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ACTI ON NARRATI VE

CHAIR KURT COLSON called the House Labor and Commrerce Standing
Commttee neeting to order at 3:04:22 PM Representatives Buch

Gardner, Gatto, Neunman, and O son were present at the call to
or der. Representative LeDoux arrived as the neeting was in
pr ogr ess.

HB 170- | NSURANCE
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CHAI R OLSON announced that the first order of business would be
HOUSE BILL NO. 170, "An Act relating to annual audit reports by
insurers, to custodians of insurer assets, to witing workers'
conpensation insurance by surplus lines insurers, to reports by
surplus lines insurers, to the definition of 'wet marine and
transportation insurance,' to false or msleading financial
statenments concerning insurance audits, and to the nenbership of
the Alaska Life and Health Insurance QGuaranty Association; and
providing for an effective date."

3:05:04 PM
LINDA HALL, Director, Dvision of Insurance (“the D vision”),

Departnment of Commerce, Community, & Economic Devel opnent
(DCCED), stated that HB 170 was introduced at the request of the

Di vi si on. Sections 1,2, and 3 of the bill address solvency
oversight. The general purpose of these sections is to provide
authorization to adopt in regulation the nodel financial
reporting regulations of the National Association of |nsurance
Comm ssi oners (NAIC). The Division intends to adopt the entire
financial reporting nodel, which has been in place for several
years. In 2006, several revisions were nade, which have been
adopted by the NAIC She explained that the basic nodel
regulation is an accreditation standard. The Division is

accredited by the NAIC, which is a nechanism to review each
states financial examnations of the insurance conpanies for
which it is the primary regulator. States rely on other states
for quality financial reviews and financial oversight. The
accreditation process ensures that the states are doing an
adequate job of the financial review

M5. HALL went on to say that in August of 2007, the D vision
will undergo its accreditation review. A team of three
financial examners will review the Division s financial exans,
to determne whether or not the Division should maintain its
accreditation. She stressed the inportance of recognizing that
the Division's financial exans are “taken to be good, and [are]
accepted by other states.” Referring to Sections 1 and 2, she
expl ai ned that these deal with annual audited financial reports.
She stated that Section 1 applies to audits that are currently
required, yet are not in statute, adding that AS 21.09.200
includes a statenment requirenent that the Division is attenpting
to codify, adding that this statenent requirenent is being
removed from the statenment instructions. She expl ai ned that
this does not change any requirenments, and insurance conpanies
will still be required to have annual audits done by a certified
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public accountant (CPA). These audits rnust still report
significant deficiencies in internal controls, and msstated
financial conditions, in addition to non-conpliance with capital
and surplus. She explained that HB 170 codifies these
requirenents. HB 170 also allows the director of the Division
to require a report describing internal control over financial
controls. She stated that the Division needs to ensure adequate
internal controls are in place. Additionally, HB 170 requires
the insurer to have an internal audit commttee. A CPA nust
forward a report of msstatenent of financial condition or non-
conpliance with capital and surplus requirenents, if the insurer
does not. Insurers are also prohibited from making false or
m sl eadi ng statenments to a CPA This annual report requirenent
provi des an annual review of financial reports, along with the
reporting of poor internal controls. The Division feels that
the audit conmittee is a factor in “good corporate nmanagenent.”
She stated that the detailed rules will keep with the NAIC node
regul ations, which will be adopted in every state.

3:10: 00 PM

M5. HALL went on to discuss Section 3. She explained that this
section is an updated requirenent for entities and the custodi al
agr eenents. Current statute has a nunber of restrictions on
where insurance conpani es can keep noney, and Section 3 restates
this, and specifies that only banks, trust conpanies, security

firms, or clearing corporations may be used. It requires that
custodi al agreenents be in witing, properly authorized by the
insurer, and conply with regulatory requirenents. She stated

that financial exam nations have shown that the custodi al
agreenents between an insurer and its bank may or may not neet
the Division s requirenents. The bank is required to sign an
indemmity agreenent, which sone banks are not willing to sign
She expl ained that part of the financial oversight is being sure
that when a claimis filed, there is noney to pay it.

M5. HALL then referred to Sections 4,5, and 6, which deal wth
surplus lines. She stated that this area of insurance is not as
hi ghly regul at ed. Section 4 replaces “directive” with “order.”
She said that the Division issues orders as a part of its
process, adding that “directive” is not a termtypically used by
the division, and does not have a statutory definition. She
explained that the intention is to ensure that this reflects the
wor k done by the Division. Section 5 renoves the notarization
requirenent for nonthly surplus Ilines broker reports. The
Division has found that this is not necessary, and is noving
toward electronic filings. Section 6 changes the definition of
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“wet marine and transportation insurance.” M. Hall went on to
say that Section 7 prohibits any false or m sl eading statenents.
She expl ained that Sections 8 and 9 apply to the Alaska Life and
Heal th | nsurance Guaranty Associ ation. These sections clarify
that a “menber” is an insurer who has the authority to issue a
policy, and does not need to wite a policy to help pay the
adm ni stration costs of the guaranty associ ati on.

3:14: 24 PM

REPRESENTATI VE NEUMAN offered his wunderstanding that HB 170
hel ps to ensure that the conpanies witing insurance in Al aska
have the funds to pay for cl ains.

M5. HALL agreed, adding that the bill focuses on solvency
oversi ght. This section deals wth the annual audited
st atenents. She stated that the Division does statutory
exam nations every three years, for those conpanies that it is
the primary regulator for. These standards keep the state in
line wwth the rest of the country. In response to an additiona
guestion, she said that sone financial statenents are public
record, and requests for this information can be made to the
Di vi si on.

