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P r e g a m e  a n n o u n c e m e n t s

• Th e s e  a r e  o b s e r va t io n s , NO T le g a l r e c o m m e n d a t io n s
• J u n io r  r e f e r e e s  h a ve  b e e n  g ive n  w h is t le s
• Yo u  d o n ’t  h a ve  a g r e e  w it h  o u r  c a lls
• Yo u r  o f f ic ia ls  f o r  t o d a y…



G e n e r a l  R u le s  o f  t h e  G a m e

• Do n’t  fu m b le  d e fin it ive  s t a t e m e n t s
• Be  a c c u ra t e  w it h  yo u r  p a s s e s
• Do n’t  g o  o u t  o f  b o u nd s
• Le a rn  t he  p la yb o o ks



1.  LO C  g r o w t h
Hello, Mrs. Smith. I understand you wanted clarification on the line of 
credit growth. It’s just like the interest you get on your bank accounts. 
With the HECM LOC, you will be earning at least that much and 
probably closer to 7% annually.

HUD 7 6 10  C h a p t e r  4  Pa r t  5 (C )

No .  Th e  LO C  g r o w t h  is  n o t  in c o m e , e a r n in g s ,  
in t e r e s t ,  o r  a  r e t u r n  o r  yo u r  h o m e  e q u it y.  It  is  
s im p ly a  g r e a t e r  c a p a c i t y t o  b o r r o w .



2 .  Ta x - f r e e  c a s h
Hi, Mr. Moore. The last time we spoke we were discussing the financial 
planning strategies of the reverse mortgage. One of the key 
advantages we discussed is that the reverse mortgage offers you tax -
free money.

2 0 15  C FPB Re p o r t
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Th e  C FPB vie w s  t h is  a s  d e c e p t ive .  Dis b u r s e m e n t s  
a r e  n o t  t a xe d  a s  in c o m e , b u t  o t h e r  t a xe s  m u s t  b e  
p a id  a t  c lo s in g  a n d  in  t h e  fu t u r e ,  l ike  p r o p e r t y 
t a xe s ,  in t a n g ib le  t a xe s ,  t r a n s f e r  t a xe s ,  a n d  m o r e .



3 .  P a r t i a l  p r e p a y m e n t s  

HEC M  M o d e l  ARM  No t e  S e c t i o n  6

Hello, Mr. Wilson. Yes, your partial prepayment will reduce your loan 
balance by $25,000. But because payments are applied to mortgage 
insurance first, we can’t increase your LOC until you’ve paid back all 
accrued MIP and accrued interest.

Fa ls e .  Th e  LO C  d o e s n ’t  c a r e  w h a t  p o r t io n  is  p a id .  
By r e d u c in g  t h e  o u t s t a n d in g  b a la n c e ,  t h e  
b o r r o w e r  in c r e a s e s  t h e ir  n e t  p r in c ip a l l im it .



4 .  R i s in g  d e b t ,  f a l l in g  e q u i t y  

Re vi e w  t h e  Am o r t i z a t i o n  S c h e d u le  (Eq u i t y  c o lu m n )

That’s right, Mrs. Jones. Reverse mortgages are rising debt, falling 
equity loans. As your debt (the amount you owe) grows larger, your 
equity gets smaller.

No t  n e c e s s a r i ly.  Th e  h o m e ’s  va lu e  is  t h e  p r im a r y 
d r ive r  o f  h o m e  e q u it y.  Wit h  t o d a y’s  lo w  p r in c ip a l 
lim it s ,  e ve n  lo w  a p p r e c ia t io n  r a t e s  c a n  o u t p a c e  
in t e r e s t  a c c r u a ls .



5 .  O n e  b o r r o w e r  m u s t  b e  6 2  

HUD 4 0 0 0 . 1 II. B. 2 . b . i i  Bo r r o w e r  El i g i b i l i t y

Hello, David and Mable. I know that David is not yet 62. That’s okay! 
You are fine so long as one borrower is at least age 62 at the time we 
close your loan.

ALL HEC M b o r r o w e r s  m u s t  b e  a t  le a s t  6 2  ye a r s  o f  
a g e  a s  o f  t h e  c lo s in g  d a t e .  Da vid ,  a n  NBS , is  a  
n o n -b o r r o w in g  s p o u s e  a n d  h a s  n o  b o r r o w in g  
a b i li t y w it h o u t  a  r e f in a n c e .



6 .  Th e  6 - m o n t h  r u le  

HUD 4 0 0 0 . 1 II. B. 2 . b . i i  Bo r r o w e r  El i g i b i l i t y
HEC M  M o d e l  Lo a n  Ag r e e m e n t  1. 2 1 ” Pr i n c i p a l  Re s i d e n c e ”

Yes, Mrs. Rivera. You can still be a snowbird, living part of the year in 
Florida. However, you MUST be in the home for at least 6 months and a 
day (183 days), or the loan will mature.

