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How much cash would be available 1t a chient got a reverse mortgage line of credit? There’s a
straightforward process to anticipate the size of HECM reverse mortgage lines of credit. Credit lines have
variable rates; fixed rate loans are also available but work a bit differently and are not covered here.
HECM reters to Home Equity Conversion Mortgage, a reverse mortgage following rules set by the US
Department ot Housing and Urban Development (http;//portal.hud.gov/hudportal/HUD?

ste=/program . offices/housing/sth/hecm/hecmbomelenders) (HUD) and admanistered by the Federal Housing

Administration (FHA), bringing with 1t important government oversight and mortgage insurance.

Reverse mortgage calculators are available to give you a quick 1idea about a loan. They usually use one of
several possible scenarios - such asjust one lender’s margin. Calculators are available at The Mortgage
Professor (httpy/fwww. mtgprotessor.conyext/calculators/hecmcalculatore.aspx), reverse mortgage software CDI‘HpaniES
(httpy//rme.ibisteverse.com) and lender websites. This post provides insight on the variables attecting the
process and how to do 1t yourself. Discussing a particular situation with a lender will help qualitying the

client and choosing among alternatives.
The amount of cash available from a reverse mortgage depends on four things:

1. The 10-year LIBOR swap rate: a long-term interest rate which serves as an estimate of compounded
monthly rates expected over the next 10 vears

2. Lender’s margin - typically 2.25% to 3.0%

3. Appraised home value

4. Age of younger spouse (One spouse must be at least 62)

- “Expected Rate” 1s the sum of the 10-year LIBOR swap rate and lender’s margin.
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- The 10-year LIBOR swap rate 1s available from the Federal Reserve. Look in the Interest Rate Swaps
section for the 10-year number.

- The lender’s margin is often 2.25, 2.5, 2.75 or 3.0%. Lower, higher, and intermediate values may also
be available. The homeowner chooses one of the offered margins.

° Once a loan 1s 1n place a short-term interest rate applies instead of the 10-year rate. The current
1-month LIBOR 1s added to the lender’s margin and a Mortgage Insurance Premium (MIP) of
1.25% to form the loan’s monthly compounding rate. The lender’s margin and mortgage
insurance are locked i1n at the time of loan application, making 1-month LIBOR the only variable.
The compounding rate grows the loan principal, loan balance and current line of credit. The loan

grows monthly by 1/12th of the compounding rate times the loan balance. 1-month LIBOR values
are avallable on the Wall Street Journal website.

+ The home’s value won’t be officially known until an approved appraiser does an appraisal, so you may
want to use a conservative value, especially if in an area where there have not been many recent sales

comparable to the client’s home.

»+ The younger spouse’s age (18 or older) is used as they are likely to be in the home the longest. The
next birth date is used if the closing date is within 6 months of the youngest spouse’s birth date,
making more funds available.

Principal Limit Factor: PLF

A traditional “forward” mortgage uses the concept of a loan to value ratio (LTV). In reverse mortgages this
concept 18 called the loan’s principal limit factor (PLF). Principal Limit Factor is aptly named as it limits
the loan’s initial principal. The Expected Rate and the age of the youngest spouse are all you need to look

up the principal limit factor in a table. The size of the loan is simply the home’s value multiplied by the
principal limit factor.

Example: Your client is 72 years old and has a $300,000 house. The 10-year interest rate (10-year LIBOR
swap) 1s currently 3%, and assume the lender’s margin is 3%. Their loan’s “effective rate” will be 6% (3% -

3%). The lookup table with age 72 and effective rate 6% gives a principal limit factor ot 46.7%. Their loan
will be $140,100: 46.7% times $300,000.

An 80-year old borrower in the same $300,000 house would get a larger loan: 53.9% of their home’s value,
or $161,700.

The graph shows the lookup table’s PLFs for expected rates from 5% to 10%, with lines showing different
expected rates. The full table is more refined with 1/8% expected rate increments, so it has entries for

5.000%, 5.125%, 5.250% and so on. If the expected rate is under 5%, 5% 1s used. The current tables don’t
allow for loans with expected rates over 10%.

