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Dear Assistant Secretary Gordon:

AARP, which advocates for the more than 100 million Americans age 50 and older, appreciates
the opportunity to respond to the proposed changes to the HECM for Purchase program—
monetary investment funding sources and interested party contributions. Since the inception of
the HECM program, AARP has advocated for consumer protections, conducted research on
reverse mortgage issues, and developed policy recommendations to address changes in this
market.

AARP has a long history of advocating for a reverse mortgage market that provides strong
consumer protections for borrowers. We believe that older Americans should have a means by
which to access their home equity without having to sell their homes or take on loans that will
stretch their already tight budgets. At the same time, we also believe that reverse mortgage loans
should enhance long-term financial security and should only be provided to borrowers who are
likely to be able to fulfill the obligations of the loan. This is true for all HECM loans, including
HECM for Purchase loans.

AARP supported the HECM for Purchase program changes that were codified in 2017.
Specifically, we supported requiring potential borrowers of HECM for Purchase transactions to
complete housing counseling prior to signing a sales contract or making an earnest money
deposit. We also supported amending the prohibition on interested party contributions to allow
HECM for purchase borrowers to receive benefits from sellers by permitting the seller to pay



fees required to be paid by the seller under state or local law and to purchase the Home Warranty
policy.

Borrower’s Monetary Investment

The current proposal goes even further, by permitting sources of additional funding for the
borrower’s monetary investment, including premium pricing (i.e., aggregate credits from a
mortgagee or third-party originator at the interest rate chosen), gifts, disaster relief grants, and
employer assistance. These sources are in addition to those already permitted as part of the
HECM for Purchase program, including cash on hand from the sale or liquidation of the
borrower’s assets, and HECM proceeds.

We oppose the permitting of mortgagee and third-party originator premium pricing credits to be
used toward the down payment. Premium pricing credits are discretionary and can be used as a
means to influence a borrower to engage in the transaction. These credits can lead to fair lending
violations. In the forward market, there have been cases where lenders do not pass on the full
amount of premium pricing credits to consumers, resulting in an enforcement order and penalty
fines to the lender.! In addition, HECM loans are negative amortization loans, meaning that the
loan balance increases over time. Accepting a higher interest rate in return for a credit at closing
is a very costly tradeoff for a consumer, and even more costly for a reverse mortgage transaction
since interest costs are added to the loan balance each month. Consumers are not likely to
understand the true, long-term cost of the higher interest rate nor are they likely to receive a
credit at closing that would fully compensate them for paying the higher interest rate. Given the
fact that the termination date of a HECM loan is unknown at the time of origination, this cost
calculation can only be an estimate, and it is unlikely that a consumer would receive this
information to inform their decision. Premium pricing credits do not make sense for reverse
mortgage loans and should not be allowed for HECM for Purchase loans.

Interested Party Contributions

The current proposal seeks to allow interested party contributions up to six percent of the sales
price toward origination fees, other items paid outside of closing, such as credit reports and
appraisal fees; prepaid items; discount points; interested party payment for permanent and
temporary interest rate buydowns; and payment of the initial mortgage insurance premium.
Interested parties include sellers, real estate agents, builders, developers, mortgagees, and third-
party originators.

While we support permitting buyers to receive contributions from the seller, real estate agent,
builder, or developer, we oppose permitting mortgagees and third-party originators to contribute
to closing costs. Historically, mortgage lenders and originators have been prohibited from

1 https://www.dfs.ny.gov/reports_and_publications/press_releases/pr1708101.
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contributing to closing costs to protect borrowers. In addition, the HECM program has clear rules
regarding housing counseling, rules that have been designed to ensure that lenders cannot
influence the borrower’s choice of counselor, nor can lenders pay for the housing counseling
fee—typically $125. The housing counseling rules help to limit lender influence by ensuring that
borrowers receive information about reverse mortgages as well as other options that are available
to them. Yet now, FHA is proposing to allow lenders to pay thousands of dollars to help
borrowers get these loans. This goes against the principles of HECM consumer protection. We
believe this will lead to increased opportunities for undue influence, fraud, and unaffordable
loans for borrowers.

HECM for Purchase fraud has occurred in the past, sometimes perpetuated by unscrupulous
lenders.2 Unsuspecting borrowers were tricked by fraudsters offering homes with no down
payment required.® Ultimately, these loans ended up in foreclosure and borrowers lost their
homes. Given this history, we are concerned about FHA’s proposed changes allowing lender and
third-party originator contributions to closing costs. If a borrower requires thousands of dollars
of assistance to come up with a down payment, odds are the loan is not an affordable option for
the consumer. We believe that permitting lender contributions to the HECM for Purchase
transaction will lead to further losses and instability in the HECM program. FHA’s goal should
not be to increase the volume of HECM for Purchase transactions, but rather to ensure that older
consumers continue to be protected from fraud. The reverse mortgage market is not the same as
the forward mortgage market. Reverse mortgages require a different set of rules to ensure that
borrowers are protected from fraud and high-pressure, “too good to be true” sales tactics.

Conclusion

AARP appreciates the opportunity to comment on this proposal. We believe that consumer
protection should be the most important consideration when making changes to the HECM for
Purchase program. As a result, we urge you to reject permitting mortgagee and third-party
originators to offer premium pricing and contribute to the down payment and closing costs, as

2 https://www.fincen.gov/resources/advisories/fincen-advisory-fin-2010-a005.

3 https://archives.fbi.gov/archives/atlanta/press-releases/2010/atl040810.htm.
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these proposals run counter to the existing and needed consumer protections. If you have any
questions or comments, please feel free to have your staff contact Debra Alvarez in Government
Affairs at (202) 434-4814 or dalvarez@aarp.org.

Sincerely,

L 55—

David Certner
Legislative Counsel and Legislative Policy Director
Government Affairs



