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Date of Hearing: April 21, 2014

ASSEMBLY COMMITTEE ON BANKING AND FINANCE
Roger Dickinson, Chair
AB 1700 (Medina) — As Amended: April 9, 2014

SUBJECT: Reverse mortgages: notifications

SUMMARY: Prohibits a reverse mortgage lender fracoepting a reverse mortgage
application until seven days have passed from #te of mandatory loan counseling.
Specifically,_this bill:

1) Deletes the current requirement that the lenderigeathe borrower with a specific checklist
prior to counseling, and instead provides for thi¥ving reverse mortgage worksheet guide
in at least 14-point font.

EXISTING LAW

1) Requires a reverse mortgage to comply with thefahg requirements (Civil Code, Section
1923.2):

a)
b)

c)

d)

e)

9)

h)

Prepayment, without penalty, must be allowed attang;
The reverse mortgage may become payable and dee cexdain circumstances;

The lender must prominently disclose in the loareagent any interest rate or other fees
to be charged during the period that commenceb®ddte that the reverse mortgage
loan becomes due;

A lender or any other person that participatefhiéndrigination of the mortgage shall not
require the applicant to also purchase an annuity;

Prohibits the lender from participating in, or lEsaciated with any other financial or
insurance activity, unless the lender maintainggdaral safeguards that ensure that the
originator of the reverse mortgage has no involvaima incentive to provide the
borrower with any other financial or insurance protl

Prohibits the lender from referring the borroweattyone for purchase of annuity or
other financial product;

The lender must provide a prospective borrower wilist of not fewer than 10 United
States Department of Housing and Urban Developif#dD) certified counseling
agencies; and,

Provides that the lender shall not accept a findl@mplete application for a reverse
mortgage from the prospective applicant unless tingtyreceive from the applicant
certification that they have received counselirgfra HUD certified counseling agency.
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2) No reverse mortgage loan application shall be tdlkea lender unless the loan applicant,
prior to receiving counseling, has received fromlgnder the following plain language
statement in conspicuous 16-point type or larget, fadvising the prospective borrower
about counseling prior to obtaining the reversetgage loan:

IMPORTANT NOTICE TO REVERSE MORTGAGE LOAN APPLICANT

A REVERSE MORTGAGE IS A COMPLEX FINANCIAL TRANSACTDN. IF YOU
DECIDE TO OBTAIN A REVERSE MORTGAGE LOAN, YOU WILISIGN BINDING
LEGAL DOCUMENTS THAT WILL HAVE IMPORTANT LEGAL AND FINANCIAL
IMPLICATIONS FOR YOU AND YOUR ESTATE. IT IS THEREFRE IMPORTANT TO
UNDERSTAND THE TERMS OF THE REVERSE MORTGAGE ANDSTEFFECT.
BEFORE ENTERING INTO THIS TRANSACTION, YOU ARE REQRED TO
CONSULT WITH AN INDEPENDENT LOAN COUNSELOR. A LISDF APPROVED
COUNSELORS WILL BE PROVIDED TO YOU BY THE LENDERSENIOR CITIZEN
ADVOCACY GROUPS ADVISE AGAINST USING THE PROCEEDS-A\ REVERSE
MORTGAGE TO PURCHASE AN ANNUITY OR RELATED FINANCIA PRODUCTS.
IF YOU ARE CONSIDERING USING YOUR PROCEEDS FOR THP®RPOSE, YOU
SHOULD DISCUSS THE FINANCIAL IMPLICATIONS OF DOINGO WITH YOUR
COUNSELOR AND FAMILY MEMBERS.

3) Pursuant to Civil Code Section 1923.5. no reversggage loan application shall be taken
by a lender unless the lender provides the prosgelsbrrower, prior to his or her meeting
with a counseling agency on reverse mortgages, awthitten checklist, or in the event that
the prospective borrower seeks counseling prioeqoiesting a reverse mortgage loan
application from the reverse mortgage lender, theseling agency shall provide the
prospective borrower with a written checklist. Magtten checklist shall conspicuously alert
the prospective borrower, in 12-point font or largkat he or she should discuss with the
agency counselor the following issues:

a) How unexpected medical or other events that canesprospective borrower to move out

of the home, either permanently or for more tha@ year, earlier than anticipated will
impact the total annual loan cost of the mortgage.

b) The extent to which the prospective borrower’sriitial needs would be better met by
options other than a reverse mortgage, includiagnbt limited to, less costly home
equity lines of credit, property tax deferral pragps, or governmental aid programs.

c) Whether the prospective borrower intends to us@tbeeeds of the reverse mortgage to

purchase an annuity or other insurance productshendonsequences of doing so.

d) The effect of repayment of the loan on non-borr@uiesidents of the home after all
borrowers have died or permanently left the home.

e) The prospective borrower’s ability to finance roetior catastrophic home repairs,
especially if maintenance is a factor that may mheitee when the mortgage becomes
payable.



