McCaskill “Reverse Mortgage Proceeds Protection Act” 
Fact Sheet

For many older homeowners debt-free ownership of their home represents a hard won lifetime accomplishment that is increasingly being seen as a means to support oneself in retirement.  Reverse Mortgages allow seniors to do just that.  Although the federal Reverse Mortgage program (HECM) turned 20 this year it is only in the last several years that the program has exploded.  Two-thirds of all the HECM loans were originated in the last three years, and HECM loans account for 90% of all reverse mortgages.    

However seniors with considerable equity in their homes can be prime targets for predatory lending.
  Given the slowdown of the forward market, subprime bust and lucrative fees associated with Reverse Mortgages more and more lenders are moving into this market.  For many seniors home equity is there only asset of any value, once that is used up they have few other financial resources.  It is vitally important that the rights and interests of senior homeowners are protected.  
This bill seeks to protect seniors’ home equity by providing funding for truly independent counseling and requiring HUD to issues regulations to strengthen consumer protections.

The Bill
(1) Ensures Independent Counseling by prohibiting individuals who sell or seek to use the proceeds of reverse mortgages from being able to qualify as counselors and Provides Funding for Counseling by allowing HUD to use Reverse Mortgage, Mortgage Insurance Premiums to fund counseling activities.

Counseling is the single most important consumer HECM safeguard.  HUD requires that seniors meet with a counselor from an independent government approved housing counseling agency before a lender may take an application for a reverse mortgage. In 2005, there were not enough HECM counselors to meet the demand and HUD temporarily lifted prohibitions on mortgagee counseling prior to counseling
.  Lenders have filled this funding gap 

Until reliable funding is found there are concerns that lenders and agencies may be tempted to create financial relationships that can compromise the independence and quality of the counseling. These concerns are especially relevant because of the explosive growth of the program.
The largest HECM counseling provider, Money Management International, reported conducting 150,000 counseling sessions this year and anticipates providing 240,000 next year.  The cost is about $100 per session. HUD makes $3 million available each year for counseling.  This amount is universally considered inadequate. 

Under the Expanding Homeownership Act of 2007 the statutory cap on the number of HECM loans that HUD can insure will be lifted. CBO estimates this would increase offsetting collections by $2.1 Billion over the 2008-2012 period.  The cost of adequately funding counseling next year is about $30 million.  Given that the MIP is funded through premiums paid by seniors it seems fair to use a small amount of proceeds to ensure seniors are protected.

(2) Requires HUD to promulgate regulations to protect elderly homeowners from predatory lending tactics. 
Subprime and predatory lenders are just now gaining interest in the Reverse Mortgage Market.  A simple GOOGLE search resulted in 155,000 different web sites offering to sell Reverse Mortgage leads to agents.  While reverse mortgages can be very useful for some seniors, there are a growing number of areas of concern in the selling of this increasingly popular product 
Lenders are recruiting agents with statement such as 
“ The market for Reverse Mortgages is exploding and fortunes are being made as you read this.  We have developed an opportunity for people just like you to partner with us in originating Reverse Mortgages….Here is your opportunity to get in on the ground floor of a business that could make you incredibly rich”
These concerns are especially relevant because of the explosive growth in recent years of reverse mortgage products.  .  Some alarming examples include:    
-In Maine an 81 year old widow was sold an $82,748.904 deferred annuity and a $49,000 immediate annuity funded by money she obtained from a reverse mortgage.  At least 15 other individuals were referred by the sales agent for Reverse Mortgages.


-In San Diego, California a 66 year old recent widow was sold two deferred annuities, an immediate annuity and a life insurance policy using the proceeds of an $171,000 reverse mortgage.


-In San Francisco, California a 76 year old woman was sold two annuities maturing in 33 years using the proceeds of a reverse mortgage.  She paid over $12,000 in fees on the reverse mortgage, and later had to pay surrender charges on the annuity when she needed to make repairs to the home required by the Reverse Mortgage lender.


-In Hawaii the State Insurance Commissioner is investigating complaints from seniors who have been sold reverse mortgages that are tied to annuities.

(3) Permanently repeals the unimplemented provision waiving MIP when proceeds are used for long term care insurance.

This provision has not been implemented and is universally opposed by senior advocates and AARP.  There is great concern this provision, if implemented will open seniors up to eager insurance agents selling long term care as a government approved product.

This expansion of the Reverse Mortgage market has seen as a good thing by the government and industry alike.  With a reverse mortgage, a senior homeowner has the ability to convert part of the equity in their home into tax free income without having to sell the home, give up title, or take on a new monthly mortgage.  Obviously this program serves an important purpose.  However it must be paired with protections for the growing number of seniors being targeted with this product by an increasingly diverse group of aggressive lenders, many of whom have recently moved from the sub prime market into reverse mortgages.  Without additional recourses and protections many vulnerable seniors may have the equity stripped from their homes utilizing a government approved and backed product.
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