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INTRODUCTORY BILL NO. 307-A:

By Council Members Dilan, Reed, The Speaker (Council Member Miller), Clarke, Fidler, Gerson, Koppell, Lopez, McMahon, Nelson, Quinn, Weprin, Gentile, Jackson and Liu
TITLE:

A Local Law to amend the administrative code of the city of New York, in relation to home improvement contractors.

Introduction


On June 21, 2005, the Committee on Consumer Affairs, chaired by Council Member Philip Reed, will continue its review of Proposed Introductory Bill Number (“Int. No.-A” 307), a proposal to amend the administrative code of the city of New York, in relation to home improvement contractors. 
 
Background

Presently, there are approximately 8,168 licensed home improvement contractors operating in the city of New York.
  The New York City Administrative Code defines a home improvement contractor as any person who “owns, operates, maintains, conducts, controls or transacts a home improvement business and who undertakes or offers to undertake or agrees to perform any home improvement.”
  In order to conduct business as a home improvement contractor, one must obtain a license from the Department of Consumer Affairs (DCA), 
 and consent to fingerprinting
 and a background review.
  All such licensees are further required to “post a bond or contribute to a trust fund that gives restitution to consumers.”

The principal basis for stringent regulation of the home improvement industry, particularly the creation of a consumer trust fund, is as follows: between 1995 and 2001, DCA paid out in excess of $3.2 million to victims of dishonest contractors.
  Further, DCA recently advanced its level of enforcement against unlicensed home improvement contractors by seizing the vehicles of such contractors during a four-week period in the summer of 2003.
  From July through October of 2004, DCA attorneys negotiated $500,560 in fine settlements with unlicensed contractors and disposed of 121 unlicensed contractor seizure cases, resulting in an additional $122,791 in fines.

This enforcement activity commenced on the heels of the agency’s creation of an online database containing a list of the City’s licensed home improvement contractors.
  The database is designed to assist consumers in their evaluation of potential home improvement contractors.


Members of the home improvement industry recognize the adverse impact of unscrupulous contractors and several have joined with government entities and consumer advocacy organizations to educate the public on the issue.  For example, the National Association of the Remodeling Industry (NARI), a national trade association consisting of 6,500 home improvement contractors committed to addressing the concerns of the remodeling industry, issued a warning to homeowners that “along with warm weather often come the home improvement con artists.”
 Specifically, NARI cautioned homeowners to be cautious of home improvement contractors offering unsolicited estimates, using high-pressure tactics, demanding full payment before work is completed, or providing post office box information in lieu of a street address and telephone number.
HOME IMPROVEMENT CONTRACTORS AND PREDATORY LOANS

A particularly perilous, yet commonly reported, type of home improvement swindle involves misleading a homeowner into the execution of high-cost loans:

Mrs. L., 82, received a visit from a home improvement contractor, who advised her that her roof was severely damaged and in need of immediate repair. He suggested that if the repairs were not made quickly, her entire roof could collapse. The cost of the repairs seemed hopelessly unaffordable on her fixed income. The contractor seemed concerned. He offered to arrange a loan to pay for the repairs and to complete the work himself at a “reduced rate.” Mrs. L signed what she later discovered was an overpriced home improvement contract and took out a $32,000 mortgage to pay for the work.

The contractor began the job, and then disappeared halfway through completion. Mrs. L’s house was a mess. When she received her first monthly bill, she was astonished. She never understood that the loan payments would be so costly. After falling a few months behind, the lender began foreclosure proceedings, and Mrs. L lost the home that she had lived in since 1971.

When used to finance home improvement projects, these loans often ultimately overwhelm borrowers, resulting in the loss of home equity and, in some cases, compelled sale of the property to satisfy the debt.  Lending institutions often partner with unscrupulous home improvement contractors to pressure consumers into onerous loan terms without adequate disclosure. The loans are frequently calculated on the equity the prospective borrower has earned in the property, not on the borrower’s ability to repay the obligation.  Groups most often targeted by such lenders are immigrants, seniors and low-income New Yorkers in neighborhoods traditionally under-served by conventional banks.

PROPOSED INTRO. 307-A

New York State places restrictions on the type of disclosures home improvement contractors must make when arranging such loans.
  Proposed Intro. 307-A would insert these specific prohibitions into the licensing requirements of home improvement contractors in New York City, clarifying that these professionals must comply with the applicable State laws to conduct business in the City.  In particular, the bill would amend section 20-393 of the Administrative Code, which establishes prohibitions on the activities of licensed home improvement businesses.   

  
Primarily, proposed Int. No. 307-A would augment the disclosure requirements made by home improvement contractors.  Specifically, in addition to the present language that home improvement contractors cannot act as an agent for any owner or any finance or mortgage company to arrange for or to obtain an extension of credit used to pay for an owner’s obligations under a home improvement contract, unless the instrument evidencing such owner’s indebtedness complies with subdivision b of section 433.2 of title sixteen of the code of federal regulations, such contractors would also be required to comply with the consumer disclosure provisions of section 771-a of the general business law.  This new language would enable DCA to enforce that provision of the state legislation.

Additionally, Int. No. 307 would prohibit home improvement contractors from acting as an agent for, advertising, promoting or arranging the services of a lender or its affiliate to secure a home or a home improvement loan for an owner in connection with any home repair or home improvement contract. 
Finally, Proposed Int. No. 307-A would prohibit home improvement contractors from receiving payment from the proceeds of a home improvement loan, except by an instrument payable only to the borrower or at the election of the borrower, through a third-party escrow agent in accordance with the terms of a written agreement signed by the borrower, the lender and the contractor prior to disbursement.  
Proposed Int. No. 307-A would take effect ninety days after its enactment. 
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