3:17: 05 PM

REPRESENTATI VE BUCH asked if the state has ever had an insurance
conpany decl are insol vency.

M5. HALL replied yes. She noted domestic insolvencies in 1998
and 1988, and nore recent insolvencies involving Frenont
| nsurance (Frenont) and Reliance Insurance Conpany (Reliance),
whose primary regulators were out-of-state. In response to an
additional question, she agreed that HB 170 is intended to
protect against insolvency. In response to a question from
Representative Neuman, she clarified that the Division nust
approve the financial institutions that are used for deposits.
There are also specific types of instrunments that noney can be
deposited in. This is addressed in regulation. The types of
assets are also nonitored closely. She pointed out that bonds
are the largest class of assets kept by insurance conpanies.
The Division can send securities to the NAIC Securities
Eval uation O fice for eval uation.

REPRESENTATI VE NEUVAN, referring to Page 4, line 21, pointed out
that “and” is changed to “or”. He questioned whether the
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intention with this change is to create nore flexibility for
i nsurance conpani es.

M5. HALL explained that this defines a specific type of
i nsur ance. She stated that the word “and” may inply that all
conponents nust be included to be considered. She said that
“wet marine” is defined as “things that are transported on
water.” This change clarifies that [all four conponents do not
need to be present].

REPRESENTATI VE NEUMAN, referring to Section 8, asked if the
Alaska Life and Health Insurance Guaranty Association is
mandatory for all insurance conpanies in Al aska.

M5. HALL replied that the aforenentioned guaranty association is
mandatory for all |ife and health insurance conpanies. Property
and casualty insurance conpanies have a separate guaranty
association, which is also mandatory. She said that this is the
“backstop” for insolvent insurers.

3:21:59 PM

REPRESENTATI VE GARDNER asked for clarification regarding the
changes made by HB 170.

M5. HALL explained that the only new requirenment is for all
i nsurance conpanies to have an internal audit commttee. She
reiterated that the Division intends to adopt the node
regul ations fromthe [NAI (.

3:23: 07 PM

REPRESENTATI VE LEDQUX, referring to Page 5, lines 13-14,
inquired as to why the |anguage was changed to “Each nenber
i nsurer”.

VB. HALL replied that this changes who nust pay the
adm ni strative assessnment. She explained that each conpany that
wites insurance in Alaska nust pay a portion of the
adm nistrative costs associated with the guaranty fund. If the
conpany does not issue a policy, it will not pay an insolvency
assessnent ; however, It woul d pay a portion of t he
adm ni strative fees, which nay be up to $250.

REPRESENTATI VE LEDOUX shared her wunderstanding that this would

be all insurers in Alaska, and would not be linmted to life and
heal t h i nsurance conpani es.
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M5. HALL replied no. She clarified that this would only apply
to each nenber insurer of the Alaska Life and Health Insurance
Guaranty Associ ati on. She reiterated that there is a separate
guaranty association for property and casualty insurance
conpani es.

3:25:01 PM

M5. HALL, in response to questions from Representative Gtto
regarding the |anguage in Section 7(d), explained that the audit
committee hires a CPA, and this section states that no nmenber of
managenent can coerce or nmanipul ate the CPA If a menber of
managenent were to nmanipulate the CPA by providing false
information, he or she wuld be held accountable to the
Di vi si on. She stated that the Division would not hold the CPA
accountable, although the CPA would be registered with the
Di vi si on.

3:27:22 PM

REPRESENTATI VE BUCH indicated that he nmet with M. Hal
previously regarding this bill and expressed appreciation for
her efforts to explain the bill.

REPRESENTATI VE NEUVAN inquired as to whether the nunber of
i nsurance conpanies in Al aska has increased or decreased, noting
that previously, legislation was passed in an attenpt to create
a better environnent for insurance conpanies in the state.

M5. HALL replied that the insurance industry has grown. I n
Sept enber of 2006 a new health insurance conpany began selling
group insurance in Alaska. Additionally, she recently received
official notification from a property and casualty insurer that
is going to begin witing honeowners and auto insurance in
addition to the insurance it currently wites. She stated that

this is a “huge nmove” in the insurance industry. However, she
recently received notice of an insurance conpany that is |eaving
the state. Wiile this is distressing, she sees this as an
overall gain for the industry. She stated that this is a
“delicate marketplace,” and the Division “walks a fine line” to
encourage conpanies to do business in the state. She opi ned
that the best consuner protection is consuner choice, and a
conpetitive marketpl ace. Wiile she is not sure this wll ever

be available to a great extent, there has been inprovenent.
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REPRESENTATI VE GATTO referred to the insolvency of the Frenont
| nsurance Conpany, and asked whether this type of insolvency
coul d occur agai n.

M5. HALL replied that it is possible. She then expl ained that

previously, a series of insolvencies occurred. The Frenont
i nsolvency affected Alaska a great deal; however, the Reliance
insolvency was the |argest. She explained that Reliance

previously wote a large share of workers’ conpensation in
Al aska, adding that Reliance is no longer actively witing
i nsurance, although it is still paying clainms. This conpany has
been in a “runoff state” for three years. Wile the possibility
for insolvency remains, there is a greater awareness.

REPRESENTATI VE GATTO expressed concern with school districts and
how i nsurance carriers are chosen. He surm sed that because a
school district is a state entity, it may be required to go with
the cheapest rate, which may result in a future insolvency. He
asked whether HB 170 includes a provision that would require
audits to ensure solvency, in order to advise custoners. He
guestioned whether this is outside of the paraneters of the
Di vi si on.

