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Equity Investment” (“HEI”), Hometap joins a long line of predatory financiers attergng to
strip that home equity away from vulnerable consumers and into its own pockets.
Lured by promises of no payments or interest for ten years, hundreds of Massachusetts
homeowners have taken on a risky lending product, secured by a mortgage on their family
home, that amounts to a ticking time bomb. Soon, these unlawful loans will come due, and
communities across the Commonwealth will face the fallout.
While Hometap claims to “make homeownership less stressful” with a product that has “no
interest” and no income requirements, in reality, this product is vastly more expensive than

any common mortgage product on the market—and when consumers cannot pay, Hometap

will sell their homes.

4. The Commonwealth of Massachusetts, by and through its Attorney General, Andrea Joy



Campbell, brings this action against Hometap for systematic and pervasive unfair or
deceptive acts and practices in connection with this scheme to strip Massachusetts
homeowners of their hard-earned equity.

The Hometap HEI devalues a homeowner’s home equity by taking an equity stake in the
home that is up to 2x larger than what Hometap pays for it. The homeowner rﬁust then
“repurchase” this stake at full value within ten years. If the homeowner cannot make the
enormous, lump-sum “repurchase” payment within the ten-year term, then at the expiration
of ten years, Hometap can sell the homeowner’s primary residence out from under them to
collect its payment.

Hometap disguises the true cost of the Hometap HEI to homeowners through deceptive
statements and misleading half-truths in connection with its marketing of the Hometap HEI.
Hometap also deliberately markets the Hometap HEI to homeowners who are already in debt,
including those with subprime and deep subprime credit scores.

Although styled as an “option” and characterized by Hometap as an “investment,” in reality,
the Hometap HEI is a loan. In particular, Hometap’s product is an unlawful reverse mortgage
product.

In a reverse mortgage, a homeowner who needs access to cash can get a specific type of
mortgage that allows them to access their home equity as cash, without making any monthly
payments to the lender. Over the course of time, the amount the consumer owes on the
reverse mortgage increases. Eventually, at some point in the future, the consumer will need
to pay back more than they borrowed, typically through the sale of the home itself. The
legislature and regulators, recognizing the risks of reverse mortgages, have created various

regulations to ensure that cash-strapped homeowners are not put in an untenable position,
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with their loan coming due while they still live in their home. For instance, reverse
mortgages are only available to individuals over the age of 62, and repayment is only
triggered when the elderly homeowner eventually dies, sells the house, or moves out. The
burden is on the lender to ensure that the homeowner has received robust disclosures and
independent counseling regarding the mechanism and cost of the reverse mortgage.

The Hometap HEI functions as a reverse mortgage that lacks any of the required consumer
protective characteristics. In an HEIL, a homeowner who needs access to cash can get an HEI
that allows them to access their home equity as a cash payment, without making any monthly
payments to Hometap. Over the course of the ten-year term, the amount the homeowner owes
on the HEI increases. When the HEI settles, the homeowner will need to pay back more than
they received from Hometap. But because Hometap insists that its HEI product is not a
reverse mortgage, it offers none of the protections of these regulated products. The Hometap
HEI is available to almost anyone who has sufficient equity in their home, no matter when
they purchased their home or how long they plan to stay in it.

Moreover, as with the “no doc” subprime mortgage loans that proliferated in the run-up to
the Great Recession, Hometap’s underwriting fails to adequately ensure that homeowners
will actually be able to repay the Hometap HEI. For instance, Hometap does not assess the
homeowner’s employment status, income, or other assets. As a result, homeowners who
cannot repay a Hometap HEI will likely lose their homes—either through foreclosure or
other forced sale — creating a cascade of negative effects for their families and communities
throughout the Commonwealth.

The Commonwealth seeks preliminary and permanent injunctive relief, restitution,

disgorgement, penalties, costs, attorneys’ fees, and other appropriate relief pursuant to the



Massachusetts Consumer Protection Act, G.L. c. 93A, §§ 2 and 4.

II.  Jurisdiction and Venue

12. The Attorney General is authorized to bring this action pursuant to G.L. ¢. 12, § 10 and G.L.
c. 93A, § 4.

13. This Court has jurisdiction over the subject matter of this action pursuant to G.L. ¢. 12, § 10
and G.L. c. 93A, § 4 and personal jurisdiction over Defendants pursuant to G.L. c. 223A, §§
2 and 3.

