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ACTI ON NARRATI VE
CHAIR CON BUNDE called the Senate Labor and Commerce Standing

Commttee neeting to order at 2:31:45 PM Present at call to
order were Senators Ben Stevens, Davis and Chair Con Bunde.

SB 306- UNEMPLOYMENT | NSURANCE FUND & TAXES

SENATOR CON BUNDE announced SB 306 to be up for consideration.

2:32:24 PM

PAULA SCAVERA, Special Assistant to the Comm ssioner, Departnent
of Labor and Workforce Devel opnment (DOLWD), explained that this
is a very sinple bill and brings the state into conformty with
federal law, which was passed in 2004 and deals with people who
mani pul ate the system to pay U taxes at an artificially |ow
rate.
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CHAI R BUNDE asked for an explanation of what past abuse has been
like.

TOM  NELSON, Di rector, Division of Enpl oynent Security,
Department of Labor and Workforce Devel opnment (DOLWD), replied
that currently the division can identify State Unenpl oynent Tax
Act (SUTA) dunmping, which is a schene that is nore prevalent in
the Lower 48 where enpl oyers nove groups of enployees to another
busi ness entity for the sole purpose of deriving a lower U tax
rate — defrauding the system The state lacks conformty in
establishing crimnal and civil penalties associated wth that
type of crine. Alaska has had little activity like that. One was
identified, but the departnment had no authority to take action.

CHAIR BUNDE asked if there would be substantial cost to the
enpl oyers if the state chooses not to conply.

MR. NELSON replied that the state faces decertification to
operate unenpl oynent insurance and collect any benefit from the
FUTA tax system That includes the entire Unenpl oynent |nsurance
system as well as the Wgoner Peyser Act funded job center
services. The losses would anmpbunt to $103.9 million for one
fiscal year.

2:36:19 PM
PAT SH ER, Acting Deputy Director, Division of Enploynent
Security, said he would be happy to answer questions.

M5. SCAVERA el aborated that Al aska enployers would pay $103.9
mllion in additional taxes. The departnent would |ose another
$30.8 mllion in operational funds for its Unenpl oynent
| nsurance prograns and enpl oynent prograns.

SENATOR BUNDE commrented that while this is an option, it really
isn't.

MB. SCAVERA agr eed.

2:37:13 PM

SENATOR BEN STEVENS said an existing entity can’t be audited and
asked if this only happens when a trade occurs.

MR. SH ER replied that was correct. No new powers were granted
to the department other than the crimnal penalty that could be
i nposed. The federal guidelines require the departnment to show
intent. Currently the departnent has the authority to audit
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periodically to make sure enployers are conplying with the
entire Chapter 23.20.

SENATOR BUNDE cl osed public testinony.
SENATOR BEN STEVENS noved to report SB 306 and attached fi scal
notes from commttee wth individual recomendations. There

bei ng no objection, it was so ordered.

SB 272- MORTGACGE LENDI NG

2:39: 04 PM
SENATOR BUNDE announced SB 272 to be up for consideration.

AMY SEITZ, staff to Senator Wgoner, sponsor, said she would
address version |

SENATOR BETTYE DAVIS noved to adopt version | as the working
docunent. There were no objections.

MS. SEITZ explained that currently Alaska is the only state that
doesn’t Ilicense and regulate residential nortgage | ending.
Because of this, the D vision of Banking and Securities has no
authority to investigate the conplaints that it receives weekly
on protecting consuners. It receives about 20 conplaints and 50
phone calls on questionable |ending practices per week.

I ncreased access to Internet lending has contributed to the
growi ng nunber of conplaints. The nortgage lending industry in
Al aska has been neeting for several years to devel op |anguage
for a bill that balances protection of Alaska' s consuners while
insuring sufficient access to residential nortgage |oans. SB 272
is a starting point to address this problem by granting the
di vision enough Ilicensing and regulatory authority to begin
addressing the growi ng conplaints from Al aska honebuyers. It has
t he support of the division and several groups in the industry.

SENATOR BUNDE asked if the Department of Law had conpleted its
anal ysi s.

M5. SEITZ replied that it is forthcom ng.

2:42: 51 PM

MARK DAVIS, Director, Dvision of Banking and Securities,
Department of  Commerce, Community & Econom c Devel opnent
(DCCED), said Alaska is the last state that does not have any
formof regulation. It operates a nortgage referral hotline with
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the Department of Law. He gets inquiries from conpani es outside
of Alaska that mght want to do business here that have to be
told the state doesn’t have licensing; they then decide to not
come here. Also, because the state has no regulation, it mght
be attracting conpanies that are less desirable. He supported
this legislation as does the Departnent of Law.