AB 1700
Page 3

f) The impact that the reverse mortgage may haveepribspective borrower’s tax
obligations, eligibility for government assistanmegrams, and the effect that losing
equity in the home will have on the borrower’s &st&nd heirs; and,

g) The ability of the borrower to finance alternatlixeng accommodations, such as assisted
living or long-term care nursing home registryeathe borrower’s equity is depleted.

4) The checklist required in paragraph (1) shall peeaidl by the agency counselor, if the
counseling is done in person, and by the prospetivrower and returned to the lender
along with the certification of counseling requingaider subdivision (k) of Section 1923.2,
and the loan application shall not be approved thei signed checklist is provided to the
lender. A copy of the checklist shall be providedite borrower.

FISCAL EFFECT: None

COMMENTS:

The key component of AB 1700 are the requiremdratsd borrower must wait 7 days from the
day of counseling prior to turning in a final resemortgage loan application, and that the
lender must provide the borrower with a reversetgame worksheet guide that is designed to
address the various responsibilities and consegserfca reverse mortgage. The justification
for this 7 day cooling off period is to give timethe potential borrower to consider the issues
that are discussed during counseling and highlayimtéhe worksheet prior to entering into the
complexities of a reverse mortgage.

The vast majority of reverse mortgages are inshyetthe Federal Housing Administration
(FHA) as part of its Home Equity Conversion MortgdlECM) program. The FHA insurance
guarantees that borrowers will be able to accessdlthorized loan funds in the future (subject
to the terms of the loan), even if the loan balaseeds the value of the home or if the lender
experiences financial difficulty. Lenders are gudeed that they will be repaid in full when the
home is sold, regardless of the loan balance orehaatue at repayment. Borrowers or their
estates are not liable for loan balances that exdezvalue of the home at repayment — FHA
insurance covers this risk.

Today, the market for reverse mortgages is veryis@aly about 2 to 3 percent of eligible
homeowners choose to take out a reverse mortg&gdy about 582,000 HECM loans are
outstanding as of November 2011, as compared te than 50 million traditional mortgages
and more than 17 million home equity loans andslioecredit. But reverse mortgages have the
potential to become a much more prominent pati@financial landscape in the coming
decades. In 2008, the first baby boomers becéigible for reverse mortgages. The baby
boom generation (48- to 66-year-olds in 2012) idekimore than 43 million households, of
which about 32 million are homeowners. As of 2088 median home equity for baby boomer
households was $108,000. Many boomers may firtctileg will need to use their home equity
in order to maintain the lifestyle they expect &vé in retirement.

Many of the original product design concepts fa HECM program were developed during the
1980s by private companies offering proprietarynfgovernment insureagverse mortgages of
various types. Throughout the 1990s, when the HE@dgramwas still a small pilot, and again
in the mid-2000s, in the midst of the housing boamange of proprietary products were
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available in the marketplace. For most consuntewever, the HECM offered a better value.
Today, only one lender offers a proprietargduct, which accounts for only a handful of loans
per year.

The HECM program determines how much can be bomidvased on the value of

the home, prevailing interest rates, and the aglkeeoborrower (or youngest co-borrower).
The loans require no monthly mortgage paymentterdst and fees are

added to the principal balance each month, regultira rising loan balance over time.
Borrowers may remain in the home indefinitely, etfehe loan balance becomes
greater than the value of the home — so long abdhrewer meets certain conditions.

In return for this protection, and protection agaithe possibility that their lender fails

to make loan disbursements as agreed, borrowera peytgage insurance premium
(MIP) to FHA.

HECM borrowers have several options as to the stre®f the MIP, the interest rate

type (fixed or adjustable), and the way that theseive their loan proceeds. The range of options
has increased in recent years, adding to the diffiof the choices that prospective borrowers
have to make around what is already a complex mto@uospective borrowers are required to
attend mandatory pre-loan counseling, but the aingsmay not be sufficient to fully equip
prospective borrowers to make good decisions.