14. Venue is proper in Suffolk County pursuant to G.L. c. 93A, § 4.

15. The statute of limitations for the claims pled herein was tolled from September 14, 2022 to
November 16, 2024 and again from January 13, 2025 to the date of filing by agreement of the
parties, and was also tolled from March 17, 2020 to June 30, 2020 by order of the Supreme
Judicial Court. See Shaw’s Supermarkets, Inc. v. Melendez, 488 Mass. 338, 342 (2021).

III.  Parties

16. The Plaintiff is the Commonwealth of Massachusetts, represented by Attorney General
Andrea Campbell, who brings this action in the public interest.

17. Defendant Hometap Equity Partners, LLC is a Delaware Limited Liability Company
headquartered in Boston, Massachusetts. Hometap Equity Partners, LLC is the primary
operating entity, employs Hometap’s employees, and negotiates and facilitates its real estate
transactions. Hometap Equity Partners, LL.C controls subsidiaries which are the contractual
counterparties in transactions entered into by Hometap.

18. Defendant HomeTap Management Holdings LLC is a Delaware Limited Liability Company
headquartered in Boston. HomeTap Management Holdings LLC is the ultimate parent
company and holds units of membership interests in Hometap Equity Partners, LLC.

HomeTap Management Holdings LLC controls Hometap Equity Partners, LL.C and acted in

4



IV.

19.

20.

21.

22,

25

24,

concert with it at all relevant times and in all acts alleged in this complaint. Collectively, the
Defendants are referred to herein as “Hometap.”

Background and Regulatory Landscape

For most homeowners, a home is not only a critical space of shelter and safety, but also the
family’s single largest asset and the most common tool for passing wealth from one
generation to the next.

In recognition of the unique importance of the family home in American life, residential .
mortgage products are governed by robust state and federal regulations intended to protect
homeowners from home loss, predatory home equity-stripping practices, and other harms.
Of particular relevance here are two classes of products, reverse mortgages and the “high
cost” or “no doc” subprime mortgage loans that proliferated in the run-up to the Great
Recession, both of which are now subject to extensive legal restrictions due to the
extraordinary risks they pose to homeowners.

The Hometap HEI is simply a new incarnation of these same old products. But Hometap |
ignores the extensive regulations intended to protect consumers from dangerous mortgage
products.

To the extent that the Hometap HEI is novel, that novelty lies only in the extensive lengths
Hometap has gone to obfuscate the true nature of its product and thus mask its wiAllful
noncompliance with the law.

A. Risks and Regulation of Reverse Mortgages
In the 1980s and early 1990s, a new type of mortgage loan, the “reverse” mortgage, began to

proliferate.
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A reverse mortgage is

a non-recourse loan

secured by real property that

provides one or more cash advances to a borrower

based on the equity or future appreciation in value in a borrower’s owner-occupied
principal residence

e. and requires no payment of principal or interest until the entire loan becomes due and
payable.

o o

The reverse mortgage, unlike the traditional or forward mortgage, is typically marketed to so-
called “house rich, cash poor” homeowners with substantial home equity but insufficient
income or other assets to cover expenses.! Early publications about reverse mortgages
referred to them as “Tapping Equity For Retirement Income” and as a way to “Turn Equity
into Cash.”

With a reverse mortgage, the lender pays cash to the homeowner in exchange for an interest
in the equity the homeowner has built up in the home. The borrower makes no monthly
payments to the lender and does not need to have any income to repay the loan because, at
least for underwriting purposes, the lender anticipates repayment through the voluntary or
involuntary sale of the home.? In contrast, a forward mortgage is generally repaid from the

borrower’s income, and the property is collateral only to cover the risk of default.

. In a traditional mortgage, the amount of equity in the home rises over time as the principal is

paid down, resulting in a rising equity, falling debt mortgage. Because of the lack of periodic

payments, in a reverse mortgage, the amount of debt owed against the property increases

I See Richard H. Rowland, Department of Elder Affairs, House Rich But Cash Poor: An
Informational Packet on Home Equity Conversion (1983); Ken Scholen, Retirement Income on
the House: Cashing In On Your Home With a “Reverse” Mortgage (1992), at 9.

2 See Scholen, supran.1, at 9 (collecting headlines).

3 See Rowland, supra n.1, at 4 (describing reverse mortgages as requiring no payments during
loan term, which “may be a fixed number of years, usually five to ten”); Scholen, supra n.1, at
30 (“A reverse mortgage is a loan against your home that gives you cash, and requires no
monthly payments”) (emphasis original).
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over the life of the loan. This is also referred to as negative amortization, and can be
described as a falling equity, rising debt mortgage.

