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survive and thrive in retirement requires new thinking 

and a clear understanding of all the options.

 Over the past 12 months, the Department of 

Labor ruling has made it abundantly clear that all 

advisors have a responsibility to do what is in the 

best interest of their clients. Part of that responsibil-

ity means staying informed about current thoughts, 

trends and legitimate tools that could have a positive 

or negative effect upon their ability to help their cli-

ents’ meet their overall goals.

 Housing wealth has become one such tool. No 

longer can it be relegated to the back room or basement 

strategies. It has come forward to center stage thinking. 

Retirement Planning Has Changed

 Financial planning in the generic sense is a recent 

phenomenon. Retirement, in its current context, is 

fairly new. For centuries, most people worked for as 
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 At first glance the article title seems to suggest 

that a home equity conversion mortgage (HECM), 

also known as a reverse mortgage can be used to 

hedge or mitigate some of the more common risks of 

retirement. But I realize that for some advisors, the 

very notion of reverse mortgages being implemented 

in financial planning is absurd.

 Suppose the oft-maligned and seldom suggest-

ed, red-headed stepsister of financial planning had 

more to her than you imagined? Could her beauty 

and brilliance be veiled by mythology and mispercep-

tion? What if the lowly 30-year-old reverse mortgage 

could help your clients preserve more assets, im-

prove cash flow, ensure liquidity and mitigate risk? 

What if it allowed you to differentiate your practice, 

impact more clients, and make more money, would 

you want to take a closer look?

 In a moment, you will discover two couples that 

did everything the exact same way, but had two 

completely different outcomes primarily due to their 

advisors’ beliefs about reverse mortgages. 

 Historically, the more affluent retiree and their 

advisor have either simply dismissed the reverse 

mortgage or relegated it to use as a last resort. How-

ever, much has changed in the last few years. Recent 

research suggests that the appropriate and strate-

gic use of the newly restructured reverse mortgage 

may be helpful in positively impacting retirement 

outcomes. For many in the boomer generation, to 
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• Same Savings at Retirement

• Same Withdrawal Strategy

• Same Amount on Same Days

• Same Investments

COUPLE A 
Ran out of savings  

in 23 years

COUPLE B 
Had $1.1 million in 

savings 30 yrs. later



long and hard as they could and then died soon there-

after. The contemporary notion that you stop working 

with enough saved money to last 20, 30, 40 years is a 

product of modernity. 

 For the last 75 years (at least since the advent of 

Social Security), people were expected to live on their 

personal savings, a company pension, and Social 

Security during retirement. But the erosion of private 

pensions, the dismal lack of personal savings, and the 

strain on the current Social Security system has cre-

ated an outlook for today’s retirees that will require 

financial ingenuity and new tools in order for them to 

protect and preserve their nest eggs.

 Born just after midnight, on January 1, 1946, 

Kathleen Casey-Kirschling, will forever be known as 

America’s first baby boomer. Nearly 70 million more 

after her would be born up until 1964. No other group 

has so thoroughly changed the landscape of America 

quite like the boomers. Now nearly 10,000 boomers 

a day are turning 62. In the middle of this last year, 

Kathleen was the first of the boomers to take her 

required minimum distributions.

 The boomers will leave a legacy both positive 

and negative, the historians opine. At the onset of 

retirement, there are three issues they must confront. 

They will live longer than previous generations, have 

not saved enough to sustain their longer life span, 

and are more in debt than any other known previous 

generation. It is estimated that nearly 68 percent of 

new retirees will be carrying some sort of mortgage 

servicing debt into their retirement. This does not take 

into account credit cards, car payments, or student 

loans for which they served as a cosigner.

 Surprisingly, there is one thing that boomers have 

in their favor–87 percent of them own a home. As 

a matter of fact, the average, married, retiree today 

will have $92,000 in savings but $192,000 in home 

equity. This “housing wealth” as my friend, Dr. Sandy 

Timmerman, founder of the Met Life Mature Market 

Institute, says, “will become the boomers’ salvation!”

 Now if all of this was not bad enough, the new re-

tirement paradigm is filled with unforeseen dangers. 

 In times past, retirement was likened to ascending 

to the summit of Mt. Everest. Clients braved the ele-

ments and proceeded with discipline until finally they 

set foot atop the grand mountain of accumulated as-

sets. There they pulled out their flag and staked it in the 

ground, proclaiming “mission accomplished,” thinking 

the danger had passed and the hard part was over.

 Unfortunately, that is not the true danger in 

climbing Mt. Everest. Nearly two-thirds of all moun-

tain climber deaths transpire on the descent. 