M5. HALL replied that this is wthin the paraneters of the
Di vi si on. She explained that during the aforenmentioned
i nsolvency, the D vision examned what financial tools were
needed. She opined that HB 170 is a step toward this goal. In
response to rate concerns, she explained that the D vision also
does rate oversight. The Division does nmarket conduct
exam nations when it receives information that suggests a
conpany is witing business at prices that are “less than it
takes to wite a risk.” She said that in each state, workers’
conpensation insurance rates have the nost regulation. She
stated that the Division does not want to discourage
conpetition, adding that the rating standards are set by
statute. Rates nust not be excessive, inadequate, or unfairly
di scrim natory. She said “I hope — in ny lifetime - we don't
see anot her Frenont.”

3:34: 34 PM

M5. HALL, in response to a request from Representative Neuman,
expl ai ned that Fr emont | nsurance  Conpany sold workers

conpensati on insurance. She stated that at one point, it sold
27 percent of the Al aska workers’ conpensation market, which was
the largest market share. The conpany was taken under the
supervision of the State of California [ Departnent of
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| nsurance], and declared insolvent in July 2003. Wiile there
have been various allegations as to what caused the insolvency,
the actual reason is unknown. The insolvency was declared when

the conpany’s reserves were eval uated. She expl ai ned that
i nsurance conpani es reserve for |osses. She explained that this
is the future cost of clains. Wen the reserves were

reeval uated, they were placed at twice what had originally been
set. Wen the reserves are increased, surplus nmust be avail able
to pay for the reserves. The conpany then went to court to be
decl ared insol vent. Once a conpany is declared insolvent, it
goes into “receivership,” which is simlar to a bankruptcy. The
state’s chief regulator then beconmes the receiver, and the
clainms are transferred to a guaranty association, which is the

safety net. She stated that when this occurred, the Al aska
guaranty association failed, as it did not have adequate ability
to raise noney to pay for clains. The clains, she said, were
being paid at around $1 mllion per nonth, which equates to
around $12 mllion in a year. The statutory assessnent
capability of the guaranty fund only allowed it to raise $4
mllion. She stated that this was terned a crisis, and the
| egislature, the Division, and the admnistration worked to
prevent this situation from becomng “a true nightmare.” There
were over 800 injured workers potentially unable to receive | ost
wages and clainms paynents. Addi tionally, over 400 enployers

with injured workers stood to take on the responsibility of the
af orenenti oned cl ai ns.

3:38: 22 PM

REPRESENTATI VE NEUVMAN asked whether this is the reason behind
the Divisions desire to ensure that the insurance conpanies
witing claims in Alaska have financially able to cover the
cl ai ns.

M5. HALL replied that this is correct.

REPRESENTATI VE LEDOUX asked if the result of the aforenentioned
i nsol vency would have been different if HB 170 had been in
affect.

M5. HALL replied no.

REPRESENTATI VE LEDOUX asked what changes would be necessary in
order to avoid this in the future.

M5. HALL replied that she does not feel additional financial
tools are necessary. She shared her belief that no anount of
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regul ation can guarantee that a business wll not fail. She

opi ned that Alaska has an “incredibly good” fi nanci al
exam nation departnent. She stated that HB 170 contains nodels
that give the D vision greater oversight. She expl ai ned that
this applies to the annual, CPA audited statenents that

i nsurance conpanies nust file. She stressed the inportance of
internal control, adding that it is a matter of how the tools
are used.

REPRESENTATI VE LEDOUX asked whether the regulators in California
“msused their tools.”

M5. HALL replied that she does not know. Wiile it has been
suggested that the Dvision take a closer look at this, she
opined that California likely “has an excellent staff.” She
pointed out that reviews are part of the accreditation process.
She surmsed that there my have been issues during the

reserving process, which resulted in the lack of funds. She
said that studies are done to discover what causes an
i nsol vency; however, she opined that it is still too soon to be

certain of the cause.

CHAI R OLSON indicated that HB 170 woul d be brought up again at a
future commttee hearing.

3:41: 47 PM

HB 162- MORTGAGE LENDI NG

CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO 162, "An Act relating to nortgage |enders,
nort gage brokers, nortgage originators, state agents who coll ect
program adm nistration fees, and other persons who engage in
activities relating to nortgage lending; relating to nortgage
loan activities; relating to an originator fund;, relating to
fees for nortgage loan transactions; and providing for an
effective date.”

3:42: 01 PM

REPRESENTATI VE BOB LYNN, Alaska State Legislature, sponsor,
began by stating that he is a licensed real estate broker, and

is currently in referral status. He said that for nost
individuals, a nortgage loan is the |argest |oan he or she wll
receive. Inability to find the best |oan and the best terns can
result in a “very expensive, 30-year mstake.” Most hone-buyers

are not educated in the inner-workings of these |oans, or
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federal nortgage | aws. He explained that his first step in
selling a nortgage loan would be to take the honebuyer to a
know edgeabl e and honest | ender. He opined that having a good
| ender is nore inportant than finding a buyer the perfect house
and | ocati on.

REPRESENTATI VE LYNN stated that he sponsored HB 162 because it
is inportant to have qualified lenders. HB 162 has the support
of the Al aska Mrtgage Bankers Association, |ndependent Lenders
of Alaska, and various realtors throughout the state. He
pointed out that individuals working in the Al aska nortgage
industry are not licensed, nor are they required to have any
trai ni ng. Additionally, the aforenentioned individuals are not
subject to periodic exam nation by the D vision, or background
checks. He stated that HB 162 changes this. He noted that
state and federal |aws concerning nortgage |oan origination are
conplex, and representatives from the Departnent of Commerce,
Communi ty, & Econom c Devel opnent (DCCED), Division of Banking &
Securities and the industry are prepared to explain the bill in
further detail. He said that HB 162 is a consuner protection
bill of great inportance, and respectfully requested nenbers’
support.