Q Follow

http://toolsforretirementplanning.com/2014/07/19/how-large-1s-a-rm-loc/ 12/12/2014



Reverse Mortgages: How Large Will A Line of Credit Be? | Tools for Retirement Planning Page 3 of 9

Interest rate increases quickly reduce the size of a HECM loan. That’s seen by the spread between the lines

in graph below and 1s more fully appreciated by looking at the graphs in another post on this blog

(http://toolstorretirementplanning.com/2014/06/23/apply-for-a-reverse-mortgage-now/).

Loan Size as Percentage of Home Value
Expected Rate and Youngest Spouse's Age
Effective Aug 4, 2014
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(https://tcbdavison.files.wordpress.com/2014/07/1oan-size-age62.jpg)The home value considered for the loan is limited
to $625,500. If the home is worth $1,000,000 only $625,500 is available for loan collateral. You may see
the term Maximum Claim Amount (MCA) for a loan: that’s the smaller of the home value or $625,500.

Older borrowers get access to a larger percentage of their home’s value, as you see looking across the
graph. Borrowers over 90 use the age 90 PLF. Looking down the graph you see that higher interest rates
cut the percentage of the home’s available value. Both of these tradeoffs come from one underlying goal:
at the end of the loan’s term the loan balance should be smaller than the house value a great majority of
loans. Sufficient house value provides one way for the loan to be paid off. As these are non-recourse loans
to the homeowner, when the loan balance 1s larger than the house’s value the lender will receive a funds
from the mortgage insurance fund to close the gap. The HECM program design 1s intended to keep a
solvent insurance fund on an actuarial basis. Balancing the needs of homeowners, lenders and the

mortgage insurance pool leads to:
O Follow
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- The older the borrower, the more money is available. On average they won’t be in the home as long as
younger borrowers.
- If interest rates are high during the term of the loan, the loan balance will compound faster and

Increase the chances the loan will exceed the value of the home. So high expected interest rates lead to
lower initial loan amounts.

HECM Reverse Mortgage Upfront Costs

To start the process there is a required counseling session with a $125 fee and a $300 appraisal deposit.

Both costs may vary. Some counseling agencies will bill the counseling fee to the closing, and may waive it
based on homeowner’s income.

1) Upfront mortgage insurance premium: 0.5% or 2.5%. This guarantees that you will receive expected

loan advances. The higher 2.5% 1s used when first year withdrawals exceed 60% of the loan, as described
below.

2) Closing costs from third parties can include an appraisal, title search and insurance, surveys,

inspections, recording fees, mortgage taxes, credit checks and other fees. These costs are typical of
any FHA loan.

3) Origination fee. This fee pays the lender for processing your loan. HUD places caps on origination
fees: up to $2,500 if your home value is less than $125,000. If your home value is more than $125,000

lenders can charge 2% of the first $200,000 of home value plus 1% of the amount over $200,000. $6,000 is
the maximum HECM origination fee.

The lender can charge less, so it may be negotiable. Another way the lender gets paid 1s though the
lender’s margin in the compounding rate applied to the loan balance: smaller margin goes with larger
origination fees and vice versa. Recall that lender’s margin i1s part of the Expected Rate described above,
and higher expected rates result in lower loan amounts. The result 1s you can trade off upfront and

ongoing costs: upfront costs influence the amount of initial funds available and ongoing costs affect the
future loan balance through the monthly compounding rate.

4) Servicing fee. Servicing is provided throughout the life of the HECM reverse mortgage. Lenders can
charge a monthly service fee of no more than $35 if the interest rate adjusts monthly. In today’s market,

many lenders choose to include the servicing fee in the lender’s margin part of the compounding rate so
there is no servicing fee.

The loan costs may be financed by the reverse mortgage or paid out of pocket.
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Limited First Year Withdrawals

There is a limit on funds that can be withdrawn in the first 12 months. The amount a borrower can take
in the first year is 60% unless there are mandatory obligations that exceed that. Mandatory obligations are
payments that must be made to get clear title to put the reverse mortgage in place (e.g., existing

mortgages, HELOCs, liens or judgments). If mandatory obligations are more than 60% of the loan the
borrower may take the total of the obligations plus 10%.

There is an additional upfront mortgage insurance cost when the first year withdrawal exceeds 60%.

Mortgage insurance 1s 0.5% 1f 60% or less 1s withdrawn in the first 12 months and 2.5% if over 60% is
withdrawn.

