income category a l though a s igni f icant  
number o f  senior c lub  members e i t he r  d i d  not  respond t o  t h i s  quest ion o r  
claimed t h e y  did not  know what  t h e i r  household income was. Responding 
homeowners' income is shown i n  Appendix G-1 .  

Wil l ingness t o  par t i c ipa te  i n  Program A and Program B is shown b y  
income g roup ing  i n  Appendices G-2 t o  G-5. Echoing t h e  f ind ings  o f  earl ier 
su rveys  i n  o the r  p a r t s  o f  t h e  Un i ted  States, lower income households al though 
perhaps i n  g reater  need o f  addit ional income, were j us t  as re luc tan t  as h igher  
income groups,  and  o f ten  more re luctant ,  t o  use t h e i r  home equ i t y  t o  gain 
addit ional income. 

T h i s  i s  s igni f icant  because whi le  t h e  i n ten t  o f  a government-sponsored 
home e q u i t y  conversion program might  be t o  assist homeowners w i th  low 
incomes, t h e  "cash-poor b u t  house-r ich"  t a rge t  group,  t h e  ta rge t  g roup  does 
no t  appear in terested in t h i s  method o f  assistance. Education and  counseling 
m igh t  increase t h e  number o f  persons w i l l ing  t o  part ic ipate; however, several 
years o f  such e f fo r ts  w i l l  be  requ i red  before a s igni f icant  change i n  a t t i tude 
occurs .  

Ownership.  T h e  s u r v e y  p robed  homeownership arrangements t o  
determine whether  a h igh  degree o f  shared ownership w i t h  someone o ther  than 
a spouse, and  there fore  i nab i l i t y  t o  l iqu idate t h e  home equ i ty  b y  oneself, 
m igh t  expla in low in te res t  i n  home equ i t y  conversion. A large major i ty  o f  
homeowners owned t h e i r  homes alone o r  on ly  w i t h  a spouse. On ly  8 .5  p e r  
cent  o f  government  pensioners and  15.1 p e r  cent  o f  senior c lub  members 
owned t h e i r  homes w i th  someone o the r  than t h e i r  spouse. Homeownership 
character is t ics a re  shown i n  Append ix  H.  

Desi re t o  bequeath. T h e  des i re  t o  bequeath a home t o  ch i l d ren  o r  o ther  
he i rs  is recognized as a s t rong  i nh ib i t i ng  fac tor  i n  home equ i t y  conversion 
su rveys .  T h e  question, " Is  it more important  t o  you t o  leave y o u r  house and 
money t o  y o u r  ch i l d ren  o r  heirs, o r  t o  have more money t o  l i ve  on r i g h t  
now?". attempted t o  measure t h e  s t reng th  o f  t h e  desi re t o  bequeath. 
Responses are  shown i n  Appendix 1-1. Roughly 60 p e r  cent  o f  ai l  
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homeowners expressed a preference t o  leave t h e i r  p r o p e r t y  t o  hei rs  ra the r  
t han  have more money whi le  s t i l l  l i v i n g . '  Many homeowners indicated t h a t  
t h e y  had suf f ic ient  income f o r  t h e i r  needs and t h u s  these persons would not  
respond tha t  i t  was important  t o  have more money f o r  themselves. 
Appendices 1-2 t o  1-5 compare responses t o  t h i s  quest ion w i th  wi l l ingness t o  
par t i c ipa te  i n  a home equ i t y  conversion program.  Approximate ly  70 p e r  cent  
o f  al l  homeowners who said they  would no t  par t i c ipa te  i n  Program A and 
Program B believed i t  was more important  t o  leave something t o  t h e i r  he i rs .  
As expected, those homeowners who bel ieved t h a t  it was more important  t o  
have more money t o  l i ve  on than t o  leave something t o  t h e i r  ch i l d ren  indicated 
a greater  wi l l ingness t o  par t i c ipa te  i n  bo th  programs.  

Desired benef i ts .  One might  expect  t ha t  h ighe r  dol lar  benef i ts  might  
in f luence respondents t o  swi tch f rom be ing  unw i l l i ng  t o  par t i c ipa te  i n  a home 
equ i t y  conversion program t o  be ing  w i l l ing  t o  par t ic ipate.  T h e  quest ion, 
"How much money would you have t o  receive each month f o r  you  t o  
par t i c ipa te  i n  a program l i k e  Program A o r  Program B?", attempted t o  f i n d  
t h i s  t rans i t ion  po in t .  Responses are  shown i n  Appendix J .  

T h e  response "no amount would make me interested"  was in tended t o  test  
t h e  s t reng th  of respondents'  unwil l ingness t o  par t ic ipate.  Th i s  response was 
selected b y  58.5 p e r  cent  of government  pensioners and 38.8 p e r  cent  of 
senior c lub  members. Lower percentages of 20 .6  p e r  cent  and  18.6 p e r  cent  
o f  pensioners and senior c lub  members, respect ive ly ,  responded t h a t  t hey  
requ i red  more than $500 p e r  month t o  consider par t ic ipat ion.  While one 
respondent  noted t h a t  t h e  ph ras ing  o f  t h e  quest ion would e l ic i t  g reedy 
reactions f rom people who would select t h e  h ighest  amount possible, such 
responses also m igh t  be  explained by t h e  feel ing tha t  expectat ions o f  h igh  
month ly  benef i ts were jus t i f ied  b y  h igh  home values. Chapter  2 explains how 
in te res t  i n  a reverse  mortgage loan easily may consume hal f  o f  to ta l  home 
equ i ty ,  depending on loan terms. It can be  expected tha t  such h igh  in terest  
costs would de ter  an even h ighe r  number of homeowners f rom par t i c ipa t ing  i n  
a home equ i ty  conversion program. 

Other  character is t ics.  T h e  s u r v e y  obtained information on t h e  age, sex, 
and  is land of residence o f  respondents. Dif ferences i n  these character is t ics 
d i d  no t  correspond w i th  s igni f icant  var iat ions i n  respondents'  wi l l ingness t o  
par t i c ipa te  i n  e i ther  program, pa r t i cu la r l y  since t h e  number who d i d  express 
a wi l l ingness t o  par t i c ipa te  was so small. 

Respondents' Comments 

A number of respondents added wr i t t en  comments which p rov ided  greater  
i ns igh t  in to  t h e i r  a t t i tudes and values. Government pensioners had more time 
t o  respond t o  t h e  su rvey  and t h u s  many more wro te  detai led comments. 
D i s t r u s t  o f  a home equ i ty  conversion program was a common theme i n  
comments such as these below: 

What a r i p  o f f .  

Sounds l i k e  a Eishop, Baldwin, Rewald, D i l l ingham h Wong [ a  
recent  Hawaii investment f raud  scheme]--deal. I t  s t i n k s .  
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i t h i n k  t h e  program i s  a  sham. For someone t o  m a ~ e  a  f a s t  buck 
on p r o p e r t y  t h a t  someone has  worked a l l  t h e i r  l i f e  f o r .  

To me A and B programs would n o t  b e n e f i t  t h e  e l d e r l y  homeowner 
i n  h i s  l i f e  span .  The c o r p o r a t i o n  and c i t y  would be  t h e  winners .  A 
l i t t l e  more g r a f t  t o  r u i n  t h e  l i v i n g  c o n d i r i o n  of t h e  e l d e r l y .  

O n e  r e s p o n d e n t  was  more  t h o u g h t f u l  in d i s c u s s i n g  t h e  potential  f o r  
a b u s e  a n d  d e f r a u d i n g  t h e  e l d e r l y  of t h e i r  b i g g e s t  s ing le  a s s e t :  

I b e l i e v e  t h a r  n e i t h e r  one of t h e  p r o p o s a l s  couid  be b e x e f i c i a l  
u n l e s s  t h e r e  i s  s c r u p u l o u s  government s u p e r v i s i o n  and a u d i t i n g  f o r  
s a f e g u a r d s  a g a i n s t  f r a u d ,  abuse ,  and i n e f f i c i e n c y .  RE Program A :  
The e l d e r l y  homeowner may have on ly  t e n  o r  twenty y e a r s  t o  l i v e .  I f  
p r o p e r t y  t a x ,  f i r e ,  and l i a b i l i t y  i n s u r a n c e ,  and maintenance and 
r e p a i r s  amount t o  Si500 a  y e a r ,  and income supplement t o  $2400, and 
t h e  homeowner d i e s  a f t e r  15 y e a r s ,  t h e  t o t a l  expended wouid amount 
t o  about $55,500.  Even a  modest home today is worth S:00,000 on t h e  
market .  Even a l l o w i n g  f o r  t h e  c o s t  o f  s e r v i c e s  rendered (management 
and c l e r i c a l )  your  n o n p r o f i t  c o r p o r a t i o n  would become a  p r o f i t  
c o r p o r a t i o n .  The "gain" w u l d  be f a r  more t h a n  " l o s s "  on t h e  
average .  RE Program B :  I assume t h a r  c o r p o r a t i o n  cou ld  be a  p r o f i t  
c o r p o r a t i o n .  I f  s o ,  what i s  t h e r e  t o  p reven t  padding o f  b i l l s ,  and 
s e r v i c e s  s e l e c t e d  f o r  i t s  g r e a t e s t  p r o f i t ?  Already t h e r e  i s  a  l o t  
of abuse  i n  Yedicare  and some r e s t  home programs. Unless a l l  
d e t a i l s  a r e  s p e l l e d  o u t ,  and enough s a f e g u a r d s  a r e  provided by t h e  
government t o  e n s u r e  t h e  w e l f a r e  of t h e  homeowner, t h e  p l a n  could 
t u r n  o u t  t o  be  a  c a l a m i t y  r a t h e r  t h a n  a  b l e s s i n g .  I hope t h e  
government wouid make a  thorough s t u d y  o f  any p l a n  b e f o r e  sponsor ing  
any f o r  adop t ion .  There  a r e  some e l d e r l y  homeowners s h o  may e a s i l y  
f a l l  p rey  t o  some unscrupulous  c o r p o r a t i o n .  

P .S.  What i f  t h e  c o r p o r a t i o n  goes bankrupt?  That would be a  
dilemma f o r  a  l o t  of o l d  p e o p l e .  

O t h e r s  r e f u s e d  t o  r e p l y  o r  condi t ioned t h e i r  r e s p o n s e s  on rece ip t  of 
addi t ional  information o n  t h e  p r o p o s e d  p r o g r a m s  b e c a u s e  of lack of specif ic i ty  
in t h e  s u r v e y .  T h e  lack of specif ic i ty  was  recognized  a s  a  problem in 
ob ta in ing  r e s p o n s e s ;  however ,  it was  bel ieved t h a t  t h e  a l t e r n a t i v e  of a  v e r y  
deta i led  s u r v e y  would h a v e  elici ted a n  e v e n  lower r a t e  of r e s p o n s e .  
Moreover ,  while do l la r  amounts  f o r  c o s t s  a n d  benef i t s  migh t  h a v e  been 
p rov ided  in t h e  s u r v e y ,  a c t u a l  p r o g r a m  prov i s ions  would h a v e  t o  await policy 
decis ions  b y  t h o s e  d e c i d i n g  t o  impiement a  home e q u i t y  c o n v e r s i o n  p r o g r a m .  

Severa l  r e s p o n d e n t s  s t a t e d  t h a t  g o v e r n m e n t  s h o u l d  not  involve itseif in 
t h i s  kind of p rogram,  with o n e  r e s p o n d e n t  exp la in ing  w h y :  

Xake it advantegeous t o  be  a  have-not ,  and t h e y  w i l i  f o r e v e r  
s t r i v e  t o  be have-no t s .  

Few nonhomeowners  p r o v i d e d  wr i t t en  comments ,  b u t  o n e  made it c l e a r  
t h a t  he  did not  f a v o r  t h e  p r o g r a m :  

Even i f  we owned and n o t  r e n t e j ,  we would n o t  c o n s i d e r  t h e s e  
p l a n s .  
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Many p e r s o n s  conf i rmed t h e  p rev ious ly  d i s cus sed  p a t t e r n  of responses  t o  
ques t i ons  1 a n d  2 ,  bel ieving t h a t  t h e  p rograms  could benef i t  o t h e r  
households ,  b u t  ce r ta in ly  no t  t h e y ,  themse lves :  

Those who have no way t o  t u r n  need t h i s  program 

Program B sounds promising f o r  t hose  who need i t .  

I 'm s u r e  many e l d e r l y  owners w i l l  b e n e f i t  from t h e  programs. 

I l i k e  t h i s  program f o r  some of  our  s e n i o r s  who a r e  i n  pover ty  
now even ii they own t h e i r  own homes. 

I am no t  i n t e r e s t e d  i n  t h e s e  proposed programs p e r s o n a l l y .  
However, I f e e l  program B could be a l i f e - s a v e r  f o r  many e l d e r l y  
homeowners. Have nega r ive  f e e l i n g  about program A .  

Program A would be good f o r  someone who has no h e i r s .  

