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Section 1
The Myths and Misconceptions



Misconceptions

Some misconceptions 
about reverse 
mortgages include:

Reverse mortgages are for 
desperate seniors, or for 
ƚŚĞ�͞ŚŽƵƐĞ�ƌŝĐŚ͟�ďƵƚ�ĐĂƐŚ�
poor.

The home must be debt 
free before you can qualify

When the reverse 
mortgage comes due, the 
bank sells your home.

The bank owns your home 
when you take out a 

reverse mortgage.

Your heirs incur the debt 
when you are gone.



Older Adult Concerns

³The grim legacy for many Boomers after long working lives spent caring for 
families, putting children through college, and perhaps caring for their own 
parents, will be to struggle financially in retirement as they live long lives, 
exhaust their limited financial resources, and find that their only income in the 
later years is a Social Security benefit that may largely be used up by expenses 
for health care.́

- The Insured Retirement Institute

Source: Insured Retirement Institute. Boomer Expectations for Retirement 2016, 2016, 
https://www.myirionline.org/docs/default-source/research/boomer-expectations-for-retirement-2016.pdf

Recent studies of Baby Boomers conducted by Insured Retirement Institute have found:

35  Million
Approximately 35 
million lack any 

retirement savings.

https://www.myirionline.org/docs/default-source/research/boomer-expectations-for-retirement-2016.pdf


´
The Importance of Home Equity

³1HZ�DFDGHPLF�UHVHDUFK�GHPRQVWUDWHV�KRZ�+(&0V�FDQ�SOD\�D�
vital role in retirement planning ± not just as a tool of last resort 

but as a strategic way to provide greater financial flexibility 
to seniors with ample savings�́

Source: Salter, Pfeiffer, and Evensky��³6WDQGE\�5HYHUVH�0RUWJDJHV��$�5LVN�0DQDJHPHQW�7RRO�IRU�5HWLUHPHQW�´�
Journal of Financial Planning, 2012, https://www.myirionline.org/docs/default-source/research/boomer-

expectations-for-retirement-2016.pdf

https://www.myirionline.org/docs/default-source/research/boomer-expectations-for-retirement-2016.pdf


Section 2
The Basics



Home Equity Conversion Mortgage

The Home Equity Conversion Mortgage (HECM) is a loan that:
� Gives borrowers access to a portion of their home value.
� Requires no payments until the last borrower permanently 

leaves the home, or if another maturity event occurs.
Note: The borrower must pay property charges, including property 
taxes, fees, and hazard insurance.

� Is non-recourse, which means that the lender can use only the 
property for lien satisfaction.

� Allows borrowers to retain title at all times.



Reasons to Consider a HECM

� Eliminate a monthly mortgage payment*
� Supplement income
� Pay for medical expenses or in-home care
� Finance the purchase of a new home
� Pay off debt
� Enjoy passions with financial ease

*Borrowers must pay taxes and insurance.



HECM Eligibility Requirements

All borrowers must:
� Be age 62 or older.
� Live in the subject property as their primary residence.
� Demonstrate financial capacity and credit responsibility.
� Attend an FHA approved consumer counseling session and 

obtain a HECM Counseling Certificate.



Eligible Properties

Eligible properties include:
� Single-family homes

� FHA approved condominiums

� Townhomes or Planned Unit Developments (PUDs)

� Two-to-four unit properties that are owner-occupied

� Manufactured homes that meet HUD guidelines



HECM Product Options

FHA Insured Products

Proprietary Program
)$5¶V�+RPH6DIH® jumbo program is a fixed-rate ONLY product 
with a maximum loan amount of $4,000,000.

Fixed Rate

Monthly Adjustable (10 pt. cap)

Annual Adjustable (5 pt. cap)



Principal Limits

The initial Principal Limit (PL) is defined as the maximum amount 
available to a HECM borrower at the time of closing. The PL is 
calculate using tables provided by HUD. These include:

� The age of the youngest borrower, or eligible non-borrowing spouse
� 7KH�OHVVHU�RI�WKH�KRPH¶V�FXUUHQW�DSSUDLVHG�PDUNHW�YDOXH��RU�WKH�)+$�

lending limit ($726,525)  
� The expected interest rate (Libor 10 yr. swap plus lender margin)



Appraisal

The HECM is a non-recourse loan which means that the home is the only 
collateral used for repayment. Therefore it is important that an accurate 
determination of the property value and property condition is obtained.

The Federal Housing Administration (FHA) requires that all homes 
submitted for insuring be safe, sound, and secure, which means they 
require an appraisal inspection and report completed by an FHA-approved 
appraiser.

The appraised home value is one of the factors used in determining the 
loan proceeds DYDLODEOH��RU�³SULQFLSDO�OLPLW �́
Note: Principal limit calculations are based on the lower of the appraised value, 
maximum claim limit ($726,525) or purchase price.  

Effective for all case numbers assigned on or after October 1st, 2018, FHA 
requires that a collateral assessment be performed on all HECM loans prior 
to closing. Based on the outcome of the assessment, FHA may require a 
second appraisal be obtained prior to approving the loan.
Note: The lower of the two appraised values must be used.  