Examples:

1. Homeowner with no mortgage can take 60% in first year; pay 0.5% MIP.

2. Homeowner with $300,000 house and $250,000 prior mortgage can use 100% of the reverse mortgage
right away. They pay 2.5% MIP. (They will also need to bring cash to closing).

3. Homeowner with a prior mortgage at 61% of reverse mortgage can use 61% to pay off a mortgage, and
draw an additional 10%. They pay 2.5% MIP.

Spouse’s Ages

The HECM program covers borrowers from age 62 and older. A younger spouse down to age 18(!) 1s

covered, starting August 3, 2014. Spouses under age 62 are technically non-borrowing spouses. The

younger they are the smaller the loan wiil be. This 1s a new area of regulation and will have additional

procedures to tolilow before and after the loan 1s made.

Loan Size as Percentage of Home Value

Expected Rate and Youngest Spouse's Age
For loans starting Aug 4, 2014
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(https://tcbdavison.files.wordpress.com/2014/07/loan-size-age18.jpg)Note: you may be able to click on graphs and tables

to see a clearer copy.

The principal limits are avaiiable as a spreadsheet: PLF Tables Aug 4 2014
(https://tcbdavison. files.wordpress.com/2014/07/plf-tables-aug-4-20141.x1sx). The HUD program website

(http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sth/hecm) 18 the official source for this information
and much more.

Here’s the PLF table when the youngest spouse is between ages 62 and 75:

Percentage of Home Value Initially Available in HECM Reverse Mortgage: The Principal Limit Factor {PLF)

