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This is for you if… 
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 Your clients are counting on income coming 

from investments 

 

 Your clients have concerns about health care or 

unexpected expenses in retirement 

 

 You believe it’s important to have access to 

liquidity as part of a sound financial plan 

 You’re interested in more sophisticated 

strategies for better outcomes 

 

 Your clients would like to better 

understand how to maximize the use of 

all of their assets in designing an 

effective financial plan 
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I.   Economic Realities 

 

II.  Home Equity as an Asset Class 

 

III. The Home Equity Conversion Mortgage 

 

IV. Strategic Uses 

 

V.  Final Thoughts 

 

Our Roadmap 
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73 million 

10,000 

Number of baby boomers currently in the United 

States –US Census 

Boomers turning 65 each day, a trend continuing 

for 11 years -PewResearch 

64% 

$7.1 trillion 

Households age 65+ with free and clear homes 

 –Harvard Univ Joint Cntr for Housing Studies 

Dollars tied up in home equity for 

homeowners age 62 and better -NRMLA 

15 million 
Baby Boomers estimated to be mass affluent; net 

worth of $1.5 million to $3 million  

47,000 
Average number of monthly inquiries to AAG 

about Home Equity Conversion Mortgage 

Economic Realities 



Here’s what most are trying to solve:  

 Will I have enough income to meet my basic needs?  

(Longevity) 

 

 Will I be able to do the things I want to do? Eat out when I want, spend 

money on grandkids, travel, etc.  

(Lifestyle) 

 

 Will I have access to funds in the event of unforeseen expenses such as 

health care, in home care, home renovation, etc. 

(Liquidity) 

 

 Will I have something to leave for my children, grandchildren, or others?  

What am I leaving beyond my money?  

(Legacy) 
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Primary Assets & Income Streams 

What most don’t realize is that 

according to Market Watch, 77% 

of most retirees’ net worth is 

tied up in their homes! 

Other Assets 

Home Equity 

Avg. Retiree Net Worth 
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Why is Home Equity not included in 
most financial plans? 

“The greatest challenge with the 
inclusion of home equity has been 

our inability to effectively access 

the equity.” 
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1. Sell Home 

 

2. Cash Out Refinance 

 

3. Home Equity Line of Credit (HELOC) 

 

4. Home Equity Conversion Mortgage (HECM) 

 

5. HECM for Purchase 

 

Accessing Home Equity 
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Home Equity Conversion Mortgage 
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How does it work?  

 Borrowers have the option of whether or not to make monthly mortgage 

payments as long as they continue to live in the home, pay for property 

taxes, homeowner’s insurance, and home maintenance costs, and 

otherwise comply with the loan terms 

 FHA, government-insured, non-recourse loan on a primary 

residence, for people at least age 62 

 The loan becomes due when the home is sold, the borrower changes residence, the last borrower (or eligible 

non-borrowing spouse) dies, or the last borrower is in a continuing care facility for 12 consecutive months 

 Like any loan, reverse mortgage proceeds are paid out tax-free.  

(Consult a tax advisor.) 
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How can we access the funds?  

 A Line of Credit 

 

 Monthly Installments (“tenure” or “term”) 

 

 Lump Sum 

 

 A Combination 

Home Equity Conversion Mortgage 
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What are the tax implications? 

1. Loan proceeds are not taxable income 

 

2. Deducting mortgage interest -IRC Section 163(h)(3) 

 

 

 

 

 

 

 

3. Claiming the mortgage interest deduction 

 

4. Property tax deduction 
 (Subject to $10,000 deduction tax on state and local taxes,  

 2018 Tax Cuts and Jobs Act) 

 

Acquisition Indebtedness  
Section 163(h)(3)(B)(i) 

“Any indebtedness which is: (I) incurred in acquiring, 

constructing, or substantially improving any qualified 

residence of the taxpayer, and (II) is secured by such 

residence.”   

Section 163(h)(3)(C)(i) 

“Any indebtedness other than acquisition indebtedness 

secured by a qualified residence to the extent the aggregate 

amount of such indebtedness does not exceed (I) the fair 

market value of such qualified residence, reduced by (II) the 

amount of acquisition indebtedness with respect to such 

residence.”   

Home Equity Indebtedness 

Home Equity Conversion Mortgage 



Line of Credit 
Growth 

Borrowers with sufficient equity 
may have access to growth on 

their total credit facility 
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Line of Credit Growth 

Principal Limit: The amount available to the borrower 

 1. Age of the youngest borrower or eligible non borrowing spouse 

 2. Max Claim Amount (appraised value of the home up to $726,525) 

 3. Current interest rates 

   

 

Note Rate: Index Rate + Lender’s Margin + HUD MIP 

 Initial MIP:  2.0% of Max Claim Amount 

 Annual MIP: 0.50% of outstanding balance 

   

Outstanding Balance: The amount of the loan that has been utilized 

 

Line of Credit: The difference between the Principal Limit and the Outstanding 

 Balance 

 

Credit Lines are only 

available with an 

adjustable rate note. 