Section 3
Program Features



Program Features

For Adjustable Rate Loans
� Line of Credit: Grows over time based upon current interest rates.
� Tenure: Provides equal monthly payments during the life of the loan.
� Term: Provides payments for a specific amount and time period.
� Up-front draw: An immediate lumpsum withdrawal at closing.
� Any combination of these

For Fixed Rate Loans
� Up-front draw: An immediate lumpsum withdrawal at closing.



HECM Feature: Line of Credit

An unused Line of Credit grows at the same rate as the interest 
and FHA Mortgage Insurance Premium, which is charged on any 
outstanding loan balance. The Line of Credit:
� Cannot be frozen due to a change in home value.

� Has no term limits or balloon payments.

� Has funds that can be accessed, paid back if desired, and then accessed 
again at a future date.



Advantage Traditional HELOC HECM

Retain ownership X X

No monthly mortgage payments required* X

Unused amount grows over time; more 
available funds

X

Never can be called or recast* X

Non-recourse: You can never owe more 
than your house is worth at time of 
repayment

X

Risk of foreclosure if monthly mortgage 
payment is not made*

X

*The borrower must meet all loan obligations, including living in the property as the principal residence and paying property charges, 
including property taxes, fees, and hazard insurance. The borrower must maintain the home. If the homeowner does not meet these 
loan obligations, the loan must be repaid.

Line of Credit vs. HELOC



HECM Feature: Tenure Payments
The Tenure payment plan allows you to:
� Use some or all available funds for equal monthly payments for the life 

of the HECM.

� Change the payment plan at any time with a fee to the servicer.

Note: Under the plan, monthly payments are paid as long as the borrower lives in 
the home and abides by the terms of the loan including maintaining the property and 
paying taxes and insurance.



HECM Feature: Term Payments

The Term payment plan includes:
� A specific dollar amount from available HECM proceeds to be received 

for a specific period of time.

� Monthly checks that stop at the end of a pre-determined period of time. 
However, the loan does not become due and payable until a maturity 
event occurs.



HECM for Purchase

With a HECM for Purchase, borrowers have the opportunity to 
³ULJKW-VL]H´�WKHLU�KRPH��UHORFDWH�WR�D�PRUH�VXLWDEOH�QHLJKERUKRRG��
or move closer to family.

Requirements
� A HECM for Purchase requires a borrower contribution based on a 
SHUFHQWDJH�RI�WKH�SXUFKDVH�SULFH�DQG�WKH�ERUURZHU¶V�DJH��7KH�EDODQFH�RI�
the funds for purchase come from the HECM loan.

� 7KH�SURSHUW\�PXVW�EH�WKH�ERUURZHU¶V�SULPDU\�UHVLGHQFH�DQG�PHHW�)+$�
property guidelines.

As with any mortgage, the borrower owns the house, and his or 
her name is on the title.



HECM for Purchase, cont.

Additionally:
� Monthly mortgage payments are NOT required. Payment is deferred 

until a maturity event occurs.
� Borrowers spend less money out of pocket, and preserve more of their 

savings instead of spending it on their home.
� Borrowers can get more home for their money. A HECM for Purchase 

could help them comfortably afford upgrades or a more expensive 
home.



HECM for Purchase: Example

A 62 year-old borrower would like to purchase a $400,000 home. Using 
the HECM for Purchase, the borrower provides only $233,200 of his or her 
own funds for an equity contribution. The HECM for Purchase finances the 
balance of the purchase price. 

The chart below illustrates various borrower equity contributions with 
varying ages and purchase prices.

The example assumes an expected rate of 4.35%, an upfront MIP of 2% of 
the purchase price, and third party closing costs of $4,000.

AGE $400,000 $500,000 $600,00
0

62 $233,200 $290,500 $347,800

72 $211,200 $263,000 $314,800

82 $177,600 $221,000 $264,400

Note: This is for demonstration purposes only and is based upon estimates only. The borrower must meet all loan 
obligations, including living in the property as the principal residence and paying property charges, including 
property taxes, fees, and hazard insurance. The borrower must maintain the home. If the homeowner does not 
meet these loan obligations, the loan must be repaid.



Consumer Protections

Mandatory FHA Counseling sessions are required for borrowers, 
non-borrowing spouses, and POAs. This screens for competency 
and comprehension of the loan program.
Financial Assessment determines if the borrower has the 
financial capacity to pay taxes and insurance, and ongoing 
maintenance of the property. 
Non-Borrowing Spouse Rules make it possible for a qualified 
non-borrowing spouse to remain in the home even if the borrower 
dies.
Non-Recourse Property Protection for borrowers and heirs 
ensures the loan payoff is secured by the property. Borrowers and 
heirs can never owe more than the house is worth when the loan 
is repaid.
No Pre-payment Penalty provision means the borrower can pay 
down the loan at any time or defer payment.