Expected Rate and Age of Youngest Borrower
For Loans starting August 4, 2014

Expected

P e 62 63 B4 65 66 67 68 70 Fa 72 73 74 75
5000 | 524 | 530 | 536 | 542 | 549 | 556 | 562 | 569 | 576 | 583 59.1 599 | 606 614
5.125% | 508 514 520 | 528 | 533 | 540 | 547 | 553 | 960 | 568 | 575 | 58.3 59.1 59.8
52505 | 491 | 498 | 504 | 510 517 | 524 53.1 538 | 544 | 552 | 560 | 568 | 575 | 58.3
5379% | 475 | 482 | 488 | 494 50.1 50.8 515 522 | 529 | 537 | 545 | 552 | 5.0 | 568
55004 | 459 | 466 | 472 | 478 | 485 | 492 | 499 | 506 | 513 521 | 529 | 537 | 545 | 55.3
5629% | 443 | 449 | 456 | 462 | 469 | 476 | 483 491 498 | 506 514 522 | 8530 | 537
67505 | 427 | 433 | 440 | 446 | 453 | 460 | 468 | 475 | 482 | 490 | 498 | 506 | 514 2.2
5875% | 411 417 423 | 430 | 437 | 444 | 452 | 459 | 467 | 475 | 483 49,1 499 50.7
6.000% | 395 401 | 407 | 414 21 | 429 | 436 | 443 | 451 459 | 467 | 475 | 484 | 492
5125% | 384 391 397 | 403 411 418 425 | 433 | 440 | 448 | 457 | 465 | 473 48.1
6290 | 374 | 380 | 387 { 393 | 400 | 408 | 415 422 | 429 | 438 | 445 | 454 | 463 47.1
63755 | 364 | 370 | 376 | 383 | 390 | 397 | 404 411 419 427 | 436 | 444 | 452 46.1
65002 | 353 | 60 | 386 | 373 | B0 | 387 | 3394 | 401 408 | 416 | 425 | 434 | 442 45.1
6625% | 343 | 349 | 36 | B2 | 39 | 376 | 383 | 390 | 397 | 406 414 423 | 432 | 440
6.750% | B2 | 339 | 345 | ®2 | ®»9 | 386 | 373 | 379 | 386 | 395 | 404 413 421 43.0
6875% | 322 | 329 { 335 | 342 | 349 | B5 | 362 | B9 | 376 | 384 | 393 | 402 411 42.0
7.000% | 312 318 25 | 332 | B8 | U5 %1 ] B8 | 35 | 374 | 383 | 392 40.1 410
72125 ) 302 ) 09 ) N6} @21 29 N ) 42 ] 349 ) ®65 ) ¥BS | 374 | ®3I ] 391 A0.0
7290% t 293 | 00 | 306 | 33 20 | 326 | 333 | 340 | 347 | 356 | B4 | 373 | W2 39.1
737%% | 283 | 290 | 287 | 304 310 317 32.4 33.1 338 | 346 | 315 | 364 | 373 | 382
7500% | 274 281 | 288 | 294 01 | 308 315 22| 329§ P37 | 346 | »5 | B4 | 373
7625% | 264 27 1 278 | 285 | 292 | 299 | 306 313 320 | 328 | 337 | 346 | w5 | 363
70 L X5 1 262 | 269 | 2726 | 283 | 290 | 297 | 304 1 319 | 328 | 337 | 45 | 354
7875% | 246 | 253 | 260 | 267 | 27.4 28.1 268 | 295 | 302 310 319 327 | 336 | 345
8O00%Z | 236 | 243 | 50 | 57 | 264 271 | 278 | 285 | 29.2 30.1 310 3.8 27 | 335
g5 | 29 | 236 | 243} /0 | 57 | 264 271 278 | 285 | 293 | 302 310 319 32.8
8260% | 222 | 29 | 235 | 242 | 249 | »6 | 263 | 2720 | 277 | 285 | 294 | 303 311 320
8375% | 215 221 228 | 234 24 1 248 | 55 | 262 | 269 | 278 | 286 | 295 | 303 31.2
8500% | 208 214 | 220 | 227 | 233 | 240 | 247 | 254 261 | 270 | 278 | 287 | 296 | 304
8625% | 200 | 207 21.3 219 226 | 233 | 240 | 246 | 23 | 262 271 279 | 288 296
8790% | M3 B9 | 205 211 218 | 225 | 232 | 239 | 246 | 254 | 263 27.1 280 | 289
8879% | 186 19.2 19.8 20.3 210 217 22.4 23.1 238 | 246 | 265 | 264 | 272 281
9000% | 179 8.4 9.0 V6 | 203 | 209 | 216 23 | 230 | 239 | 247 | »®6 | 264 | 273
915% | 17.3 178 16.4 1B.0 19.7 20.3 210 217 224 | 232 24.1 249 | 258 | 266
9250% | ®.7 17.2 78 B4 1.1 8.7 20.4 211 217 26 | 234 | 242 252 oo
Q 7R 1 TR ™7 7 17 0 10 4 <t MR M A 1 71 Q P NE] AR DA A M= D
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35007 | BS 6.0 %66 17.2 7.8 Lk 1.1 Y8 205 213 221 229 23.7 24.6
362574 43 5.4 16.0 6.6 7.2 7.9 B.5 3.2 9.8 20.6 214 22.3 23.1 23.3
370072 | W2 4.8 B4 6.0 6.6 7.3 173 8.5 182 200 208 216 224 23.2
9.8/5%% | 13b 14.2 48 5.4 16.0 6.7 7.3 7.9 186 19.3 201 20.3 217 22.5
V0007~ | 130 136 W2 X B4 B0 6.7 17.3 179 18.7 5 203 210 218

E xpected rate = Lender's margn + 10-year LIBOR swap rate

Example: 46.772 1s the percentage of home's value a 72-vear old borrower would receive as a loan if the expected rate is 6.0005%. IF the
horne's value 1s over $625,500, use $62% 500 for the value.
All ages 92 and over use the factors for age 92

(http://tcbdavison.files.wordpress.com/2014/07/plf-table-age-62-75.png)Note: you may be able to click on graphs and
tables to see a clearer copy.

And here’s the PLF table when the youngest spouse is age 75 and older. All ages 90 and over use the same
PLF value.

Percentage of Home Value Initially Available in HECM Reverse Mortgage: The Principal Limit Factor {PLF)