3:46:11 PM

MARK DAVIS, Director, Dvision of Banking & Securities (“the
Di vision”), Department of Conmmerce, Community, & Economc
Devel opnment (DCCED), began by stating that the Division is in
support of HB 162, which is pro-consuner and will create a |evel
regul atory environnent for nortgages in Al aska. He expl ai ned
that currently, nortgages issued by a state or federally
chartered bank or other institution are regulated. However,
nortgages offered by *“stand alone” nortgage conpanies or
subsidiaries of financial institutions are not regulated. He
pointed out that Alaska is the only state in the US that does
not license those in the nortgage industry. He theorized that
those in the nortgage industry should be following ten federal
st at ut es. However, since the state does not exam ne nortgage
conpanies, the level of conpliance is unknown. He stated that
HB 162 would allow the Division to exam ne and |icense nortgage
brokers, |enders, and originators. Additionally, the Division
woul d be able to take action against prohibited practices, and
enforce conpliance with federal nortgage |laws. The Division has
a “predatory lending hotline” which receives nmany conplaints
from consuners regardi ng nortgage practices.
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MR. DAVIS went on to say that the Department of Law (DCL) can
enforce consuner protection statutes, and the Federal Bureau of
I nvestigation (FBI) is currently investigating nortgage fraud.
However, the Division lacks the regulatory authority to ensure
that those in the nortgage |ending industry are fully qualified,
or to take action against those who are not. In addition to in-
state lenders, HB 162 would allow the Division to regul ate out-
of -state | enders and brokers that are offering nortgages wthin
the state. He stated that out-of-state conpanies in particular
need to be regulated. The goal of HB 162 is to protect Al askans
when shopping for a honme, which he agreed is one of the |argest
financial conmtnments consuners make. He reiterated that this
woul d give the Division the regulatory authority to investigate,
exam ne, and prevent consuner conpl aints.

3:50:16 PM

REPRESENTATI VE GATTO, referring to the fiscal note, pointed out
the $6 exam nation fee, and questioned whether this is correct.

3:50:46 PM

ROGER PRINCE, Securities Examiner, Division of Banking &
Securities, Department of Conmmerce, Community, & Economc
Devel opnent (DCCED), <clarified that the examnation fee 1is
actual ly $600. In response to additional questions, he agreed
that the Division estimates the need for two exam ners and one
business registration examner, wth an additional exam ner
added in the third year.

REPRESENTATI VE GATTO noted that the cost for personal services
does not change, and questioned this.

MR. DAVIS explained that the Division was told to assune a
static cost, and agreed that the actual cost will be higher. He
stated that the cost of personnel can go up due to retirenent
costs or wage increases.

MR. PRINCE, in response to a question from Representative Gatto,
explained that over tinme, the goal is for increases in the
nunber of |icensees, exam nations conducted, and nortgages
originated in-state, to offset the increased operational fees

Therefore, the programwould remain at a “zero-cost.”

REPRESENTATI VE GATTO questioned why $50 thousand is needed for
travel
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MR. PRINCE replied that this includes both in-state and out-of-
state travel. This would allow staff examners to travel to
conduct conpliance exam nations for out-of-state internet based
| enders that would need to be |licensed, in addition to whol esal e
institutional |enders.

3:55:12 PM

MR. DAVIS added that the Division currently exam nes premum
fi nance conpanies and payday |ending conpanies. The Division
has found that, when attenpting to determ ne whether a conpany
is conplying with statutory requirenents, it is nmore useful to
exam ne the out-of-state honme office. Therefore, the Division
is anticipating that it wll travel to these offices to ensure
conpliance with the | aw.

REPRESENTATI VE GATTO asked whether travel expenses are added to
the cost [of the exam nation].

MR. DAVIS replied that this is correct. In response to a
guestion from Representative Neuman, he stated that the Division
was not involved in drafting HB 162. He explained that while
the Division has | ooked over drafts of the bill, the request for
regul ations cane from the industry. In response to additional
guestions, he explained that currently, the D vision can not
take regulatory action against msrepresentation. He surm sed
that the Departnent of Law (DOL) may be able to respond to
consuner protection concerns, and reiterated that he is unable
to take any action, such as license revocation or other
di sciplinary actions, against a person engaged in acts that
should be prohibited or acts that are prohibited under federal
st at ut es. He pointed out that HB 162 contains a penalty
provision for a fine of up to $10 thousand, in addition to a
provi sion which preserves the ability of the DOL to enforce the
Consuner Protection Act. In regard to fees, he stated that HB
162 proposes to license nortgage originators. Mor t gage
originators begin the process to obtain a nortgage, through a
nortgage |ender or a nortgage broker. Currently, Al aska does
not have training requirenments for these individuals. He
expl ai ned that a nortgage originator working independently would
pay the licensing fee, and if working for a conpany, the conpany
may choose to cover this cost. He pointed out that this is
simlar to law firns, where the firm may cover dues for the
associ at es. He opined that a nortgage originator working as a
contractor for a large conpany wll nost likely work this out
with the contracting conpany. The Division has asked those in
the industry whether this fee would deter individuals from
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engagi ng in business. The industry consensus is that the fee is
reasonabl e, considering the incone of nortgage originators in
the state.

