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HECM MATH
A look at the reverse mortgage math behind the 

calculations!
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• Expected Rate Lock
• Rounding
• Interest Party 

Contributions 

Recent 
Updates



Expected Rate Lock
v. Expected Rate and Mortgagee’s Margin Lock In 

(A) Optional Expected Rate Lock-In Agreement 

Mortgagees, with the agreement of the Borrower, may simultaneously lock in the 
Expected Rate and the mortgagee’s margin, if applicable, at any time between initial 
application and the date of closing. The lock-in period starts on the day that the FHA 
case number is assigned for a period of up to 120 Days.

When the Expected Rate and mortgagee’s margin are not simultaneously locked in, 
the Expected Rate and mortgagee’s margin will be set at closing. 

If the Expected Rate lock-in agreement includes a float down option, the Principal 
Limit may be recalculated at closing if the Expected Rate in effect on the date of 
closing is now lower than the stated Expected Rate in the lock-in agreement. 

Mortgagees are not permitted to charge a fee for the lock-in rate or the float down 
option. 

(B) Expected Rate Lock-In Extension 

If the initial Expected Rate lock-in agreement has expired, the Mortgagee may 
extend the previous lock-in period up to an additional 120 Days, with the agreement 
of the Borrower.

If the initial Expected Rate lock-in agreement has expired and the Mortgagee has not 
extended the previous lock-in period, the Expected Rate and mortgagee’s margin will 
be set at closing. 

• Borrower must sign an agreement at 
application to lock in the Expected Rate.

• Allows lenders to recalculate the 
Principal Limit if the Expected Rate is 
lower than the rate on the Lock-In 
Agreement.

• Most lender’s agreements allow for an 
automatic relock if the Expected Rate 
decreases between Case # assignment 
and Closing.

• Some lenders reset the start date of the 
lock-in period when the margin lowered.  
Check with each of your lenders for the 
Expected Rate Lock policy.



Rate Rounding

(B) Rounding Interest Rates 

The Mortgagee may round the Expected Rate or the initial 
Adjustable Rate Mortgage (ARM) Note rate to the nearest 
one-eighth of one percentage point. The Mortgagee may 
round both rates, only one rate, or none of the rates. 

The Mortgagee must maintain the same rounding throughout 
the life of the HECM. 

(C) Commingling of Index Types 

Commingling of index types between the Expected Rate and 
Note rate is only allowed for annual adjustable rate HECMs. 

• Rates are rounded after Closing; 
therefore, they must be rounded 
to the nearest 0.125 before 
Closing too.

• Most lenders adjust both the 
Initial Rate (becomes Note Rate) 
AND the Expected Rate.

• Expected Rates and Note Rate 
must use the same index on 
monthly Adjusting ARMs.  



• Up to 6% of the Sales Price
• Must be itemized

• Cannot be an inducement 
• Cannot be from lender or 

broker
• No premium pricing, 

discount points or buydowns

• Usual and Customary 
charges not included in 6%

H4P – IPCs
(3) Interested Party Contributions
(a) Definitions 
Interested Parties refer to sellers, real estate agents, builders, 
developers, Mortgagees, Third-Party Originators (TPO), or other 
parties with an interest in the transaction. 
Interested Party Contribution refers to a payment by an Interested 
Party, or combination of parties, toward the Borrower’s loan 
origination fees, other closing costs including any items Paid 
Outside Closing (POC), and prepaid items. 
(b) Standard 
Interested Parties, excluding Mortgagees and Third-Party 
Originators (TPOs), may contribute up to 6 percent of the sales price 
toward the following items: 
• loan origination fees; 
other closing costs; • prepaid items (II.B.5.g.i(B)(4); and 
• payment of the IMIP. 

No other items may be paid for by an Interested Party. 
Mortgagees and TPOs are prohibited from making any Interested 
Party Contributions. 



The Calculations 
• Expected and Initial Rates

• 1 year and 10-year CMT
• Principal Limit

• The importance of Tuesdays
• Origination Fees
• Life Expectancy Set Asides
• Initial Disbursements Limits
• H2H Upfront MIP
• LOC Growth



Calculating Principal Limit
• Three Factors

1. Youngest borrower or eligible non-borrowing spouse’s age
• Older Borrowers = Higher Proceeds
• Birthday Rule (within 6 months of Closing) 

2. Expected Interest Rate
• Lower Rate = Higher Proceeds
• Effective Interest Rate Floor of 3.0%
• Rounded to nearest 1/8th 

3. Max Claim Amount (home value or national lending limit)
• HUD changes PLFs from time to time

• Last change - October 2017

Presenter
Presentation Notes
PLFs are often discussed as something to lower to make the program “break even.”Have not changed since 10/10

http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/hecm


10 Year CMT and 1 Year CMT
HECM ARM Loans

• Initial Rate - 1 Year CMT

• Does NOT get locked, floats 

until closing.

