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The recently widowed client, in his mid 70s, had given up hope of selling his Sacramento home and
buying a new house closer to his grown children south of San Francisco.

He owned his $250,000 home outright. But the median house price near his children was nearly
$600,000.

His adviser, Scott Hanson, a partner at Hanson McClain Advisors in Sacramento, whose firm

manages approximately $1 billion for 3,000 clients on a fee basis, suggested the man sell some
assets from his $600,000 portfolio. "He had a pension and Social Security and wasn't relying on

the portfolio for his living expenses," Mr. Hanson says.

But the client said no. He had cared for his wife during a
prolonged illness before her death, and he wanted to

keep significant assets on hand to ensure that his

children would never have to look after him if a similar
situation arose. "But at the same time he was lonely

without his family nearby," Mr. Hanson says.

The adviser saw an opportunity to tap an unusual solution: Take out

a reverse mortgage to fund the purchase of a new home near his kids.

"Typically reverse mortgages are used when people are running out

of money and they're out of options," Mr. Hanson explains.

His client was not in that position at all. But under a relatively new

Federal Housing Authority's Home Equity Conversion Mortgage for

Purchase program, an older person can buy a home and take out a

reverse mortgage at the same time, if they use the loan to build up
equity in the house. Using this strategy, the man could purchase a

more expensive home and leave his nest egg untouched.

Here's how it worked. Mr. Hanson ran the numbers and saw that the
client would easily be approved for a reverse mortgage. So the client

sold his Sacramento home for $250,000 and made an offer on a new

$600,000 house near his children. While the deal was closing, the

man applied for and received a $350,000 reverse mortgage.
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At the closing, the house was completely paid for with the proceeds from his old home and the

$350,000 from the approved reverse mortgage. His only remaining expenses were property

taxes and insurance, and his only obligation was make the house his primary residence for six
months. The bank would get its money back, plus interest, when he or his heirs sold it.

"Using a reverse mortgage in this way allowed him to

purchase a house that was of much greater value than
the home he was living in, live near his grandkids and

preserve his nest egg," Mr. Hanson says.

The beauty of strategy, he says, is that it required
almost no risk. The reason: The reverse mortgage is

federally insured, so neither the client nor his estate

would have any obligation to pay it off if he ever went

underwater on the house. "If the loan balance is worth

more than the property, his heirs will send the keys to

bank," Mr. Hanson says.

There's even the potential for some upside if property values appreciate over the next 10 to 15

years. "The reverse mortgage balance will just accumulate on itself as interest will accumulate.
But whenever he sells the home or passes away, equity in the home will be passed to his family,"

Mr. Hanson says.
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