For myself I f e e l  I want t o  pass  something on of  va lue  t o  my 
c h i l d r e n ,  l e t  it be t h e i r  d e c i s i o n  &hat  t o  do wirh it. Something of 
t h i s  s o r t  (above) is needed f o r  many people  i n  t h i s  s t a t e  and done 
f a i r l y  f o r  t h e  e l d e r l y  and t h e i r  c h i l d r e n  and no t  t h e  p o l i t i c i a n s .  

I would no t  be i n t e r e s t e d  i n  such a program because I f e e l  I 
have s u f f i c i e n t  income t o  l i v e  a f a i r l y  comfortable  o l d  age l i f e .  

I t  may be a l r i g h t  f o r  some people  but no t  f o r  us 

Some p e r s o n s  bel ieved o t h e r  methods of helping t h e  e lder ly  were  
p r e f e r ab l e  t o  implementation of e i t h e r  p rogram.  Al te rna t ive  means f o r  
a s s i s t ance  s u g g e s t e d  inc luded  p r o p e r t y  t a x  relief ,  lower c h a r g e s  f o r  home 
r epa i r  s e rv i ce s  p rov ided  b y  e lec t r i c ians ,  c a r p e n t e r s ,  a n d  p lumbers ,  and  
a s s i s t ance  with medical c o s t s .  One  r e sponden t  even  made a plea f o r  
government  a s s i s t ance  in  s t opp ing  h e r  hil lside home from s l id ing .  

Many p e r s o n s  c i t ed  t h e i r  d e s i r e  t o  leave t h e i r  homes t o  t h e i r  ch i l d r en ,  
pa r t i cu la r ly  because  of t h e  high c o s t  of hous ing .  

A few r e sponden t s  u sed  t h e  s u r v e y  t o  e x p r e s s  t h e i r  fee l ings  abou t  t h e  
s t a t e  l eg i s la tu re .  One  r e sponden t  wro t e :  

Good luck  t o  our  l e g i s l a t o r s  f o r  t h e i r  concern o f  t h e  e l d e r l y  
popula t ion  of Hawaii. Xay our  Heavenly Farher  guide you a l l  i n  your 
dec i s i ons  and cho ices  and may our  e l d e r l y  popula t ion  prove worthy of 
your concerns .  

O t h e r  Fac tors  Affec t ing  
Par t ic ipat ion 

Pride. Resea rche r s  h a v e  found  t h a t  p r i d e  ha s  a g r e a t  impact on e lder ly  
par t ic ipat ion in gove rnmen t  benef i t  p rograms  s u c h  a s  Supplemental  Secu r i t y  
income i S S I ] .  While many e lder ly  p e r s o n s  may be eligible f o r  SSI a n d  o t h e r  
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means-tested program, they  may not  app ly  f o r  benef i ts and instead wi l l  
"make-do" w i t h  t h e i r  ex i s t i ng  resources. Home equ i ty  conversion thus  has 
been discussed as a major depar tu re  f rom o ther  government assistance 
programs i n  tha t  e lder ly  homeowning households would be assisted i n  u t i l i z ing  
t h e i r  resources tha t  were not  p rev ious ly  i n  l i qu id  form. A pub l ic ly  sponsored 
program t o  t h e  ex ten t  t ha t  it receives pub l ic  f u n d i n g  o r  subsidies might  s t i l l  
be  seen as a government handout.  

E l iq ib i l i t v  f o r  o the r  prosrams.  As discussed i n  chapter  4, par t ic ipat ion 
i n  a home equ i ty  conversion program wi l l  also be  affected b y  e l ig ib i l i t y  
standards f o r  ex i s t i ng  assistance programs and b y  t h e  t reatment  of loan o r  
sale proceeds i n  determin ing program e l i g ib i l i t y .  Federal pol icy i n  t h i s  area 
has not  y e t  been determined. If an assistance program places no l imit  on an 
appl icant 's home equ i ty  as i n  t h e  SSI, food stamp, and Medicaid programs, 
qua l i f y i ng  e lder ly  homeowners have no incent ive t o  l iqu idate t h e i r  home equ i ty  
t h rough  a home equ i ty  conversion program. Those homeowners who receive 
assistance re luc tan t ly  because t h e r e  is no a l te rna t ive  might  w i l l ing ly  use t h e i r  
home equ i ty  as an a l te rna t ive  t o  par t ic ipat ion i n  an assistance program. 
Program planners would have no means o f  determin ing t h e  in te rac t ive  effects 
o f  ex is t ing  programs and an e q u i t y  convers ion program u n t i l  a  program i s  
established and o ther  program policies determined. 

Program e l ig ib i l i t y  f o r  t h e  Hawaii medical assistance program might  be  
seen as go ing  counter  t o  a pol icy of encouraging people t o  use the i r  own 
resources. T h e  program former ly  imposed a S40,000 l imit  on home equ i ty  i n  
determin ing an appl icant 's e l ig ib i l i t y ;  however, t h i s  l imi t  was removed 
ef fect ive November 1, 1983 t o  conform w i th  federal ru les. '  As discussed 
elsewhere, f u t u r e  federal  and state actions t o  c u r b  assistance expendi tures 
pa r t i cu la r l y  i n  t h e  Medicaid program might  determine levels o f  homeowner 
par t ic ipat ion i n  assistance programs and home equ i ty  conversion programs. 

Cu l tu ra l  a t t i tudes and t h e  h igh  cost o f  housing i n  Hawaii. Hawaii's mix 
o f  ethnic  g roups might  hold a t t i tudes  toward  debt  and bequests tha t  are v e r y  
d i f f e ren t  f rom mainland e lder ly  homeowners who appear t o  be  more recept ive 
t o  the  home equ i ty  conversion concept i n  recent  surveys .  I n  addit ion, the  
h igh  cost o f  housing i n  Hawaii, as ind icated i n  some respondents'  comments t o  
t h e  Bureau's survey ,  w i l l  a f fec t  some e lder ly  homeowners i n  decid ing whether 
o r  not  t o  par t i c ipa te  i n  home equ i t y  conversion programs. 

O the r  Indicators o f  Possible In te res t  

The  C i t y  and County  o f  Honolulu, l i ke  many o the r  ci t ies i n  t h e  count ry ,  
c u r r e n t l y  operates a low- interest  rehabi l i ta t ion loan program. Depending on 
t h e  appl icant 's income, an appl icant  might  obta in a rehabi l i tat ion loan w i th  
in terest  rang ing  f rom 0 t o  12 p e r  cent .  Households meeting t h e  lowest income 
standard may obtain de fer red  payment loans which do  not  have t o  be repaid 
u n t i l  t h e  p r o p e r t y  is t rans fe r red .  C i t y  off ic ials indicate t h a t  whi le i t  has 
been d i f f i c u l t  t o  stimulate in te res t  i n  t h e  program among all households, 
e lder ly  homeowners tend  t o  be  even more re luctant  t o  par t ic ipate,  possibly 
because they  do  not  want  a l ien on t h e i r  homes.6 

Another  way of est imating potentia! in te res t  i n  a home equ i ty  conversion 
program is t h r o u g h  a comparison o f  t h e  tota l  e lder ly  popu!ation o f  Hawaii w i th  
those of Buffalo, New York ;  hlusashino C i ty ,  J a p a n ;  and San  Francisco, 
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Cal i fornia. Hawaii 's over-65 populat ion o f  76,150 i n  1980 was less than one- 
half  o f  Buf fa lo 's  65+ populat ion o f  153,000 and s l i gh t l y  more than one- f i f th  t h e  
size o f  San Francisco's e lder ly  populat ion o f  363,000.' A l though t h e  HELP 
and RAM programs in i t ia l l y  were ta rge ted t o  smaller areas w i th in  t h e  ci t ies of 
Buf fa lo  and San Francisco, t h e  universes o f  el igible par t ic ipants i n  those 
ci t ies are  much la rge r  than in Honolulu. 

It could be surmised t h a t  a home equ i t y  conversion program i n  Hawaii 
may no t  be  able t o  a t t rac t  even t h e  small numbers c u r r e n t l y  par t i c ipa t ing  i n  
t h e  Buf fa lo (34) and  San Francisco (45) programs.  Musashino C i ty ,  Japan, 
on t h e  o the r  hand, has an over-65 populat ion of 12,249, which is much 
smaller than Hawaii's comparable populat ion. The re  are c u r r e n t l y  10 program 
cl ients pay ing  f o r  services w i t h  t h e i r  home equ i t y . '  



Chapter  7 

PROGRAM ADMINISTRATION 

Program Operat ion 

Th is  chapter  w i l l  discuss adminis t rat ive and  f inancing issues i n  a home 
equ i ty  conversion program i n  Hawaii. A l though o the r  types  of programs have 
been discussed i n  t h i s  repor t ,  t h i s  chapter  p r imar i l y  wi l l  be l imited t o  the  two 
program types  out l ined in House Resolution No. 19: (1) a p rogram us ing  t h e  
Buf fa lo HELP model i nvo l v ing  housing services and cash supplements; and (2 )  
a program based on t h e  Musashino model i nvo l v ing  health and social services 
and opt ional cash supplements. 

A program conforming t o  t h e  Buf fa lo HELP program i n  s t ruc tu re  would 
not  requ i re  t h e  prov is ion  of actual services t o  t h e  homeowner except f o r  
per iodic  home maintenance and repa i r .  Such housing management services 
and more adminis t rat ive services such as p r o p e r t y  appraisal and  disbursement 
o f  var ious payments are  re lat ive ly  easy and  probab ly  more cost ef f ic ient  t o  
subcontract  ra the r  than hav ing  program s ta f f  per fo rm these funct ions.  
Instead, as i n  t h e  Buf fa lo  HELP program, t ra ined  program s ta f f  would p rov ide  
in i t ia l  screening and counsel ing t o  in terested homeowners and  oversee t h e  
subcontract ing.  T h e  HELP program is c u r r e n t l y  operat ing w i t h  one and one- 
half  posit ions, w i t h  o the r  services subcontracted and ut i l ized as needed. 
In te res t ing ly ,  t h e  San Francisco RAM program which prov ides  on ly  counseling 
assistance t o  e lder ly  homeowners has a much la rger  s ta f f  o f  f i v e  persons 
a l though t h e  program is se rv ing  on l y  a s l i gh t l y  la rger  par t i c ipant  populat ion. 
I n  addit ion t o  d i r e c t  counseling, however, RAM s ta f f  a re  involved i n  research 
and development act iv i t ies.  

A l though homeowners have used t h e i r  cash disbursements f rom reverse 
mortgages o r  sale-leasebacks t o  purchase health and social services f rom 
p r i va te  prov iders ,  a p rogram t h a t  d i rec t l y  p rov ides  health and social services 
as well as cash in exchange f o r  home equ i ty  has not  been attempted i n  t h e  
Un i ted  States. Indeed, researchers are  on ly  beg inn ing  t o  p robe th i s  area 
and no pre l im inary  information is y e t  avai lab le. '  Such a program is operat ing 
i n  Japan; however, important  d i f ferences between Hawaii and Musashino 
p reven t  t h e  wholesale repl icat ion o f  t h e  Musashino program here. Outside of 
t h e  program, Musashino's e lder ly  residents have access t o  a much wider  range 
o f  government-prov ided health and social services than  e lder ly  persons i n  
Hawaii. Thus ,  t h e  Musashino program does no t  have t o  p rov ide  some services 
which are a l ready be ing  p rov ided  b y  t h e  government.  Moreover, t h e  cost of 
government p rov is ion  o f  t h e  services is substant ia l ly  lower than  i t  would be  
i n  Hawaii.* T h e  Musashino program has a fu l l - t ime s ta f f  o f  e ight ,  several of 
whom are  health care professionals, and a large pool o f  vo lunteers who are 
pa id  minimal wages f o r  per iodic  assistance. S ta f f ing  requirements f o r  a health 
and social serv ice program would depend on t h e  t ypes  and range of services 
t o  be  offered, and  whether  actual serv ice prov is ion  would be  cheaper t o  
subcontract  t o  an ex i s t i ng  p r o v i d e r .  

House Resolution No. 19 requested a determinat ion o f  t h e  types  o f  
services wh ich  might  b e  o f fe red  b y  a home equ i ty  conversion program. Since 
t h e  vas t  major i ty  of e lder ly  persons in Hawaii have Medicare benef i ts,  the  
determinat ion may be  based on a des i re  to  complement ra the r  than dupl icate 



HOME E Q U I T Y  CONVERSION PROGRAM 

Medicare-covered  service^.^ Th is  is no t  as easy as it sounds. i n  t h e  area 
o f  home health care, Medicare covers "medically or iented"  care such as sk i l ied 
nurs ing ,  physical  therapy ,  occupational therapy ,  speech therapy ,  home health 
aide assistance, a n d  medical suppi ies a n d  appiiances p rov ided  i n  the  home.' 
However, t h i s  l imited home health care coverage is res t r i c ted  f u r t h e r  b y  
requirements re lat ing t o  t h e  person's condi t ion.  I n  o r d e r  t o  qua l i f y  f o r  
lvledicare coverage o f  home health services, a person must be  homebound, be  
under  a physic ian 's  care, and need sk i l led nurs ing ,  physical,  occupational, o r  
speech the rapy  on a par t - t ime o r  in te rmi t ten t  basis.  Thus,  services tha t  are 
covered b y  Medicare f o r  some persons a r e  not  covered f o r  many o thers .  The  
U .  S.  Health Care Financing Adminis t rat ion explains t h e  reason f o r  these 
requirements: 

Policymakers have been r e l u c t a n t  t o  aba~don the medicai %ode1 
[ o f  need] because o f  i t s  usefulness as a budgetary c o n t r o l  
mechanism. Since the  p o t e n t i a l  unmet need i s  so la rge ,  many fear  
t h a t  expenditures xou ld  increase dramat ica l l y  if bledicaid o r  
bledicare p a i d  f o r  supporr ive nonmedical serv ices.  

