EXHIBIT 1 HECM REFINANCE

ILLUSTRATION OF HOW TO CALCULATE THE TOTAL COST OF REFINANCING AND HOW IT IS USED IN DETERMINING WHETHER THE HOUSING COUNSELING REQUIREMENT MAY BE WAIVED

A hypothetical example for illustrating how to calculate the total cost of refinancing and how it is used as one of the three conditions that must be met to determine whether the housing counseling requirement may be waived.

Hypothetical Example

The HECM Program proposed borrower is over 62 years of age, closed on the existing HECM in 2001, and was provided the HECM Anti-Churning Disclosure form. On the existing HECM, the original maximum claim amount is $100,000 and the original principal limit is in the amount of $60,000.  The refinance HECM maximum claim amount is $200,000 and the refinance HECM principal limit is in the amount of $125,000.  

Based on the information provided in this hypothetical example, the increase in the principal limit is calculated as the difference between step 1 and step 2 as shown: 


Principal Limit Amounts





$Estimate

Refinance HECM Principal Limit





$125,000

Existing HECM Principal Limit




            ($ 60,000) 

     Increase or Decrease in the Mortgagor’s Principal Limit


 $65,000

The HECM Program proposed borrower’s estimated closing cost for refinancing an existing HECM is calculated below.  The Upfront Mortgage Insurance Premium is the difference between the maximum claim amount for the new HECM loan and the maximum claim amount for the existing HECM being refinanced multiplied by two (2) percent.



Closing Cost and Associated Fees



$Estimate

Upfront Mortgage Insurance Premium on Refinance HECM
           

 $2,000


($200,000 -$100,000) X .02

Other Closing Cost







 $5,000 


Servicing Set-Aside






             $5,000



Total Estimated Cost of the Refinancing to the Mortgagor       
          $12,000

In order to evaluate if this hypothetical example meets the conditions to determine whether the housing counseling requirement may be waived, it must be determined that the increase in the mortgagor’s principal limit exceeds an amount equal to five (5) times the total cost of the refinancing transaction to the Mortgagor.  An illustration on the calculation is: 

Comparison on Increase in Principal Limits to Total Cost of Refinance







      

Increase in Principal limit





         $65,000

Total Cost of Refinancing Multiplied by five (5)


        $60,000



(5 X $12,000)

Difference between Principal Limit and Refinancing Cost

         $5,000


In this hypothetical example, the increase in the mortgagor’s principal limit does exceed an amount equal to five (5) times the total cost of the refinancing transaction to the Mortgagor.  The mortgagee verified that the proposed borrower’s original HECM loan closed in 2001 and that the proposed borrower acknowledged receipt of the HECM Anti-Churning Disclosure form by signing the form.  Consequently, all three conditions of the housing counseling requirements outlined in this Mortgagee letter are met.  Therefore the proposed borrower in this hypothetical example can waive the requirement to receive housing counseling  
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