




DATE:  September 2, 1998

TO: Reverse Mortgage Lenders

FROM: Mercy Jiménez
Vice President, Senior Products

SUBJECT: New Policy Statement
(Reverse Mortgage Letter 1998-1)

Enclosed is an update to our current policies governing the selling and servicing of the Home
Equity Conversion Mortgages (HECM).  The new policies relate to changes concerning the
timing of growth for HECMs and purchase adjustments.  Please note that some of these
changes may affect your own policies and procedures for correspondents, so you will want to
make those adjustments as applicable. 

The terms of this letter modify the Fannie Mae Reverse Mortgage Selling and Servicing Guide. 
Lenders who are found to have violated knowingly the terms of this letter or the enclosed policy
statement, may be required to repurchase the applicable loan(s) or may become ineligible to
deliver reverse mortgages to Fannie Mae in the future.

If you have any questions about these new policies, please call Tom Atwell at (202) 752-2747.

Enclosure

cc:  Tom Atwell
       Mary Cadagin
       Stephanie Garrison



DATE:   September 10, 1998

TO: Reverse Mortgage Lenders

FROM: Mercy Jiménez
Vice President, Senior Products

SUBJECT: Distribution of Reverse Mortgage Loan Proceeds
(Reverse Mortgage Letter 1998-2)

Attached is an article published on the front page of the Washington Post on Sunday,
July 12, 1998.  This article caught my attention because it concerns a senior
homeowner who took out a home equity loan to pay for some repairs but the work was
never completed.  This homeowner almost lost her home to foreclosure!  Fortunately, a
reverse mortgage was not involved, but I think you can understand the negative market
impact we are anxious to avoid.

This article provides an opportunity to reiterate and clarify Fannie Mae's policy about the
reverse mortgages we purchase.  Reverse mortgage lenders are expected to be
responsible and prudent in loan origination.  Lenders should not direct reverse mortgage
borrowers to use funds for any specific purpose and should make it clear to consumers
that the reverse mortgage loan is not dependent upon some other transaction, i.e., a
particular supplier of annuities, repairs, etc.  For example, a lender should not require of
or imply to reverse mortgage borrowers that they are obligated to purchase a product or
service from the referring party.  Therefore, although a repair contractor may have
referred a consumer to a reverse mortgage lender to obtain funds for repairs, the
consumer is not obligated to order the repairs or to obtain the repair services from the
referring contractor.

To ensure that this policy is effectively implemented, we are now prohibiting lenders
from disbursing funds to any third party except:
to retire existing debt at closing  (i.e., first mortgage or other first lien),
to pay a contractor from the borrower's repair set-aside account, or
to pay property taxes or hazard insurance premiums according to Fannie Mae and HUD

Guides on reverse mortgages.

With the exceptions previously noted, proceeds from all reverse mortgages purchased
by Fannie Mae must be delivered into the borrower's account for use by the borrower.  It
is imperative that the borrower(s) be solely responsible for deciding how to use loan
proceeds.  We feel this requirement, which is consistent with our public comments to
HUD on the disbursement of HECM proceeds, will clearly separate the reverse mortgage
from any transaction being funded by the loan proceeds.  Nothing in this letter affects



current requirements related to repair set-asides for either HECM or Home KeeperSM.
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The terms of this letter modify the Fannie Mae Reverse Mortgage Selling and Servicing
Guide.  Lenders who are found to have violated knowingly the terms of this letter may
be required to repurchase the applicable loan(s) or may become ineligible to deliver
reverse mortgages to Fannie Mae in the future.

If you have any questions about this policy, please contact Janice Mitchell at
(202)752-7953.





DATE:  September 10, 1998

TO: Reverse Mortgage Lenders

FROM: Mercy Jiménez
Vice President, Senior Products

SUBJECT: Reverse Mortgage Correspondents
(Reverse Mortgage Letter 1998-3)

With the current market changes and new lender interest, it is important to reiterate and
clarify Fannie Mae policy about reverse mortgage correspondents and third-party
origination.

As stated in the Fannie Mae Selling Guide (see Chapter 2, Section 202) lenders can use
third parties to originate or partially originate the mortgages delivered to Fannie Mae. 
For reverse mortgages, all third-party originators--except federally-insured depositories--
must receive approval from their Fannie Mae regional office.  Regional office approval to
originate reverse mortgages for sale to Fannie Mae will be based on such factors as:
-. financial condition and historical performance, including compliance with federal,

state, or local laws and regulations (Selling Guide, Chapter 3, Section 306), and
-. personnel resumes and references of staff who will be involved in origination.

Federally-insured depository institutions may act as third-party originators of reverse
mortgages without separate approval from your Fannie Mae regional office.   Lenders
must ensure that, as correspondents, these depository institutions are in good financial
standing with their regulator, that loan origination is only by employees of the
depository institution, and that these employees have received reverse mortgage training
by Fannie Mae or the lender.  