REPRESENTATI VE NEUMAN asked for further explanation of the work
done by a nortgage origi nator

MR. DAVIS explained that a nortgage originator neets with the
potential borrower and executes the necessary docunmentation to
apply for a nortgage. The nortgage originator then works with
the nortgage |ender or nortgage broker to fund the nortgage.
The realtor often brings the potential borrower to the nortgage

ori gi nator. He stated that the public rarely neets with a
nortgage broker, and is likely to never neet with a nortgage
banker . He commented that nortgage originators are simlar to

the loan officer at a bank. Mortgage originator is defined in
HB 162 using the terns set in federal statutes, which are well
accepted throughout the industry.

REPRESENTATI VE NEUMAN inquired as to whether a conpetency test
is required for nortgage originators.

MR DAVIS reiterated that currently, there are no education
requi renents for nortgage originators. However, HB 162 woul d
require that these individuals pass an examnation prior
becomi ng |icensed, in addition to conpleting continuing
education courses. An educational board would work with the
Department of Commerce, Community, & Economc Devel opnent
(DCCED) to set reasonable educational requirenents. He said
t hat many other states have simlar requirenents.

REPRESENTATI VE NEUMAN asked how this would affect a homeowner
selling his or her own hone.

4:04:46 PM

MR. DAVIS replied that the bill contains an exenption for this
situation, adding that HB 162 is directed at comrercial nortgage
transactions for residential property. Referring to Section 2,
he explained that AS 06.60.015 contains exenptions for certain
organi zations, which are driven by the federal banking |aws.
There are two federal regulating entities: The Ofice of the
Conmptroller of the Currency (OCC), and the Ofice of Thrift
Supervision (OIS). These institutions take the position that if
a bank is regulated by either these entities, the nortgage
departnment is not subject to state regulations. This position
has been wupheld in court. In response to a request from
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Representative Neuman, he detailed the exenptions listed in
Section 2, noting that any individual seeking an exenption under
this section would still be required to file a registration for
with the Division, in order to obtain the exenption.

4:07:22 PM

CHAIR OLSON indicated HB 162 wuld be held for further
consi der ati on.

REPRESENTATI VE LEDOUX shared her understanding that the D vision
would need to travel in order to conduct conpet ency
exam nati ons.

MR. DAVIS replied no. He explained that the Division would
travel in order to exam ne the conmpany’s hone office to ensure
conpliance with statute. He stated that the conpany would pay
for this via the hourly rate charged for the exam ner, along
with the per diem rate and travel costs. In response to
addi tional questions, he explained that the D vision would | ook
for any conplaints against the conpany, conpliance wth federa
statutes, whether the conpany has engaged in prohibited
activities set forth by HB 162, and will exam ne the conpany’s
records to ensure that all paperwork is in order. Thi s
exam nation is to ensure that the conpany should be re-licensed,
and would be simlar to those currently done of credit unions,
banks, and prem um fi nance conpani es.

4:11: 08 PM

JOHN CARMAN, President, Hone State Mrtgage; Chair, Legislative
Comm ttee, Alaska Mrtgage Bankers Association, stated that he
has been working on this legislation for seven or eight years,
in an attenpt to conme up wth legislation that regulates the
i ndustry while remaining as non-invasive as possible. He has
been involved in the Al aska banking industry since 1971, and has
seen nmany changes. He noted that simlar Ilegislation was
introduced during the previous |legislative session. The
af orenenti oned | egislation proposed a conpany |icense, and the
intent was to add an originator license to the bill. He
expl ai ned that HB 162 conbi nes conpany licensing and origi nator
I i censi ng. I nput has been received from the Al aska Association
of Mortgage Brokers (AKAMB), the Alaska Mrtgage Bankers
Association (AKMBA), and the Division. He said that the
af orenenti oned organizations are in agreenent t hat this
legislation is urgent and necessary. He pointed out that all
other industry professionals are regulated. He then shared a
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story involving an individual who |ost her real estate |icense,
yet was able to work as a nortgage broker, as nortgage brokers
are not regul ated. He offered his understanding that Alaska is
the only state that does not regul ate nortgage brokers, pointing
out that nortgage fraud is becomng a common concern throughout
the country. He urged passage of HB 162.

4:14: 29 PM

NAOM LOUVI ER, Omner, Prudential Jack Wite/Vista Real Estate,
began by stating the inportance of HB 162. [t is not uncommon
for honmebuyers to be given a settlenent statenent that 1is
different from what they expected. She explained that realtors
attenpt to avoid lenders that do this on a regular basis,

although it is not always possible. In response to a question
from Representative Neuman, she shared her belief that realtors
are in support of HB 162, and “wll be relieved” to have
regulations in place. She agreed that this is a consumer
protection issue. She stated that in Anchorage, the public is
generally protected, wth the exception of *“questionable”

| endi ng practi ces.
4:19:10 PM

DANI ELLE FAGRE ARLOW Senior Vice-President, State Governnent
Affairs, American Financial Services Association (AFSA), began
by giving a brief description of AFSA and its nenbers. She
stated that there are concerns regarding the unintended
consequences of HB 162. She explained that originally, AFSA had
hoped to anend HB 162 to reflect the bill passed by the Senate
during the previous |egislative session, which exenpted |arge
multi-state entities from individual enployee |icensing. She
stated that |anguage has been drafted which AFSA believes neets
t he obj ective of enhanci ng consuner protection, whi | e
mai ntai ning access to credit. This | anguage was included in a
letter recently sent to Representative Lynn, with the hope that
it would be adopted. The AFSA hopes that the debate wll
continue with the sanme spirit of cooperation with which it
began, and nove towards elimnating potential problens HB 162
woul d cause, if enacted in its current form Ms. Fagre then
stated that while AFSA has a nunber of concerns with HB 162, she