 Similarly, the most dangerous part of the retirement 

mountain occurs after the flag is planted when our cli-

ents begin to live on what they accumulated. This is the 

true threat in retirement and the opportune place where 

skilled financial Sherpas showcase their knowledge.

 Good retirement income planning focuses on the 

dangers of descending the mountain and using all 

available tools to help the client arrive safely back at 

base camp.

Risks in Retirement

 As baby boomers move into retirement there 

are significant apprehensions and a slew of frighten-

ing questions. Will they have enough money to last 

through their golden years? Will they be able to enjoy 

the lifestyle they imagined? Will unexpected expens-

es throw off their retirement plan? Could a market 

crash decimate their carefully built nest egg and leave 

nothing for the next generation? These concerns are 

considered to be the 4Ls:

  • Longevity: Will I have enough to meet my basic 

needs?

  • Lifestyle: Will I have enough to get a steak in-

stead of a hamburger? 

  • Liquidity: Will I have access to tax-advantaged 

money for possible spending shocks?

  • Legacy: Will I leave a good financial memory? 

 There are more than just those four concerns. 
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There are genuine and perilous risks underlying each 

one of them. The Retirement Income Certified Profes-

sional RICP® course that I teach at the American Col-

lege lists and clarifies the 18 risks in retirement income:

  • Longevity risk

  • Inflation risk 

  • Excessive withdrawal risk

  • Health expense risk 

  • Long-term care risk

  • Fragility risk 

  • Financial elder abuse risk 

  • Market risk 

  • Interest-rate risk 

  • Liquidity risk 

  • Sequence-of-return risks

  • Forced retirement risk 

  • Re-employment risk 

  • Employer insolvency risk 

  • Loss of spouse risk 

  • Unexpected financial responsibility risk

  • Timing risk 

  • Public policy risk 

 You can download an expanded summary of 

these risks at www.18Risks.com.

Four Risks in Particular

 Clearly identifying and managing risks in retire-

ment income is on every advisor’s mind. Let’s look at 

four risks in particular and see if the reverse mort-

gage can add value.

Longevity Risk

 In 1935, when Social Security was first estab-

lished, the average life expectancy was only about 

61 years. Today, it has risen to in excess of 78 years 

and is growing steadily. Living to age 100 could soon 

be the norm. The necessary financial preparedness 

for such a length is daunting. Running out of savings 

in retirement is the number one concern of most 

retirees because of all the unknowns that exist. In 

consideration of all the risks that exist in retirement, 

longevity is the most significant because it is a risk 

multiplier that only serves to magnify the others. 

Inflation Risk

 The inevitable increase in the cost of goods and 

services will slowly erode your client’s purchasing 

power. With as little as a 3 percent a year inflation 

rate, your clients would see a 50 percent reduction of 

purchasing power over 20 years. 

Excessive Withdrawal Risk

 Life is short and capricious. Retirement for most 

will be long, expensive and yes, unpredictable. 

Clients will face emergencies, unexpected expenses 

or simply want to experience some extra enjoyment. 

They may be forced to choose to cannibalize and/or 

annuitize assets prematurely. Consequently putting 

increased pressure of their ability to have those funds 

when needed most—later in retirement.

Sequence of Returns/Market Risk

 Sequence risk involves the actual order in 

which investment returns occur. When you regular-

ly invest in a retirement plan the movement of the 

market up or down will not have nearly as much 

significance as it will when you begin to withdraw 

funds. Unfortunately, when you withdraw money 

from your portfolio during retirement, the volatility 

of markets can inflict substantial damage. If you 

take a set amount in distributions each month, you 

end up selling more shares when the market is 
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low—locking in your losses rather than giving the 

market a chance to recover. 

 Let’s take a look now at how a reverse mortgage 

can help.

Reverse Mortgages Have Come of Age

 If you ever wanted to ruin a good barbeque, 

family reunion, office party, or Thanksgiving dinner, 

just let someone mention that they are thinking about 

getting a reverse mortgage and watch what happens.

 Once considered the “Rodney Dangerfield of 

financial products,” this lowly and maligned resource 

is now coming center stage. For nearly two decades, I 

have shared the simple truth that a reverse mortgage 

“is just a mortgage!” That’s it. When we boil it down 

to its essence, that’s all it is. 