A majority of reverse mortgage borrowers reporiséattion with the product. A 2006 AARP
survey found that the product completely met theids (58%) or mostly met their needs (25%).
Additionally, 79% of respondents said that the regenortgage helped them stay in their home,
and 87% said it improved their quality of life. €the last decade more borrowers take more
cash up front than in years previous. By 2008 ntleelian borrower was taking out 88% of loan
proceeds within the first year.

Rever se M ortgage M ar ket Dynamics

The origination side of the market has more th@@)oan originators making 70,000 loans a
year, with only five company's actively securitiginew originations. The fixed-rate lump sum
product dominates with a 70% share of the marketeviously, the largest two originators were
Wells Fargo and Bank of America comprising 36%haf inarket. Both companies exited the
reverse mortgage market in 2011. The reverse mgetqdustry today is a crowded
marketplace with low overall loan volume. Issuseed loans to fill their securitization
pipelines, but there are few borrowers. In todayaket, at least half of all loans are originated
through wholesale and small correspondent lendespborrowers are scattered across many
originators.

Prior to 2009, nearly all HECMs carried adjustahterest rates. In the very early years of the
program, the rates adjusted annually based onrtheyear constant maturity treasury (CMT)
rate. In the late 1990s, monthly adjustable logaptaced annually adjustable loans as the
dominant rate option, though the monthly adjustmevere calculated using the same one-year
CMT rate used in calculating annually adjustableJNEs. In October 2007, FHA published a
rule allowing monthly adjustable rates to be calted using the one-month LIBOR. By mid-
2009, the monthly adjustable LIBOR had become timaidant adjustable-rate option. In late
2007, a fixed-rate product previously offered byyane or two banks became more
widespread, though volume remained low through 20@8early 2009. The development of
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this product was enabled through the introductibthe Ginnie Mae securitization mechanism in
late 2007, and a regulatory clarification issued=bA in early 2008 that permitted the fixed-rate
product to be structured as a lump-sum, closedaard In mid-2009, Fannie Mae, the longtime
buyer of HECM loans, began to exit the market. mée fixed-rate, lump-sum product rocketed
from less than 10% of the market to more than G0%ss than six months. Since then, fixed-
rate loans have ranged between 65% and 75% ofdhieet The reason for this spike is a result
of secondary market dynamics where premiums paidarsecondary market are more than
adjustable rate products. Some of this is reladesbnsumer demand, but also a concern by
investors that adjustable rate borrowers may prepayfaster rate than fixed rate borrowers.

California currently has the most reverse mortgag#s nearly 7,000 issued just this last year;
Texas and Florida follow with 4,800 and 3,300 resipely.

Costs and Feses.

» UpfrontMIP- FHA assesses a one-time, nonrefundable irMi& equal to 2% (HECM
standard mortgage) or .01% (HECM saver) of theaped value of home. FHA also
assesses an ongoing yearly MIP equal to 1.25%edb#m balance.

» Origination fee+or homes valued up to $125,000 or less, lendeyscimarge an
origination fee of up to $2,500. For homes ove25%@000 the allowable origination fee is
2% of appraised value but is capped at maximun6@@®. (Due to existing market
conditions origination fees are typically waivedfomd-rate HECMs).

» Closing costsAppraisal, title search, insurance, inspectioesprding fees, taxes, credit
checks are typically paid for with loan proceeds.

» Counseling Feebue to federal budget cuts for counseling servimasy counselors
charge fees. HUD allows fees, but only if they'aemsonable and customary."

REPORT OF CONSUMER FINANCIAL PROTECTION BUREAU (CFPB): KEY
FINDINGS

CFPB produced a comprehensive report on reversiagas on June 28, 2012. CFPB, under
Dodd-Frank, took responsibility from the Federab&w®e on crafting further regulations for
reverse mortgages. CFPB has said that the wiltheseeport to craft upcoming regulations.
CFPB is planning a project to "improve and integftalisclosure requirements under the Truth in
Lending Act and Real Estate Settlement Proceducespecifically related to reverse
mortgages. To that end, the agency said, the CHPBomsider measures the Federal Reserve
Board had proposed in 2010 — before Dodd-Frankstesred consumer policy to the bureau.
That proposal would have imposed limits on mislegdidvertising by reverse mortgage
providers, and strengthened restrictions relatentdss-selling of reverse mortgage products.

