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Federal Reserve Announces Final Rules to Protect Mortgage Borrowers from Unfair, Abusive, or
Deceptive Lending Practices that Can Arise from Loan Originator Compensation Practices

The Federal Reserve Board announced on August 16, 2010 final rules to protect mortgage borrowers
from unfair, abusive, or deceptive lending practices that can arise from loan originator compensation
practices. The new rules apply to mortgage brokers and the companies that employ them, as well as
mortgage loan officers employed by depository institutions and other lenders.

Today, lenders commonly pay loan originators more compensation if the borrower accepts an interest
rate higher than the rate required by the lender (commonly referred to as a "yield spread premium™).
Under the final rule, however, a loan originator may not receive compensation that is based on the
interest rate or other loan terms. This will prevent loan originators from increasing their own
compensation by raising the consumers' loan costs, such as by increasing the interest rate or points.
Loan originators can continue to receive compensation that is based on a percentage of the loan
amount, which is a common practice.

The final rule also prohibits a loan originator that receives compensation directly from the consumer
from also receiving compensation from the lender or another party. In consumer testing, the Board
found that consumers generally are not aware of the payments lenders make to loan originators and
how those payments can affect the consumer's total loan cost. The new rule seeks to ensure that
consumers who agree to pay the originator directly do not also pay the originator indirectly through a
higher interest rate, thereby paying more in total compensation than they realize.

Additionally, the final rule prohibits loan originators from directing or "steering" a consumer to accept a
mortgage loan that is not in the consumer's interest in order to increase the originator's compensation.
The rule will preserve consumer choice by ensuring that consumers can choose from loan options that
include the loan with the lowest rate and the loan with the least amount of points and origination fees,
rather than the loans that maximize the originator's compensation.

The Federal Register notice containing the final rules is attached. The final rules are effective April 1,
2011.

Additional Information

All circulars and documents are available on the Internet through the Federal Reserve Bank of San
Francisco’s website, at http://www.frbsf.org/banking/letters.
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Highlights of Final Rules on Loan Originator Compensation and Steering
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