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Subject: Regulation Z

Proposed Rule Amending Requlation Z

1. Proposed Fed Rule Impedes Brokers’ Ability to Compete and Hurts Consumers

The Board of Governors of the Federal Reserve System recently proposed amending Regulation
Z, which implements the Truth in Lending Act and the Home Ownership and Equity Protection
Act.

The proposed Fed Rule would put in place some useful consumer protections, but it also would
impose significant burdens on mortgage brokers. In particular, the proposed Fed rule would
require brokers, but not other mortgage originators, to disclose the specific dollar amount which
the broker would earn from a transaction, including yield spread premiums. That disclosure
would have to be made before the consumer paid any fee to any person, and before submitting
an application. Brokers may only receive compensation disclosed in that manner. If there is no
such disclosure, the mortgage brokers cannot be paid by any amount by any party, lender or
borrower.

HUD already requires disclosure of yield spread premiums in both the GFE and HUD-1.
However, the Fed believes additional disclosure is needed from brokers, but not other
originators, to protect consumers because, the Fed claims, consumers believe that brokers are a
“trusted advisor” who are bound to get the best possible deal for borrowers, but do not view
other originators in the same way. The Fed has taken this position even though exhaustive
studies of mortgage disclosures by the Federal Trade Commission, the government’s principal
consumer protection agency, in 2004 and 2007 show that additional disclosures of mortgage
broker compensation created confusion, caused consumers to choose more expensive loans, led
to a bias against broker-assisted transactions, and impeded competition, thus hurting consumers.
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