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U.S. Department of Housing and Urban Development

Washington, D.C.  20410-8000

November 7, 2000

MORTGAGEE LETTER 00-39

TO:  ALL APPROVED MORTGAGEES 
SUBJECT:  HECM Loans in Texas---Additional Instructions

The purpose of this Mortgagee Letter (ML) is to update lenders regarding Home Equity Conversion Mortgages (HECMs) to be made on properties in Texas.  This Mortgagee Letters supplements ML 00-09 ( March 8, 2000), ML 00-10 (March 8, 2000) and ML 00-34 (August 30, 2000). 

Following the issuance of MLs 00-09 and  00-34, we were advised that certain additional changes to those legal documents that create HECMs in Texas would be necessary to facilitate the secondary market for these FHA insured reverse mortgages.  The additional changes that HUD has agreed to implement for HECMs in Texas have been made and the revised documents are attached as follows:

Attachment 1- Home Equity Conversion Loan Agreement;

Attachment 2- Adjustable Rate Deed of Trust;

Attachment 3-Adjustable Rate Note;

Attachment 4-Adjustable Rate Second Deed of Trust; 

Attachment 5- Adjustable Rate Second Note;

Attachment 6- Repair Rider.


These forms replace those attached to MLs 00-09 and 00-34.  The forms are separately available through HUD’s Internet website address at www.hudclips.org.  The exception is the Repair Rider which has not changed and, for your convenience, is also attached to this mortgagee letter.


As explained in MLs 00-09 and 00-34, because of the Texas State Constitution, there are several differences between Texas HECMs and those in other jurisdictions.  The documents themselves incorporate all the required differences, and we are providing a brief description of the more significant variations below.

Payment Options
In Texas, the homeowner has only three payment options: 1) lump sum at closing, with or without combined term or tenure; 2) tenure; and 3) term.  There can be no line of credit in Texas since it is not permitted by the Texas Constitution.  If the borrower wishes to take a lump sum payment, it must be drawn at the same time as the initial disbursement at closing is made.  It will be possible to combine a tenure or term payment with a lump sum, provided the lump sum payment is drawn at the initial disbursement.  No additional lump sum payments are permitted.

Home Equity Conversion Mortgage Calculation Software

HECM Calculation Software Windows Version 1.0 can calculate all payment options available to HECM borrowers in Texas.  No changes are required. 
Loan Closing
Funds from a reverse mortgage may only be disbursed on the first business day of the month.  Therefore, depending upon the date that the three-day right of rescission period ends, it is possible that a borrower may not receive the initial disbursement until the first business day of the second month following the closing date.  In order to avoid this delay, we recommend that lenders consider closing HECM loans no later than the 25th day of the month.  In addition, payments from the initial disbursement on behalf of the borrower may only be made on the first business day of a month.  Lenders may have to consider this in computing any interest that is owed on existing liens.

Disbursements by Lender
Payments made by the lender to the borrower and payments made on behalf of the borrower from the loan proceeds must be paid on the first business day of a month.  However, this requirement does not apply to funds escrowed by the lender under the repair rider or for the first year property charges.  Lenders should carefully review the attached documents with particular attention to the timing of payments.

Application of Funds Received by Lender
Any funds received by the lender for the benefit of the borrower, such as a condemnation award, may only be credited to the borrower’s account in accordance with the applicable law.  Prepayments, however, made by the borrower must be credited to the borrower’s account on the date received by the lender.

Acceleration of the Mortgage
The reasons for which the lender may accelerate payment of a HECM in Texas are set forth in the attached documents.  Since they differ from HECMs in the other areas of the country, we suggest that lenders take particular note of these provisions.

Shared Appreciation Mortgages

Although shared appreciation HECMs are available in Texas, we understand that no secondary market has yet been developed for these loans.  Lenders are advised that in all likelihood they will have to keep these loans in their own portfolio or make some other arrangements for selling them.