A home equ i t y  conversion program might  p rov ide  t h e  home health 
services above f o r  those who cannot meet t h e  requirements f o r  Medicare 
coverage a l though those services are re lat ive ly  expensive. The  program 
should p rov ide  services not  necessari ly related t o  acute health care such as 
homemaker, chore, personal care, f inancia l  management, senior companion, 
medical and social t ransportat ion.  and escor t  services. Al though these 
services are not related t o  heaith maintenance i n  t h e  s t r i c tes t  sense, t h e y  are 
of ten essential i n  enabl ing e lder ly  persons t o  l i ve  independent ly .  

Since t h e  home is usual ly a homeowner's most valuable asset and since 
e lder ly  persons m igh t  fa l l  p r e y  t o  consumer f raud ,  e i ther  t y p e  o f  program 
must  be  placed under  t h e  s t r i c t  superv is ion of an agency o r  g r o u p  o f  
community leaders beyond reproach. T h e  Buf fa lo HELP program, t h e  
Musashino program, and t h e  San Francisco RAM program are  al l  overseen b y  
boards o f  d i rec tors  and administered b y  nonpro f i t  corporat ions. I n  San 
Francisco's case, t h e  nonpro f i t  corporat ion has been invo lved i n  conduct ing 
shor t - te rm demonstration programs i n  t h e  f ie ld  o f  housing and community 
development f o r  20 years.  9 home equ i t y  conversion program i n  Hawaii 
based on t h e  Buf fa lo  model m igh t  be  governed b y  a board  and administered 
b y  a nonpro f i t  organizat ion o r  t h e  program might  be administered b y  a 
government agency. The  Hawaii Housing Au tho r i t y  (HHA) is experienced i n  
counsel ing low- and  moderate-income families about  homeownership 
responsibi l i t ies and  also prov ides counsel ing t o  del inquent  mortgagors. The  
Au tho r i t y  also has had experience i n  adminis ter ing a housing revenue bond 
program which m igh t  be  a potent ial  means o f  f inanc ing  an equ i ty  conversion 
program, as well as experience i n  s t r u c t u r i n g  and administer ing several ioan 
programs.  A program p rov id ing  heaith and  social services more appropr iate ly  
would be  administered b y  t h e  Department of Social Services and Housing 
(DSSH) o r  a nonpro f i t  agency invo lved i n  p r o v i d i n g  such services. I n  e i ther  
case, unless ex is t ing  personnel can be  used, administrat ion b y  a nonpro f i t  
corporat ion wouid probab ly  be cheaper than administrat ion b y  a government 
agency because o f  t h e  s igni f icant  d i f ference i n  overhead and employee 
benef i ts .  
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Sel f -susta in ing Program Design 

A state-sponsored home equ i t y  conversion program based on t h e  HELP 
model should be  designed t o  become eventual ly  se l f -susta in ing as has been 
done i n  t h e  Buf fa lo  program. T h e  program should not  requ i re  continuous 
infusions o f  f u n d s .  As discussed i n  chapter  3, $1.3 mill ion of Buffalo's 
Community Development Block Gran t  f unds  p rov ided  t h e  s t a r t - u p  capital f o r  
t h e  HELP program. A f t e r  t h i s  in i t ia l  endowment: '  

[ t h e  program's] on l y  source o f  f u t u r e  revenues are those generated 
by t h e  program i t s e l f :  the  sales proceeds on acquired houses and 
i n t e r e s t  on i t s  c a p i t a l .  The i n i r i a i  c a p i t a l  m u s t  prov ide 
s u f f i c i e n t  i m p e t u s  t o  a l l ow  the  program t o  operate fo reve r .  

T h e  sel f -susta in ing na ture  of t h e  program was b u i l t  in to  t h e  computer 
model which pro jects HELP program cash f low. '  A negat ive cash f l o ~ ,  is 
expected d u r i n g  t h e  ear ly  years o f  t h e  program because o f  expendi tures on 
program s t a r t - u p  and month ly  payments t o  homeowners. As par t ic ipants d ie 
and t i t l e  t o  t h e i r  p r o p e r t y  is t rans fe r red  t o  t h e  corporat ion and as earnings 
on t h e  investment capital  accrue, t h e  cash f low becomes posi t ive.  Program 
developers expect t h i s  t o  occur  sometime between the  f o u r t h  and  twe l f t h  year 
o f  t h e  program; t h e  exact t ime wi l l  depend on par t i c ipants '  m ~ r t a l i t y . ~  
Program developers also ant ic ipate r e q u i r i n g  a moni tor ing model t ha t  would 
include t h e  t ransact ions w i th  ind iv idua l  p rogram par t i c ipants .  T h e  moni tor ing 
model would show whether  t h e  program payments t o  t h e  homeowners are too 
large o r  too small i n  relat ion t o  t h e  goal o f  assur ing  a sel f-sustaining 
program. T h e  corporat ion then could adjust  annuit ies i n  new contracts made 
o r  adjust  t h e  scale o f  t h e  program temporar i ly  t h r o u g h  t h e  number of homes 
i n  the  program o r  t h e  allowable p r o p e r t y  value. l o  

A completely new cash f low model was developed f o r  t h e  HELP program. 
A similar p rogram in Hawaii could ut i l ize t h e  same model t o  determine an 
appl icant 's month ly  payments, g iven t h e  appl icant 's  age and  p rope r t y  value. 
Of  course, t h e  Buf fa lo  model's values f o r  cer ta in  variables would have t o  be 
adjusted pa r t i cu la r l y  f o r  h ighe r  p r o p e r t y  values i n  Hawaii. Values f o r  other  
variables also would requ i re  adjustment.  T h e  important  considerat ion is t ha t  
adjustments t o  t h e  model can be made i f  a  p rogram w i t h  t h e  same l imitations 
were t o  be  establ ished local ly.  A n y  change i n  basic p rogram provis ions would 
requ i re  development o f  a new model. 

T h e  Musashino program model presents a d i f f e ren t  p i c tu re .  I t  is 
unknown whether  t h e  Musashino program has establ ished any l imitations on 
t h e  dol lar  amount o f  home equ i ty  t h a t  may be  drawn upon w i th in  a g iven time 
per iod.  I n  contrast,  t h e  HELP program has def in i te  l imits t o  t h e  cash t h a t  wi l l  
be  d isbursed f o r  t h e  remainder o f  a par t i c ipant 's  l i fe .  T h e  same t y p e  o f  
dol lar l imitat ion could b e  appl ied t o  a health and social service program in two 
ways. F i rs t ,  t h e  program could make month ly  cash disbursements and 
par t ic ipants would spend t h e  money as they  w ish .  Th i s  method would entai l  
less program accounting. T h e  second method, which would invo lve  
substant ial  account ing costs, would allow par t ic ipants t o  d raw upon an 
account f o r  d i f f e ren t  services o r  cash as desi red u p  t o  a specif ied month ly  
maximum amount. T h e  s i tuat ion becomes complicated when a sudden, b u t  not  
t o  be unexpected, i l lness occurs and t h e  temptation t o  d is regard  t h e  dol lar  
l imitation ar ises. If t h i s  is allowed t o  occur  and large amounts o f  equ i t y  were 
drawn upon premature ly ,  t h e r e  is no assurance tha t  t he re  wi l l  be remaining 
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e q u i t y  f o r  expenses in l a t e r  y e a r s .  T h e  Musashino p r o g r a m  was des igned  t o  
cease p r o v i s i o n  o f  s e r v i c e s  w h e n  t h e  al lowable d e b t ,  u p  t o  90 p e r  c e n t  o f  
home e q u i t y  a t  f a i r  m a r k e t  va lue,  was i n c u r r e d .  A l t h o u g h  t h e  p a r t i c i p a n t  
w o u l d  b e  al lowed t o  c o n t i n u e  l i v i n g  i n  t h e  home, t h e  p a r t i c i p a n t  cou ld  o n l y  
t a k e  a d v a n t a g e  o f  o t h e r  s e r v i c e s  norma l l y  p r o v i d e d  b y  t h e  g o v e r n m e n t . "  

C o s t  Est imates 

A g r o s s  est imate o f  t h e  e x p e c t e d  cost  o f  a home e q u i t y  convers ion  
p r o g r a m  i n  Hawai i  modeled o n  t h e  B u f f a l o  p r o g r a m  c a n n o t  b e  o b t a i n e d  w i t h o u t  
p r e l i m i n a r y  p o l i c y  dec is ions.  T h e  d e v e l o p e r  o f  Bu f fa lo ' s  p r o g r a m  model s ta ted  
t h a t  t h e  f o l l o w i n g  m u s t  b e  p r o v i d e d  b e f o r e  an  est imate o f  p r o g r a m  costs  can  
b e  made: '' 

1 .  A v e r a g e  p r o p e r t y  v a l u e  o f  u n i t s  e n t e r i n g  t h e  p rogram;  

2 .  T h e  s ize o f  a n n u i t i e s  t o  b e  p a i d  p e r s o n s  o f  g i v e n  m o r t a l i t y  ( e . g . ,  
s ing le  females a g e  70) e x p r e s s e d  as a p e r  c e n t  o f  i n i t i a l  p r o p e r t y  
value;  

3 .  Rehab i l i t a t i on  costs  p e r  u n i t  i n  t h e  e a r l y  y e a r s  o f  t h e  p rogram;  

4. Taxes,  i nsu rance ,  a n d  main tenance expenses,  e x p r e s s e d  as a 
p e r c e n t a g e  o f  m a r k e t  va lue,  o r  abso lu te  i n i t i a l  amounts;  a n d  

5. Expec ted  a d m i n i s t r a t i o n  expenses e x p r e s s e d  as f l a t  d o l l a r  amounts 
f o r  spec i f i ed  per iods ,  o r  as a p e r c e n t a g e  o f  a n n u i t y  p a y m e n t s .  

I f  t h e s e  f i g u r e s  w e r e  ava i lab le  a n d  n o  bas ic  changes i n  t h e  model were  
r e q u i r e d ,  G u t t e n t a g  i n d i c a t e d  t h a t  f o r  $1,050 he  c o u l d  ca lcu la te  t h e  p r o g r a m  
cap i ta l  r e q u i r e d .  l 3  F o r  i l l u s t r a t i v e  purposes ,  some v e r y  s imple cost  
compar isons a r e  a t t a c h e d  as A p p e n d i x  K .  O n e  w a y  o f  d e r i v i n g  a " b a l l p a r k "  
es t imate o f  t h e  cap i ta l  r e q u i r e d  t o  i n i t i a t e  t h e  HELP s p l i t  e q u i t y  p r o g r a m  is  t o  
m u l t i p l y  t h e  n u m b e r  o f  households e x p e c t e d  t o  p a r t i c i p a t e  by t h e  average 
p r o p e r t y  va lue.  " U n d e r  t h i s  method, a Hawai i  p r o g r a m  f o r  20  households 
w i t h  average  p r o p e r t y  va lues  o f  $100,000 w o u l d  r e q u i r e  cap i ta l  o f  a t  least $2 
m i l l i on .  A New J e r s e y  g r o u p  d i s c u s s i n g  a HELP t y p e  p r o g r a m  est imated t h a t  
cap i ta l  o f  $13 mi l l ion  w o u l d  b e  r e q u i r e d  t o  c o n v e r t  $ 2 . 5  m i l l i on  o f  i n i t i a l  
e q u i t y ,  o r  50 homes w o r t h  $50,000 each, u s i n g  t a x - e x e m p t  r e v e n u e  bonds  as 
a means o f  f i n a n c i n g .  l 5  

T h e  cost  o f  a home e q u i t y  p r o g r a m  t h a t  p r o v i d e d  h e a l t h  a n d  social 
se rv i ces  is  much  h a r d e r  t o  est imate.  I f  t h e  p r o g r a m  w e r e  d e s i g n e d  t o  impose 
a maximum o n  t h e  m o n t h l y  cash a n d  se rv i ces  consumed i n  t h e  same manner  as 
t h e  B u f f a l o  p r o g r a m ,  p e r h a p s  t h e  same cos t  es t imate c o u l d  b e  used.  
D e p e n d i n g  o n  t h e  se rv i ces  t o  b e  o f f e r e d  a n d  t h e  s t a f f  r e q u i r e d  t o  p r o v i d e  t h e  
serv ices,  however ,  a d m i n i s t r a t i v e  o v e r h e a d  m i g h t  consume a n  excess ive 
p o r t i o n  o f  t h e  m o n t h l y  a l lo tments  a n d  a p o l i c y  dec is ion w o u l d  b e  r e q u i r e d  as 
t o  w h e t h e r  subs id i za t ion  o f  o v e r h e a d  costs  w o u l d  b e  d e s i r a b l e  i n  o r d e r  t o  
p r o l o n g  t h e  p a r t i c i p a n t s '  home e q u i t y .  
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Fund ing  Sources 

Funding f o r  a home equ i t y  p rogram may come f rom several sources 
inc lud ing  general revenues, general obl igat ion bonds, revenue bonds, and 
taxable bonds. 