Expected Rate and Age of Youngest Borrower
For Loans starting August 4, 2014

Ewsde 75 76 77 78 79 80 81 82 & 84 &5 86 87 88 89 30 91 92
5000 | 614 | 622 | 631 | 640 | 648 | 67 | 665 | 674 | 82 | €0 | 89 | m3 | ns | 723 | w9 | mo | 7m0 | 7O
S15% | 598 | 607 | 616 | 625 | 633 | e42 | 651 | 653 | 668 | 676 | e85 | 95 | w6 | ns6 | w6 | w37 | 037 | 737
s2xr:i %83 | sa2 | s 610 618 | 627 | 66 | 645 | 654 | 663 | &1 | a2 | 92 | 23 | 714 | 24 | 724 | 724
5375% | 568 | 5727 | 86 | 595 | 604 | &2 | 621 | 631 | 640 | 643 | 658 | 668 | 679 | 630 | 701 71 71 711
55000 | 953 562 | 51 | 580 589 | a8 60.7 616 625 635 64.4 655 66.6 67.7 688 | 639 699 63.9
5626% | 537 | o47 | %5 | 55 | 54 | w83 | 2 | e2 | 611 | 621 | 530 | 641 | 653 | 664 | 675 | 686 | 686 | 686
5750% | S22 | 51 | 541 | 50 | 559 | 8 | 578 | 8 | 27 | ea7r | 617 | &8 | 633 | e5t | 2 | 73 | 73 | 23
5879% | s07 | 516 | 526 | 55 | 544 | 863 | %3 | 53 | 83 | 3 | 603 | 615 | 626 | 638 | 649 | es1 | s61 | s61
s000% | 432 | s | 510 | 620 | 529 | 839 | 548 | 663 | %9 | 59 | @9 | 601 | 613 | &5 | 636 | 648 | 648 | 648 |
615% | 481 | 491 | s00 | 510 | s19 | 58 | 539 | 549 | %9 | 50 | %80 | 592 | 04 | s15 | e27 | 89 | 633 | 639
6250 | 471 | 481 | 490 | 499 | 509 | 518 | 29 | sa9 | s48 | S0 | s70 | se2 | S84 | 606 | €18 | 630 l 630 | 630 |
6375% | 461 | 470 | 480 | 483 | 438 | s08 | 58 I 529 | 540 | %0 | 51 | 5723 | s8s | 597 | 09 | s2 | s22 | e22
650 | 451 | 460 | 469 | 43 | 48 | «8 | W8 | 59 | |0 | S | 1 | %4 | 56 | @8 | 600 | 613 | 613 | 612
6625% | 440 | 450 | 459 | 489 | 478 | 487 | 498 | 509 | 520 | 531 | 542 | w4 | 7 | 579 | se2 | e04 | 604 | 604
6750% | 430 | M0 | 443 | 458 | 468 | &7 | 488 | 43 | 510 | 51 | 532 | 545 | 7 | 0 | s3 | .5 | 595 | s95
6875 | 420 | 429 | 439 | 448 | 457 | 467 | 478 | 489 | 00 | 512 | 523 | s35 | s48 | s61 | 574 | see | s86 | s8s
700z | 410 | 419 | 428 | 438 | 447 | 487 | 468 | 479 | @1 | 02 | 513 | =26 [ 539 | 582 | 565 | s78 | 578 | 578
76% | 400 | 10 | @9 | 429 | 438 | M8 | 458 | 471 | 482 | 433 | 505 | 518 | 531 | =44 | &7 | 570 | 50 | s70
7.250% | 391 20,1 g0 | 40 | 430 | Q9 | 457 | 462 | 43 | 85 | a6 I 59 | S22 | 536 | 549 | 2 | %2 | s62
737% | B2 | W2 | @1 [ 41 | 421 | @1 | 442 | 454 | 465 | 476 | 488 | S0t | 514 | 528 | 541 | 554 | 554 | 54
75000 | 373 | W3 | W2 | 402 | M2 | 422 | 434 | 445 | 456 | 468 | 479 | 492 | 506 | 519 | 533 | 546 | 546 | 546 |
7625% | %3 | 73 | B3 | Ba | w4 | a4 | 425 | 436 | 448 | 459 | 470 | 484 | 438 | 501 | s25 | s39 | 539 | s39
7oz | %4 | k4 | w5 | WS | 05 | 05 | o7 | w28 | «0a9 | <1 | w2 | @5 | @9 | 03 | sz | sar | s | s
7875% | 345 | w5 | 366 | 376 | 386 | 397 | 408 | M3 | 431 | 442 | 453 | 467 | 481 | 95 | s09 | s23 | 523 | 523
B000% | a5 | M6 | 3®7 | w7 | we | M8 | 400 | 41 | 422 | 433 | a5 | 659 [ 43 | @7 | 501 | S5 | 55 | 55
816% | 38 | 3.8 | 349 | 39 | 370 | WO | 3391 | 403 | 414 | 426 | 437 | 451 | a5 | 479 | 93 | =07 | s07 | s07
8250% | 320 | WO | M1 | K1 | X2 | ¥2 | W3 | WS | 46 | 8 | @9 | M3 | 47 | 471 | @5 | 500 | 500 | 500
8375% | 312 | 22 | 383 [ 343 | 34 | 334 | 35 | w7 | 398 | 40 | 421 | 45 | 450 | 464 | 478 | 492 | 492 | 492
6500 | 304 | 315 | 25 | .S | M6 | Je | %7 | ws | 331 | w02 | a4 | w28 | 42 | 56 | 470 | 484 | 484 | 484
8625% | 296 | ;7 | ;7 | X7 | ms | M8 | w9 | 31 | B3 | W4 | 406 | 20 | @4 | ms | w2 | w28 | 476 | 478
67502 | 288 | 29 | 09 | N3 | 330 | 348 | 3}/ | B3 | 375 | W6 | W8 | @2 | 6 | 40 | 54 | 68 | 48 | 48
8875% | 281 | 281 | 1 | 32 } w2 | 43 | B5 | W7 | ;e | ;0 | 404 | #8 | 432 | u4s | 40 | 40 | 450
200 | 223 | 23 | 23 | 303 | e | 24 | w5 | H7 | B/ | ;1 | w2 | w6 | «0 | 425 | @9 | 63 | 43 | &3
9ws% | 266 | 206 | 86 | 287 | 7 | 37 | w9 | 30 | w2 | B4 | w5 | 30 | 404 | a8 | 432 | 46 | w5 | 445
920z | 29 | 269 |{ =286 | 280 | 300 | 30 | 2 | W3 | M5 ‘ 7 | ®9 | @3 | W7 | 1 | 425 | @3 [ @3 | 439
9375% | 22 | %3 | 2723 | 283 | 23 | 323 [ a5 | 27 | 08 | H0 | ¥2 | 336 | ;0 | 404 | sa18 | 432 | 432 | 432
asoox | 46 | 56 | k6 | 26 | A6 | 26 | e | 2o | w2 | 3 | ® | %3 | B3 | 37 | 4 | 425 | 425 | 425
9626% | 239 | 249 | X9 | &3 | 29 | 20 | 331 § N3 | 25 | W | M8 | W2 | 76 | W0 | 404 | a8 | a8 | 4
arwc | 222 | 202 | 22 | %2 | 273 | »3 | 24 | me | ;8 | ;o | 1 | w5 | w9 | 3 | me | a2 | sz | a2
9g75% | 25 | 235 | 25 | %6 | 266 | 26 | 28 | 29 | 31 | :3 | ;4 | 349 | 333 | 337 | 391 | 45 | 405 | 405
nooo| 218 | 28 | 239 | 29 | 29 | 29 | 81 | 22 | 04 | 36 i 28 i #2 | %6 | 7o | 384 | 398 | 3:\@8 | 398