Strategic Use of HECM 

HECM Line of Credit Growth 

This example is based on HUD MIP changes effective 10/2/2017, the youngest borrower age 75, appraised home value of 

$650,000, IMIP of $13,000, origination fee of $6,000 and other settlement costs of $2,737 HECM ARM 2017 as of 11/16/2017.  
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 Example: 

 Home Value:    $650,000 

 1st Mortgage:    $0 

 Age:     75 

 

 Principal Limit:    $307,450 

 Financed Costs: MIP:           $13,000 

   Max Orig.:        $6,000 

        3rd Party:  $2,737    

     

 Interest Rate:  5.231% 

 Expected Rate:   5.340% 

 HUD MIP:  0.50% 

   

 Outstanding Bal.: $21,737 

 LOC:    $285,713 



Strategic Use of HECM 

HECM Line of Credit Growth 

*Home value appreciation assumed at 0% 

This example is based on HUD MIP changes effective 10/2/2017, the youngest borrower age 67, appraised home value of 

$650,000, IMIP of $13,000, origination fee of $6,000 and other settlement costs of $2737. HECM ARM 2017 as of 11/16/2017.  
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Start Year 1 Year 5 Year 10 Year 20 Year 25 

Principal Limit $307,450 $325,894 $411,416 $550,538 $985,826 $1,319,324 

Outstanding 

Balance 
$21,737 $23,041 $29,087 $38,923 $69,699 $93,268 

Line of Credit $285,713 $302,853 $382,328 $511,615 $916,127 $1,225,920 

Home Value* $650,000 $650,000 $650,000 $650,000 $650,000 $650,000 



Strategic Use of HECM 

HECM Line of Credit Growth 

*Home value appreciation assumed at 4.0% 
This example is based on HUD MIP changes effective 10/2/2017, the youngest borrower age 67, appraised home value of 

$650,000, IMIP of $9,000, origination fee of $6,000 and other settlement costs of $2,000.. HECM ARM 2017 as of 11/16/2017.  
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Strategic Use of HECM 

HECM Line of Credit Growth 

*Home value appreciation assumed at 2.0% 

This example is based on HUD MIP changes effective 10/2/2017, the youngest borrower age 67, appraised home value of 

$650,000, IMIP of $13,000, origination fee of $6,000 and other settlement costs of $2737. HECM ARM 2017 as of 11/16/2017.  
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HECM Line of Credit 

Providing access to equity, at a 
predictable growth rate, 

regardless of the performance 
of your real estate. 



What are the implications of 
investment withdrawals in a 

down market?   

Sequence of Returns Risk 
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Sequence of Returns Risk 

Annual returns, and sequence 

of returns can have a profound 

impact on longevity of a 

distribution portfolio 

 

How do we 

protect against 

this risk? 

Distribution Phase 

Portfolio starting value: $1,000,000 

Target withdrawal of 5% with 3.5% annual 

inflation adjustment Client A: early losses Client B: early gains 
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A study by Barry Sacks & Mary Jo LaFaye 

Net Outcome 

 

Portfolio Lapse: Year 26 

AUM Balance:  $0 

Net to Heirs:  $722,719 

AUM Fees:  $70,874 

 
Source: Sacks & Sacks, 

Journal of Financial Planning  

Strategy:   HECM as a last resort 

Withdrawal Rate: 5.5% 

Invested Assets:  $500,000 

Sequence of Returns Risk 
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Net Outcome  

 

Portfolio Lapse: N/A 

AUM Balance:  $1,086,997 

Net to Heirs:    $1,656,681 

Estate Increase:   $933,764 

AUM Fees:     $221,402 

 

Strategy:   HECM in coordination 

  with inv withdrawal 

Withdrawal Rate: 5.5% 

Invested Assets:  $500,000 

Sequence of Returns Risk 



Did you know… 

32% of home purchases in 2019 

were made by Baby Boomers  

 – National Association of Realtors  

Have you worked with clients 

looking to move or downsize… 

… but the math 

doesn’t seem to 

work? 
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HECM for Purchase 

John & Mary (65) 

MV: $300,000 

1st: $100,000 

 

Estimated proceeds after 

sale: 
(Assumes 7% cost to sell: $21,000) 

 

$179,000 

Current Home 
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Borrowers must continue to pay for homeowners 

insurance, property taxes and home maintenance. 

 

HECM for Purchase 
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Other Strategic Uses 

Bridge Social Security Bridge Social Security 

Tax Bracket Optimization Tax Bracket Optimization 

Funding In Home Care Funding In Home Care 

Divorce Financial Strategies Divorce Financial Strategies 

Roth Conversion Roth Conversion 

RMD Strategies RMD Strategies 

Estate Transition Estate Transition 



 
 

Home Equity:  
 
 

Something to consider only as a 
last resort? 