Perhaps t h e  easiest means o f  f inanc ing  a home equ i t y  conversion program 
would be  general obl igat ion ( G . O . )  bonds which are  used t o  f inance most 
long- term government  debt .  General obi igat ion bonds backed b y  t h e  f u l l  fa i th  
and c red i t  of t h e  State o f  Hawaii a re  sold, repaid, and r e t i r e d  i n  accordance 
w i th  wel l-establ ished adminis t rat ive procedures.  A G . O .  bond authorizat ion, 
however, would b e  counted against t h e  const i tu t ional ly  established state 
spending l imit .  T h e  past  few years o f  t i g h t  f iscal contra ints  have resul ted i n  
budget  cuts f o r  ex i s t i ng  programs and services. Moreover, t h e  level o f  state 
grants - in -a id  t o  pr ivate,  nonpro f i t  social serv ice agencies who p rov ide  
important  services not  p rov ided  b y  t h e  state government  has been drast ica i iy  
reduced. Th is  s i tuat ion does no t  bode well f o r  approval  of G.O.  bond 
f inanc ing  o f  a home equ i ty  conversion program i n  t h e  near f u t u r e .  

Revenue bonds are  obi igat ions issued t o  f inance a revenue produc ing  
enterpr ise  and payable as t o  bo th  pr inc ipa l  and  in terest  exc lus ive ly  f rom t h e  
revenues of t h e  en terpr ise .  Revenue bond f inancing i s  an adminis t rat ive ly  
more complicated means of f inanc ing  than  G . O .  bonds.  Since bonds are 
backed b y  revenues f rom an under tak ing  ra the r  than t h e  f u l l  f a i t h  and c red i t  
o f  t h e  state government, t h e  bonds are  not  counted toward  t h e  state spending 
l imit .  Th is  user  fee method o f  f inancing,  however, may not be  suitable f o r  a 
home equ i ty  convers ion program, pa r t i cu la r l y  i n  i t s  ear ly  stages because 
repayment depends on par t ic ipants d y i n g .  Costs o f  administer ing t h e  revenue 
bond program and  funds  needed t o  maintain an adequate reserve f u n d  might  
be  p roh ib i t i ve  re lat ive t o  t h e  benef i ts t ha t  may be enjoyed b y  t h e  
par t i c ipa t ing  homeowners. The  Internat ional  C i t y  Managers Association 
cautions: l 6  

Revenue bond f inanc ing  places [ a ]  p r o j e c t  i n  t h e  s t r a i t j a c k e t  
of being s t r i c t l y  a se l f - suppor t i ng  business. This may be a 
des i rab le  ob jec t i ve ,  bu t  on the  o ther  hand i t  may l i m i t  r he  
p r o j e c t ' s  a d a p t a b i l i t y  t o  t h e  general good o f  t h e  community. 

Federal constra ints  on t h e  issuance b y  state and local governments o f  
bo th  revenue bonds and general obl igat ion bonds f o r  single-family home 
mortgage programs are c u r r e n t l y  await ing congressional action. The  Mortgage 
Subsidy Bond Tax Ac t  o f  1980 (MSBTA) disallows t h e  issuance b y  state and 
local governments o f  tax-exempt mortgage bonds wh ich  p rov ide  lower cost 
f unds  t o  lenders f o r  single-family home mortgages ef fect ive December 31, 1983 
despi te broad in te res t  i n  ex tend ing  t h e  program beyond tha t  date. T h e  Act  
also prec luded t h e  use o f  general obl igat ion bonds f o r  such mortgages 
t h r o u g h  i t s  de f in i t ion  o f  mortgage subsidy bond  as "any obl igat ion which i s  
issued as p a r t  o f  an issue a s igni f icant  por t ion  o f  t h e  proceeds o f  which are 
t o  b e  used d i rec t l y  o r  i nd i rec t l y  f o r  mortgages on owner-occupied 
residences". " 

Taxable bonds are  another a l te rna t ive  f inancing method. Taxable bond 
issues are not  backed b y  t h e  full f a i t h  and c red i t  of t h e  issuer and  would not 
affect t h e  state spending l imi t .  However, selling the bonds t o  investors 
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would be  v e r y  d i f f i c u l t  because investors do  no t  enjoy tax  benef i ts  f rom such 
investment .  I n  addi t ion,  such bonds would be  even more d i f f i c u l t  t o  sell 
because of t h e  lack o f  experience w i t h  home equ i ty  conversion inst ruments.  

A Hawaii precedent  f o r  a p rogram tha t ,  l i ke  Buf fa lo 's  HELP program, 
ut i l izes proceeds f rom t h e  investment of capital f o r  p rogram opera t ing  costs 
was establ ished b y  t h e  Legis lature i n  1981. The  renta l  assistance f u n d  
created b y  Ac t  111 requ i red  t h e  long- term investment of any program funds  
w i t h  in te res t  earned on t h e  investment used t o  subsidize ren ts  f o r  low- and  
moderate-income persons i n  designated renta l  pro jects.  Ac t  111 specif ical ly 
p roh ib i ted  t h e  d iminut ion o f  t h e  capital .  Th i s  d i f f e rs  f rom t h e  HELP program 
where t h e  in i t ia l  investment can be drawn upon d u r i n g  t h e  program's ear ly  
years o f  negat ive cash f low.  A f inanc ing  mechanism l i k e  t h e  ren ta l  assistance 
f u n d  requ i res  a large amount o f  capital  i n  o r d e r  t o  generate meaningful  
in te res t  income. 



Chap te r  8 

FINDINGS AND RECOMMENDATIONS 

Par t  I. F ind ings  

House Resolution No. 19 called for a n  explorat ion of t h e  feasib i l i ty  o f  
repl icat ing two specif ic home equ i t y  conversion programs i n  operat ion i n  
Buffalo, New York ,  and Musashino C i ty ,  Tokyo, Japan, i n  Hawaii. The 
Bureau found  examples o f  o the r  t ypes  of home equ i ty  conversion programs 
also w o r t h y  o f  sc ru t i ny .  These a l ternat ives inc lude reverse  mortgage loans 
o f fe red  b y  p r i v a t e  lending ins t i tu t ions  a s  a community serv ice and sale- 
leasebacks which have t h e  potent ia l  f o r  generat ing h igh  l i fet ime income t o  the  
senior homeowner w i t h  lower r i s k  t h a n  a sp l i t -equ i ty  p rogram modeied on 
Buf fa lo 's  HELP program. 

A l though national in te res t  i n  developing home equ i ty  conversion programs 
is great,  on ly  small numbers o f  e lder ly  homeowners are c u r r e n t l y  par t i c ipa t ing  
i n  such programs.  Because t h e  programs have been i n  operat ion f o r  a shor t  
term, long- te rm experience w i t h  homeowner, lender ,  and inves tor  satisfaction; 
default ;  and inst rument  effect iveness wi l l  b e  unavailable f o r  several years. 
Later  programs wi l l  undoubtedly  benef i t  f rom t h e  lessons o f  t h e  programs now 
i n  operat ion. 

T h e  Bureau found  t h a t  most o f  e lde r l y  homeowners surveyed were no t  
famil iar w i t h  t h e  concept o f  home equ i t y  conversion. E lder ly  homeowners 
must b e  informed and made aware t h a t  home equ i t y  conversion exists as  a 
viable means o f  supplementing income before they  can become ef fect ive 
demanders i n  t h e  marketplace. T h e  development o f  home equ i ty  conversion 
inst ruments wi l l  depend on demand which w i l l  depend on inst rument  
avai lab i l i ty .  Bo th  t h e  development o f  home equ i t y  conversion inst ruments and 
demand i n  Hawaii need t o  be  st imulated th rough  educational e f fo r ts .  
Educational e f fo r ts  might  lead some e lder ly  homeowners t o  par t i c ipa te  i n  home 
equ i ty  conversion programs; however, o the r  unmeasurable factors might  have 
greater  in f luence on a homeowner's decision t o  par t ic ipate.  These factors 
inc lude cu l tu ra l  a t t i tudes toward  bequests, t h e  homeowner's ch i ldren 's  
inab i l i t y  t o  purchase housing i n  Hawaii because of h igh  costs, and t h e  
uncer ta in ty  of changes i n  e l i g ib i l i t y  standards f o r  government assistance 
programs such as Medicaid. 

P a r t  i i . Recommendations 

1. T h e  Bureau believes t h a t  i t  is premature a t  t h i s  time t o  recommend a 
p i lo t  p rogram f o r  home equ i ty  conversion in Hawaii. It is ev ident  t ha t  before 
it can b e  ascertained whether  t h e r e  is a genuine potent ial  f o r  a home equ i ty  
program among t h e  e lder ly ,  much has t o  be  done i n  educat ing e lder ly  
homeowners as t o  what  home equ i t y  conversion can p rov ide  f o r  a par t i cu la r  
ind iv idua l  o r  couple. T h e  Execut ive Of f ice on Ag ing  i n  i t s  role as advocate 
f o r  t h e  e lder ly  should coordinate educational e f fo r ts  i n  home equ i ty  conversion 
and p rov ide  t r a i n i n g  and  resources to  t h e  county  area agencies on aging or 
other  interested organizat ions. 
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2. T h e  l e g i s l a t u r e  s h o u l d  d i r e c t  t h e  Hawai i  H o u s i n g  A u t h o r i t y  ( H H A )  
a n d  t h e  E x e c u t i v e  O f f i c e  o n  A g i n g  (EOA) t o  e x p l o r e  w i t h  p r i v a t e  lenders  t h e  
p o s s i b i l i t y  o f  e s t a b l i s h i n g  r e v e r s e  m o r t g a g e  loan p r o g r a m s .  A loan p r o g r a m  
c o u l d  p o s s i b l y  i n c l u d e  counse l ing  by a n o n p r o f i t  o rgan iza t ion  f u n d e d  by 
p r i v a t e  f o u n d a t i o n  g r a n t s  o r  counse l ing  by v o l u n t e e r  o rgan iza t ions .  T h e  San 
Franc isco RAM p r o g r a m  o r  o t h e r  loan p r o g r a m s  o f  i ndependen t  l enders  cou ld  
s e r v e  as u s e f u l  models.  Moreover ,  t h e  RAM p r o g r a m  o f f e r s  a  t r a i n i n g  
package  t o  communi ty  g r o u p s  i n t e r e s t e d  i n  p r o v i d i n g  counse l ing  once p r i v a t e  
lenders  h a v e  made commitments t o  make r e v e r s e  m o r t g a g e  loans.  

I n  o r d e r  t o  i n d i c a t e  s t a t e  i n t e r e s t  a n d  t o  ass is t  H H A  a n d  EOA i n  
i n t e r e s t i n g  p r i v a t e  lenders ,  t h e  l e g i s l a t u r e  c o u l d  estab l ish  a  s ta te  m o r t g a g e  
guaran tee  p r o g r a m  f o r  r e v e r s e  mor tgages  made by p r i v a t e  lenders  s imi lar  t o  
t h e  e x i s t i n g  g u a r a n t e e  p r o g r a m  f o r  c e r t a i n  s ing le - fami l y  a n d  m u l t i - f a m i l y  u n i t s  
p u r c h a s e d  by e l ig ib le  low-  a n d  moderate- income households a n d  a u t h o r i z e  t h e  
inves tment  o f  Employees'  Re t i rement  System f u n d s  i n  r e v e r s e  mor tgages  made 
by p r i v a t e  l e n d e r s .  

I n  t h e  area o f  sale-leasebacks, t h e  H H A  a n d  EOA s h o u l d  encourage  t h e  
Hawaii B a r  Assoc ia t ion t o  u t i l i z e  model sale- leaseback c o n t r a c t s  b e i n g  
deve loped by t h e  hiat ional  C e n t e r  f o r  Home E q u i t y  Convers ion  a n d  o t h e r s .  

While educat iona l  e f f o r t s  a r e  b e i n g  u n d e r t a k e n  a n d  p r i v a t e  sector  
p r o g r a m s  b e i n g  e x p l o r e d ,  a n d  u p o n  congress iona l  a p p r o v a l  o f  a n y  successor  
p r o g r a m  t o  o r  ex tens ion  o f  t h e  M o r t g a g e  S u b s i d y  Bond  T a x  A c t  o f  1980, t h e  
HHA w i t h  t h e  Sta te 's  b o n d  counsel  a c t i v e l y  s h o u l d  e x p l o r e  means o f  p r o v i d i n g  
l o n g - t e r m  f i n a n c i n g  f o r  a  home e q u i t y  convers ion  p r o g r a m .  