 Quiz: Which Client got a Reverse Mortgage? Two 

clients go to their respective advisors and ask about 

the wisdom of obtaining a home equity loan or home 

equity line of credit (HeLOC) so they don’t have to use 

savings for emergencies, expenses, or simple things 

they want to enjoy. The advisor responds that setting 

up a HeLOC is very common and wise. So each of the 

retirees finds a lender, produces qualifying documents 

and obtains a $100,000 line of credit. They both go out 

and promptly spend all of the money and the following 

month, they both begin to make the same monthly 

payment at the same interest rate. Finally on the same 

day, with their final payment, they both pay off the 

loan balance and the accounts are closed. 

 Does anything seem unrecognizable or spooky 

so far? Here’s the truth: One of those clients got a 

reverse mortgage and the other one did not. Can you 

tell the difference?

 A reverse mortgage is a federally insured loan for 

people aged 62 or better that allows them to convert a 

portion of their home’s value into tax-free money. They 

are not required to make a monthly mortgage pay-

ment or be removed from the title to their home. They 

must continue to pay all property related charges such 

as taxes and insurance. The amount of money they 

receive is based on their age, the home’s value (up to 

the lending limit of $636,150), and the current interest 

rates. Today a 65-year-old could receive around 50 

percent of the home’s value. For more information on 

rates, go to www.HECMAdvisorsGroup.com. 

What’s So Special about the Line of Credit

 The proceeds of a reverse mortgage can be re-

ceived in a lump sum, monthly payments, or as a line 

of credit. The difference with the reverse mortgage line 

of credit (ReLOC) versus a traditional HeLOC is that the 

reverse mortgage has a built in contractually guaranteed 

growth factor. (Currently, the rate is around 6 percent.) 

This means the unused portion of the ReLOC will 

continue to grow year by year. As long as the borrower 

lives and maintains the home and keeps their taxes and 

homeowner’s insurance in force, the line of credit can-

not be frozen cancelled or reduced. This is regardless of 

the home’s future value, the income, assets or credit of 

the borrower. Don’t miss that line. The ReLOC has a:

  • Built in contractually guaranteed minimum 

growth factor

  • Allows the unused portion of the line to grow

  • Regardless of the home’s future value

 That is the secret, the one mechanism that changes 

it all, the eighth financial wonder of the world, the Swiss 

Army knife of financial planning, and the one truth that 

encouraged FINRA to change their position that reverse 

mortgages should be used only as a “last resort.” 

 The table on page 5 shows a $200,000 home cre-

ating a $100,316 line of credit that grows to $608,000 

over a 30-year period; $204,000 grows to $1.2 million; 

and $311,000 grows to nearly $1.9 million. 

How the HECM Line of Credit Can 
Mitigate Retirement Income Risks

Longevity Risk and Inflation Risk

 To guard against inflation and protect from lon-

gevity risks, advisors have traditionally moved clients 

into more aggressive allocations measures or infla-
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tion-protected securities and annuities etc. Imagine 

adding a ReLOC, early in retirement with a strategy 

to simply “set it and forget it” allowing it to grow for 

future use down the road. 

 Today’s ReLOC is growing at around 6 percent (with 

a minimum guarantee growth factor of 4 percent).  With 

inflation at 2 to 3 percent today and perhaps averaging 

4 percent over time, the HECM line of credit not only 

gives tremendous growth potential but is also nearly 3 

percent greater than today’s inflation rate. This is a pow-

erful hedge against both longevity risk and inflation risk. 

 The chart on page 6 developed by my teaching 

colleague, Dr. Wade Pfau, shows a $250,000 home 

growing at 3 percent (top line) and a $125,000 ReLOC 

growing at 6 percent (middle line) with the lower line 

showing the impact of setting up the line of credit 

later in retirement. This data highlights the advantag-

es of establishing the ReLOC as early in retirement 

as possible. As noted recently by Dr. Pfau, “There is 

great value for clients in opening a reverse mortgage 

line of credit at the earliest possible age, particularly 

in a low-interest-rate environment like today.”

Excessive Withdrawal Risk

 The behavioral aspect of this excessive risk cannot 

be underestimated. Life happens, emergencies come, 

and often times our clients simply want to enjoy the 
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 $100,316 $204,716 $311,116
 Line of  Property      Line of   Property Line of   Property   
 Credit Value  Credit Value Credit Value