 
 

Or, an asset that can be 
intelligently utilized for better 

retirement outcomes?   
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What Now? 

1. Connect with our team or your local loan officer for a 

specific illustration. (In-home care, social security bridge, line 

of credit, etc.) 

a) Age of borrowers 

b) Market value & zip code of home 

c) Current outstanding mortgage 

d) Strategy you’d like to see 

 

2. Schedule a call or meeting with our team to answer 

your specific questions and learn how we can help you 

grow your business (email to follow) 

 

3.   Tell a friend or colleague!   
 



“In my opinion, not including home 
equity and reverse mortgages in the 
financial planning process is the largest 
failure of the financial services 
profession at this time.” 
 
Jamie Hopkins, Esq., CFP, RICP - Director of Retirement Research at Carson Wealth and a 
Finance Professor of Practice at Creighton University Heider College of Business. Author of 
Rewirement. Former professor at The American College of Financial Services and co-creator 
of the Retirement Income Certified Professional Designation 



Thank you. 



Legal Disclosures 
NMLS# 9392 (www.nmlsconsumeraccess.org). American Advisors Group (AAG) is headquartered at 3800 W. Chapman Ave., 3rd & 7th Floors, 

Orange CA, 92868. AAG conducts business in the following states: AK (Alaska Mortgage Broker/Lender License No. AK9392), AL, AR, AZ 

(MB_0911141), CA (CA Loans made or arranged pursuant to a California Finance Lenders Law license (603F324) and Licensed by the 

Department of Business Oversight under the California Residential Mortgage Lending Act (4131144)), CO (Regulated by the Division of Real 

Estate; to check the license status of your mortgage loan originator, visit http://www.dora.state.co.us/real-estate/index.htm), CT, DC (District of 

Columbia Mortgage Dual Authority License No. MLB9392), DE, FL, GA (residential Mortgage Licensee #22849), HI, IA, ID, IL (Illinois 

Residential Mortgage Licensee; Illinois Commissioner of Banks can be reached at 100 West Randolph, 9th Floor, Chicago, Illinois 60601, 

(312)814-4500), IN, KS (Kansas Licensed Mortgage Company MC. 0025024), KY, LA, MD, ME (SLM11356), MI, MN, MO (4824 NW Gateway 

Ave, Suite 201, Riverside, MO 64168), MS (Licensed by the Mississippi Department of Banking and Consumer Finance), MT, NC, ND, NE, NH 

(Licensed by the New Hampshire banking department), NJ (Licensed by the N.J. Department of Banking and Insurance), NM, NV, NY (Licensed 

Mortgage Banker-NYS Department of Financial Services; American Advisors Group operates as American Advisors Group, Inc. in New York.), 

OH (MBMB.850159.000), OK, OR (ML-4623), PA (Licensed by the Pennsylvania Department of Banking 28356), RI (Rhode Island Licensed 

Lender), SD, SC, TN, TX (Mortgage Banker Registration, 13785 Research Blvd, Ste. 125, Austin, TX 78750), UT, VA (Licensed by the Virginia 

State Corporation Commission MC – 5134), VT (Vermont Lender License No. 6384), WA (Consumer Loan # CL-9392),WV, WI, WY (WY-DBA 

AAG Reverse Mortgage Lender/Broker License No. 2331). AAG is an equal housing lender. These materials are not from HUD or FHA and 

were not approved by HUD or a government agency. A reverse mortgage increases the principal mortgage loan amount and decreases home 

equity (it is a negative amortization loan).  

  

When the loan is due and payable, some or all of the equity in the property no longer belongs to borrowers, who may need to sell the 

home or otherwise repay the loan with interest from other proceeds. AAG charges an origination fee, mortgage insurance premium, 

closing costs and servicing fees (added to the balance of the loan). The balance of the loan grows over time and AAG charges 

interest on the balance. Not all interest on a reverse mortgage loan is tax-deductible and to the extent that it is, such deduction is not 

available until the loan is partially or fully repaid.  Consult your tax advisor. 

  

Borrowers are responsible for paying property taxes, homeowner's insurance, maintenance, and related taxes (which may be 

substantial). We do not establish an escrow account for disbursements of these payments. A set-aside account can be set up to pay 

taxes and insurance and may be required in some cases. Borrowers must occupy home as their primary residence and pay for 

ongoing maintenance; otherwise the loan becomes due and payable.  The loan also becomes due and payable (and the property may 

be subject to a tax lien, other encumbrance, or foreclosure) when the last borrower, or eligible non-borrowing surviving spouse, dies, 

sells the home, permanently moves out, defaults on taxes, insurance payments, or maintenance, or does not otherwise comply with 

the loan terms. V2018.09.19_OR 
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