3 .  If educat iona l  e f f o r t s  p r o v e ,  a n d  f a i l u r e  t o  i n t e r e s t  t h e  p r i v a t e  
sector  r e q u i r e ,  t h a t  a  s ta te -sponsored  home e q u i t y  convers ion  p r o g r a m  i s  
des i rab le  i n  t h e  f u t u r e ,  t h e  HHA a n d  t h e  EOA shou ld  c o n s i d e r  t h e  f o l l o w i n g  
in d e s i g n i n g  such  a p r o g r a m :  

A .  T h e  p r o g r a m  s h o u l d  b e  l im i ted  t o  p r o v i d i n g  cash 
d isbursements .  Hea l th  a n d  social se rv i ces  shou ld  n o t  b e  p r o v i d e d .  
Par t i c ipan ts  may choose t o  s p e n d  t h e i r  cash d isbursements  on hea l th  a n d  
social se rv i ces  f r o m  p r i v a t e  p r o v i d e r s .  

B .  Because o f  s u r v e y  responden ts '  s t r o n g  oppos i t i on  t o  t h e  HELP 
p r o g r a m  p r o v i s i o n  t h a t  t h e  p a r t i c i p a n t ' s  home b e  t u r n e d  o v e r  t o  HELP, 
Inc . ,  u p o n  t h e  homeowner 's death,  se r ious  cons ide ra t ion  shou ld  b e  g i v e n  
i n  s t r u c t u r i n g  a  p i l o t  p r o g r a m  t o  o n e  t h a t  w o u l d  al low a homeowner 's 
h e i r s  t o  r e p a y  t h e  d e b t  i n c u r r e d  by t h e  homeowner p l u s  compound 
i n t e r e s t  i n  o r d e r  t o  r e t a i n  t i t l e  t o  t h e  p r o p e r t y .  T h i s  p r o v i s i o n  is  
i n c o r p o r a t e d  i n  t h e  Musashino p r o g r a m  a l t h o u g h  it is  too  e a r l y  t o  
eva luate  t h e  p r o g r a m ' s  exper ience  w i t h  t h e  p r o v i s i o n .  T h i s  d e s i g n  wou ld  
r e q u i r e  compute r  ana lys is  t o  de te rm ine  w h e t h e r  s u c h  a  p r o v i s i o n  wou ld  
p r e v e n t  a  p r o g r a m  f r o m  b e i n g  s e l f - s u p p o r t i n g .  
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REQUESTING A STUDY OF THE FEASIEILITY OF ALLOWING ELDERLY 
PERSONS WITH LOW INCOMES TO USE THEIR EQUITY IN THEIR 
HOMES TO OBTAIN HEALTH AND SOCIAL SERVICES, FINANCIAL 
PAYMENTS, OR BOTH, FROM THE STATE. 

WHEREAS, many elderly persons own their homes clcar of 
mortgages or liens, but have fixed incomes which are inadequate 
for comfortable living; and 

WHEREAS, two programs are currently in operation which 
utilize the equity of the elderly persons in their homes to 
obtain health and social services or financial payments; and 

WHEREAS, basically, both programs allow elderly persons 
LO trade the equity in their homes for services or financial 
payments provided by third parties; and 

WHEREAS, the elderly persons are allowed to live in 
their homes for the remainder of their lives, but, upon 
death, the homes are liquidated and the proceeds are kept by 
the providers of services; and 

WHEREAS, one program is the Musashino Plan, operated by 
the local government in Musashino City, Japan; and 

WHEREAS, under the Musashino Plan, elderly persons 
receive social services, homemaker and chore services, 
nursing services, and financial payments, and 

WWREAS, the elderly persons pay for the services and 
financial payments with assignment to the local government 
of the appropriate portion of their equity; and 

WHEREAS, under the Home Equity Living Plan (H.E.L.P.) 
of Buffalo, New York, elderly persons with low incomes 
assign the entire equity in the homes to a nonprofit, private 
corporation; and 

WHEREAS, in return, the elderly persons are allowed to 
live in the homes rent free, receive free maintenance, have 
no real property tax obligations, and receive periodic 
financial payments; and 

HUS 784975 



I. R. NO. H.D. 1g 1 

WHEREAS, although both programs have been only recently 
established, indications are that they are working well; and 

WHEREAS, a similar program in Hawaii may be desirable 
since, theoretically, it would benefit elderly persons who 
need assistance and would not require the use of tax dollars 
other than initial seed moneys; now, therefore, 

BE IT RESOLVED by.the House of Representatives of the 
Twelfth Legislature of the State of Hawaii, Regular Session 
of 1983, that the Legislative Reference Bureau is requested 
to conduct a study of the feasibility of allowing elderly 
persons with low incomes to use the equity in their homes to 
obtain health and social services, financial payments, or 
both, from the State; and 

BE IT FURTHER RESOLVED that the study be conducted 
under the following parameter: 

The State shall be responsible for the program; 

Only elderly persons with low incomes who own 
their homes clear of any mortgage or lien are 
qualified for the program; 

Title to the homes shall be retained by the elderly 
persons and they shall be entitled to live in 
their homes rent free until death; 

Services, financial payments, or both, which are 
provided to elderly persons shall represent the 
monetary value of the equity received, to the 
extent possible; 

No persons shall be disqualified from the program 
if the persons's equity is exhaused before the 
person dies; and 

Heirs or beneficiaries of the deceased elderly may 
purchase the equity assigned to the State at 
market value; and 

Proceeds from the liquidation of equity by the 
State shall remain in the program; 

and 

HUS 037627 



1.1. No. H.D. 19 1 

BE IT FURTHER RESOLVED that the study include, but not 
be limited to, examination of the cost to the State in 
initial seed money; number of elderly persons eligible for 
such a program; nlunber of elderly persons who will participate; 
and the types of services, financial payments, or both, 
which should be provided; and 

BE IT FURTHER RESOLVED that the study be submitted to 
the Legislature at least thirty days prior to the convening 
of the Regular Session of 1984; and 

BE IT FURTHER RESOLVED that a certified Copy of this 
Resolution be transmitted to the Director of the Legislative 
Reference Bureau. 

HUS 039468 



Appendix 8-1 

TYPES AND COST OF SERVICES PROVIDED BY THE MUSASHINO PLAN 

I. BASIC SERVICES FRfzJEh'tY COST COh'TEhT 

I 1. Visitation by Professional 
counselor 1-4x/month f ixed Counselling 

2. Visitation by 1-3x/month at Assistance in 
Nurse Health 

$45.00 Uaintenmce 

3. Emergency Call Ar needed per month On-call 
Service Emergency 

Response 

4. Other Occasionally 
(No Fixed 
Frequency) 

Participation 
in Recreational 
Activities; 
Classes in 
Hmanaking, etc. 

11. INDIVIDUALIZED SERVICES FREQUENCY COST CONTENT 

3. Meal Preparation (A) 

4. Weal Preparation (B) 

5. Nursing Service (A) 

6. Nursing Service (B) 

7. Nursing Service (C) 

2-3x/week $2.70-54.50 
limited per hour 

Ix/week $3.20-56.80 
no limit per hour 

7x/week $3.20/meal 
lunch 

fx/week $3.60/meal 
dinner 

2-3x/vcek $4.10-$5.45 
limited hour 
ttae 

lx/week $4.55-56.80 
no limit hour 

$6.80-$9.10 
hour 

Xaal preparation; 
laundry; housecleaning 
shopping; companion; 
transport to hospital 

Weal preparation; 
laundry; housecleaning 
shopping; bathing and 
other personal care 

Delivery of nutritious 
balanced lunch 

Delivery of nutritious 
balanced dinner 

Heal preparation; 
bathing assistance; 
personal care 
services; assist in 
ADLS 

Bathing assistance; 
personal care 
services; assist in 
ADLsi attendant during 
hospitalization 

Nursing for patients 
vith contagious 
diseases who require 
night attendance; 
bathing; incontinence 
essistance; attendant 
during hozpitalization; 
assist vith ADL/ 
personal care 



11. I N D I V I D U A L I Z E C  S E R V I C E S  FREQUENCY COST C-XT 

8. Urndry Cost Delivery and pick up 0 
d i r t y  laundry t o  shop 
psyment a s  required 

11. h a v e 1  Service 

lx/week $2.5O/hwr Escorted walks; 
escorted chopping md 
other t r i p s  

lx/week $2.50-$4.55 Yard work; other heavy 
no l imi t  hour labor tasks 

Cost Planning, escort  and 
supervision of elder 
group tours  

Cost Funeral and related 
arrangcmtnts; ceaneteq 
p lo t  maintenance 
(special contract) 

13. Other Cost Other iervices  a s  
required/requested 

11. FINANCIAL ASSISTANCE AMWNT CONTEh'T I 

2. Uedical Expanses 

$365/month Requires sn application 
maximum of 3 months pr ior  t o  

request 

$3,2OO/month Requires an application 
maximum one month pr ior  t o  

request 

S4,500/month flme renovations; re- 
maximum modelling 
(Ir only) 

4. Other Cost Other instances when 
financial  assistance 
is essent ia l  

Source:  Cu l len  T. Hayashida,  Ph.D., and Harumi S a s a k i ,  M.P.H., "The Musashino 
P l a n ;  a  Repor t  of J a p a n ' s  Home Equi ty  Conversion Program f o r  S o c i a l ,  
Hea l th  and F i n a n c i a l  Se rv ices" ,  unpubl ished manuscr ip t .  



Append ix  8 - 2  

MUSASHINO PLAN - LOANS ALLOCATED BY TYPES OF SERVICES 
APRIL  1981 T O  MARCH 1982) 

(Fiscal Year 1981) 

Users Type of Service 
Households Individuals Basic Individualized Pavment Total 

Services Services Services 

1981 - 
April 
WY 
June 
July 
August 
Sept. 
kt. 
NOV. 

Dec. 

Feb. 13 19 - - - - 
March 14 20 1,780 5,080 30,163 37,023 

Note: Figures based on Y236=S1.00 

Source: Cullen T. Hayashida, Ph.D., and Harumi Sasaki, M.P.H., "The Musashino 
Plan; a Report of Japan's Home Equity Conversion Program for Social, 
Health and Financial Services", Table 14, unpublished manuscript. 



Appendix C-1 

RAM LOAN EXAUPLES 

M A $150,000 home has a maximum loan amount of  $120,000 ( 8 0 % i .  
A t  1 4 %  i n t e r e s t ,  each of t h e  RAM loan op t ions  would produce 

PROGRAM t h e  fol lowing income t o  t h e  sen io r :  

we I - Simple Reverse Mortgage 

*Fixed i n t e r e s t  r a t e  *Fixed term *Monthly payments do n o t  change 

For a t e n  yea r  l oan ,  t h e  monthly income would be $463. With an i n i t i a l  
disbursement of $5,000 ( i . e . t o  pay o f f  an e x i s t i n g  mortgage o r  f o r  rehab 
work) ,  t h e  monthly payment would be reduced t o  $386. For a f i v e  yea r  
loan ,  t h e  s e n i o r  r ece ives  $1,392 monthly. An i n i t i a l  disbursement of 
$5,000 would reduce t h e  monthly payment t o  $1,276. 

Type 11 - Graduated Payment RAM 

*Fixed i n t e r e s t  r a t e  *Fixed term 'Graduated monthly payments 
(6% annual i n c r e a s e )  

Over a t e n  y e a r  term, t h e  monthly income would s t a r t  a t  $375 and inc rease  
t o  $632 by yea r  10. With a $5,000 i n i t i a l  disbursement,  the income would 
s t a r t  a t  $312 and i n c r e a s e  t o  $527 i n  yea r  t e n .  

A f i v e  yea r  Type 11 loan would produce $1,255 pe r  month t o  s t a r t ,  and 
$1,584 p e r  month by yea r  f i v e .  A $5,000 i n i t i a l  disbursement would 
change t h e  monthly income t o  $1,150 t o  s t a r t  and $1,452 a t  year  f i v e .  

TJpe 111 - Renegotiable RAM 

S imi l a r  t o  Type 11, bu t  o f f e r i n g  an o p t i o n a l  loan modif icat ion a f t e r  
3 yea r s ,  based on r enego t i a t ed  i n t e r e s t  r a t e  and change i n  proper ty  value.  

Type 111 i s  n o t  a v a i l a b l e  a t  t h i s  t ime,  pending a d d i t i o n a l  regula tory  
and s t a t u t o r y  approval .  

OPTIONAL DEFERRED ANNUITY 

This  w i l l  provide income when t h e  loan terminates, and may be recommended 
a f t e r  s t a f f  review. I t  is  purchased wi th  an i n i t i a l  disbursement and 
would have t h e  e f f e c t  of reducing t h e  monthly income dur ing  t h e  RAM loan.  
It  w i l l  n o t  pay o f f  t h e  RAM loan or a s s u r e  l i f e  t enure  i n  t h e  home. 