No , t h e r e  is  n o  6 -m o n t h  r u le .  It  s im p ly d o e s n ’t  
e xis t .  HUD d e f in e s  p r in c ip a l r e s id e n c e  a s  w h e r e  
t h e  b o r r o w e r  typically  s p e n d s  t h e  m a jo r i t y o f  a  
c a le n d a r  ye a r .  Bu t  d o n ’t  f o r g e t  t h e  2-m o n t h  r u le !



7 .  R e p a i r  s e t - a s id e  

HUD 4 0 0 0 . 1 III. B. 1. l .  C o m p le t i o n  o f  Re q u i r e d  Re p a i r s  
 

That’s okay, Mr. Taylor. The repairs don’t need to be done right away. 
You can have 12 months to complete the work on your home.

HUD m a y a llo w  u p  t o  12  m o n t h s ,  b u t  t h e  r e p a ir  
r id e r  g o ve r n s  t h e  t im e lin e  (Lo a n  Ag r e e m e n t  Ex2).  
Mo s t  r id e r s  w ill  s h o w  6  m o n t h s .  If  r e p a ir s  a r e  n o t  
c o m p le t e d  a f t e r  t h e  lis t e d  t im e f r a m e , a n d  
a llo w a b le  e xt e n s io n s , t h e  lo a n  is  in  d e f a u lt .  At  
t h is  p o in t  a ll  f u n d s  w ill  b e  f r o z e n .



8 .  Ta x  d e d u c t io n  

IRS  Pu b l i c a t i o n  9 3 6  -  Ho m e  M o r t g a g e  In t e r e s t  De d u c t i o n

That’s right, Mr. Smith. When you make voluntary partial prepayments, 
you will receive a 1098 tax deduction.

Yo u  w ill  r e c e ive  a n  IRS  Fo r m  10 9 8  a f t e r  a  
p a ym e n t  g r e a t e r  t h a n  $ 6 0 0 .  Bu t  w e  c a n n o t  
d e t e r m in e  w h e t h e r  t h a t  r e s u lt s  in  a  d e d u c t io n .  
Mo r t g a g e  in s u r a n c e  is  n o t  c u r r e n t ly d e d u c t ib le ,  
a n d  m o r t g a g e  in t e r e s t  m u s t  b e  t ie d  t o  
“ acquisition indebtedness . ”



9 .  Bo r r o w  a g a in s t  e q u i t y

h t t p s : / / w w w . c o n s u m e r f i n a n c e . g o v / a s k - c f p b / w h a t - i s - a -
r e ve r s e - m o r t g a g e - e n - 2 2 4 /

What is a reverse mortgage? A reverse mortgage is loan that allows 
seniors to borrow against the equity in their home.

Th e  r e ve r s e  m o r t g a g e  is  s e c u r e d  b y t h e  h o m e , 
NO T t h e  e q u it y.  Fo r  e xa m p le , a  h o m e o w n e r  w it h  a  
$ 3 0 0 k  h o m e  a n d  $ 10 k  in  e q u it y c a n n o t  b o r r o w  
a g a in s t  h e r  $ 10 k  e q u it y.



10 .  O v e r f u n d in g  a  p u r c h a s e  

HUD 4 0 0 0 . 1 II. B. 8 . a . x i i i . (D)(1) M a n d a t o r y  O b l i g a t i o n s

Hi, Bill. Regarding your upcoming HECM for Purchase. Yes, you can 
bring more money to closing if you wish. You will have a line of credit 
established, and you can draw that money back at any time.

Wh e n  o ve r fu n d in g  a  p u r c h a s e , yo u r  m a n d a t o r y 
o b lig a t io n s  o n ly in c lu d e s  t h a t  p o r t io n  o f  t h e  
p r in c ip a l l im it  a p p lie d  a t  c lo s in g .  Th e r e fo r e , t h e  
in i t ia l d is b u r s e m e n t  lim it  m a y b e  r e s t r ic t e d .  



11.  De b t  El im in a t io n

C FPB Ad m i n i s t r a t i ve  Pr o c e e d i n g  Fi l e  No .  2 0 16 - C FPB- 0 0 2 6
 

Hi, Sarah. Think about all the debts we can eliminate with your reverse 
mortgage. Imagine how much peace this will give you to be debt free.

Wh ile  a  r e ve r s e  m o r t g a g e  c a n  e lim in a t e  a  
r e q u ir e d  m o n t h ly P&I m o r t g a g e  p a ym e n t ,  t h e  
r e ve r s e  m o r t g a g e  i t s e lf  d o e s  n o t  e lim in a t e  d e b t .  
Ra t h e r  i t  t r a n s f e r s ,  o r  c o n s o lid a t e s ,  d e b t .  
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