woul d be focusing on the requirenent for I|icensing individua
enpl oyees and excusive agents of nortgage |enders. Thi s
| anguage, she said, would significantly increase the burden on
| enders, regul at ors, and consuners. She explained that

licensing individual enployees of large, multi-state nortgage
| enders can inpose substantial costs and adm nistrative burdens
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for lenders and regul ators. The | enders pass these costs onto
the borrowers, while the negatively affecting the regulator’s
conpliance activities. She stated that sensible state |icensing

of the |lending conpanies makes it wunnecessary to |icense
i ndi vi dual enpl oyees, such as collections personnel, call center
enpl oyees, and | oan processors. This is the solution proposed

by AFSA, and takes into account the fact that |arge nortgage
| enders operating in nultiple states have policies in place for
pre-enpl oynent screening, background checks, and extensive in-
house training prograns, anmong others. The AFSA does not oppose
licensing for loan originators working on behalf of independent
brokers, and is aware that Alaska is the only state that does
not 1|icense independent nortgage brokers. The AFSA requests
substitute |anguage that would establish licensing requirenents
for nortgage conpanies, but not for the individual enployees.
The AFSA believes that this is the best way to protect consuners
in Al aska from far-reaching and damagi ng uni nt ended
consequences.

CHAIR OLSON shared his understanding that anendnments would be
i ntroduced to address these concerns.

4:24:27 PM

GREG HARSHA, Mortgage Broker, The Mrtgage Network, Inc., stated
that he has several concerns with HB 162. Referring to Page 2,
lines 9-16, stated that he does not understand the intent behind
t hi s | anguage.

The commttee took an at-ease from4:26 PMto 4:27 PM
4:26: 48 PM

MR. DAVIS explained that the intent of the aforenentioned
| anguage is that both nortgage brokers and nortgage originators
are |icensed. However, if an individual perfornms both of these
functions, he or she would not need to obtain two I|icenses.
| nstead, he or she would sinply need to informthe Division that
both activities would be performed. He stated that the |anguage
in Section 2(b)(2) is subject to revision, and the DOL is
wor ki ng on amendi ng this | anguage.

MR. HARSHA expressed concern wth the requirenents for a

nortgage |icense versus an originator license, and pointed out
that a nortgage license does not require fingerprints, while an
originator |icense does. He stated that an individual that

perfornms both functions should be subject to all requirenents.
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He opi ned that nortgage |icenses should be given to individuals,
and conpanies should not be |Iicensed. He suggested that
revision of this section be considered. He then pointed out
that the nortgage licensee is required to provide witten
consent to an investigation, while the nortgage originator
| i censee does not. He then expressed concern with the fees and
expenses, as they relate to small businesses versus banks. In
regard to the investigation fee, he suggested that this be
capped at $250. In regard to the conpetency test, he questioned
how the testing score was chosen, as it is his understanding
that the test has yet to be created. He then pointed out that
there is no delineation between a nortgage broker |icense versus
a nortgage |l ender license, and expressed concern with this.

CHAIR OLSON requested that the aforenentioned concerns be
submtted in witing to his office.

4:33:55 PM

JOHN COURSQN, President & Chief Executive Oficer (CEOQ, Central
Pacific Mortgage, said that he is a former chair of the Mrtgage
Bankers Association (MBA). The MBA is the national association
that represents the real estate finance industry. He stated
that the MBA supports the state |evel corporate |icensing that
is proposed by HB 162, adding that it is inportant for nortgage
banki ng conpanies and other nortgage lending entities to be
approved and nonitored by the states in which business is done.
He said that state regulation is appropriate for financial
statenents, review of operations, recertification of the conpany
and its principles, and conpany response to consuner conplaints.
Additionally, it is inportant to have the ability to enforce
federal statutes. However, the MBA does not support the bill as
it relates to licensing nortgage originators. He pointed out
that there are many out-of-state conpanies that are originating
loans in Alaska, and expressed concern that the provisions in
the bill may di scourage new business fromcomng into the state.
I ndividuals currently working in the state mght nmake the
decision to exit the state, based upon these provisions.

MR COURSON went on to say that the individual 1|icensing
requi renent included in the bill ignores the accountability of
nor t gage banki ng conpani es. He explained that these conpanies

have certain regulatory and capital standards that nust be net,
in addition to the responsibility to hire, screen, train, and
manage | oan officers. Wiile the MBA supports the AFSA in its
proposed anendnent, the MBA feels that this does not fully
address the issue. He stressed the inportance of recognizing
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that there is a distinct difference between nortgage brokers and
nort gage bankers. He explained that nortgage bankers origi nate,
underwite, and lend their own funds, and are subject to capital
requi renents from investors and regulators throughout different
regions of the country. Mortgage bankers are corporately
responsible for loans that are originated by enployees.
Mort gage brokers, he said, are comm ssioned sales people, and
are typically independent contractors working with a nunber of
di fferent nortgage bankers. Mortgage brokers work with the
borrower to find a |l ender for the nortgage | oan.

MR. COURSON stated that the MBA hopes the |egislature would take
these differences into consideration, and consider including
exenptions for nortgage bankers that are approved by the Federal
Housi ng Association (FHA) as direct endorsenment |enders, those
approved by Fannie Mae or Freddie Mac, and those maintaining a
m ni mum net worth of $5 mllion, or total assets of $25 mllion.
He expl ai ned that the FHA endorsenent, as well as Fannie Mae and
Freddie Mac, require a mnimm net-worth of $1 million, and are
subject to governnent auditing standards, are part of the
consolidated audit guide, and internal control practices are
audited on an annual basis. He stated that nortgage bankers
that nmeet one of the aforenmentioned criteria are clearly
di stingui shed from nortgage brokers, adding that the MBA feels
nort gage brokers should be licensed. Anmending | anguage has been
sent to the sponsor’s office.