Loan Condit ions 

Lenders p a r t i c i p a t i n g  i n  t h e  RAM program have placed a $150,000 c e i l i n g  
on t h e  loan amount, which a l s o  cannot exceed e igh ty  pe rcen t  of t h e  
p rope r ty ' s  appra ised  va lue .  Up t o  25 p e r c e n t  of t h e  loan can be paid 
t o  t h e  borrower f o r  an i n i t i a l  disbursement f o r  s e l e c t e d  purposes. 
Fees and charges  are l i m i t e d  t o  one pe rcen t  of  t h e  loan amount, t h e  
a p p r a i s a l  c o s t  ($100-150), p l u s  normal c l o s i n g  c o s t s  i nc lud ing  escrow 
m d  t i t l e  insurance  f e e s .  

A t  t h e  end of t h e  loan term, t h e  t o t a l  amount ($120,000 i n  t h e  examples) 
becomes due and payable.- This  probably w i l l  r e q u i r e  t h a t  t h e  house be 
s o l d ,  or some o t h e r  method found t o  pay o f f  t h e  o b l i g a t i o n .  

A t  this t i m e ,  r e v e r s e  mortgages must be f i r s t  mortgages, i .e.,  a l l  o t h e r  
secured loans  must be paid o f f .  Applicants  must, t h e r e f o r e ,  have nominal 
e x i s t i n g  mortgage ba lances  for t h e  program t o  be Of a s s i s t a n c e .  

Reverse Annuity Mortgage Program, Corte  Madera 
SFDF 501.8d 
7/81 66 



Appendix C-2 

THE FWRAYT CORPORATION 

SALE & LEASEBACK EXAMPLES 

The following examples will serve to show how the Fouratt Senior 
Citizen Equity Plan works with different ages and prices. 

A 79 year old widow has a house which is independently appraised 
at $80,000. She sells it at a discount of 21%, that is, for a price of 
$63,200. She recieves a ten percent down payment of $6,320 and a twelve 
year promissory note for the balance of $56,880. She collects a monthly 
payment of $679, including interest at ten percent per annum, and after 
paying $285 for rent, she has $394 a month left over. If she lives beyond 
the twelve year payout period,the annuity purchased by the Buyer will 
maintain the $679 monthly payments for the rest of her life. 

A 77 year old widow with a $105,000 house sells it at a 23.755 
discount. She receives monthly payments of $873, including interest 
at 118, which leaves her $548 a month after deducting $328 for rent. 
If she lives beyond the 12 year 11 month payout period, the annuity 
purchased by the Buyer would maintain the $873 monthly payment to the 
Senior for life. 

A 70 year old widower with a $95,000 house sells it at a 25% dis- 
Count. He receives monthly payments of $805, including interest at 11%, 
leaving him $505 a month after deducting $300 for rent. If he lives 
beyond the 13 year 4 month payout period the annuity purchased by the 
Buyer maintains the $805 monthly payment to the Senior for life. 

A 80 year old widower with a $150,000 house sells it at a 15% 
discount. He receives monthly payments of $1,613.33, incluing interest 
at 11.5%, leaving him $1.013.33 a month after deducting $600.00 for rent. 
If he lives beyond the 10 year payout period the annuity purchased by 
the Buyer maintains the $1,613.33 monthly payment to the Senior for life. 

SFDF 501.8g 
4/81 



Append ix  D 

SURVEY 

T h e  tables i n  t h i s  repo r t  were de r i ved  f rom responses t o  a wr i t ten  
quest ionnaire administered b y  t h e  Bureau d u r i n g  t h e  fa l l  o f  1983. The  
quest ionnaire was designed t o  b e  as sho r t  and  simple as possible i n  o rde r  t o  
e l i c i t  t h e  h ighest  possible response. Mul t ip le  choice quest ions i n  large t y p e  
were  arranged on a one page s u r v e y  attached t o  a cover  l e t t e r  expla in ing t h e  
purpose o f  t h e  s u r v e y  and  where a respondent  could call w i t h  questions. 
T h e  quest ionnaire was administered i n  t w o  ways t o  t w o  broad groups o f  
potent ia l ly  el igible persons statewide. T h e  quest ionnaire was mailed t o  a 
systematic random sample o f  800 government ret i rees receiv ing pension checks 
statewide i n  hopes o f  e l i c i t ing  400 responses f o r  a response ra te  o f  50 p e r  
cent;  however, on ly  323 usable su rveys  were r e t u r n e d  b y  government 
pensioners. A sample o f  400 would have l imited sampling e r r o r  t o  25 .0  p e r  
cen t  b u t  the  lower response resul ted i n  sampling e r r o r  of z5.4 p e r  cent .  
T h a t  is, if t h e  answers t o  one s u r v e y  quest ion showed t h a t  50 p e r  cent  o f  
respondents answered "yes" and  50 p e r  cent  responded "no", t h e  wors t  case 
si tuat ion, t h e  t r u e  (unknown) value is ins ide t h e  i n te rva l  44.6 t o  55.4, 95 
p e r  cent  o f  t h e  time. T h e  Bureau in tended t o  obta in on ly  a v e r y  rough 
indicat ion o f  in te res t  i n  two home equ i t y  convers ion inst ruments and t h e  
response levels obtained were determined t o  be  adequate for t h e  s tudy 's  
purposes.  

The  questionnaires were also administered t o  e igh t  senior ci t izen 
organizat ions i n  t h e  state a t  t h e i r  regu lar  c l u b  meetings. The  author  made a 
b r i e f  presentat ion expla in ing t h e  Buf fa lo  HELP program and t h e  Musashino 
program and o f fe red  t o  answer quest ions be fore  d i s t r i b u t i n g  t h e  
quest ionnaire. T h e  c lubs were selected on t h e  basis o f  recommendations b y  
coun ty  senior p rogram advisors who were asked t o  recommend groups who 
wou ld  agree t o  par t i c ipa te  i n  t h e  s u r v e y  i n  addi t ion t o  inc lud ing  h igh  
percentages o f  homeowners. A c l u b  meeting on  Maui was canceled and t h e  
s u r v e y  was d i s t r i bu ted  t o  members i n  several d i f f e r e n t  senior c lubs b y  senior 
p rogram s ta f f .  

Nonowners were not  exc luded f rom t h e  survey ,  a l though many chose not  
t o  respond as t h e y  f e l t  t h e  s u r v e y  did not  relate t o  them. A t  t h e  c lub  
meetings it was explained tha t  t h e  Bureau wanted t h e  reaction o f  nonowners 
as well as homeowners t o  t h e  proposed programs.  Government pensioners who 
called t h e  Bureau t o  indicate t h a t  t h e y  were no t  homeowners were requested 
t o  complete and r e t u r n  t h e  su rvey .  

Couples a t  c lub  meetings were requested t o  complete on l y  one survey  p e r  
household. The  over lap between t h e  pensioners and t h e  senior c lub  members 
is believed t o  have been minimal as on l y  one person indicated tha t  she had 
a l ready completed t h e  su rvey  received t h r o u g h  t h e  mail. 

Tables which cross tabulate responses t o  two quest ions are read as 
fol lows. The  th ree  values i n  each cell represent  (1) t h e  raw score, o r  t h e  
actual number of s u r v e y  responses (RAW); (2)  t h e  raw score as a percentage 
o f  t h e  row responses (RPR); and  (3) t h e  raw score as a percentage of t h e  
column responses (RPC) . 



LEGISLATIVE REFEZENCE BUREAL 
State 3: Hawaa 

State Capital 
Honolulu Hawas 968'3 
Phone (608) 548 6237 

September 12, 1983 

Dear Retiree: 

T h e  Legis lature has asked the  Legislat ive Reference Bureau to  conduct a 
s t u d y  on t h e  possib i l i ty  o f  s ta r t i ng  a new program i n  Hawaii t o  assist e lder ly  
l~omeowners who need more income. An  important  p a r t  o f  t h e  s tudy  involves 
f i n d i n g  o u t  the  opinions of e l ig ib le homeowners toward  the  proposed program. 
You were chosen as a respondent t o  th i s  s u r v e y  t h r o u g h  a random sampling 
process. If you have any quest ions about th is  survey ,  please call Ms. Gail Kaito 
o r  myself ,  Samuel B .  K .  Chang, i n  Honolulu a t  548-6237. 

T h e  s u r v e y  is s h o r t  and  w i l l  take on ly  a few minutes t o  complete. The 
resul ts  w i l l  b e  kept  completely conf ident ial  and no one wi l l  b e  able t o  connect 
y o u r  answers w i th  y o u r  name. Your  he lp  i n  completing t h i s  su rvey  wi l l  be  
g rea t l y  appreciated. 

Thank you v e r y  much f o r  y o u r  t ime and kokua.  

V e r y  t r u l y  yours,  

&ax% Samuel B. K .  Chang 
- 

Di rec tor  
I 

SBKC:ctn 
Enclosures 



HOME EQUITY CONVERSION SURVEY 

THE IDEA. Home equ l ty  converston 8 %  a new idea t o  help elderly houreholds who 
are "1,ouse-rich, b u t  cash-poor", households that  own a house wor th  a lot  of money b u t  
whicl? do  not have enougir income fo r  dai ly needs Two types  of home equsty 
conversion programs are d e s c r ~ b e d  below. followed b y  a few short  ques t~ons 

PROGRAM A.  Program A is  sponsored b y  a c i t y  government and operated b y  a 
non-pro f t t  corporatton. Elder ly  homeowners are e l i g~b le  i f  they  have paid off t h w r  
mortgage, have low income. and l w e  alone o r  w i th  a spouse on ly .  The non-profkt 
corporatlon pays a l l  p rope r t y  taxes. insurance, and maintenance and repalr  costs f o r  
t h e  par t tc ipa t ing  homeowner. In addt t~on,  t h e  homeowner receives a monthly income 
supplement fo r  t h e  rema~nder  of h is  o r  her  l i fe. The amount of t he  monthly payment 
depends on t he  homeowner's age and the  p rope r t y  value. In r e t u r n  f o r  th is ,  t he  
e lder ly  homeowner t u r n s  over  h is p rope r t y  t o  the non-prof i t  corporatton upon the 
homeowner's death.  The  h a o w n e r  cannot leave the  p m p e r t y  t o  ch i ld ren  o r  other 
he i rs .  

PROGRAM B.  Th is  program is also sponsored b y  a c i t y  government and r u n  b y  a 
corporat lon.  Elder ly  hamowners  who l ive alone o r  wi th a spouse only are eligtble fo r  
thts program. There  a re  n o  income lm t t s .  The corporation provides a wide range of 
heal th services a n d  also provides cash payments. The elder ly  homeowner does not have 
t o  repay t he  corporation f o r  t h e  health services and cash payments received until t he  
homeowner's death.  A t  t ha t  time, t he  debt  is  repaid from t h e  homeowner's estate and 
t h e  rematnder, if any,  goes t o  t h e  homeowner's hei rs.  The  homeowner's hetrs m y  
repay t he  f u l l  8mount of t he  debt  i f  they  want t o  keep the  homeowner's p rope r t y .  

1 )  Do you th i nk  these programs ere a good idoa? Please c h u k  one answer f o r  
Program A and one for  Program 8.  

PROGRAM A PROGRAM B 

a[ 1 Yes c [  1 Maybe a [  ] Yes g [  1 Maybe 

b [  I No d [  ] Don ' t  Know f [  1 No h[ ] Don't Know 

2 )  Would YOU, YOURSELF, part ic ipate in ei ther  o m  of t h e m  programs? Check 
one answer f o r  Program A a n d  one answer f o r  Program B. 

PROGRAM A PROGRAM B 

I[ ] Yes k[ ] Maybe m[ 1 Yes o [  ] Maybe 

if 1 No I[ ] Don't know n[ 1 No p[ ] Don' t  Know 

3) How much money would you have t o  receive each month for you to part icipate 
In a program l i ke  Program A or Program B? C h w k  one. 

q[ ] 1100 - f199 t [  ] W - S 4 9 9  

r[ ] 5200 - $299 u [  ] More than SX)(I 

s [  1 U W  - U S 9  v[ ] No amount could make me interested 

4)  Do you o r  you r  s p o u u  own you r  h a n  ( is  you r  name i n  t h e  deed)? 

w[ ] Yes r [  ] No y [  ] Don't know 

5 )  1s the m r t g a w  on y o u r  h a  pa id  off? C h u k  MI.. 

zl 1 Yes a[ ] No b [  ] Don't know 

61 If your mortsaae & not pa id  off, in how mny years w i l l  It be pa id  off7 
C h u k  one: 

c[ ] 1-3 y r s  e[ ] More than 10 y r s  

d[ 1 4-10 y r r  f[  I Don't know Piease turn over 



7 )  DO you (and your spouse) own your h w  b y  yourself or a n  there other 
owners? Chack one. 

g[ I Own by  self o r  w ~ t h  spouse only i[ ] Don't own my home 

h [  ] Own with personfs) other than spouse i[ ] h n ' t  know 

8) Who do you plan to leave your h w  to? C h u k  as many as apply. 

k [  ] Spouse m[ ] Don't know 

I[ ] Children n[ ] Others (specify) - 

9) Is  it more important t o  you t o  leave your h o u u  o r  money to your ch~ ld ran  or 
hews. o r  to have more money to ftve on r ~ g h t  now? C h u k  one. 

o[ ] Leave someth~ns to children or hmrs q[ ] Don't know 

P[ ] Have more money to l ~ v e  on now 

10) Are you nule or fenule? r[ ] Male s[ ]Female 

11) How old are you and your spouse i f  you have a rpousa? Please c h u k  one 
under klf and one undw  Spouse. 