Some reverse mortgages also have an explicit “shalled appreciation” rider or other feature
where the size of the final payment to the lender is tied to the value of the home at the time
payment is due. Even where no explicit shared appreciation clause or rider appears, reverse
mortgages effectively share in home price appreciation anytime the negatively-amortizing
loan balance exceeds the original home value at the time of origination.

Reverse mortgages are almost always made on a non-recourse basis, meaning that the lender
cannot recover any deficiency from the homeowner if the loan balance exceeds the value of
the property. Lenders manage this risk by limiting the size of the loans they make, limiting
the duration of the loans, and/or by pooling actuarial risk among borrowers.

Due to the substantial risks posed by reverse mortgages, they are now subject to stringent
requirements. For example, eariy reverse mortgages were often due and payable after a fixed
term, including some reverse mortgages due at the expiration of just five to ten years, which
would mean that homeowners could be forced out of their homes prematurely. Today,
following the regulation of these products, the only reverse mortgages currently permitted in
Massachusetts are those that mature and become due only when the property is sold or when
the borrower moves out, defaults, or dies. This guarantees an elderly homeowner the right to
live in their home until their death or until they choose to move out.

Federally-insured reverse mortgages (known as home equity conversion mortgages or



“HECMs”), which make up 90% of all reverse mortgages,* include further substantive
protections such as limits on the amount a homeowner can be charged for origination fees
and closing costs —in addition to the critical protection against being prematurely forced out
of one’s home.

33. Additionally, in recognition of the risks to homeowners of misleading advertising and to
ensure that homcowhers understand these complex financial transactions, state and federal
laws now impose various procedural protections. For instance, eligibility for reverse
mortgage loans in Massachusetts is limited to owner-occupiers over the age of 60 who must

receive independent counseling regarding the risks of reverse mortgage loans. Homeowners
also must be afforded a seven (7) day “cooling off period” to rescind the reverse mortgage
loan after entering the contract.

34. In Massachusetts, reverse mortgages are governed by An Act Relative to Reverse Mortgage
Loans (“the Reverse Mortgage Act”), Chapter 604 of the Acts of 1989. Section 3 of the
Reverse Mortgage Act, codified at G.L. c. 183, § 67, prohibits all reverse mortgages other
than a narrow category of regulated products allowed under section 1. Section 1, originally
codified at G.L. ¢. 167E § 2, and since moved to G.L. c. 167E, §§ 7 & 7A, sets forth (1) the
types of reverse mortgages permitted in the Commonwealth, (2) the manner in which such
reverse mortgages can be offered, and (3) licensing and approval requirements for feverse
mortgage programs.

35. The careful regulation of lawful reverse mortgages and prohibition of any other reverse

4 See Chatterjee, S. (2016). Reverse mortgage participation in the United States: Evidence from a
national study. Int’l Journal of Fin. Studies, 4(1), 1-10. https://doi.org/10.3390/ijfs4010005
(“HECM reverse mortgage loans account for more than 90% of all reverse mortgage loans
originating in the American markets.”)



https://doi.org/10.3390/ijfs40100Q5

36.

37.

38.

39.

40.

mortgages limit the risks to consumers and prevent the sale of unsuitable products to
homeowners. Specifically, certain reverse mortgage products that have been carefully vetted
to reduce risks are available only to elderly consumers who, after receipt of independent
counseling, have determined that notwithstanding the costs and risks, the product is
appropriate for their circumstances. |

B. Subprime Lending in the Mortgage Market
In the late 1990s to early 2000s, subprime lending in the mortgage market began rapidly
expanding, particularly by entities outside the traditional banking sector. New mortgage
products were marketed nationwide, to all income levels, but targeted individuals with
limited access to the mainstream financial sector.
This lending was frequently done by nonbank entities or subsidiaries to allow high-risk and
frequently predatory conduct to proceed absent meaningful regulatory oversight.
As these operations expanded, lenders began offering mortgage loans underwritten primarily
against the value of the home, without regard for a borrower’s documented ability to repay

EE 1

the loan. These loans were referred to as “low-doc,” “no-doc,” and even “ninja” (no income,
no job, no assets) loans, because they required little or no documentation of a borrower’s
income, job, and/or assets.