 $106,324 $206,000 $216,977 $416,000 $329,750 $624,000
 $112,693 $216,320 $229,973 $432,640 $349,500 $648,960
 $119,442 $224,973 $243,747 $449,946 $370,433 $674,918
 $126,596 $233,972 $258,346 $467,943 $392,620 $701,915
 $134,178 $243,331 $273,819 $486,666 $416,135 $729,992
 $142,215 $253,064 $290,219 $506,128 $441,059 $759,191
 $150,733 $263,186 $307,602 $526,373 $467,476 $789,559
 $159,761 $273,714 $326,025 $547,428 $495,475 $821,141
 $169,329 $284,662 $345,552 $569,325 $525,151 $853,987
 $179,471 $296,049 $366,248 $592,098 $556,604 $888,147
 $190,220 $307,891 $388,184 $615,782 $589,941 $923,672
 $201,613 $320,206 $411,434 $640,413 $625,275 $960,619
 $213,689 $333,015 $436,077 $666,029 $662,725 $999,044
 $226,487 $346,335 $462,195 $692,671 $702,418 $1,039,006
 $240,052 $360,189 $489,878 $720,377 $744,489 $1,080,566
 $254,430 $374,596 $519,218 $749,192 $789,079 $1,123,789
 $269,669 $389,580 $550,316 $779,160 $836,340 $1,168,740
 $285,820 $405,163 $583,277 $810,327 $886,432 $1,215,490
 $302,939 $421,370 $618,212 $842,740 $939,524 $1,264,110
 $321,084 $438,225 $655,239 $876,449 $995,795 $1,314,674
 $340,315 $455,754 $694,484 $911,507 $1,055,437 $1,137,261
 $360,697 $473,964 $736,079 $947,968 $1,118,652 $1,421,951
 $382,301 $492,943 $780,165 $985,886 $1,185,652 $1,478,829

 $608,842 $1,242,470 $1,888,236



rewards of retirement. These desires are expressed in 

purchasing or providing money for some life event, a 

dream trip, a granddaughter’s wedding etc. It is pre-

cisely these activities and the subsequent future with-

drawal or withdrawals that come during a bear market 

that are beyond the client’s current budget. These 

withdrawals can have devastating future results. 

 Most advisors are keenly aware that it’s hard 

to keep their clients on a budget and even harder to 

stop them from taking out assets when they really 

want something.

 The good news is that by having your client 

establish a ReLOC early in retirement, they can 

access this pool of funds and allow the investments 

to remain intact. This gives the client the retirement 

satisfaction and safety they desire.

Market Risk/Sequence Risk

 The market will always have uncertainty. Some 

advisors, like Dr. Harold Evesnksy, advocate setting 

aside two years’ worth of living expenses as a buffer 

against down markets. What happens when we 

simply add a reverse mortgage line of credit to the 

conversation? Consider these scenarios.

 Couple A has $500,000 at the onset of retirement 

and takes a first-year withdrawal of $27,500. This 

amount is adjusted each year for inflation. Their advi-

sor has a “reverse mortgage as a last resort” position.

 As the table shows, in the early years of their retire-

ment, the clients are experiencing some negative returns. 

This sequence now puts constraint on their portfolio so 

that by year 24 they have run out of savings. They can 

then establish a HECM and tack on another 7 years of re-

tirement income—bringing them to a 30-year retirement. 

By most standards, this would be considered a success.

 Couple B had the same starting point and with-

drawal plan. The difference for them is their advisor 

suggested they do three things to mitigate both 

sequence risks and market risks:

 1. Establish a ReLOC at the onset of retirement.

 2. Don’t withdrawal any money from their retirement 

portfolio in the year following a negative return.

Reverse Mortgages
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“Conventional i.e. Last Resort Method“ (draw from 

Reverse Mortgage LOC after Portfolio is drained)*

Portfolio at  
start of year  Investment Annual Portfolio at 
(before draw) Performance Spending year end

 $500,000 -9.28% $27,500 $428,652

 $428,652 -15.51% $28,463 $338,120

 $338,120 22.30% $29,459 $377,493

 $377,493 17.87% $30,490 $409,013

 $409,013 -4.12% $31,557 $361,905

 $361,905 2.22% $32,661 $336,552

 $336,552 8.01% $33,805 $326,998

 $326,998 15.41% $34,988 $337,009

 $337,009 -1.36% $36,212 $296,706

 $296,706 25.24% $37,480 $324,655

 $324,655 13.32% $38,791 $323,941

 $323,941 8.86% $40,149 $308,935

 $308,935 25.19% $41,554 $334,734

 $334,734 15.20% $43,009 $336,068

 $336,068 3.41% $44,514 $301,496

 $301,496 10.33% $46,072 $281,809

 $281,809 20.94% $47,685 $283,150

 $283,150 0.98% $49,354 $236,087

 $236,087 21.36% $51,081 $224,524

 $224,524 5.60% $52,869 $181,268

 $181,268 7.91% $54,719 $136,559

 $136,559 -2.76% $56,634 $77,718

 $77,718 25.68% $58,617 $24,007

*Created by Dr. Barry Sacks. Used with permission.