Lenders that sell mortgages to Fannie Mae that are originated by a third-party originator
must implement certain quality controls to ensure that these originations meet Fannie
Mae's standards and guidelines, e.g., an audit of 10% of the mortgages and an annual
review of the third-party originator's financial statements (Selling Guide, Chapter 3,
Section 301.01). 

Effective immediately, all Fannie Mae lenders who deliver reverse mortgages that are
third-party originations will be asked periodically to provide a list of correspondents to
Fannie Mae for review.  In response, these lenders must be able to demonstrate quality
control standards for third-party approval and origination as stated in the Fannie Mae
Selling Guide. Upon receipt of this information, Fannie Mae will take all reasonable
precautions to ensure that such data remains confidential and accessible to Fannie Mae



employees on an as-needed basis only.
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The terms of this letter modify the Fannie Mae Reverse Mortgage Selling and Servicing
Guide.  Lenders who are found to have violated knowingly the terms of this letter may
be required to repurchase the applicable loan(s) or may become ineligible to deliver
reverse mortgages to Fannie Mae in the future.

If you have any questions about this policy, please contact Janice Mitchell at (202)752-
7953.









DATE: November 6, 1998

TO: Reverse Mortgage Lenders

FROM: Mercy Jiménez
Vice President, Senior Products

SUBJECT: New Policy Statement
(Reverse Mortgage Letter 1998-7)

Following is an addendum to our current policies in the Reverse Mortgage Selling and Servicing Guide
as it relates to delinquent tax and/or insurance processing.  Please look for more policy statements
relating to this topic in the near future. 

Borrowers may elect to have the servicer pay their taxes and hazard insurance or may elect to
pay the taxes and insurance themselves.   Refer to the Reverse Mortgage Selling and Servicing
Guide for servicer’s responsibility for paying taxes and/or insurance (Section 4.E., pages 23-25
Home Keeper and Section 8.E., pages 52-53 HECM). 

The Fannie Mae Reverse Mortgage Selling and Servicing Guide requires that borrowers make
timely payments for their taxes and insurance and provide such proof of payment to the servicer
(Section 4.E.4, page 25 Home Keeper and Section 8.E., pages 52-53 HECM).  Servicers who
elect to use a third party vendor that only notifies the servicer if a borrower is delinquent must
implement the following additional procedures.

a) Servicers must include a question on the annual occupancy verification form.  This
question should ask the borrower if they have entered into a tax deferral program.  If
the borrower responds in the affirmative, then the servicer must ensure that the tax
deferral program does not take the first lien position as required by all reverse
mortgages funded by Fannie Mae.  Evidence of such confirmation must be maintained in
the borrower’s loan file.

b) The servicer must also include the same or a similar question on other statements sent to
the borrower, such as the rate change notification and the activity statements.  On these
statements, the borrower should be asked to notify the servicer if they have entered into
a tax deferral program.  Again, it is the servicer's responsibility to ensure that the tax
deferral program takes a second lien position as required by all reverse mortgages
funded by Fannie Mae.

If the borrower is determined to be delinquent on their taxes and/or insurance, the following
requirements apply to all reverse mortgage servicers.



- After verifying the delinquency with the taxing authority or insurance agent, the servicer is
expected to contact the borrower within 20 calendar days after receiving the delinquency
notice.  For insurance delinquencies, the servicer should send a letter to the borrower and
follow up with the insurance agent to obtain verification.  For tax delinquencies, the servicer
should send a letter to the borrower in addition to contacting the borrower via a telephone call. 

The letter should reference the seriousness of the tax and/or insurance liability
(Default/Foreclosure) and the necessity of working toward a non-delinquency situation going
forward.  The letter should also refer the borrower to the counselor who counseled them at
closing or another HUD approved counseling agency.  The counselor may be able to provide
the borrower with information about agencies in their area that can be of assistance to them.  In
addition, the letter should also recommend a payment change (if applicable) creating a
scheduled payment equal to at least 1/12 of the annual taxes and/or insurance to avoid
foreclosure in the future. This money would be placed in a set aside specifically for paying taxes
and/or insurance.  The borrower will still be liable for any tax and/or insurance liability where
there are insufficient funds in the set aide account.

- If, after 30 calendar days from notification, the borrower has not responded to repeated phone
calls or to the letter(s), the servicer should send an occupancy verification request to the
borrower along with the original letter.  The servicer should also attempt to contact the next of
kin or the third party contact listed at closing.  Note:  when contacting the third party or next of
kin, please follow the Fair Credit Collection Act guidelines. 

