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• 72-year-old couple, purchasing an $800,000 home. 
• They own an IRA that requires a Required Minimum Distribution (RMD) of at least $90,422 annually
• After exploring options, they find that financing a portion of the purchase of their new home, rather than paying 

all cash, is the better option. They finance $306,400 via HECM for Purchase.
• They opt for making no payments for the first three years. At the beginning of year three, they choose to take 

their entire RMD of $90,422 and make a prepayment toward their HECM.

When they make the payment toward the HECM, the rules require that the amount paid goes first toward MIP, then 
to interest accrued. Thus:

After paying off the portion of the loan that funded the upfront MIP ($16,000) and the accrual of annual MIP (~$1,584 
first year), the rest of the amount paid toward the balance goes to interest, then to principal.

In our example:
$21,449 1st year
$23,061 2nd year
$24,794 3rd year
Total: Nearly $69,304 in Acquisition Indebtedness over the three years

When this client pays all $90,422 toward the reverse balance, they harvest a deduction of $69,304 to help offset the 
tax on the RMD. Thus, rather than paying, 22% tax on $90,422 RMD income = $19,892.84 in tax cost,
they would instead pay 22% on $21,118 net after AI = $4,645.96 in tax.
That’s a tax savings of over $15k.You’re welcome.

Story is for illustration purposes only. The persons depicted herein are fictional and any resemblance to actual persons is a  co in c id e n ce . Th is  a d ve rt ise m e n t  d o e s  n o t  co n st it u t e  t a x a n d /o r fin a n c ia l 
a d vice  fro m  Fa irw a y.

C a s e  s t u d y



Deduction for Home Mortgage 
Interest to Offset Tax on RMD

Caveat – Can’t go into the credit line, then 
immediately withdraw the exact same amount.

If done, the deduction would be disallowed.                                   
“Substantial economic effect”

Let’s be objective with our clients.



Helpful hint alert:

Refinance gets a 1098 of interest 
that accrued on the loan that was 
paid off.



Delayed
Financing







• Same 72-year-old couple, purchasing an $800,000 home. 
• They still own an IRA that requires an RMD of at least $90,422 annually
• Initially they pull funds from investments to pay cash for the home, then determine they want their cash back. Smart move! They get a HECM after the fact, but within 

90 days of purchase, but now can only access 60% of the Principal Limit at closing.
• Of the $306,400 Principal Limit, they can pull $183,840 at closing.
• They opt for making no payments for the first FOUR years. At the beginning of year FOUR, they choose to take their entire RMD of $90,422 and make a prepayment 

toward their HECM.

When they make the payment toward the HECM, the rules require that the amount paid goes first toward MIP, then to interest accrued. Thus:

After paying off the portion of the loan that funded the UFMIP ($16,000) and the accrual of annual MIP (~$4,251 over the four years), the rest of the amount paid toward 
the balance goes to interest, then to principal.

In our new example:
$12,830 1st year
$13,792 2nd year
$14,825 3rd year
$15,937 4th year
Total: Nearly $57,384 in Acquisition Indebtedness/delayed financing over the four years

When this client pays all $90,422 toward the reverse balance, they harvest a deduction of $57,384 to help offset the tax on the RMD.
Thus, rather than paying, 22% tax on $90,422 RMD income = $19,892.84 in tax cost,
they would instead pay 22% on $33,038 net after AI = $7,268.36 in tax.
That’s a tax savings of over $12,600.       You’re still welcome.

Story is for illustration purposes only. The persons depicted herein are fictional and any resemblance to actual persons is a  co in c id e n ce . Th is  a d ve rt ise m e n t  d o e s n o t  co n st it u t e  t a x a n d /o r fin a n c ia l a d vice  fro m  Fa irw a y.

C a s e  s t u d y



Friends Don’t Let Friends Pay All Cash Case Study :
 A 68 yr . old  coup le  a re  looking  t o se ll t he ir  exist ing  hom e , ne t t ing  $661,0 0 0  in  t he  
p rocess.  The ir  g oa l is t o live  com fort a b ly  in  re t irem ent  b y  ha ving  no m ort g a g e  
p a ym ent s.  They  ha ve  a  m od est  p ension a nd  SS incom e  b ut  not hing  sig nifica nt  in  
t e rm s of sa v ing s or  a sse t s. 
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