He said their coments on the commttee substitute would be
technical and focused on the enforcenent provisions in AS
06. 604. 20. The Departnent of Law wants to nake sure that nothing
in that chapter excludes the powers it already has wunder the
Consuner Protection Act, which allows for restitution and
significant nonetary danmages. He supported the restitution
provi si on.

MR. DAVIS said this regulation should attract nore conpetition
not less, and that the cost to the consuner would be low it
woul d better regulate contractor activity and protect consuners.

2:46: 17 PM
SENATOR BUNDE asked about opposition.

MR. DAVIS replied that there is opposition. Sonme brokers thought
that a bill that does not include licensing of originators would
not protect consuners and woul d be inappropriate. That is why he
and the Departnment of Law felt they should nake the nortgage
conpanies liable for the acts of the enployees or the
i ndependent contractors in this bill.

SENATOR BUNDE asked if this has a neutral fiscal note.

MR. DAVIS replied yes; it would require two positions — a bank
examner and a licensing person. The fees should cover those
costs, however.

2:47: 45 PM

AL SHAW Shaw Mrtgage Inc., from Al aska and Hawaii, testified
that predatory lending should be addressed and defined in the
| egi sl ation. Conplaints should be in witing and not anonynous.
Audits should be Iimted in frequency and scope unless justified
in witing. The reason for the audit should be given in witing.
It should contain a provision for continuing education classes.
He felt that brokers should be liable for the actions of their
ori gi nators.

2:51:36 PM
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JOHN CARMAN, President, Home State Mrtgage, said he is also
Chairman of the Al aska Mrtgage Bankers Legislative Commttee.
He testified that nore loans in Alaska are made by nortgage
brokers than by banks or savings and |oans and they are not
regulated in any way. Many federal laws are in place that
nortgage brokers are required to adhere to, but there is no one
to enforce them Alaska is the only state w thout regulations.
He has worked many years to get a bill, but it is inpossible to
make everyone happy.

People who don’t want regulation fall into two groups - those
that are honest and admt they don't want regulation for
what ever reason and others that say they are for regulation,
just not this regulation or any regulation that would stand a
chance of passing.

Consuners don’t understand the difference between nortgage
brokers and nortgage |enders. The difference in the two entities
occurs as the loan is closed and sold. Mst of the problens
occur on nortgage loans that are reported to his division
because of abuses in the application processing and | ocking part
of the loan process, which brokers do the sane as nortgage
bankers. Those that oppose this legislation say that everyone is
bei ng exenpted from this |egislation. Nunerous brokers in House
testinmony were saying that two-thirds of all originators would
be exenpt. But that is just a red-herring issue. He expl ai ned:

This can only be a msunderstanding of the way these
exenptions work. The exenption for bank-affiliated
entities only applies to those entities that are
al ready subject to exam nation and audit by a federa
or state agency. If you aren’t subject to exam nation,
you aren't exenpt. This also applies to Internet
| enders. If they aren’t subject to exam nation, they
aren’t exenpt.

He estimated that his conpany originates about one-third of all
loans in the Anchorage area. It would not be exenpt. “If they
are subject to outside exam nation, then we don’t want to burden
the state with examning them a second time when there is
al ready an exam nation going on.”

He said the other exenptions are for non-profits I|ike the
Anchor age Nei ghborhood House or quasi-governnental agencies |ike
Al aska Housing Finance or parents lending to their children. All
of those should be exenpt.
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Sonme say there are no consuner protections provided in the bill,
but the parts of the bill that have the nobst problens are the
ones in the 90 percent letters and the good faith estimte
sections, which give great protection to the consuners. It also
puts the Division of Banking in a place where it can respond to
problens. He didn't want to be regulated, but he wanted the
other guy to be regulated bad enough that he was willing to be
regul ated under the sane rules they are regul ated under.

MR. CARMAN advi sed agai nst attaching originator |icensing, which
i s needed, because that would delay the bill further. Even if it
passes, its effects would take one or two years. He noted that
sonmeone conpl ai ned about a section that would nake |oans nore
difficult in rural Al aska, but the CS addresses those issues. He
felt that sone were worried about the vindictive use of the
audit process by the Division of Banking and that is far
out wei ghed by the system he has now with no controls or audit.

2:58: 51 PM

KEN GAIN, President, Cash Now Financial Corporation, a small
private lender, said he is also the Legislative Chairman and
Secretary Treasurer of the |Independent Lenders of Al aska. He
worked very closely with the Division of Banking to have the
original bill introduced. At first he thought Cash Now didn’t
need to be regulated because it lent its own noney, but after
finding out about the conplaints and that federal legislation is
pending that would require states to do this, he changed his
m nd.

The first draft would have cost his firm about $25,000 a year to
conply, but the current bill wuld have a nomnal cost -
conparable to what he pays as a licensed real estate appraiser
with an initial application fee of $500 and $250 per year.
Having to undergo an audit every 36 nonths or if there is a
conplaint would add some costs, but those wouldn't be that out
of line. He estimated the audit would take a small firm about a
hal f-day. Also, he asked hinself how else could the law be
enforced if the division didn't have the right of audit of
records, loan applications, etc. and figured that authority was
essenti al .

