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Reverse Mortgages

What Reverse Mortgage Are NOT

- Shared Appreciation / Equity Stripping

- Predatory

- Individual recourse loans (loan is secured by property value and

FHA insurance only)

- Loan of last resort

- Taxable or negative impact to other senior related government 

services (Social Security, Medicare)
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Reverse Mortgages

How Much can a HECM Mortgagor Borrow?

Step 1: Determine the Max Claim Amount

Lesser of:  (a) Appraised value 300,000

(b)  HUD limit 350,000

Maximum Claim Amount 300,000

Step 2: Determine the Principal Limit
   Age of youngest borrower 63
   Expected interest rate 6.12%
   Maximum claim amount 300,000
   Principal Limit 167,700

Step 3: Determine the Net Principal Limit

Principal limit less: 167,700

   Servicing fee set aside 5,325

162,375

   Upfront mortgage insurance 6,000
   Origination fees 6,000
   Other financed costs 2,294
Total available to borrower 148,081
   Initial draw 100,000
Net principal limit 48,081

Determining the Net Principal Limit

Note: For illustrative purposes only.
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Reverse Mortgages

How Does a HECM Get Paid Off?
Optional 

Assignment
Loan  is Due & 

Payable

Automatic HUD Approval 
Required

• Servicer will assign the mortgage to HUD if 
the current balance, including all payments 
made to or on behalf of the borrower, MIP 
and accrued interest, is equal to or greater 
than 98% of the maximum claim amount.

Conditions:

– Servicer is current in payments to 
borrowers 

– Servicer is current in insurance payments 
to the HUD

– Mortgage is not due and payable as a 
result of either the death of the borrower 
or the sale of the property by the borrower

– Servicer has not notified the HUD that the 
mortgage is due and payable

– Mortgage is a first lien and title to the 
property securing the mortgage is good 
and marketable

• Borrower dies

• Borrower sells the 
property

• Borrower fails to occupy the 
property for 12 consecutive 
months 

• Borrower violates any 
mortgage covenant 

Servicer notifies HUD and the borrower that the mortgage is due 
and payable and the borrower must:

– Payoff the mortgage

– Sell the property for at least 95% of the appraised value

– Provide the servicer with a deed in lieu of foreclosure 

The property will normally be sold by the borrower or the 
borrower's estate to payoff the outstanding balance on the 
mortgage. If the proceeds from the sale of the property are 
insufficient to pay off the outstanding balance, the servicer will file 
a claim to HUD.
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Reverse Mortgages

Total FHA HECM Endorsements 1990 to 2007
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5 year CAGR = 43.10%

3 year CAGR = 35.93%

Size of Market

Sources: HUD, Census, 
Health and Retirement Study, 2000
State of the Nation's Housing: 2001

In 2000, there were:
27.5m seniors age 62+, 21.1m were 
homeowners with $2 trillion total housing wealth;
15m qualified for a HECM (55% of total), 
although only 7,000 HECM endorsements

In 2020, it is projected:
42m age 62+ (53% growth from 2000),

80% will be homeowners
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Reverse Mortgages

Projected Growth
We expect the market to grow by 40+% in size every year for next 5-10 years

FHA Modernization Act: Passed by the Senate last month includes an increase of MCA to $417,000 for all 
counties (current county limits range from $200,000 to $362,000).

• Number of loans: Units expected to increase due to increase in the number of eligible properties

• Loan Balance: Balances expected to increase due to higher eligibility maximums

• Loan cost: Reduction of origination fees should spur increased origination

• Refinance: Some HECMs will be refinanced due to higher initial principal limit base upon higher MCA

Economic Downturn: HECM is still primarily a “needs-based” product. Projected economic softening in 2008 
and beyond will create higher levels of reverse mortgage inquiry.

Beginning of the “Demographic Tailwind”: 2008 is the first year that “baby boomers” turn 62 years old.

Capital Investment in the Sector: Investment in small originators as well as entry of “forward” mortgage 
originators will improve distributional reach of the product.

Normalization of Product: With entry of well-known banking and insurance brads, as well as increased 
media advertising and press coverage, Reverse Mortgages enjoy an increasingly high profile as a “main 
stream” financial product. 
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Reverse Mortgages

Historical Investor Perspective

- HECMs were historically purchased mostly by Fannie Mae

- Proprietary mortgages were first securitized by Lehman Brothers in 1999

- Wall Street involvement increased in 2005/2006

- First HECM securitization in 2006

- First GNMA HMBS in 2007
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Reverse Mortgages

GNMA’s HMBS Program

- GNMA guaranty – full faith and credit of the US Government

- MBS under the umbrella of the GNMA II custom program

- GNMA bonds carry zero percent risk weighting

- Accrual bonds initially although a planned roll out of a re-securitization 
option is being worked on by GNMA to create current P&I bonds
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Reverse Mortgages

History of RM Securitizations to Date
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First ever GNMA HMBSGNM 1

Largest HECM securitization to date
First LIBOR bond

REV 2007-1
REV 2007-2

First re-securitizationRVMLT 2007-1
RVMLT 2007-2
RVMLT 2007-3
RVMLT 2007-4

First HECM dealMECA 2006-SFGA
MECA 2006-SFG2
MECA 2006-SFG3
MECA 2007-FF1
MECA 2007-FF2
MECA 2007-FF3

First RM dealSASCO 1999-RM1
SASCO 2002-RM1
SASCO 2005-RM1
SASCO 2006-RM1
SASCO 2007-RM1

AttributeDeal ListBroker Dealer
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Reverse Mortgages

Private-Label Structure

HECM AAA

Loans Floater

Reserve IO Floater /

Fund Excess Spread 
Residual

Balance Guaranty Swaps have been used to eliminate 1-Month LIBOR vs. 
1-Year CMT basis risk

Note: For illustrative purposes only.
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Reverse Mortgages

Collateral Balance
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Historical Average of Cash Drawdown Rates on HECM Loans as Percent of Original Balance

0.00%

10.00%

20.00%

30.00%

40.00%

50.00%

60.00%

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16

Years from Origination

Dr
aw

do
wn

 R
at

e

Annualized Repayment Rate
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Age Distribution of Borrowers of a Typical HECM Reverse Mortgage Pool
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Sources: HUD, Deutsche Bank, Abt Associates (2000)
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Reverse Mortgages

QUESTIONS