Around 2005, certain lenders touted no-documentation loans as a means to offer faster
underwriting with less paperwork. These lenders often sold the resulting mortgage loans onto
the secondary mortgage market, thus retaining the loan origination fees while offloading the
risks of these loans onto other financial institutions.

Subprime lenders and brokers also engaged in a practice of “loan-flipping,” or repeated

refinancing of borrowers’ loans in a short time, to generate additional fees. This practice

would gradually strip away a consumer’s home equity, often until little or nothing remained.

9



41. Some of these “no-doc” loans also included other risky features such as negative
amortization, interest-only periods, “exploding” adjustable-rate features where the fully
indexed interest rate was much higher than the initial “teaser” rate, or “balloon payments,” in
which the majority of the principal comes due in a single payment at the end.

42. Many lenders used the artificially low initial cost of the loan to qualify borrowers, without
regard to their ability to make the one-time payment at the expiration of the loan’s term.

43. This combination of payment shock (which often occurred when the “teaser rate” jumped to
the fully indexed rate or when a “balloon payment” became due) and the lax underwriting
that de-emphasized a borrower’s ability to repay, led to a predictable and disastrous result
both in Massachusetts and nationwide: millions of homeowners were unable to pay their
mortgages and, in many instances, lost their homes.

44. Ultimately, the subprime crisis led to a wave of foreclosures across the Commonwealth and
the country, resulting in immense and foreseeable harm to borrowers, as well as a
catastrophic recession.

45. In response to these practices, the Commonwealth took legislative, regulatory and
enforcement actions. The federal government and the governments of other states did the
same.

46. Remedial legislation included An Act Prohibiting Certain Practices in Home Mortgage
Lending, 2004 Mass. Acts 268 (limiting high cost home mortgage loans), An Act Protecting
and Preserving Home Ownership, 2007 Mass. Acts 206 (providing for licensure of mortgage
originators, limiting adjustable-rate subprime loans, and providing borrowers a right to cure
defaults) and An Act Px‘eventing Unlawful and Unnecessary Foreclosures, 2012 Mass. Acts

194 (establishing right to pursue modifications of certain mortgage loans).

10
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48.

49,

The Massachusetts Office of the Attorney General promulgated 940 CMR 8.00 et seq.,
effective April 4, 2008, which were intended to ensure that the mortgage industry would
operate fairly and honestly by means of legitimate and responsible business acts and
practices that are neither unfair nor deceptive. This included restrictions on bait advertising,
on mortgages with unconscionably high interest rates, and on lending that disregards
homeowners’ ability to repay through income or other assets.

These legislative, regulatory, and enforcement actions were intended to prevent and deter
misconduct in the mortgage industry and prevent another foreclosure crisis in the
Commonwealth.

As discussed below in Section V, the Hometap HEI is riskier, underwritten with less
diligence, and vastly more expensive to consumers than these pre-recession subprime

mortgage loans.

Y. Hometap’s Conduct in Massachusetts

50.

51,

52,

A. Hometap’s Product: The “Home Equity Investment”

Hometap was founded in 2018, and has since expanded its presence in numerous states. In
late 2018, Hometap began originating, advertising, and marketing a product in Massachusetts
that it calls a “Home Equity Investment,” or an “HEL”
From late 2018 to the present, Hometap has entered into 563 Hometap HEIs with
Massachusetts homeowners.
While the precise terms of the Hometap HEI have varied somewhat over time, all Hometap
HEIs have the same four core features:

a. Fast Cash: The Hometap HEI provides upfront cash to homeowners with no

documentation or underwriting of income, job, or assets other than the home itself.

Hometap refers to this cash as the “Investment Amount.”

11



b. Equity Devaluation: In exchange for the Investment Amount, Hometap acquires an
interest in a percentage of the homeowner’s home equity that exceeds the pél'centage of
home value paid to the homeowner by up to 2x.

c. Hometap Cap: Hometap purports to cap its return at a 20% compound annual interest
rate even if Hometap’s Equity Devaluation would have otherwise led to a higher payout.
Hometap HEISs that are paid off earlier in the ten-year term are likely to settle at this
Hometap Cap. As described further below, in reality, Hometap’s “capped” return
routinely exceeds 20% annual interest.

d. Ten-Year Balloon: The homeowner is not required to make any payments to Hometap
for ten years. At the end of the ten-year period, the homeowner must make a single, very
large payment to Hometap.

53. Hometap employs form contracts in all transactions with homeowners. A template of one
version of a Hometap HEI contract used in Massachusetts and the documents securing it is
attached as Exhibit A.

