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Memorandum Summarizing Public Comments
Pursuant to RCW 34.05.325(4)

Date of Public Hearing: November 25, 2008, 1-3 pm

Location: Senate Hearing Room 3, Cherberg Building, Capitol Campus, Olympia

Reason for Hearing: Amendments to the rules implementing the Mortgage Broker Practices Act
Date of CR-102 Filing: October 31, 2008, WSR 08-22-046

From: Presiding Officer, Deb Bortner, Director, Division of Consumer Services
To: Scott Jarvis, Director

The public hearing was called to order at 1:12 p.m. on November 25, 2008. The following
testimony was given during the hearing:

1. Jeff Lorsch, Evergreen State Mortgage. See attached written comments.

2. John Long, Attorney at Law. [Regarding the federal guidance portion of the proposed rules,
WAC 208-660-500(5)] The mortgage brokers are not making the risk assessments. DFI has the
ability to not include risk assessment for the pure brokers. If brokers are doing underwriting, it is
appropriate, otherwise it is outside their scope and authority. Please include a definition of
“subprime loan.” It is too much to have to refer to the federal guidance documents as well as the
documents that underlie those documents. The rules do not indicate what is to be done with the
information that the compiled. Are the broker supposed to decline loans? The mortgage broker
can inform the borrower of their opinion, the borrower can then choose the course. The
mortgage broker has no duty to inform the lender. The fiduciary duty is a Pandora’s box.

3. Jim Brown, American Freedom Group. [regarding the federal guidance portion of the
proposed rules, WAC 208-660-500(5)] Look at the federal guidance, not the CSBS guidance.
Most mortgage brokers do not underwrite. The guidance is not applicable. The lender’s
rulebook is our policy. Be careful about limiting products, that limits borrowers’ options. There
are enough regulations on the books. [Regarding the definition of application] Use the new
HUD six part definition. The current definition is misleading. A credit pull alone is not
adequate.
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4. Lisa Goldsmith, AmTrust Bank. [Regarding the federal guidance portion of the proposed
rules, WAC 208-660-500(5)] Please reconsider the product types. The federal guidance was
written for banks, not consumers. The definitions are not clear. We are the ones that make the
credit risk assessments, not the mortgage brokers. Use the TILA APR definition to define a
subprime loan.

5. Stephen Bozick, The Loan Source. Please use the TILA definition of a business day.
Companies have operated under this definition for many years. This would give consistency in
regulation. Earlier disclosure if a non-traditional business day. [Regarding the federal guidance
portion of the proposed rules, WAC 208-660-500(5)] The states have the flexibility to interpret
the guidance. This provides no protection for the prime borrower. Revisit the definition and
function of the loan as price, not type; price over character of the loan. Use the APR definition
as the measure. There have been significant changes in the market since the federal guidance
came out.

6. Mark Armstrong. [Discussion about FICO scores and their impact on the borrower] The
FACT Act is to educate consumers. FICO scores can misrepresent the situation. Mortgage
brokers attempt to educate borrowers.

7. Marge Bearman, Choice Lending. Honesty and ethics are our core belief. We support the
loan originator licensing. We feel the legislation is being tough on good people. We pull credit
to discuss the borrower’s position. [Regarding the federal guidance portion of the proposed
rules, WAC 208-660-500(5)] Risk assessment does not apply to what | do. | don’t make the
loan.

8. Joe Krumbach, Normandy Mortgage. [Regarding the federal guidance portion of the
proposed rules, WAC 208-660-500(5)] Some of the CSBS analysis does not apply. The section
on communication with the borrower does apply. Risk assessment does not apply. We need
clarification on the risk assessment. If the lender has their underwriting policies and procedures,
it is duplicative for the mortgage broker to have the same. Is DFI attempting to put a fiduciary
duty on brokers through the back door? The federal guidance was specifically designed for
state regulation.

9. Pat Naselow, PLN Mortgage. See also written comments. | agree with the prior comments.
Please define nontraditional mortgage products as interest only and payment option ARMs.
Please use the federal APR guidance to define a subprime loan.

10. Adam Stein, IMOS. The statement on subprime lending is a poor fit on mortgage brokers.
DFI has the authority to further discuss this. The current definition of business day is too
onerous; on DFI as well. The SAFE Act amendments are okay. Do not hasten to adopt the
federal guidance.

DFI received four written comments between October 31, 2008, and the hearing. The written
comments are posted to the website and are otherwise available upon request. All written
comments received will be available for review, with their disposition, in the Concise
Explanatory Statement.
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The comment period is extended to December 12, 2008, 5:00 p.m.

The public hearing closed at 2:12 p.m. on November 25, 2008.
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highly deceptive in that buyers are misled to believe they are
receiving a benefit (i.e. cost reductions or credit) by using the
builder's or seller’s lender, when in fact these lenders
generally charge a higher interest rate to cover said credit.

. | hereby request you to take immediate action and advise all
industry participants — real estate brokers and agents, escrow
and title companies, appraisers and contractors of this illegal
activity and to refrain from offering such deceptive bonuses.

WAC 208-660-500, Prohibited Practices

30. Para. (4) (a) and (b), Violation of subsection (3) (b), page 50 — Please offer

3.

clarification as to how the Guide and Statement address violations under
subsection (3] (b}, unfair or deceptive practices.

Paragraphs (5) and (6) and its sub paragraphs, Federal Guidelines, pages
50 - 52 - From reading these new rules, it appears that DF! is confused
about the role of a mortgage broker and what information mortgage
brokers have access to. Mortgage brokers do not create nor have input
into loan criteria, underwriting guidelines, history nor data regarding
borrower’s risks and tolerances, ability to repay or any other method to
determine what a safe versus unsafe set of criteria is. Now that does not
mean that we can't express whether or not some thing like a debt-to-
income ratio falls outside of standard or manually underwritten guidelines.
However, we are not underwriters and don't make underwriting decisions
so we are unable to address most every aspect of these subsections.
Furthermore, to be compliant with other regulations, specifically the
Fiduciary Bill SB 6381, we are required to carry out all lawful instructions
provided by the borrower. Please work closely with industry to remove
those items that the mortgage broker is not equipped to handle, knowing
that the borrower will still receive the benefits and safequards of these
guidelines by the approving and funding lender, not the mortgage broker.