• Becomes the Note Rate

• Expected Rate - 10 Year CMT 

• Principal Limit

• Projections before Closing
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Presenter
Presentation Notes
These are the rates on the first day of each year.



Calculating Principal Limit

• The largest Principal Limit = $862,368.75
• 70 and 71-year-olds have same PLF at almost all rates
• Max PLF at ages 92-97
• Expected Rates are rounded to the NEAREST 1/8th (0.125)

• 5.560%  5.500%
• 5.570%  5.625%

 

PLF MCA PL PLF MCA PL PLF MCA PL

62 38.2% 500,000.00$   191,000.000$ 35.7% 500,000.00$   178,500.00$   33.4% 500,000.00$   167,000.00$   
72 44.1% 500,000.00$   220,500.000$ 41.6% 500,000.00$   208,000.00$   39.3% 500,000.00$   196,500.00$   
82 53.3% 500,000.00$   266,500.000$ 51.1% 500,000.00$   255,500.00$   49.1% 500,000.00$   245,500.00$   

5.500% Expected Rate 6.000% Expected Rate 6.500% Expected Rate
Youngest 
Borrower 
or ENBS

Presenter
Presentation Notes
3% age 92 - 75% PLF highest % Highest PL = $862,368.75 (2024) 3.0% ER At At 3% ER borrower maximizes PL at 924% ER borrower maximizes PL at 955% ER borrower maximizes PL at 97
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Why Are Tuesdays so Important?
(sometimes Wednesdays)

• The rates are the average of the prior week and published on 
Monday, effective Tuesday.  

• Wednesday, if Monday is a Federal Holiday
• Do the math on Friday after the market closes! 

•  Expected Rate - 3 days to take an
application using that weeks’ numbers.

•  Expected Rate - you might want to wait until Tuesday to 
take the application.

• A 72-year-old borrower losses between $2,500 - $3,000 in Principal 
Limit on a $500,000 MCA with each 1/8th increase.   

Presenter
Presentation Notes
Rates for last bullet between 6-7%

https://www.federalreserve.gov/datadownload/Build.aspx?rel=H15
https://www.federalreserve.gov/datadownload/Build.aspx?rel=H15


Calculating a HECM Origination Fee
• 2% of the first $200,000 of MCA
• 1% of MCA greater than $200,000
• Maximum Origination Fee = $6,000
• Minimum of $2,500 (properties less than $125,000)
• Can be reduced to $0

MCA/Appraised Value $150,000 $300,000 $500,000 $700,000

2% of first $200k $3,000 $4,000 $4,000 $4,000
1% MCA >$200k (max $6,000) + $0 $1,000 $2,000 $2,000
Origination Fee = $3,000 $5,000 $6,000 $6,000



Calculating a LESA

What Effects a LESA

Current T & I
Allowance for 

Increases
Expected Rate + 

0.5%
LE of Youngest 

Borrower

• All insurances
• HOA not 

included

• 20% of current 
T & I

• Amortization 
doesn’t reflect 
20%

• Higher 
Expected 
Rates = 
Smaller Set 
Aside

• Smaller set 
aside for older 
borrowers

• NBS not used

$5,040 $1,008 6.375% +0.5% = 
6.875%

12 years

$49,610.72



LESA Payments

• 12 Years = Life Expectancy

• 17 Years = Projected year 
when LESA will run out

• Amortization uses:

• Expected Rate doesn’t 
include Annual MIP.

• Only rounds to 2 
places

• The actual amount of 
T&I (without 20%) 



IDL – 50% Is the Magic Number
All HECMs are subject to Initial Distribution Limits.

• 50% or of PL = up to 60% of PL
•  50% = 10% of PL

What reduces IDL?
• Cash at Closing
• 1st Year Tenure or Term payment
• 1st Year LESA payments

Fixed rates can only take IDL funds at Closing.  May end up leaving 
money on the table.