54. The Hometap HEI contracts contain the header: “Option Purchase Agreement.” As described
by Hometap in the contract, the homeowner grants Hometap an option in exchange for the
“Investment Amount” paid to the homeowner. Under the contract, Hometap’s option entitles
it to payment of a percentage of the home’s value at the end of its ten-year term, or on certain
other events (for example, if the homeowner were to “default” by failing to pay property
taxes or home insurance). Hometap’s right to its payment is secured by a mortgage on the
home, which permits non-judicial foreclosure.

55. Hometap’s Investment Amount is a cash payment to the homeowner, less certain fees and

costs. While some of these fees and costs are paid to third parties, Hometap retains others,

12
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57.

58.

59.

including a 3% “Hometap Fee.” Thus, for example, if Hometap offered a $100,000
“Investment Amount” to a homeowner, the consumer would actually receive less than
$97,000.

Even some of the so-called “third-party costs,” such as appraisal fees and recording fees, are
actually retained by Hometap, because Hometap charges the homeowner more for appraisals
than the amount it pays to third parties for these services.

Under the terms of the HEI, in exchange for this “Investment Amount” Hometap will receive
a payment from the homeowner equal to a percentage of the value of the home at the time of
repayment (called the “Hometap Percentage”). Critically, at the time of origination, the value
of the Hometap Percentage is far higher than the sum that Hometap pays the homeowner.
The devaluation of homeowners’ equity is a core feature of every iteration of the Hometap
HEIL Hometap effectively gives itself a buy-one-get-one-free deal on its custorﬁers’ home
equity by paying homeowners just half the value of the equity it takes.

Hometap calculates the Hometap Percentage based on the full “Investment Amount,” prior to
deducting fees and costs, which further devallues homeowners’ equity. Under the current
version of the Hometap HEI, Hometap gets 2x the amount of homeowners’ equity than it
pays for, devaluing homeowners’ equity by 50%.5 Thus, the example payment of less than
$97,000 referenced above would puréhase home equity with a present value of $200,000.
When one factors in home value appreciation over the ten-year term of the HEI, Hometap’s
equity share is often worth substantially more.

Under the Hometap HEI contract, repayment (which Hometap refers to as “settlement” in its

3 Earlier HEISs featured an Equity Devaluation of 1.67x or 1.78x, effectively allowing Hometap
to pay 40% or 43.75% less than market value for a homeowner’s home equity.

13
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61.
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63.

formal external communications) must occur within ten years, or earlier upon transfer of title
to the property, or certain other triggering events (such as a default in mortgage payments,
property taxes, etc.).

Whenever the Hometap HEI settles, Hometap’s return is primarily driven by Equity
Devaluation, not by appreciation in home value. In other words, because Hometap pays half-
price for homeowners® equity, the homeowner must pay back Hometap twice what they
received even before factoring in any appreciation .in home values. Thus, it is Hometap’s
devaluation of homeowners’ home equity rather than home value appreciation that is truly
responsible for Hometap’s profit, at the expense of homeowners.

The Hometap HEI also has a core feature called the “Hometap Cap,” whereby the payment to
Hometap is limited because the value of Hometap’s equity is so much higher than the
Investment Amount during the early years of the Hometap HEI’s ten-year term. Hometap
explains the Hometap Cap as a 20% limit on its annual rate of return “so that you the
homeowner reap the benefits of your home’s appreciation.”

Of those Massachusetts HEIs that have already settled, the vast majority have settled at the
Hometap Cap.

Because the Hometap Cap functions as a compounding interest rate, and because of the
portion of the Investment Amount that Hometap itself retains through the Hometap Fee and
other costs, Hometap HEISs that settle at the Hometap Cap uniformly exceed a 20% simple
interest rate on the amount advanced to the homeowner. Thus, for example, the payment to
the homeowner of less than $97,000 referenced above would be subject to a 20% limit on
Hometap’s annual rate of return at the end of year 1, calculated on the full value of the

Investment Amount ($100,000) rather than the amount actually received by the homeowner.

14
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65.

66.

If this Hometap HEI settled at the end of year 1, the Hometap Cap would be $120,000, which
amounts to an annual simple rate of interest of 24%. Moreover, because the Hometap Cap is
compounding, at the end of year 2, the Hometap Cap would be $144,000 (instead of
$140,000), and at the end of year 3, the cap would be $172,800 (instead of $160,000), which
would be équivalent to an annual simple rate of interest of 24.26% on the $100,000
Investment Amount and 26.05% on the $97,000 actually disbursed to the homeowner.