E xpecied rate = Lender's margin + 10year LIBOR swap rate
Example: 55.9% is the percentage of horme's value a 82-vear old borrower would recaive as a loan if the expecied rate is 5.0007<. If the home's value is over $625.500. use $625.500 for the value.
All ages 92 and over use the factors for age 92

(http://tcbdavison.files.wordpress.com/2014/07/plf-table-age-75-921.png)Note: you may be able to click on graphs and
tables to see a clearer copy
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The entire table from 18-year-old to 99-year-old homeowners is in the PLF Tables Aug 4 2014
(http://tcbdavison.ﬁles.ﬁordpress.comfzo14/07/p1f~tables—aug-4—20141.xlsx) spreadsheet.

o Categories: HECM Line of Credit (http://toolsforretirementplanning.com/category/hecm-line-of-credit/), Reverse Mortgage

(http://toolsforretirementplanning.comy/category/reverse-mortgage/), Reverse Mortgage General (http://toolsforretirementplanning.com/category/reverse-

morigage-general/), Uncategorized (http://toolsforretirementplanning.com/category/uncategorized,)

4 Tagged as: HECM (http://toolsforretirementplanning.com/tag/hecmy/), reverse mortgage (http://toolsforretirementplanning.com/tag/reverse-
mortgage-2/)
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