SELF SPOUSE 

t[ ) Under 55 w[ ] 75-84 Y [  1 None b[ ] 65-74 

u [  1 55-64 x [  ] 85 and over z [  ] Under 55 c[ 1 75-&1 

v [  ] 65-74 a[ ] 55-64 d[  ] 85 and over 

12) Who lives in  your house r igh t  now besides you? C h u k  as many as apply 

e i  ) L ~ v e  atone g[  ) Other family mmber(s)  

f [  ] Spouse h [  ] Non-family mernbds)  

13) What island do you liva on? Check one. 

i[ ] Oahu k [  ] Maul m[ ] Lanai 

j [  ) Kaoa, I[ 1 Molokai n [  ] Hawaii 

14) What would you say is the total i n c w  of everyone l iving in  your house 
tu fore tares, in  one year? 

o[ ] Less than 55,000 s[ ] 115.000 - 119,999 

P[ ] 55.000 - 86.999 t[ ] $20.000 or  more 

q[ ] 57.000 - 59.999 u [  ] Don't know 

r[ ] Cl0.000 - S14.999 

15) If you have any comments o r  thoughts about the pmp0s.d programs or this 
survey, please use this spaca. 

THANK YOU FOR YOUR KOKUA! I f  



Appendix E-1 

MORTGAGE STATUS 

Question: Is the mortgage on your home paid off? 

Don't 
Yes -- No - Know Other - - 

Government 168 110 2  2  
Pensioners 5 9 . 6  39.0 0 . 7  0 . 7  

Senior Club 176 6 3  4  15 
Members 68 .2  24 .4  1 . 6  5 . 8  

Sum 344 173 6  17 
63 .7  3 2 . 0  1 . 1  3 . 2  

Sum - 

282 
1 0 0 . 0  

Appendix E-2 

HOMEOWNERS WITH REMAINING MORTGAGE TERMS 

Question: If your mortgage is not paid off, in how many years will it be paid 
off? 

More Than ~on't 
1-3 Yrs. 4-10 Yrs. 10 Yrs. Know Other Sum - - - 

Government 
Pensioners 
and 26 47 84  15 1 173 
Senior Club 1 5 . 0  27 .2  4 6 . 5  8 . i  0 . 6  100.0 
3emhers 



Appendix F-1 

LIVING ARRANGEMENT: ALL HOMEOWNERS 

Question: Who lives in your house right nox besides you? 

Spouse Spouse 5 Farnlly lonfamrly 
Alone Only Famlly Ouly Only Other 1 - SUIT 

Government 39 135 (174)  80 2  1 1  l 282 
Pensioners 1 3 . 8  4 7 . 9  ( 6 1 . 7 )  28 .4  7 . 4  0 . 4  2 . 1  100 .0  

i 

Senior Club 33 121 (154)  5  0  3  7 2 256 
Members 1 2 . 8  4 6 . 9  ( 5 9 . 7 )  1 9 . 4  1 4 . 3  0 . 8  5 . 8  1CG.0 

Sum 7  2  256 (328)  130 58 3 2 f l ~  
1 3 . 3  4 7 . 4  ( 6 0 . 7 )  2 4 . 1  10 .7  0 . 6  3 . 9  I1LG.O 



Appendix F-2 

L IVING ARRANGEMENT AND PROGRAM A PARTICIPATION: 
GOVERNMENT PENSIONERS 

Q u e s t i o n s :  Would YOU, YOURSELF, p a r t i c i p a t e  i n  Program A? 

Who l i v e s  i n  your  house r i g h t  now b e s i d e s  you? 

L i v i n g  
Arrangement Yes - 
Alone 

Spouse 
Only 

Spouse & 5 
Family 6 . 2  

6 2 . 5  

Family  
Members 
Only 

Nonmembers 
Only 

Other  

Don ' t  
Maybe Know - - Other - 

8 
20 .5  
32.0  

12 
8 . 9  

4 8 . 0  

5 
6 . 3  

20.0  

Sum 

Sum - 

39 RAW 
100.0 RPR 

13 .8  RPC 

282 RAGJ 
100 .0  RPR 
100.0 RPC 



Appendix F-3 

LIVING ARRANGEMENT AND PROGRAM A PARTICIPATION: 
SENIOR CLUB MEMBERS 

Questions: Would YOC, YOCRSELF, participate in Program A? 

Who lives in your house right now besides you? 

Living 
Arrangement 

Alone 

Spouse 
Only 

Spouse & 
Famiiy 

Family 
?!embers 
Only 

Nonmembers 
Only 

Other 

Yes - 
1 

3 . 0  
12 .5  

5 
4 . 2  

6 2 . 5  

2  
4 . 0  

25 .0  

Maybe - 

3  
9 . 1  

17 .6  

8 
6 . 6  

4 7 . 1  

4  
8.0 

23.5 

2  
5 . 4  
11.8 

Don' t 
Know - 

4  
12.1 
23 .5  

4  
3 . 3  

23 .6  

4  
8.0 

23 .5  

4  
10.8 
23 .5  

1  
6 .7  
5 . 9  

Other - 
7 

2 1 . 2  
14 .9  

20 
1 6 . 5  
42 .6  

9 
1 8 . 0  
19 .1  

4  
1 0 . 8  
8.5 

7 
4 6 . 6  
14 .9  

Sum 

Sum - 

33  RAW 
1 0 0 . 0  R P R  

1 2 . 8  RPC 

258 RAK 
100.0  RPR 
100. "PC 



Appendix F-4 

L IVING ARRANGEMENT AND PROGRAM B PARTICIPATION: 
GOVERNMENT PENSIONERS 

Questions: Uould YOU, YOURSELF, participate in Program B? 

Uho llves in your house right now besides you? 

Living 
Arrangement 

Alone 

Spouse 
Only 

Spouse & 
Family 

Family 
?lembers 
Only 

Nonmembers 
Only 

Other 

Yes - 

2 
5.1 
8.7 

12 
8.9 
52.2 

7 
8.8 
30.4 

2 
9.5 
8.7 

Don't 
Know - 

1 
2.6 
11.1 

3 
2.2 
33.4 

2 
2.5 
22.2 

1 
4.8 
11.1 

1 
100.0 
11.1 

1 
16.7 
11.1 

Other 

Sum 23 55 9 184 11 
8.2 19.5 3.2 65.2 3.9 

Sum 

39 RAW 
100.0 RPR 
13.8 RPC 

135 
100.0 
47.9 

8 0 
100.0 
28.4 

21 
100.0 
7.4 

1 
100.0 
0.4 

6 
100.0 
2.1 

282 RAW 
100.0 RPR 
103.0 RPC 



Appendix F-5 

LIVING ARRANGEMENT AND PROGRAM B PARTICIPATION: 
SENIOR CLUB MEMBERS 

Questions: Would YOU, YOURSELF, participate in Program B? 

Who lives in your house right now besides you? 

Living 
Arrangement 

Alone 

Spouse 
Only 

Spouse & 
Family 

Family 
Members 
Only 

Nonmembers 
Only 

Other 

Yes - 
2 

6.1 
10.5 

10 
8.3 
52.7 

3 
6.0 
15.8 

2 
5.4 
10.5 

2 
13.3 
10.5 

Don' t 
Maybe Know - - No - Other - 

Sum 19 25 25 130 5 9 
7.3 9.7 9.7 50.4 22.9 

Sum 

33 RAW 
100.0 RPR 
12.8 RPC 

121 
100.0 
46.9 

5 0 
100.0 
19.4 

37 
100.0 
14.3 

2 
100.0 
0.8 

15 
100.0 
5.8 

258 RAL; 
100.0 RPR 
100.0 RPC 



Appendix G-1 

HOUSEHOLD INCOME: ALL HOMEOWNERS 

Question: What would you say is the total income of everyone living in your 
house, before taxes, in one year? 

Government Pensioner 
Income Range Homeowners -- 

Below $5,000 

5,000 - 6,999 

7,000 - 9,999 

10,000 - 14,999 

15,000 - 19,999 

20.000 and over 

Don't Know 

Other 

Total 

Senior Club Member 
Homeowners 



Appendix G-2 

HOUSEHOLD INCOME AND PROGRAM A PARTICIPATION: 
GOVERNMENT PENSIONERS 

Ques t ions :  Uould YOU, YOVRSELF, p a r t i c i p a t e  i n  Program A? 

What would you s a y  i s  t h e  t o t a l  income o f  everyone l i v i n g  i n  your 
house b e f o r e  t a x e s ,  i n  one y e a r ?  

Gross Household 
Income Range Yes - 

Don' t 
Know - Other  - Sum 

Less t h a n  
$5,000 

1 RAW 
100.0  RPR 

0 . 4  RPC 

20,000 
and o v e r  

Don ' t  Know 

Other 

Sum 282 RAW 
100.0 RPR 
100.0 RPC 



Appendix G-3 

HOUSEHOLD INCOME AND PROGRAM A PARTICIPATION: 
SENIOR CLUB MEMBERS 

Ques t ions :  Would YOU, YOURSELF, p a r t i c i p a t e  i n  Program A? 

What would you s a y  is  t h e  t o t a l  income o f  everyone l i v i n g  i n  your 
house  b e f o r e  t a x e s ,  i n  one yea r?  

Gross Household 
Income Range Yes - 
Less t h a n  1 
$5,000 6.2 

12.5 

7,000- 
9,999 

10,000- 
14,999 

15,000- 
19,999 

20,000 
and over  

Don ' t  Know 

Other 

Maybe - 
2 

12.5 
11.8 

1 
7 . 2  
5.9 

3 
12.5 
17.6 

4 
9.5 
23.5 

3 
9.1 
17.6 

1 
2.2 
5.9 

1 
2.6 
5.9 

2 
4.5 
11.8 

Don' t 
Know Other  

Sum 8 17  17 169 47 
3.1 6.6 6.6 65.5 16.2 

I C k  3 100.9 LOO. 0 LC~3.0 iO0.G 

Sum 

16 RAW 
100.0 RPR 
6.2 RPC 

14 
100.0 
5.4 

24 
100.0 
9.3 

42 
100.0 
16.3 

33 
100.0 
12.9 

45 
100.0 
1; .4 

3 9 
100.0 
15.1 

45 
100.0 
17.4 

258 IiAW 
100.0 RPR 
iOS.0 RPC 



Appendix G-4 

HOUSEHOLD INCOME AND PROGRAM B PARTICIPATION : 
GOVERNMENT PENSIONERS 

Questions: Would YOi, YOURSELF, participate in Program B? 

What would you say is the total income of everyone living in your 
house before taxes, in one year? 

Gross Household 
Income Range 

Less than 
$5,000 

20,000 
and over 

Don't Know 

Other 

Sum 

Yes Maybe - 

7 
21.2 
12.7 

8  
17.8 
14.6 

37 
22.3 
67.3 

2 
10.5 
3.6 

1 
12.5 

1.8  

Don' t 
Know No - Other - 

1 
100.0 
9.1 

Sum 

1 RAK 
100.0 RPR 
0.4 RPC 

L 

100.0 
0.3 

9 
100.0 
3.2 

3 3 
100.0 
11.7 

45 
100.0 
16.0 

165 
100.0 
58.9 

19 
1GC. 0 
6.7 

8 
100.0 
2.8 

282 RAW 
iOC.0 RPR 
1'0.0 EPG 



Appendix G-5 

HOUSEHOLD INCOME AND PROGRAM B PARTICIPATION: 
SENIOR CLUB MEMBERS 

Quest ions:  kou:d YOU, YOURSELF, p a r t i c i p a t e  i n  Program B ?  

What would you say  i s  t h e  t o t a l  income of everyone l i v i n g  i n  your 
house be fo r e  t a x e s ,  i n  one yea r ?  

Gross Household 
Income Range 

Less t h a n  
$5,000 

20,000 
and over  

Don't Know 

Other  

Yes - 
2 

12.5 
10.5 

3 
12.5 
15.8 

4 
9.5 
21.0 

3 
9.1 
15.8 

6 
13.3 
31.6 

1 
2.2 
5.3 

Don't  
Maybe Know - - Other - 

4 
25.0 
6.8 

5 
35.7 
8.5 

8 
33.3 
13.5 

11 
2 6 . 2  
18.6 

5 
15.1 
8.5 

6 
13.3 
10.2 

- 
3 

12.8 
8.5 

15 
33.3 
25.4 

Sum 

Sum - 
16 RAW 

100.0 RPR 
6.2 RPC 

14 
100.0 
5.4 

24 
100.0 
9.3 

42 
100.0 
16.3 

33 
100.0 
12.9 

45 
100.0 
17.4 

39 
100.0 
15.1 

45 
100.0 
17.4 

258 RAW 
100.0 RPR 
100.0 RPC 



Appendix H 

OWNERSHIP ARRANGEMENT: ALL  HOMEOWNERS 

Q u e s t i o n :  Do you (and your  spouse )  own your home by y o u r s e l f  o r  a r e  t h e r e  
o t h e r  owners? 