If the property’s value declines or (in some versions of the contract) the Hometap HEI settles
within a shorter period of time, then the Hometap Percentage is reduced somewhat. However,
even under this “downshare pe;‘centage” scenario, Hometap still devalues homeowners’
equity. At present, the downshare percentage equates to a devaluation of 33% rather than
50%. Both because the Hometap Cap generally limits the payment for HEIs that settle
quickly and because multi-year declines in property values are very uncommon, this feature
has only reduced the payment to Hometap in a very small number of instances.

Critically, even if the homeowner’s property declines in value and the downshare percentage
applies, Hometap has ensured that it will still be repaid the “Investment Amount,” plus a
handsome profit. Indeed, Hometap’s own internal documents state that the “average home
would need a realized decline of 25%” before Hometap would lose its “first dollar of
principal.” Hometap’s “heads I win, tails you lose™ proposition means that almost regardless
of what happens to property values, homeowners will pay back vastly more than they receive
from Hometap, whose principal is never meaningfully at risk.

Due to Equity Devaluation, the Hometap Fee, the third-party costs, the inflated appraisal
fees, and the de facto compounding of interest in calculating the Hometap Cap, Hometap

routinely receives, directly or indirectly, interest and expenses the aggregate of which exceed
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the criminal usury statute’s limit of simple interest of twenty percent per annum.
67. The chart below reflects the anticipated repayment and the effective simple interest rate that
a homeowner would owe based on a $100,000 Investment Amount using the current version

of the HEI and various assumptions about the change in home values:$

MA Last 5 to 10 | MA Historical | Worst Market
Years Average in MA History
Paymentto | $96,701 $96,701 $96,701
homeowner
Settlement at | $273,;325 $242,934 $125,487
year 5 HT Cap:
$248,832
Effective 5- | 36:5% 30.2% 6.0%
year annual | H7T Cap:
interest rate | 31.5% !
Settlement at | $388,958 $373,375 $140,747
Year 10
Effective 10- | 30.2% 28.6% 4.6%
year annual
interest rate

68. To put these figures in context, as of February 13, 2025, the prevailing interest rate on a 15-
year mortgage is approximately 6.09%. Shorter-term mortgages generally tend to have
lower rates than longer-term mortgages.

69. The first column above reflects what a homeowner would repay based on the past five to ten
years of home price appreciation in Massachusetts. The second column reflects a

Massachusetts historical average rate of appreciation in home values. In both scenarios, the

6 All values based on the FHFA All-Transactions House Price Index for Massachusetts.
Historical average is calculated from Q1 1975 to the latest data available (Q3 2024). Worst in
Massachusetts History is based on the 5-year period of Q1 2006 to Q1 2011, and 10-year period
of Q4 2005 to Q4 2015. Payment to homeowner represents the Investment Amount of $100,000,
minus the 3% Hometap Fee and appraisal fee (which varied but was always at least $299).

" Based on the Freddie Mac Primary Mortgage Market Survey as of February 13, 2025,
https://www.freddiemac.com/pmms.
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70.

T

72.

13.

74.

required payment to Hometap would substantially exceed Massachusetts’ 20% usury limit.
Indeed, of the 138 Hometap HEIs that “settled” as of April 2024, either due to the
homeowner repaying the Hometap HEI to cut theif losses, or due to a transfer of the property,
Hometap collected interest and expenses the aggregate of which exceeded 20% per annum in
130 of those instances. |

Equity Devaluation costs homeowners so much that even assuming that the Hometap HEI
had been taken at the peak of the housing market before the Great Recession and the value of
the home tracked the collapsing market (the scenario represented by the third column),
Hometap still would have made money. In other words, Hometap is not truly “investing
alongside” the homeowner. Its principal is not meaningfully at risk.

In fact, of the Hometap HEIs thatlhave settled in Massachusetts as of April 2024, Hometap
has never once lost money.

B. Hometap Conceals the Costs and Fees of the Hometap HEI and
Misrepresents it as a Better Alternative to Existing Financial Products

1) Hometap Obscures Equity Devaluation —The Hometap HEI’s Primary
Cost to Homeowners

Hometap engages in advertising and marketing online to generate initial interest in its
product by directing homeowners to its website via paid advertising. Whether homeowners
reach the website through an advertisement or via a search engine, their first encounter with
Hometap’s product is generally by reading the materials on Hometap’s website.