 3. Use a noncorrelated asset to supplement the income 

they would normally draw from their portfolio.

 The client’s home was valued at $500,000 so they 

established a $250,000 growing line of credit. In the 

years following a negative return, they drew from 

the ReLOC. By doing this, they eliminated the need to 

withdraw during a down cycle, thus preventing them 

from locking in the losses.

 Notice in the chart that by implementing this very 

simple strategy the clients has substantially mitigated 

the sequence risk and, unlike the other couple, have not 

run out of money in year 24. Instead, they have in excess 

of $1 million 30 years later. An extra million dollars!

 With the implementation of a reverse mortgage, 

the client had a much more enjoyable retirement, the 

estate was greatly enhanced and the advisor kept 

more assets under management for significantly lon-
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“New Wisdom Method“ (draw from Reverse Mortgage LOC following down market)*

Portfolio at  
start of year  Investment Annual Portfolio at  RM Balance at 
(before draw) Performance Spending year end ReLOC Draw end from draw
     
     
 $500,000 -9.28% $27,500 $428,652 $0 $0 
 $428,652 -15.51% $0 $362,168 $28,463 $120,974 
 $362,168 22.30% $0 $442,932 $29,459 $119,114 
 $442,932 17.87% $30,490 $486,145 $0 $0 
 $486,145 -4.12% $31,557 $435,859 $0 $0 
 $435,859 2.22% $0 $445,535 $32,661 $113,704 
 $445,535 8.01% $33,805 $444,710 $0 $0 
 $444,710 15.41% $34,988 $472,861 $0 $0 
 $472,861 -1.36% $36,212 $430,710 $0 $0 
 $430,710 25.24% $0 $539,422 $37,480 $106,870 
 $539,422 13.32% $38,791 $567,314 $0 $0 
 $567,314 8.86% $40,149 $573,872 $0 $0 
 $573,872 25.19% $41,554 $666,408 $0 $0 
 $666,408 15.20% $43,009 $718,156 $0 $0 
 $718,156 3.41% $44,514 $696,613 $0 $0 
 $696,613 10.33% $46,072 $717,742 $0 $0 
 $717,742 20.94% $47,685 $810,367 $0 $0 
 $810,367 0.98% $49,354 $768,472 $0 $0 
 $768,472 21.36% $51,081 $870,625 $0 $0 
 $870,625 5.60% $52,869 $863,551 $0 $0 
 $863,551 7.91% $54,719 $872,810 $0 $0 
 $872,810 -2.76% $56,634 $793,650 $0 $0 
 $793,650 25.68% $0 $997,459 $58,617 $87,373 
 $997,459 11.07% $60,668 $1,040,493 $0 $0 
 $1,040,493 19.25% $62,792 $1,165,909 $0 $0 
 $1,165,909 16.99% $64,989 $1,287,967 $0 $0 
 $1,287,967 7.79% $67,264 $1,315,795 $0 $0 
 $1,315,795 -0.92% $69,618 $1,234,712 $0 $0 
 $1,234,712 -3.68% $0 $1,189,275 $72,055 $79,616 
 $1,189,275 -8.60% $0 $1,086,997 $74,577 $78,392

*Created by Dr. Barry Sacks. Used with permission.
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ger and earned three times the fees earned by Couple 

A’s advisor. This was a win/win/win scenario.

Added Benefit

 By establishing a ReLOC for Client B, the investor 

no longer had to set aside 2 years’ worth of living 

expenses. Instead the reinvesting of those assets 

allowed for better returns than having them in a cash 

position. The ReLOC creates a much better buffer than 

having money in nonmarket performing positions.

Final Thoughts

 There is estimated to be more than $3 trillion 

dollars in home equity for leading edge boomers 

and current retirees. The average person is not pre-

pared for a long retirement. Currently those who are 

don’t have a backup plan in place to hedge against 

risks. We know that 87 percent of boomers own 

their homes. Here is the simple truth: Advisors can 

no longer ignore homre equity when advising their 

clients on meeting their retirement income goals. The 

HECM line of credit is perhaps one the most powerful 

financial planning tools available today. The research, 

metrics, and illustrations all bear to these facts. 

The advisors who know how to implement housing 

wealth into retirement income plans will surely dif-

ferentiate themselves, impact existing clients, attract 

new clients, and make more money. 

 For information on advisor training and client 

workshops on this topic, go to www.hecmadvisors 

group.com/training. n
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