MR. GAIN reiterated that this bill regulates those who are not
now regulated and nost of the exenpted entities are already
regul ated by the federal law that is referenced init.

Most of the argunents against this regulation are from banks and
credit unions that are already regulated. The others would be
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government agencies and non-profit charitable agencies, which
are giving charitable loans, which would not be abusive and
certain court appointed people. “So, the only one that m ght be
arguable is one that allows exenptions for |enders only, not
brokers, loaning their own noney who do an average of one |loan a
month....”

MR. GAIN sunmari zed that he would like to see this bill passed

3:05: 28 PM

JOHN MARTIN, testifying offnet, noted he sent an email detailing
his points. He said sonme of the current |anguage is vague. The
intent is to regulate nortgage entities, but the |anguage refers
to a “person” in many places. So he suggested using “entity”
whenever possible. He estimated that about two-thirds of all

nortgage originators would be exenpt and the bill is inconplete
because it is mssing the nost inportant elenent of all — the
licensing of individual nortgage originators. He felt the

control of the business needs to be with the people who dea
directly with the general public and that is the nortgage
ori gi nator.

MR. MARTIN said that nost licensing deals with the individuals
who face the client. He used a real estate agent for an exanple
of a person who nust take a conpetency test and has to undergo
ongoi ng education in order to do business. He also nust work for
a licensed broker. The buck stops with the broker.

It’s a good system W should have the same thing for
nortgage |ending. Al nortgage lending entities in the
state should be licensed on a fair and even basis. Al
nortgage originators should be licensed in the state
and have to work for a licensed entity, as well.
Uilization of that concept brings accountability
sharply into focus and better serves the residents of
our great state....

MR. MARTIN thought the bill should cover licensing of nortgage
entities and originators so that all players know the rules and
how t hey i nteract.

3:09:40 PM

DW GHT DEELY, President, Evergreen Al aska Mrtgage Corporation
said they are an Internet nortgage conpany based in Alaska. It
is a nenber of the Al aska Association of Mrtgage Brokers, the
Nat i onal Association of Mrtgage Brokers, and is a correspondent
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for large wholesale |enders across the nation. It is also
affiliated wwth a federally chartered bank in WAashi ngton State.

He was essentially in favor of some form of regulation, but this

bill would not prevent “predatory lending,” if that’s the
ultimate goal. It’s poorly witten and “predatory lending” is
not well defined. There are also too nmany exenptions and it

seems to focus primarily on nortgage brokers and nortgage
| enders. Third, he felt they needed to consider regulating the
conduct of loan originators and officers rather than brokers.

MR. DEELY related that Bill Gaham Chairman, US Senate
Comm ttee on Banking, Housing and Urban Affairs, concluded in a
report:

Predatory lending not defined by regulators seens to
enconpass an ever-changing and broad assortnent of
terms and conditions associated with a variety of
financial transactions. It is difficult to understand
how regulators <can fornmulate proposals to conbat
predatory | ending when there is no clear understanding
as to what it is. In the absence of a definition, not
only mght we mss the target, but we may hit the
wong target...

The letters from the regulators recognize that the
practice can be abusive in some context, but it can
also in absence of fraud or deception be highly
beneficial to consuners. Mreover, this lack of any
definition hanmstrings the effort to gather systematic
data on predatory lending....

MR. DEELY added that he thought that any regulation needs to be
applied across the board, not just to brokers and bankers.
Lastly, he thought it best to license individual originators, no
matter who they work for.

3:14: 04 PM

CRIS SKINNER, President/Broker, Kelstar Financial of Al aska
Mort gage Conpany, said she is also on the legislative comittee
of the Al aska Association of Mrtgage Brokers. She criticized
the bill in its current form for being hollow The questionable
activities take place at the nortgage loan originator’s |evel
She said, “By the tinme the client file reaches the |ender, the
damage to the consuner has already taken place.”
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She asserted that the licensing and education of |oan
originators nust be incorporated in this bill for effective
consuner protection. Licensing of loan originators is being
pushed even on a national |evel, although it has been set aside.

Anot her reason this bill lacks nerit is because it allows far
too many exenptions and is not in the best interests of the
consuner. Consuner conplaints have been nmade to the Division of
Banki ng against all entities, even those who are exenpt under

this bill. She formally asked this conmttee to require the
division to provide docunentation of consunmer conplaints that
may prove the entities exenpt under this bill are also the

subj ect of consuner conpl aints.

M5. SKINNER said that |anguage in the bill has many gray areas
and needs clarification. It is evident that it regulates snal

i ndependent brokers and w Il inpose financial burdens on them
that will passed on to the consuner. It is questionable wth
regards to fair trade and small business protection.