On its website, Hometap has asserted that homeowners who use its product will owe no
interest.

Hometap claimed on its website at least until the spring of 2024 that it would “invest[]
alongside homeowners” and would do so “without any . . . interest over the life of the

investment.”
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75. As a result, Hometap leads some homeowners to believe, falsely, that home price
appreciation drives Hometap’s returns. By contrast, Hometap markets to its investors that its
product has a “low” reliance on home price appreciation. Hometap’s investor materials tout
the HEI as a product that provides “downside protection, even during times of declining
home values,” and notes that its “exposure is limited by ensuring an adequate cushion in each
property investment to minimize potential losses.” This “cushion” is in fact the Equity
Devaluation that Hometap applies when purchasing a homeowner’s equity in order to

insulate itself and its investors at homeowners’ expense from any actual risk of loss.

(space intentionally blénk)
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76. Below is an image from a page on Hometap’s website which purports to compare the

Hometap HEI’s cost with those of a conventional home equity loan:

Investment/loan amount

Term/effective period

Interest rate type

Average interest rate

Monthly payment

Costs & fees

Due at settlement, sale, or
refinancing

*Example based on home value of $1 million

O hometap

Home Equity Investment

$100.000

10years

No interest

3% of investment + signing

cost

15-20% of home value
Dependent on oppraised home
volue ol setilemen snd investment

duratien

View Pricing Details

Home Equity Loan

$100.000

10 years

Fixed or variable

51,165

3-5% of the loon amount

Outstanding principal

“*Loan interest levels and payments ore based on o credit score of 730. Rates sourced from 2022 Bankrate.com data

77. In presenting this cost comparison on its website, Hometap intentionally obscures the fact

that it has devalued homeowners’ equity by up to 50%, getting twice the equity it paid for

and obscuring the true cost of the Hometap HEI.

78. For example, by combining the statement “no interest” under “average interest rate” with the
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79.

80.

percentages listed under “Due at settlement, sale, or refinancing,” Hometap falsely implies
that the repayment amount consists of ?he original investment percentage plus the disclosed
3% fee and signing costs, thereby implying that Hometap’s “investment” represents a dollar-
for-dollar payment for the fair value of the stake Hometap acquires. The website graphic
suggests that if Hometap pays a homeowner $100,000 (minus the 3% fee and signing costs),
the homeowner has only sold rights to $100,000 worth of home equity. This is not true.

In the bottom of the page, in miniscule font, is an asterisk with the statement: “Example
based on home value of $1 million.” A homeowner would have to not only spot the small
print at the bottom of the graphic, but also must realize that they need to divide the $1 million
home value by the $100,000 “Investment Amount,” and then compare the result (10%) to the
home value due at settlement, sale, or refinancing (15-20%). Hometap’s graphic therefore
misleads consumers into thinking that the $100,000 “Investment Amount” is equal to 15-
20% of the home value, when in reality, it is only equal to 10%. In this way, Hometap
misleads consumers into believing that the lines titled “interest rate” and “costs and fees,”
reflect the primaly cost of the Hometap HEI, when it is actually driven by Hometap’s
carefully hidden Equity Devaluation.

This is only one example. Hometap pervasively obscures the Equity Devaluation feature of

the Hometap HEI throughout its marketing materials.
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81. The Hometap HEI’s actual cost—i.e. the additional interest and expenses paid to Hometap at
repayment over and above the principal—is driven primarily by the devaluing of
homeowners’ equity and is substantially higher than what a homeowner would pay had they
selected any mainstream mortgage product, with effective interest rates routinely exceeding

20%, as shown in the below chart.

$311,486 payoff

$55,743 — Additional
appreciation attributable
to Equity Devaluation

$55,743 — Gain from
appreciation

$155,743 payoff

$100,000 value from
$55,743 — Gain from Equity Devaluation
appreciation

$3,000 “Hometap Fee” $3,000 “Hometap Fee”

$97,000
paid to consumer

$97,000
paid to consumer

Product implied by advertising Actual cost after ten years

AGO Graphic Showing Difference Between Advertised and Actual Cost of Example Hometap
HEIL assuming annual home price appreciation at historical average levels

82. The column on the left of the chart reflects what a consumer would understand their
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83.

84.

85.

86.

repayment obligation to be based on Hometap’s marketing. The column on the right of the
chart includes the actual HEI terms, including the devalued equity, through which Hometap
pays the homeowner only half of the value of the equity interest it purchases. The
homeowner’s total repayment is $311,486, which works out to a usurious per annum interest
rate of over 22%.