Insurance and Safeguards

FHA-Insured Product
The original statute of the National Housing Act of 1987 required a 
guarantee to borrowers that they would be protected by the 
General Insurance Fund.  That insurance is now referred to as the 
Mutual Mortgage Insurance Fund.

The insurance is generally funded within the closing costs of the 
HECM loan as an upfront fee. It is also a percentage of the annual 
outstanding balance.



The Costs

Financed closing costs include:
� Upfront mortgage insurance premium, 

which is 2% of the Max Claim Amount

� An origination fee, depending on the 

loan product

� Traditional third-party closing costs



Section 4
Loan Process



Loan Process

� Education
� Counseling
� Application
� Closing

We encourage you to include your family members and trusted 
advisors in your decision-making process.



Section 5
Scenarios and Uses



Example: Refinance
The Scenario

Mr. and Mrs. Jones love their 
home and their neighborhood. 

They have no 
intentions of ever 
moving.

They have a home equity loan 
that is due, and they are 
struggling to make ends meet
They may need to make a hard 
choice and move out of the 
home they love.

Solution using 
HECM

Age:70
Home Value:$400,000
HELOC: $100,000

Available HECM 
proceeds:$200,000*

Available balance after 
housing obligation payment: 
$88,000 

* Illustration assumes 4.35% 
expected interest rate with 
$12,000 financed closing costs.

Borrower 
Benefits

No monthly mortgage payments 
required*

Peace of mind

Enjoy life in existing home

Increased monthly cash flow

*Example is for educational purposes only. The borrower must meet all loan obligations, including living in the property 
as the principal residence and paying property charges, including property taxes, fees, hazard insurance. The borrower 
must maintain the home. If the homeowner does not meet these loan obligations, the loan will need to be repaid.



Example: New Home Purchase

The Scenario

Mr. and Mrs. Smith realize their 
home where they raised their 
children no longer meets their 
current needs.

They want to move somewhere 
closer to family.

Solution using 
HECM

Age: 65
Existing home value: $300,000
Mortgage balance: $0
New Home Desired: $450,000

Available HECM proceeds: 
$198,150*

Equity Contribution from 
ERUURZHUV·�IXQGV����������

Liquidity increase: $48,150

*Illustration assumes 4.35% 
expected interest rate with 
$12,000 financed closing costs.

Borrower 
Benefits
³5LJKW-VL]HG´�KRPH�OLYLQJ

New home with no 
monthly mortgage 

payments*

Relocation- close to family

Increase liquidity with saving 
funds from departure home

*Example is for educational purposes only. The borrower must meet all loan obligations, including living in the property 
as the principal residence and paying property charges, including property taxes, fees, hazard insurance. The borrower 
must maintain the home. If the homeowner does not meet these loan obligations, the loan will need to be repaid.



Example: Aging Concerns

Paying for 
Home Health

Aging parents are experiencing 
health problems.

Adult children are 
concerned about 
how parents will afford 
the cost of care.

Solution using 
HECM

Age: 80
Home Value: $300,000
Mortgage Balance: $0

Available HECM proceeds: 
$154,500*

Can be used as tenure, term, or 
line of credit payments

* Illustration assumes 4.35% 
expected interest rate with 
$15,000 in financed closing 
costs.

Borrower 
Benefits

HECM proceeds provide needed 
home healthcare funds

Peace of mind

Decrease burden on family

Retain independence from family 
paying for health care

Remain in home rather than 
going in nursing home

*Example is for educational purposes only. The borrower must meet all loan obligations, including living in the property 
as the principal residence and paying property charges, including property taxes, fees, hazard insurance. The borrower 
must maintain the home. If the homeowner does not meet these loan obligations, the loan will need to be repaid.



Section 6
Summary



Your HECM, Your Way

This powerful financial option can be an important part of a 
retirement funding strategy. HECM uses are as unique as 
the individual adult homeowner it is specifically designed 
for.

The use of a HECM can afford the opportunity to 
enhance the quality of OLIH�IRU�WKH�DGXOW�KRPHRZQHU«

«EHFDXVH�TXDOLW\�RI�OLIH�
should not decrease with age.



Associations/Watchdogs

Agency Description
Department of Housing and Urban 
Development (HUD)

HUD administers federal programs dealing with better 
housing and urban renewal. It was created in 1965.

Federal Housing Administration (FHA) FHA is a government agency whose primary purpose is 
to insure residential mortgage loans.

Ginnie Mae This is a government-owned corporation that guarantees 
bonds backed by home mortgages, including HECMs that 
have been guaranteed by FHA.

National Reverse Mortgage Lenders 
Association (NRMLA)

An association that serves as the national voice of the 
reverse mortgage industry, and acts as an educational 
resource, policy advocate, and public affairs center for 
lenders and related professionals. It was established in 
1997 to enhance the professionalism of the reverse 
mortgage business.

Consumer Financial Protection Bureau 
(CFPB)

An independent agency of the United States government 
that is responsible for consumer protection in the 
financial sector, including mortgages.