Foreclosures

There are specific foreclosure procedures for HECMs in Texas, and lenders should note the non-uniform covenants contained in the attached two model Deeds of Trust forms containing these foreclosure procedures.

Model Forms

As we advised in MLs 00-09 and 00-34, the attached documents are model forms, and lenders are advised to seek counsel’s advice that state law has been considered and that any necessary changes to the model instruments have been made.  The instructions contained in Handbooks 4165.1, Rev.-1 and 4235.1, Rev-1 should continue to be followed, except as modified by this Mortgagee Letter as well as MLs 00-09 and 00-34.  As stated in ML 00-34, the instructions for the footnotes which appear on the model note forms are contained in Handbook 4235.1, Rev.-1.  HUD has made every effort to amend these documents so that they comport with the Texas Constitution and relevant laws, but we emphasize the need for lenders to use mortgages and notes that are in compliance with state laws.  Therefore, if changes are needed to comply with state or local law and practice, please contact the Homeownership Center in Denver at 800-543-9378 for assistance.

Housing Counseling
This Mortgagee Letter also amends the provisions set forth in ML 00-10 with respect to Housing Counseling for HECMs nationwide.  HUD and Fannie Mae have extended their 1999 Agreement for a pilot program for telephone counseling for HECMs through October 2002.  While HUD prefers face-to-face counseling, under the Agreement Fannie Mae may provide telephone counseling services to elderly homeowners unable to obtain face-to-face counseling.  Counseling for potential reverse mortgage borrowers in Texas is available from two sources: 

(1)  Local non-profit counseling agencies located in Texas, and 

(2)  Fannie Mae’s reverse mortgage telephone counselors.  Fannie Mae’s telephone counseling will be acceptable under any of the circumstances below:

(a)  There is no HUD-approved reverse mortgage counseling agency in the caller’s area;

(b)  Local HUD-approved agencies cannot schedule a reverse mortgage counseling session within three weeks of the caller’s request;

(c)  The caller is experiencing an emergency such as foreclosure of his/her present home and no counseling is immediately available in the local area;

(d)  The caller requires counseling in a language other than English and the local HUD-approved agencies do not provide counseling in the required language; or

(e)  The caller is homebound and the local HUD-approved agency does not make home visits.

The Agreement also provides that Fannie Mae shall refer the potential borrower to a HUD-approved counseling agency, wherever it is available, for a face-to-face counseling interview if Fannie Mae determines that after reasonable attempts to provide HECM counseling, the borrower is confused about the HECM loan or related terms.  The potential HECM borrower can call the HUD Clearinghouse Counseling Line at 800-217-6970 to obtain information about the location of the local counseling agencies.   


If you have any questions regarding this mortgagee letter, please contact the Homeownership Center in Denver at (800) 543-9378.







Sincerely,







William C. Apgar







Assistant Secretary for Housing-







    Federal Housing Commissioner

Enclosures

MEMORANDUM FOR:  William C. Apgar, Assistant Secretary for Housing-

Federal Housing Commissioner, H

FROM:  Frederick C. Douglas Jr., Deputy Assistant Secretary for 

                  Single Family Housing, HU 

SUBJECT:  HECMS in Texas

I.  SUMMARY

Notifies lenders that additional changes have been made to facilitate HECM lending in Texas.

II.  BENEFITS

Expands the opportunities for seniors in Texas to use this reverse equity product. 

III.  POSSIBLE CONTROVERSIES

None anticipated.  

Attachment

MEMORANDUM FOR:  Charles A. McClelland, Director, Office of Management, HOA

FROM:  Frederick C. Douglas Jr., Deputy Assistant Secretary

                  for Single Family Housing, HU 

SUBJECT:  Request to Place Mortgagee Letter into Clearance

Please place the attached Mortgagee Letter into clearance.  This letter describes additional changes to the HECM program in Texas.

You may direct any questions regarding the Mortgagee Letter to Vance Morris on 

708-2121, extension 2204.

Attachment

cc:Beavers 9270, Morris 9266, HU 9282, H 9100
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