After enticing homeowners through promises of no interest, Hometap invites homeowners to
submit inquiries if they are interested in a Hometap HEI. When a homeowner does, a
Hometap “Investment Manager” contacts them by phone. The Investment Manager is a sales
representative, whose role is to convert the sales lead into a Hometap HEI contract.

During these phone calls, Investment Managers explain the product to homeowners, largely
through the use of scripts provided by Hometap. For some homeowners, Investment
Managers continued to obscure the devaluation of homeowners’ equity during these calls.

In several instances, Investment Managers falsely or misleadingly told homeowners that
Hometap would “share in the loss” if a property were to depreciate. In fact, although
Hometap would sometimes have a lower profit margin if a property depreciated, because of
the substantial devaluation of the equity it purchases, Hometap would virtually never actually
suffer a “loss.”

Hometap trains its Investment Managers to use selective and misleading language to
convince homeowners that they can be trusted to offer neutral advice. For example,
Investment Managers are trained to describe themselves as a “guide,” to seek information on
the totality of the homeowner’s picture, and to present as “experts in anything home finance

related.” The Investment Managers state that they will help “determine if [a Hometap HEI] is -
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a good fit for you.” At least one® Investment Manager misrepresented their role to the
hoineowner, explicitly and falsely stating that the Investment Manager’s job was not to
convince the homeewner one way or the other about whether to take out a Hometap HEI. In
fact, Investment Managers were employed specifically to sell Hometap HEIs.

87. After receiving information about alternatives that homeowners have considered, their
financial status, and their goals for the money, Hometap’s Investment Managers are directed
to say, “Great! Based off that, I think you definitely came to the right place,” in virtually
every circumstance, regardless of what information the homeowner provided.

88. Despite Investment Managers’ claims to be a “guide” who will “determine if this is a good fit
for you,” Hometap specifically directs the Investment Managers to avoid telling homeowners
that they might be eligible for other, less costly products or to disclose that the Hometap HEI
might make qualifying for a future refinance more difficult or impossible. By transferring
substantial equity to Hometap via the Hometap HEI, the homeowner increases the amount
they would need to borrow while reducing the amount of equity they own in their home,
potentially below minimum eligibility requirements.

89. Hometap specifically instructs its Investment Managers to tell homeowners that the product
is an investment, not a loan, and prohibits them from disclosing the actual cost of the
Hometap HEI in a way that is easy for a homeowner to compare to their other options, for
example by providing an Annual Percentage Rate (APR) or effective interest rate for the
product based on settlement scenarios. In some instances, Investment Managers falsely told

homeowners that the cost of a Hometap HEI was comparable to the cost of a debt product,

8 This allegation is based on a review of a small sample of recorded phone calls and is likely not
the only instance of this occurring.

23



90.

91

92.

93.

94.

such as a home equity loan.

Hometap does not disclose the APR or effective interest rate of the Hometap HEI to
consumers at any point in the origination process in any manner. It instead directs its
Investment Managers to discuss costs through use of a “scenario planner” tool. While this
tool displays total dollar costs to consumers based on various settlement assumptions, it does
not include an APR or effective annual interest rate to allow homeowners to compare the
costs of the Hometap HEI to competing products.

Homefap’s Investment managers were prohibited from telling consumers the APR or
effective APR, even when asked directly. Instead, Hometap directed its Investment
Managers to state, faléely, that it was not possible to calculate an APR because the Hometap
HEI was not a loan.

When discussing the Hometap Cap, Hometap’s Investment Managers use descriptions that
make comparisons with other products unnecessarily difficult. For example, the Investment
Managers describe the cap as 10% of the advance if the Hometap HEI settles in six months
or 5% of the amount advanced if the Hometap HEI settles in three months. In using periods
shorter than a year, Hometap avoids describing the Hometap Cap in a way that is easily
comparable to an APR or interest rate.

The representations in Hometap’s Marketing and made by its Investment Managers had, on
net, a tendency to obscure the true cost of the Hometap HEI and the reality that the Hometap
HEI is drématically more costly to homeowners than other mainstream mortgage products or
than Hometap’s marketing materials and sales scripts communicated.

Hometap’s Marketing prevented Homeowners from understanding the Equity Devaluation

feature, or the fact that the Equity Devaluation was the primary cost of the Hometap HEI.
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