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The implementation of the HECM Financial Assessment was met with mixed reviews when it was
launched in April 2015. While many industry professionals have remained critical of the new
underwriting guidelines some welcome the assessment as see it as a net benefit.
‘Every loan is a problem loan’
The seismic shift of the Financial Assessment’s restrictive and complex underwriting guidelines have
many feeling that the reverse mortgage underwriting has now matched or surpassed traditional
mortgage underwriting guidelines. Bill Smith with Reverse Mortgage west told Reverse Mortgage
Daily, “Tighter regulations have resulted in tougher underwriting standards that have made most
HECM loans far less routine. Complaints from my colleagues that ‘every loan is a problem loan’ are
much too frequent and clearly not what used to be when I started.” Not only is the sales cycle
prolonged but the assessment has limited the number of qualified applicants carving out many who
would have been previously eligible for the loan.
The Paper Chase
The complexities of the reverse mortgage are difficult enough for many to communicate to a
borrower. Now many find themselves spending considerable time gathering the required
documentation needed for the assessment which reduces their time spent originating loans. “Now,
with Financial Assessment, we spend a lot more time trying to get the documents needed. We need
to explain what a LESA [Life Expectancy Set-Aside] is. There are a lot more conversations and much
more legwork involved”, says Beth Patterson of Reverse Mortgages SIDAC.
New Markets, Unexpected Benefits
Some HECM professionals have adapted to the assessment’s requirements moving away from the
needs-based borrower of yesteryear toward those more likely to qualify seeking inroads with financial
professionals. Many see a benefit in attracting homeowners more likely to meet today’s underwriting
guidelines that are working with a financial planner- in other words, they have assets to manage.
Many originators report financial planners are more receptive to the HECM feeling it is a safer product
now that the Financial Assessment is in place.
A recent study from New View Advisors found a marked decrease in tax and insurance defaults in the
wake of the assessment from a rate of 1.17 percent to 0.39 percent. While one cannot deny the
assessment weeding out borrowers unable to meet their ongoing obligations we should not overlook
the impact of substantial lending ratio reductions (principal limit factors) such as the approximate 8%
cut made in October 2013.
A in depth study is warranted that takes into consideration previous lending ratio reductions, changing
demographics and first year distribution restrictions in addition to the Financial Assessment. Such
data could help us fine tune the assessment’s underwriting requirements and perhaps consider
modifying the more onerous requirements that limit borrower eligibility and market growth.
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Please share this post with others. If you have ideas for future episodes
please email us at info@reversefocus.com.
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