S e l f  o r  Spouse Persons  Other  Don ' t 
O n  1 y  than Spouse Knoii Other 

Government 256 24 1 262 
Pens ioners  90.8 8.5 0 . 3  0.4 j 100.0 

Senior  Club 210 3 9 
?lembers 81.4 15.1 

Sum 466 6 3 1 10 1 540 
86.3 11.7 0.2 1.6 1 100.0 



Appendix 1-1 

DESIRE T O  BEQUEST: ALL HOMEOWNERS 

Question: Is it more important to leave your house and money to your children 
or heirs, or to have more money to live on right now? 

Don' t 
Heirs Self Know Other - - 

Senior Club 154 5  5  17 32 1 258 
Xembers 59 .7  2 1 . 3  6 . 6  12 .4  I 

Government 174 76 18 14 
Pensioners 61 .7  26 .9  6 . 4  5 . 0  

282 
100 .0  

I 

Sum 328 131 35 46 
60 .7  2 4 . 3  6 . 5  8 . 5  

540 
100 .0  



Appendix 1-2 

Quest i o n s  

Heirs 

S e l f  

DESIRE TO BEQUEST AND PROGRAM A PARTICIPATION: 
GOVERNMENT PENSIONERS 

Would YOU, YOURSELF, p a r t i c i p a t e  i n  a program l i k e  Program A? 

Is it more impor tan t  t o  l e a v e  your house  and money t o  your 
c h i l d r e n  o r  h e i r s ,  o r  t o  have more money t o  l i v e  on r i g h t  now? 

Don' t 
Yes - Maybe Know - No - Other  

Don ' t  Know 2 1 15 
11.1 5.6 83.3 
12.5 8.3 6.8 

Other 1 11 2 
7.1 78.6 14.3 
8.4 5.0 8.0 

Sum 8 16 12 221 25 
2.8 5.7 4.2 78.4 8.9 

100.0 100.0 100.0 100.0 100.0 

Sum - 

174 RAW 
100.0 RPR 
61.7 RPC 

7 6 
100.0 
26.9 

18 
100.0 
6.4 

14 
100.0 
5.0 

282 RAW 
100.0 RPR 
100.0 RPC 



Appendix 1-3 

DESIRE T O  BEQUEST AND PROGRAM A PARTICIPATION: 
SENIOR CLUB MEMBERS 

Questions: Would YOU, YOURSELF, participate in a program like Program A? 

Is it more important to leave your house and money to your 
children or heirs, or to have more money to live on right now? 

Heirs 

Yes ?laybe 

Self 5  6  
9 . 1  10 .9  

6 2 . 5  3 5 . 3  

Don't Know 

Other 3  
9 . 4  

1 7 . 6  

Don't 
Know - 

7  
4 .6  

4 1 . 2  

4  
7 . 3  

23 .5  

1  
5 . 9  
5 . 9  

5  
15.6 
29 .4  

Other - 

21 
1 3 . 6  
44 .7  

12 
2 1 . 8  
25 .5  

.. 
1 

4 1 . 2  
1 4 . 9  

7  
21 .9  
1 4 . 9  

I sum - 

154 RAW 
100.0  RPR 
59 .7  RPC 

55 
100.0  

Sum 8  17 17 169 4  7  
3 . 1  6 . 6  6 . 6  6 5 . 5  1 8 . 2  

100.0 100.0  1 0 0 . 0  100 .0  100.0  

258 RAW 
100.0  RPR 
100.0  RPC 



Appendix 1-4 

DESIRE T O  BEQUEST AND PROGRAM B PARTICIPATION: 
GOVERNMENT PENSIONERS 

Questions: Would YOU, YOURSELF, participate in a program like Program B? 

Is it more important to leave your house and money to your 
children or heirs, or to have more money to live on right now? 

Heirs 

Self 

Yes - 

Don't Know 2 
1 1 . 1  

8 . 7  

Other 

Don ' t 
Maybe - Know 

2  7 4  
1 5 . 5  2 . 3  
4 9 . 1  4 4 . 5  

20 3  
2 6 . 3  4 . 0  
3 6 . 4  3 3 . 3  

5  1 
2 7 . 8  5 . 6  

9 . 1  1 1 . 1  

3  1 
21 .5  7 . 1  

5 . 4  1 1 . 1  

No - - Other 

Sum 23 55 9  184 1 1  
8 . 2  1 9 . 5  3 . 2  65.2  3 . 9  

100 .0  100 .0  1 0 0 . 0  100.0 100 .0  

174 RAW 
100.0  RPR 
61 .7  RPC 

1 0 0 . 0  RPR 
100 .0  RPC 



Appendix 1-5 

DESIRE T O  BEQUEST AND PROGRAM B PARTICIPATION: 
SENIOR CLUB MEMBERS 

Q u e s t i o n s :  Would YOU, YOURSELF, p a r t i c i p a t e  i n  a program l i k e  Program B ?  

Is it more impor tan t  t o  l eave  your  house and money t o  your 
c h i l d r e n  o r  h e i r s ,  o r  t o  have more money t o  l i v e  on r i g h t  now? 

H e i r s  

S e l f  

Don ' t  Know 

Other  

Don ' t  
Yes - EIaybe Know - No - Other Sum - 

154 RAW 
100.0 RPR 
59.7 RPC 

Sum 19 25 25 130 5 9 
7.4 9.7 9.7 50.4 22.8 

100.0 100.0 100.0 100.0 100.0 

258 RAW 
100.0 RPR 
100.0 RPC 



Appendix J 

MONEY NEEDED T O  PARTICIPATE: ALL HOMEOWNERS 

Question: Hex much money ~ o u l d  you have to receive each month for you to 
participate in a program like Program A or Program B? 

$100 $200 $300 $400 Over No 
199 - 299 399 499 $500 Amount Other - - - - - 

Government 5 7 13 5 8 165 34 
Pensioners 1.8 2.5 4.6 20.6 58.5 12.0 

Senior Club - 7 3 8 14 48 100 8 3 
Hembers 0.8 1.1 3.1 5.4 18.6 38.8 32.2 

Sum 2 8 15 27 106 265 117 
0.3 1.5 2.8 5.0 19.6 49.1 21.7 

Sum - 



A p p e n d i x  K 

COMPARISON OF HELP C O S T  COMPONENTS 
AND POSSIBLE C O S T S  I N  H A W A I I  

F o r  i l l u s t r a t i v e  p u r p o s e s ,  a n d  w h e r e  poss ib le ,  some v e r y  s imple  cost  
compar isons be tween  B u f f a l o  a n d  Hawai i  a r e  p r e s e n t e d  l i e r e .  

A v e r a g e  . .~~ -- p r o p e r t y  -- - v a l u - o f - - 3 ~ i t s  e n t e r i n g  - - t h e  ~ ~~ p r o q r a m .  . % ~ - ~ -  - ~~~ T h e  average  
p r o p e r t y  v a l u e  i n  t h e  e a r l y  s tages o f  t h e  HELP p r o g r a m  Mas $20,000, 
a l t i i o u g h  t h e  c i t y w i d e  p r o g r a m  now i n c l u d e s  u n i t s  r a n g i n g  i n  va lue  f r o m  
Sl5,OOO t o  s45.0i)O [ T e l e p h o n e  c o n v e r s a t i o n  w i t h  Donna  Gui l laume, D i r e c t o r ,  
B u f f a l o  HELP p r o g r a m ,  1044. '&1. ]  Data  d i s p l a y e d  i n  T a b l e  6 on  t h e  p r o p e r t y  
v a l u e  of elder- ly o w n e d  homes i n  Hawai i  show a  median p r o p e r t y  va lue  s l i g h t l y  
below $100,000. G a r n e t  a n d  G u t t e n t a g  n o t e  t h a t  se l f -se lec t ion has t o  b e  
mon i to red  as homes i n  g r e a t e r  d i s r e p a i r  m i g h t  b e  d i s p r o p o r t i o n a t e l y  
r e p r e s e n t e d  i n  t h e  p r o g r a m .  [ R o b e r t  G a r n e t  a n d  J a c k  G u t t e n t a g ,  .. h lode l in2 ..~ 

t h e  B u f f a l o  Plan (Mad ison :  Ka t iona l  C e n t e r  f o r  Home E q u i t y  Convers ion ,  --. ... ~. 
19811, p .  171 

Size o f  a n n u i t i e s .  -.. .. .- T h e  s ize  o f  a n n u i t i e s  i n  B u f f a l o  at-e t y p i c a l l y  less 
t h a n  Si%0 a  m o n t h ,  a l t l i o u g h  spec i f i c  d o l l a r  amounts  w e r e  n o t  revea led .  A  
Hawai i  p a r t i c i p a n t  o f  t h e  same age  w o u l d  p r o b a b l y  rece ive  a  h i g h e r  a n n u i t y  
based  on  s u b s t a n t i a l l y  h i g h e r  p r o p e r t y  va lue ;  however ,  a p o l i c y  dec is ion 
w o u l d  b e  r e q u i r e d  t o  d e t e r m i n e  t h e  a p p r o x i m a t e  amount f o r  a  p e r s o n  o f  a  
g i v e n  age. I n  t h e  B u r e a u ' s  s u r v e y  o f  e l d e r l y  homeowners i n  Hawaii ,  many  
responden ts  i n d i c a t s d  t h a t  m o n t h l y  payments  o v e r  5.500 w o u l d  b e  r e q u i r e d  
b e f o r e  t h e y  w o u l d  c o n s i d e r  p a r t i c i p a t i n g .  See A p p e n d i x  J .  

I n i t i a l  r e h a b i l i t a t i o n  c o s t s .  T h e  HELP p r o g r a m  al locates an i n i t i a l  $2,500 
f o r  r e h a b i l i t a t i o n  costs ,  r o u g h l y  t h e  cos t  o f  a  new r o o f  i n  B u f f a l o .  A c t u a l  
e x p e n d i t u r e s  f o r  r e h a b i l i t a t i o n  o f  some homes h a v e  been as m u c h  as S13,OOO. 
[Te lephone  c o n v e r s a t i o n  w i t h  Donna Gui l laume, D i r e c t o r ,  B u f f a l o  HELP 
p rog ram,  1/24/84]  A  comparab le  r o o f  is  n o t  common i n  Hawai i  a n d  costs  f o r  
d i f f e r e n t  r o o f  t y p e s  v a r y .  A  shake  r o o f  i n  Hawai i  may  cost  a n y w h e r e  
be tween  $5,000 a n d  S12,000. 

P r o p e r t y  t a x e s .  P r o p e r t y  taxes  i n  t h e  B u f f a l o  p r o g r a m  a t  t h e  r e d u c e d  
r a t e  For s e n i o ~ h o r n e o w n e r s  r a n g e d  f r o m  $600-$1,000. [Te lephone  c o n v e r s a t i o n  
w i t h  Donna Gui l laume, D i r e c t o r ,  B u f f a l o  HELP p r o g r a m ,  1/24/84] T h e  
p r o p e r t y  t a x  f o r  a  S100,000 home i n  Hono lu lu  a t  t h e  1983 r a t e  o f  $7 .05  p e r  
$1,000 assessed v a l u a t i o n  a n d  100 p e r  c e n t  o f  va iuat ion,  was S123 f o r  a  
homeowner b e t w e e n  GO a n d  69 y e a r s  o f  age a n d  o n l y  5351.50 f o r  a  homeowner 
70  years  a n d  o v e r .  

Homeowner 's i n s u r a n c e .  A n n u a l  f i r e  a n d  casua l t y  i n s u r a n c e  costs  f o r  
t h e  B u f i a i o  liornes w e r e  approx ima te ly  S167. [ T e l e p h o n e  c o n v e r s a t i o n  w i t h  
Donna Gui l laume, D i r e c t o r ,  B u f f a l o  HELP p r o g r a m ,  1/24;/83] L i a b i l i t y  
i n s u r a n c e  cos t  $39 w h i l e  f i r e  i n s u r a n c e  c o s t  1  p e r  $1,000 o f  i n s u r e d  
va lue ,  w i t h  i n s u r e d  v a l u e  b e i n g  25':, more t h a n  assessed va lue .  Fo r  a  $70,080 
house f i r e  i n s u r a n c e  w o u l d  cos t  $128. 

A d m i n i s t r a t i o n  expenses .  T o t a l  a d m i n i s t r a t i o n  expenses i n  B u f f a l o  w e r e  
se t  a t  $40,000 f o r  each o f  t h e  f i r s t  t h r e e  y e a r s  o f  t h e  p r o g r a m ,  o r  o n l y  t h r e e  
p e r  c e n t  o f  t h e  t o t a l  m a r k e t  v a l u e  o f  a l l  homes i n  t h e  p r o g r a m .  [ G a r n e t  a n d  
G u t t e n t a g ,  p .  81 
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