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Fact Sheet
Senate Bill 1609 (Simitian)
Reverse Mortgages
Summary:

Senate Bill 1609 enacts a number of important safeguards to ensure that borrowers of reverse mortgages are protected and fully informed of the terms of the transaction.
SB 1609 would make three significant changes:

1. Mandate independent counseling from a HUD approved counselor for all reverse mortgage transactions.
2. Require reverse mortgage contracts to be translated into the language it was negotiated in, pursuant to civil code section 1632.  
3. Create a thirty day “cooling off” period during which annuities cannot be sold to reverse mortgage borrowers.   
Need for the bill:

A reverse mortgage is a type of loan which allows homeowners 62 and older to borrow against the equity in their home in order to access funds.  The amount loaned, plus potentially significant interest, becomes due when the person dies and/or the house is sold.  

A reverse mortgage is much more complicated, complex and expensive than a traditional mortgage or other type of loan.  Reverse mortgages are also inherently aimed at one of the most vulnerable populations in our society:  seniors who are “house-rich and cash-poor.”  These factors have made reverse mortgages ripe for financial fraud and abuse against seniors.  

Forty percent of all reverse mortgages take place in California.  The top four markets for reverse mortgages are also all in California.  Reverse mortgage sales have been skyrocketing over the past ten years.  Our aging population as well as recent changes at the federal level which impact Medi-Cal eligibility will only make reverse mortgages more popular in the future.  The bill does not seek to stifle or hinder reverse mortgages, but rather to simply ensure that borrowers are fully aware of the terms of the loan and protected from fraud and abuse.  
Independent reverse mortgage counseling is currently the main consumer safeguard against financial fraud and abuse against seniors.  The most popular reverse mortgage product, the HUD insured Home Equity Conversation Mortgage (HECM), makes up 90% of the reverse mortgage market and already requires mandatory independent counseling.  HUD certifies counselors, partners with AARP to provide training, and also provides grants to fund these counselors.  
The other 10% of the reverse mortgage market is where a lot of the abuse occurs and therefore it is essential that we make independent counseling mandatory for ALL reverse mortgage loans.  A number of other states, including Hawaii, Massachusetts, North Carolina and Minnesota, already require independent counseling for all reverse mortgage borrowers.  
Because of their complex nature, reverse mortgages have become a breeding ground for lenders and brokers that prey on our non-English speaking California residents.  When negotiations on a contract are done in one language, but the contract is provided in English, there is ample potential for fraud.  The expensive and complicated aspects of reverse mortgages only heighten this potential.  SB 1609 would simply say that if a reverse mortgage is negotiated in one of the five languages enumerated in Civil Code 1632 (Spanish, Tagalog, Chinese, Korean, Vietnamese) that a translation of the required documents be provided to the borrower.  
In many cases, reverse mortgages are offered in conjunction with other financial products without regard to the senior’s individual financial circumstances.  Annuities are one of the most common of such financial products and can dramatically alter an individual’s financial situation.  In some cases, an annuity is required with the purchase of a reverse mortgage.  In others, seniors are pressured into buying an annuity or made to believe that it is standard for an annuity to be “thrown in.”  

Annuities are insurance products and hold financial benefits for seniors only under very narrow circumstances. During the past five years, the California Department of Insurance has received approximately 2500 complaints and inquiries about annuity products.  Over 25% of the complaints have involved senior citizens.  SB 1609 would not prohibit annuities from being offered to seniors altogether, but would simply create a clear separation between the purchase of a reverse mortgage and the purchase of an annuity.  
SUPPORT:  AARP, California Congress of Seniors, California Senior Legislature, Consumer Attorneys of CA, Consumers Union of CA, California Alliance for Retired Americans, California Advocates for Nursing Home Reform, Law Foundation of Silicon Valley, Public Advocates Inc, California Reinvestment Coalition, California State Bar (Trusts and Estate Law Section), Center for Responsible Lending. ACORN, Consumer Action, Housing Rights Inc., Gray Panthers, California Mortgage Brokers Association, Older Women’s League (OWL), Consumer Federation., The Fair Housing Center:  Project Sentinel, City of Oakland, Kamala Harris, DA of San Francisco, Institute on Aging, Fair Housing of Marin, Fair Housing of Sonoma County, Community Legal Services of East Palo Alto.     
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