IDL Disbursements and Proceeds
Product 1 Product 2 Product 3

PL Usage  50%  50%  50%

1st Yr. IDL $21,022.55 $19,500 $18,000

Other Items 
Effecting IDL

LESAs are 
considered 
MOS but do not 
affect the UPB

Cash $5,000 Cash $5,000 Must take 
$18,000 at 
Closing.  
Leaving about 
$14,000 on 
the table.

LESA $5,040

Product 1        Product 2      Product 3

• Initial Loan Balance
• MOs + Cash out - 1st Year LESA = UPB

• Many lenders require IDL funds taken 
at Closing on Fixed Rates.

Presenter
Presentation Notes
1st year LESA funds are part of the Mos although they are not paid at Closing.  Since P2 is already over 50% it does not reduce IDL Funds.Fixed rates have no payment plans and there are no draws available after loan funding. Fixed - $14k on table ($101,777+$18,000+$46,292= $166,069)



H2H MIP Calculations
• HECM to HECMs (H2H) must pass 2 

monetary tests (unless a borrower or 
NBS is being added) but pay a reduced 
amount of UMIP on the new loan.  

• 5x Closing Costs – Increase in PL must 
be more than 5x Closing Cost.

• 5% Proceeds – Available benefit amount 
must be at least 5% of PL.

• UMIP is 3% of the difference between 
the new MCA and the previous MCA – 
no refunds!

IMIP Example

New HECM IMIP
$480,000 x 2% =  $9,600

Old HECM Initial MIP Paid
$400,000 x 2% =  $8,000 

HECM Refi IMIP
$480,000 - $400,000 = $80,000 
$80,000 x 3% =  $2400
$2,400 - $8,000 =  ($5,600)

New IMIP Due =  $0



LOC Growth

Prior Month $142,305.24

x .64584%
(0.04167+0.60417)

Current Month $143,224.30
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• Loan Comparison
• Amortization Schedule
• TALC

The Number 
Docs



Loan Comparison
• Most lenders require this 

product mix.

• Margins and rates 
depend on lender 
availability.

• LESAs will be different 
based on the ER.

• Cash out reduces 1st 
year IDL.

• Lenders cannot distribute 
more than IDL. 



TALC
• Uses Initial Rate not Expected 

Rate.
• Other Closing Costs includes 

Origination Fee.
• 93% is used because HUD 

allows 7% for Closing Costs.
• Disbursements are half of the 

current T&I.
• Non-Recourse effects the 

rates after the loan balance is 
projected to be greater than 
the property value.

When you owe less than the loan balance,
it becomes a less expensive loan!



Amortization Schedule
• Uses Expected Rate by default.

• Projections are shown annually but 
applied monthly.

• The Expected Appreciation assumes 
4% annual growth.

• Property Value – Loan Balance = 
Equity

• POC items are sometimes 
factored into equity

• Some systems allow users to change 
the rate used in projections and/or 
the Expected Appreciation Rate.

• End at the borrower’s 100th birthday

Presenter
Presentation Notes
Graphic simply illustrates that you cannot take out your calculator and multiply one year’s balance by the interest rate shown, add fees and get the total.  Explain compounding
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• Partial Prepayments 
vs. No PrepaymentsPrepayments



Partial Prepayments
• Partial repayments on ARM loans go directly to reducing the loan 

balance and increasing the LOC.
• The “Prepayment Waterfall” how prepays are applied for tax 

purposes.
• Accrued MIP
• Accrued monthly service fees (if app.)
• Accrued interest
• Principal

• When a repayment is made on a closed-end product, funds cannot 
be re-drawn.

• Consult a tax advisor for interest deductibility.



$6,000 Prepays for 10 Years 
LOC
 $162,223
Balance
 $162,223
Interest 
 $94,650
Annual MIP 
 $7,568

HECM Principal Limit is a pie – how’s it’s divided depends on the 
Note Rate, draws, and prepayments!
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• Reviewing a 
statement

Monthly 
Statement



Monthly Statement
1

6

3

4

5

PL Growth Over the life of loan

Loan Balance Loan balance is reduced by 
prepayments

LOC Growth Same rate as PL

Amount drawn from LOC Prepays show as a – ADDED to 
available LOC.

Rates used for the 
month of the statement

Statement is an annual, uses 
same rate from 10 months ago 

Rates used for all time 
periods

Monthly rates to calculate the 
increases in PL and LOC. 

Monthly transactions Totals for all transactions during 
that month.
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2
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Questions?
Thank you for joining us!
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