4:41: 37 PM

MR COURSON, in response to a question from Representative
Neurman, stated that the MBA supports the licensing of nortgage
| enders. However the bill has two conponents. The MBA is in
support of licensing nortgage lending entities, but feels
caref ul consideration should be given to defining which
i ndi vidual nortgage | oan originators should be required to have
an individual nortgage |oan originator |icense.

4:42: 38 PM

JOHN MARTIN, Mrtgage Broker, stated that he 1is on the
Legislative Commttee for the Alaska Association of Mrtgage
Br okers. He agreed that Ilicensing of nortgage brokers is
needed, and expressed concern with the exenptions suggested by
the previous speaker. He opined that the endorsenents are
inportant for lenders to have, but questioned whether this is
hel pful if a conpany “goes belly up.” M. Mrtin then
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paraphrased from the following witten remarks [origina
punct uation provided]:

As sonme of you may renenber, there was bill introduced
| ast year that would have |icensed nortgage conpanies
only. That bill died in the House.

So in the fall of 2006, the Al aska Association of
Mor t gage Br oker s, the Al aska Mor t gage Banker s

Associ ati on, and the Division of Banki ng and
Securities joined forces and decided to get together
and work on a bill that would |Iicense nortgage
conpani es and nortgage originators. The result of
many hours of hard work was the introduction of HB-
162. Thank you, Representative Lynn, for sponsoring
this inportant bill. W are also working wth the

Departnent of Law on sone technical issues on sone of
t he verbage.

For your information, our state is the last to |icense
nort gage operations in the country.

One of the nobst inportant conponents of the bill is
the licensing of nortgage origi nators.

They should be subject to a background check, testing
for conpetency, and subject to continuing education
requirenents. An Originator nust also work for a
licensed entity in order to performtheir duties.

As far as a client is concerned, the nortgage conduit
| ooks all the sanme to them It nmakes no difference to
them if they are with a nortgage |ender, bank or
broker. They want a loan for their new hone. This is
arranged by talking to an originator, wusually in

per son, sonetimes by phone, to get the terns they
want . The nortgage loan business is a “people”
busi ness. The best way to control it is to license

the “people” (originators) involved.

By licensing the industry, we are able to protect the
public from unscrupul ous operators. |If the originator
is subject to licensure and does not perform | egally,
hi s/ her license can be taken away. That affects their
ability to earn a living. That is effective control
Along wth that, the nortgage conpany they work for
could also lose their license if they do not properly
noni tor their originators.
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Conpet ency testing ensures t hat al | nor t gage
originators have the know edge to perform their duties
and not injure the borrower. The testing would
establish mninmum guidelines for know edge that al
originators would be required to master in order to
becone |icensed. Oiginators should have a basic
knowl edge of RESPA*, Tl LA*, FHA* Regul ation Z*,
title insurance, escrow, and credit issues.

Continuing education required for license renewal
ensures that the public wll be dealing wth
originators who obtain and mai ntai n current
informati on regardi ng the nortgage | oan process.

Background checks would protect the residents in the
State of Alaska from bad apples noving to our state
and going into the business.

Just Jlast vyear it was disclosed that a nortgage
originator for a very l|large national nortgage conpany
was indicted on federal charges regarding his business

practices. That person had previously had their
license revoked from the state of Wsconsin in Mrch
of 2002. If our licensing policy been in effect at

the time this person cane to Al aska, this person would
never had the opportunity to originate loans in
Al aska, and the public would have been protected.

The residents of this state deserve a bill that wll
to protect them from unscrupulous conpanies and
ori gi nators. By having a bill that effectively
addresses those issues, the residents of our state for
the first time will have the protections they deserve
and avenues to pursue if danaged.

4:49: 06 PM

KEVIN BREELAND, Partner & Senior Loan Oficer, Residential
Mortgage, LLC, President, Al aska Mrtgage Bankers Association
(AMBA), paraphrased fromthe following witten renmarks:

| thank the committee for holding this hearing and
inviting the Alaska Mortgage Bankers Association to
share its views with this coonmttee on HB 162. My nane
is Kevin Breeland and | am Partner and Sr. Loan
Oficer with Residential Mrtgage, LLC located in
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Anchor age, Al aska, Pr esi dent of Alaska Mortgage

Bankers Association (AMBA), and current Cener al
Menbers Representative of the Real Estate Service
Providers Council, Inc. (RESPRO) representing the 270+

general nenbers nationwde on the RESPRO Board of
Directors. Fornmerly | was President of Pacific Al aska
Mortgage in Anchorage, Alaska till our mnerger wth
Residential Mrtgage in late 2005. | am here today
because AMBA believes the State House nust act on this
i nportant piece of l|egislation know as HB 162.

| have been in the nortgage business for 27 years, 21
years in Anchorage, Alaska. My entire career in Al aska
| have never worked for a conpany that had to be

licensed. | have seen our industry grow since the
repressed tines of the md 80's and early 90's. During
this time our industry had available for hone

nort gages Al aska Housi ng Finance Corporation, FHA, VA,
and the nobst conmon conventional nortgage |oans were
sold to Fannie Mae and Freddie Mac however they would
not purchase 95% Loan to Value Loans. During this tine
Al aska suffered froman “investor red |ining however,
as with nost things in life, time cures all. In the
| ast ten years we have seen markets open and hone | oan
opportunities for Alaskan grow uncontrollably. Wile
Al askan have benefited from this growth, they have
al so suffered as well.