She disagreed that any licensing is better than no I|icensing
The licensing in this bill won't protect the consuner from
unscrupul ous activities due to its nmany exenptions. It wll take
options away from the consunmer and allow larger entities to
nmonopol i ze the market.

3:16: 56 PM

JOE BRAMMVER, Manager, First Metropolitan Mrtgage, said he also
serves on the Legislative Board of the Al aska Association of
Mort gage Brokers. He observed:

| know of no federal regulations that exist, |et alone
that are being enforced that relate to the issuing or
preparation of prequalification letter or t he
preparation of a good faith estimate for the ability
to refinance to refinance a consuner’s nortgage | oan.
| have never known the conptroller of the currency to
audit a prequalification letter.

He said that this bill doesn't create a level playing field and,
therefore, doesn’'t protect the consumer because nost of those
involved are exenpt. The supposition that sonmething is better

than nothing is preposterous. He said, “The true problem is
unscrupul ous nor t gage | oan origi nators. Thi s IS wher e
regul ations nust begin.” He suggested that including brokers,

bankers and I|enders would meke this a better piece of
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legislation and insisted that all nortgage |oan originators
shoul d be licensed.

3:20: 32 PM

DUANE MATHES, Associate Broker, Dynamic Properties, said this
bill discrimnates against snmall business people and snal
nortgage brokers, in particular. It doesn't serve the public
well, either. He finds that nortgage | enders are nore responsive

t han nortgage bankers to their clients. He hoped the Legislature
could see that nortgage bankers had a big hand to play in this
bill and that wasn’t very fair

3:22:46 PM

VERNON RUSH, Al aska Capital, noted that he emailed and faxed his
corments. He related a personal story about how the arena on
Fireweed had been passed off to himas a comercial building of
grade “A’ quality. He said:

My point to you is that any fraud or m srepresentation
starts at the custoner level. By the tinme it gets to
the lenders and the secondary market, it’s already
t here.

He submitted that nortgage bankers are the ones who are
interested in this legislation and an exenption is a hollow
ar gurent . He concluded saying there wll always be customner
conpl ai nt s.

3:25:47 PM

ULRI KE JOHNSON, Doubl e Eagle Real Estate, testified that she was
totally delighted there was a bill and hoped would nandate
education for loan originators and processors straight across
the board. But this bill isn't even a good band-aid. It doesn't
protect the public. Wen tines are good, everyone hires and the
training is forgotten.

She said that realtors, appraisers, hone inspectors are |icensed
and, “What’'s good for the goose is good for the gander. | think
it should be straight across for everybody.” Everyone should be
licensed with continuing education and conpetency required.

3:27:14 PM

SHELLI E BUCK, Platinum Funding Goup, Inc., said she is also a
menber of the National Association of Mrtgage Brokers and the
Al aska Association of Mrtgage Brokers. She advocated for
education. She said consuner-level predatory |ending happens
with originators. She related that a client could put down a | ot
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of money and turn around and not get their nortgage |oan because
the nortgage originator had no idea he did not qualify under the
standard of the nortgage product he was offered. “This is where
predatory lending is at its highest and worst.”

If licensing for nortgage originators is not added, consuners
won’'t be helped. Many areas of the bill are vague and she
offered to submt further coments through email about them

3:28: 50 PM

JAY PRICE, Aurora Mrtgage Corporation, Wsilla, supported the
idea of the bill, but found the |anguage in it was not clear.
For instance, Section 60.080. (2) had no definitions of what
experience is required or what is nmeant by “character.” He
suggested including specifics. As witten, this |legislation
woul dn’ t protect the public.

3:30: 39 PM
LI NDA PATRI CK, Evergreen Al aska Mortgage, Fairbanks, supported a
bill for Ilicensing loan originators, but there are so many

points that need to be clarified that she didn't support it as
witten.

3:31:22 PM
DOUG | SAACSON, Pr esi dent, Al aska Association of Mor t gage
Brokers, didn't support the bill as witten. He accused the

chai rman of taking preferential testinony.

CHAIR BUNDE i nfornmed him that he took people as they had signed
up to speak and this bill would be heard again. “Everyone wll
have an opportunity. | don’'t have a dog in this fight.”

MR. | SAACSON said he wanted this bill nodified before it passed.

3:32:12 PM
SENATOR BUNDE announced he would hold SB 272 in commttee. He
said he wanted the bill’s sponsor to work wth interested

parties to accommpbdate a mmjority of the problens. He wanted
nmore specifics on the conplaints from the Division of Banking.
He wanted “predatory |ending” defined and the audit and
continui ng education requirenents fl eshed out.

There being no further business to conme before the committee
Chair Bunde adjourned the neeting at 3:33:34 PM
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