1) Reverse mortgages are complex products and difficutonsumers to understand.

a) Lessons learned from the traditional mortgage mat&enot always serve consumers
well in the reverse mortgage market. The risingbeg, falling equity nature of reverse
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mortgages is particularly difficult for consumeosgrasp;

Recent innovation and policy changes have createé ohoices for consumers,
including options with lower upfront costs. Howevérese changes have also increased
the complexity of the choices and tradeoffs conssrhave to make; and,

The tools — including federally required disclosueavailable to consumers to help
them understand prices and risks are insufficiertisure that consumers are making
good tradeoffs and decisions.

Reverse mortgage borrowers are using the loangfanaht ways than in the past, which
increase risks to consumers.

a)

b)

d)

Reverse mortgage borrowers are taking out loagsuatger ages than in the past. In
FY2011, nearly half of borrowers were under age 70;

Taking out a reverse mortgage early in retiremangven before reaching retirement,
increases risks to consumers. By tapping their heguéy early, these borrowers may
find themselves without the financial resourceBrtance a future move — whether due to
health or other reasons;

Reverse mortgage borrowers are withdrawing mothef money upfront than in the
past. In FY2011, 73 percent of borrowers took atlmost all of their available funds
upfront at closing. This proportion has increasg@® percentage points since 2008.
Borrowers who withdraw all of their available hoewguity upfront will have fewer
resources to draw upon to pay for everyday and megjpenses later in life. Borrowers
who take all of their money upfront are also atatgerisk of becoming delinquent on
taxes and/or insurance and ultimately losing themes to foreclosure;

Fixed-rate, lump-sum loans now account for abouyp&i@ent of the market. The
availability of this product may encourage somadweers to take out all of their funds
upfront even though they do not have an immediaggirior the funds. In addition to
having fewer resources to draw upon later in tifiese borrowers face other increased
risks. Borrowers who save or invest the proceedghlmeaearning less on the savings than
they are paying in interest on the loan, or they tmaexposing their savings to risky
investment choices. These borrowers also faceasererisks of being targeted for fraud
or other scams; and,

Reverse mortgage borrowers appear to be incregsisgig their loans as a method of
refinancing traditional mortgages rather than a&g to pay for everyday or major
expenses. Some borrowers may simply be prolonginghaustainable financial
situation.

3) Product features, market dynamics, and industrgtigess also create risks for consumers.

a)

A surprisingly large proportion of reverse mortgégerowers (9.4%) are at risk of
foreclosure due to nonpayment of taxes and inserartas proportion is continuing to
increase;
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Misleading advertising remains a problem in theustdy and increases risks to
consumers. This advertising contributes to consumsperceptions about reverse
mortgages, increasing the likelihood of poor consudecision-making;

Spouses of reverse mortgage borrowers who ardaotselves named as co-borrowers
are often unaware that they are at risk of losnggrthomes. If the borrowing spouse dies
or needs to move, the non-borrowing spouse musth&ehome or otherwise pay off the
reverse mortgage at that time. Other family mem(sr$dren, grandchildren, etc.) who
live with reverse mortgage borrowers are alsosit of needing to find other living
arrangements when the borrower dies or needs temov

The reverse mortgage market is increasingly doradchby small originators, most of
which are not depository institutions. The changimgnomic and regulatory landscape
faced by these small originators creates new fmksonsumers;

Counseling, while designed to help consumers utateighe risks associated with reverse
mortgages, needs improvement in order to be abieett these challenges.

a)

b)

Reverse mortgages are inherently complicated, lmmdew array of product choices
makes the counselor’s job much more difficult. @selors need improved methods to
help consumers better understand the complex tfflsdbey face in deciding whether to
get a reverse mortgage;

Funding for housing counseling is under pressuekimg access to high-quality
counseling more difficult. Some counselors maydegly omit some of the required
information or speed through the material;

Some counseling agencies only receive paymentlifrdren the reverse mortgage is
closed (the counseling fee is paid with loan prdsgewhich could undermine
counselors’ impartiality;

Some borrowers may not take the counseling sessarsusly. Additional consumer
awareness and education may be necessary;

Counseling may be insufficient to counter the @fexf misleading advertising,
aggressive sales tactics, or questionable busprastices; and,

Stronger regulation, supervision of reverse momrgagmpanies, and enforcement of
existing laws may also be necessary.