In recent weeks you have heard about the woes of the
Subprinme Market. Do not be fooled in believing the
problenms of the subprinme markets do not exist in
Al aska. They do and here is one exanple. New Century,
and their woes are w dely published, was trading on
the New York Stock Exchange about eight weeks age at
over $40.00 a share. Today that nunmber is under $4.00.
They conti nue to make headl i nes, are under
investigation, and continue to do everything they
possibly can to avoid bankruptcy. [Their net worth]
has dwi ndled to alnbst nothing. New Century operated
in Alaska and they were very aggressive with their
products and pricing. Most conpanies speaking today
sold loans to New Century. However, their net worth
will do nothing for any of the custoners that mi ght
ultimately be affected by their demse. The sanme is
true for Freenont Mortgage, Option One (owned by H&R
Bl ock), and countless other conpanies current wth
their own struggl es. Al aska Mor t gage Bankers
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Associ ation does not support the position of the
Nat i onal Mortgage Bankers Association by allow ng net
worth exenptions. W [feel] this does not provide
adequat e consuner protection.

Li censing would not have prevented the fall of New
Century or any other conpany for the matter, but what
it wuld do is allow the citizens of Alaska ... a
resource of enforcenent they currently do not have
avai lable. It affords the State of Al aska a |evel of
enforcenment the State does not have available as well.
The licensing and bonding requirenents are not
difficult, expensive, or overaggressive. Licensing is
needed so everyone that wants to operate in the State
of Al aska operates by the sanme rules. Al though in nost
cases Mortgage Bankers have FHA, VA, Fannie Me, and
Freddie Mac approvals these annual audit requirenents
do not address enforcement actions for consuner
protection.

My coments today wll be posted on AMBA website
wwv. aknba.org. | wll email ny comments today to the
menbers of this commttee as well. Again, | thank the
committee for holding this hearing and encourage the
conmmttee to nove the bill forward and passage this
sessi on.

4:53: 31 PM

JOE BRAMVER, Mortgage Loan Originator; Chair, Legi sl ative
Commttee, Alaska Association of Mrtgage Brokers (AKAMB)

paraphrased from the following witten remarks [origina
punct uati on provided]:

Thank you, M. Chairman and the nenbers of the
committee for affording ne the opportunity to present
my public testinony today on House Bill 162.

My name is Joe Brammer and | am a Mirtgage Loan
Oiginator. | also chair the Legislative Conmttee on
behal f of the Al aska Associ ation of Mrtgage Brokers.

| have been working with consumers in Alaska since
1992 by hel ping them obtain financing for the hone of
their dreans. | originated ny very first nortgage
| oan in 1980.
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My purpose before you today is three fold. First |

would like to provide you with a brief anmount of
recent history surrounding the developnent of this
| egi sl ation. Secondly, | would like to address the

i ssue of conpetency testing, and finally I would I|ike
to share ny Vi ews on cont i nui ng educati on
requirenents.

Nobody |i kes additional regulations being inposed that
t hey must abi de by.

This is especially true of the nortgage industry as we
currently have no state regulations. As one can pick
up the Anchorage Daily News and easily ascertain, this
lack of regulation has contributed to unscrupul ous
operators preying on the consuners of Alaska. Nothing
can be done currently to stop these predators.

Enter House Bill 162.

This piece of consunmer protection |egislation was
drafter in conjunction with industry representatives
from the Alaska Association of Mortgage Brokers and
the Al aska Mortgage Bankers Association, along wth
vari ous state departnents.

Thi s consuner protection | egi sl ation provi des
safeguards for the public and enforceable penalties
for violators.

It requires the licensing of nortgage conpanies and
nore inportantly Mrtgage Loan Origi nators.

The way it is right now is that you can be peddling
used cars yesterday and be a nortgage | oan originator

t oday. No trai ni ng. No educati on. No
accountability. No conpetency requirenments. | say No
VWay!

But it's true. These nortgage loan originators are

the individuals who neet wth the consuners, your
constituents, and advise them on the single |argest
purchase they will ever meke.their famly’ s hone.

In addition, they negotiate contracts that commt the

consuner to typically their famlies’ largest nonthly
expense..their nortgage paynent.
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Before a loan originator can be eligible for |icensing

under HB 162, they wll be required to pass a
conpetency test as you will see on page 5, line 7 of
this Dbill under  06. 60. 040. The passing of a

conpetency test prior to dealing with the public is a
critical component of protecting the public.

In addition, the Loan Originator will be required to
attend and conplete continuing education requirenents
as outlines on page 15, line 12. This is a vital

ingredient in this consuner protection |egislation as
our industry is under constant change.

If we look at other professions such as insurance
agents, or those individuals offering securities, real
estate brokers or licensees, we find that state
regul ations exist for pre-license testing and the
conpletion of continuing education prior to license
renewal . Mrtgage Professionals are no different.

In closing, HB 162 is a consuner protection bill,
designed to level the playing field in the industry,
protect consuners from unscrupulous and predatory
| enders, and provides enforcenent nechanisns and

penalties for violators. This bill is absolutely a
step in the right direction. | ask your support for
HB 162.

CHAIR OLSON indicated that HB 162 wuld not be noved

conmmi

ttee at this tine.

42 PM

4:57:

ADJ OURNVENT

from

There being no further business before the commttee, the House
and Commerce Standing Conmittee neeting was adjourned at

Labor
4:51

PM
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