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Non-Borrowing Spouse  
(2014-23 and 2015-03) 

  History 

Under pre-Mortgagee Letter 2014-07 Non-Borrowing Spouse rules, a Home 

Equity Conversion Mortgage (HECM) became due after the departure or death of 

the HECM Borrower. A Non-Borrowing Spouse (NBS) was required to refinance 

the loan or sell the home to pay back the loan. 

 

In April 2014 the U.S. Department of Housing and Urban Development (HUD) 

released Mortgagee Letter 2014-07 announcing changes to the HECM program. 

Specifically addressed were guidelines for the Non-Borrowing Spouse of a HECM 

Borrower. However, the solutions were viewed by many as incomplete. In 

October, 2014 and again in January 2015 HUD released further guidance on the 

NBS scenario in Mortgagee Letters 2014-23 and 2015-03. These provided more 

complete protections for the NBS.    

 Definitions 

 “Borrower” means the original borrower under the HECM mortgage. The 

term does not include successors or assigns of a borrower. 

 “Ineligible Non-Borrowing Spouse” means a Non-Borrowing Spouse who 

does not meet the Deferral Period Qualifying Attributes defined in ML 

2014-07. 

 “Eligible Non-Borrowing Spouse” means a Non-Borrowing Spouse who 

meets the Deferral Period Qualifying Attributes defined in ML 2014-07. 

 “Deferral Period” means the period of time following the death of the last 

surviving borrower during which the due and payable status of a HECM is 

further deferred based on the continued satisfaction of the requirements for a 

Non-Borrowing Spouse defined in ML 2014-07.  

 



 Changes to NBS policy 

As dictated by ML 2015-03, HECM case numbers issued on or after March 9, 

2015 are subject to two categories of NBS, the Ineligible Non-Borrowing Spouse 

and the Eligible Non-Borrowing Spouse. 

 

 

 Ineligible Non-Borrowing Spouse 

 

The Ineligible Non-Borrowing Spouse is a spouse not residing in the HECM-

secured property, or one who has not remained the Borrower’s spouse during the 

full duration of the FHA HECM. The new rules do not alter the historic NBS 

position, namely that 1) following the death of the Borrower, the HECM becomes 

due and payable after 6 months, with two 3-month extensions possible, or 2) upon 

sale of the home, the HECM becomes due and payable. 

 

 Eligible Non-Borrowing Spouse 

 

The Eligible Non-Borrowing Spouse may remain in the home for a Deferral 

Period after death of the Borrower. Deferral Period is defined by FHA as “the 

period of time following the death of the last surviving borrower during which the 

due and payable status of a HECM is further deferred based on the continued 

satisfaction of the requirements for a Non-Borrowing Spouse under this ML and all 

other FHA requirements.” (ML 2014-07) 

 

 Qualifying Attributes 

To qualify as an Eligible NBS, the following must be met: 

 

1. The NBS must remain, and have remained, Borrower’s spouse during the 

full duration of the FHA HECM;  

2. Borrower must have truthfully disclosed the name and age of the NBS; 

3. The NBS must continue to occupy as primary residence the property 

securing the HECM; 

4. The NBS must be able to establish legal ownership or some other ongoing 

legal right to remain (e.g., executed lease, court order, etc.) in the property 

securing the HECM after Borrower’s death; 

5. All other obligations of the HECM continue to be satisfied after Borrower’s 

death; and 

6. All other terms and conditions of the HECM continue to be satisfied after 

Borrower’s death. 
 



 Deferral Period  

At application, the lender must identify any Non-Borrowing Spouse and must 

determine if the Non-Borrowing Spouse is currently eligible or ineligible. This 

determination is a factual determination and cannot be changed or waived by any 

election. At the time of application, a Non-Borrowing Spouse that meets the 

Deferral Period Qualifying Attributes requirements is an Eligible Non-Borrowing 

Spouse and may not elect to be ineligible.  

Similarly, a Non-Borrowing Spouse that is ineligible at application may not elect 

to be eligible.  
 

An Eligible Non-Borrowing Spouse may become an Ineligible Non-Borrowing 

Spouse should any Qualifying Attributes cease to be met during the loan term. A 

Non-Borrowing Spouse’s failure to meet and continue to meet the Qualifying 

Attributes cannot be cured; therefore, once a Non-Borrowing Spouse is determined 

to be ineligible, he or she cannot later become eligible for a Deferral Period.  

 

However, an Eligible Non-Borrowing Spouse may have a Deferral Period 

reinstated if the condition which resulted in loss of the Deferral Period is corrected 

within thirty (30) days. A lender is not required to reinstate an eligible NBS if the 

Deferral Period has been reinstated within the previous two years.  
 
 

Seasoning 
(ML 2014-21) 

 History 

The majority of a lender’s profit comes from selling a loan on the secondary 

market, and a loan with NO upfront draw is not a profitable loan. Correspondingly, 

a loan with a higher upfront draw fetches more on the secondary market, and is a 

more profitable loan for the lender. 