- If no response is received from the borrower after 30 calendar days of the occupancy
verification being mailed, then the servicer should contact their Fannie Mae regional office for
approval to declare the loan due and payable.  For more information on declaring a HECM due
and payable, please refer to the enclosed HUD letter titled, “Home Equity Conversion
Mortgage (HECM)”.  For information on declaring a Home Keeper mortgage due and payable,
please refer to the Reverse Mortgage Selling and Servicing Guide, Section 4.K., pages 29-30.

All payments advanced by the servicer to pay taxes and/or insurance should be added to the
loan balance at the time that the payments are actually disbursed to the taxing authority or
hazard insurer.

Borrower Correspondence for all delinquent borrowers.



Requirements for additional conditions

In addition, any of the three following conditions will trigger supplemental requirements.

- If sufficient funds exist, servicers have the authority to advance such funds from the
borrower's line of credit or process a payment change to create a line of credit sufficient
to satisfy the debt, without the borrowers permission. Although not required, we urge
servicers to make every effort to contact the borrower before processing any payments
from their line of credits or changing their payment plans.  In all cases, payments for
taxes and/or insurance should be disbursed prior to accruing penalty and interest (if
possible).  It is imperative that insurance not be allowed to lapse.  The servicer should
take whatever steps deemed necessary to ensure that the property has insurance at all
times.

- Where applicable, suggest to the borrower that s/he authorize the servicer to pay future
taxes and/or insurance on a regular basis.

- The servicer should attempt to develop a satisfactory plan with the borrower to pay
future taxes and insurance.

- If the servicer and borrower cannot complete a satisfactory plan to pay future taxes
and/or insurance liabilities, then the servicer should refer the borrower back to the
counselor in writing.  This correspondence will need to be included in the borrower's
folder.

- Furthermore, the servicer must track the next payment due date and must take
proactive steps to ensure timely payment by the borrower for taxes and insurance.

- The servicer should advance the remaining amount of the net principal limit to pay a
portion of the tax and insurance liability.  This may require the servicer to process a
payment plan change in order to create a line of credit to make funds available.  Every
effort should be made to contact the borrower but this is not a requirement for
advancing funds.

The servicer should calculate the remaining tax and/or insurance liability and advance
those funds out of their corporate account.  The servicer should then prepare a Fannie
Mae 571 form "Cash Disbursement Request" and forward the request and supporting
documentation to the National Property Disposition Center in Dallas for approval.  The
submission of the 571 should be completed within 30 days of advancing corporate

A) Requirements when a net principal limit exists to pay current and future taxes and/or
insurance. 

B) Requirements when a net principal limit exists to pay current taxes and/or insurance
but is insufficient to fund future tax and/or insurance payments. 

C) Requirements when a net principal limit DOES NOT exist to fully pay current taxes
and/or insurance. 



funds.  Supporting documentation will include borrower's name, servicer number,
Fannie Mae loan number, loan balance (including tax and/or insurance payment), loan
status, maximum claim amount, borrower correspondence, workout/repayment plan,
and the tax and/or insurance invoice.  The National Disposition Center will review the
request and will forward the documentation to Operations for processing within 7 days
of receipt. 

Please Note:  The Fannie Mae Form 571 should be sent to the Regional
Servicing Specialist for the month of November 1998.  Effective December 1,
1998, all Fannie Mae 571’s should be sent to the National Disposition Center in
Dallas for approval.

- The servicer must give the borrower the opportunity to repay the total amount of the
advance, or structure a repayment schedule to collect the advance over a specified
period of time.  The servicer has the authority to independently agree to repayment
schedules that do not exceed 18 months for the total amount due.  Any repayment
schedule that exceeds 18 months will need Fannie Mae approval.  All requests for such
approvals should be directed to the appropriate regional servicing consultant or loss
mitigation specialist.  The terms of the workout/repayment plan needs to be
communicated to the borrower in writing. 

For Home Keeper loans where the loan balance is equal to or greater than 90%
of the Adjusted Property Value, the servicer must inform the borrower that if
they fail to make timely scheduled payments in accordance with the
workout/repayment plan, then Fannie Mae requires that the servicer
immediately declare the loan due and payable.

- Loans that require a special workout/repayment plan should be monitored on a monthly
basis by the servicer to ensure compliance.  This will decrease the likelihood of this loan
being due and payable because of nonpayment of taxes and/or insurance in the future.

The terms of this letter modify the Fannie Mae Reverse Mortgage Selling and Servicing Guide.  Lenders
who are found to have violated knowingly the terms of this letter or the enclosed policy statement may
be required to repurchase the applicable loan(s) or may become ineligible to deliver reverse mortgages
to Fannie Mae in the future. 

If you have any questions about this policy, please contact Tom Atwell at (202)752-2747.

Enclosure
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