Some risks to consumers appear to have been adbgadtressed by regulation, but remain
a matter for supervision and enforcement, whileotisks still require regulatory attention.

a)

Cross-selling, previously a top consumer protectiomcern, appears to have been
considerably dampened as a result of federal Egsl, though some risks remain.
Strong supervision and enforcement is necessagdore that industry participants
abide by existing laws;
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b) The risk of fraud and other scams is heightenedthisrpopulation. Vigorous
enforcement is necessary to ensure that older homess are not defrauded of a lifetime
of home equity;

c) Special disclosures are required for reverse mgetgjebut existing disclosures are quite
difficult for consumers to understand; and,

d) There are general prohibitions against deceptiverdiding, but there are no specific
federal rules governing deceptive advertising wétspect to reverse mortgages.

On October 14, 2012, The New York Times reporfe®isky Lifeline for Elderly is Costing
Some Their Homesn the growing risks of reverse mortgages asitheket has become flooded
with small brokers, including former subprime lersleThe article highlighted many of the same
issues found in the CFPB report. For example assmot understanding the risks associated
with the product such as fees, mandatory upkegpapferty taxes and maintenance.
Additionally, they highlighted how some seniors eencouraged to make their older spouses
the sole borrower on the loan, which can earn bsolegger fees if the older spouse is the only
borrower. The jeopardy in this approach is th#héf sole borrower dies, the non-borrower
occupant of the property loses all rights to stathe home. This is a risk that CFBP found was
often not highlighted sufficiently in the reversentgage counseling process.

Arguments in support.

Consumers Union writes:

AB 1700 is necessary because senior homeownemlifio@ia who are reverse
mortgage eligible are being targeted and aggredginearketed to by the reverse
mortgage industry, and they need more informatiofully appreciate the consequences
of purchasing a reverse mortgage when it may bmappropriate choice. Sellers know
the barriers to entry are low, the consequencegéatdling an inappropriate reverse
mortgage are negligible, if any, and the profitgatal is large. As a result, the sales
pitches being employed are highly sophisticatelde dds directed at seniors focus
primarily on the “positive parts” of reverse mortgas and down play, or altogether
avoid mentioning any negative aspect of these eipeitoans. It is unrealistic to think it
would be otherwise since it is not in the lendar&rest to have borrowers dwell on
suitability issues or contemplate the ramificatiafisaving a loan that depletes equity.

Marketers of reverse mortgages have been errongteifihg seniors that borrowers
never have to worry about leaving their homes. Thi®ot true. There is much to worry
about. Defaults occur when borrowers fail to mékar insurance or property taxes
payments, and for failure to keep up with the neiance of their homes. Failure to
meet these obligations will lead to default onlti@ns. There are currently more than
54,000 reverse mortgages in default. This reprss&d% of the reverse mortgages that
have been sold since 2007.

Because reverse mortgage decision-making involvesyaer of complex issues, before
committing to a loan every senior should contengppaissible negative consequences.
While reverse mortgages may have attractive featigeniors need to be wary of the
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possible downsides and understand that some pradpeicts may make them unsuitable
for a senior’s needs and long-term financial objges. Whether a loan is “suitable” or
right for the borrower who is considering it canlpibbe determined by looking at the
totality of that particular borrower's circumstangegoals, and needs. The AB 1700 pre-
counseling worksheet would help make these issaestnansparent, giving potential
borrowers the full picture before committing toeverse mortgage.

Previous legislation.

AB 329 (Feuer), of 2009 provided that a lenderror ether person that participates in the
origination of a reverse mortgage shall not pgstité in, or be associated with, or employ any
party that participates in or is associated with atier financial or insurance activity, unless the
lender maintains certain safeguards or refer pais@eborrowers to anyone for purchase of
financial or insurance products. (Chapter 236tuta of 2009)

AB 553 (Medina) of 2013, was very similar to AB D7€xcept that it required that the potetnaill
borrower not received counseling until at leasesedays elapsed since their contact with the
lender. (Died in Assembly Banking & Finance, parsito Art. IV, Sec. 10(c) of the
Constitution)

REGISTERED SUPPORT / OPPOSITION:

Support

Center for Responsible Lending

Consumers Union

California Retired Teachers Association (CalRTA)
California Advocates for Nursing Home Reform (CANHR
Consumer Federation of California

AARP

Opposition
None on file.
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