In order to mitigate the potential of a lender’s recommending the origination of a 

new “forward” home equity line of credit in order to create a more profitable 

HECM loan, Mortgagee Letter 2014-21 introduced seasoning requirements.  

 

 

 



 Definitions 

 “Seasoning” means a required 12-month waiting period for any new 

liens that must elapse before a HECM loan can be originated. 

  “Mandatory Obligations” means HECM fees that must be paid at 

closing.    

 12-Month Rule 

Lenders must comply with documentation requirements set forth in ML 2014-21 to 

document cash received by the borrower in a mortgage transaction originated 

within the preceding 12 months. To document the age of the lien, lenders may use 

the HUD-1 or other documents such as a title report or credit reports, or documents 

related to the transaction that contain the required information. This Mortgagee 

Letter clarifies that the seasoning requirement is satisfied if the lien has been in 

place more than 12 months. For liens in place 12 months or less, lenders must 

verify that cash to the borrower was less than $500, whether at closing or through 

cumulative draws. All documents used to verify compliance with seasoning 

requirements must be included in the case binder. 

 Mandatory Obligations   

Also defined in ML 2014-21 are Mandatory Obligations. Reasonable Mandatory 

Obligations for HECM transactions include: 

 

 Initial MIP; 

 Loan origination fee; 

 HECM counseling fee; 

 Reasonable and customary amounts, but not more than the amount 

actually paid by the lender for any of the following items: 

o Recording fees and recording taxes, or other charges incident to 

o the recordation of the insured mortgage; 

o Credit report; 

o Survey, if required by the lender or the borrower; 

o Title examination; 

o Lender’s title insurance; 

o Fees paid to an appraiser for the initial appraisal of the property 

o Repair Set-Asides; 

o Repair administration fee; 

o Delinquent Federal debt; 

o Amounts required to discharge any existing liens on the 

property in accordance with this Mortgagee Letter; 



o Warranties, inspections, surveys, engineer certifications; 

o Funds to pay contractors who performed repairs as a condition 

of closing, in accordance with standard FHA requirements for 

repairs required by appraiser; 

o The total amount of property tax and flood and hazard 

insurance charges scheduled for payment during the First 12-

Month Disbursement Period from a Fully-Funded Life 

Expectancy Set-Aside. Lenders must use the actual insurance 

premium and actual tax amount. 

o Property tax, flood and homeowner’s insurance payments 

required to be paid at loan closing; 

 

Financial Assessment  
ML 2014-23 and 2015-03 

 History 

In the aftermath of the 2007 housing crisis a number of HECM borrowers fell 

delinquent on property taxes and homeowner’s insurance. Under HECM Financial 

Assessment guidelines, effective April 27, 2015, lenders must perform a financial 

assessment to determine the capacity and willingness of the borrower to meet his 

or her documented financial obligations with his or her documented income. This 

is in effort to ensure the borrower can meet mandatory monthly financial 

obligations on an ongoing basis. 

 

 Definitions 

 “Residual Income” means disposal income left after monthly 

obligations have been paid. 

 “Compensating factors” means mitigating circumstances that offset 

income deficiencies or demonstrate an improved financial situation.  

 “Life Expectancy Set-Aside,” or LESA, means funds set aside to pay 

property taxes and home owner’s insurance on behalf of the 

homeowner. As determined by income, either a fully-funded LESA or 

a partially-funded LESA may be required.  

 

 

 

 

 



Following are the major points of the Financial Assessment’s requirements: 

 

 Cash Flow and Residual Income Analysis    

Effective for all case numbers issued on or after April 27, 2015, lenders must 

evaluate all borrowers on the following: 

 Is the borrower financially capable of meeting financial obligations of 

the HECM? 

 Is the borrower willing to comply with mortgage requirements? 

 Is the borrower getting a reverse mortgage as a solution to financial 

difficulties, as reflected in his or her credit report? 

 If so, to what extent could the reverse mortgage actually provide a 

solution to those financial difficulties? 

Additionally, lenders must document the following: 

 Credit history, including revolving debt  

 Income  

 Assets 

 Property charges 

 Residual monthly income, after expenses are met 

 Extenuating circumstances explaining financial difficulties or 

deficiencies 

 Compensating factors that may offset income deficiencies  
 

Compensating factors may include contributions from adult children or other 

family members. 

 

 Life Expectancy Set-Aside 

If the borrower has not demonstrated willingness to meet ongoing financial 

obligations, or where monthly income is insufficient to meet ongoing property 

obligations, the lender must require a Life Expectancy Set-Aside, or LESA. These 

funds will be allocated specifically to paying the borrower’s property taxes and 

homeowner’s insurance. 

 

Following is a partial list of obligations, their parameters, and suggested 

documentation: 
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