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: Making Borrowing “Safe” for the Consumer
Sprlng Issue 2010 By Kelly Lynch, Broker/Loan Specialist, KPL Select Mortgage, Inc.

INSIDE THIS ISSUE: In an attempt to combat faulty lending practices, lawmakers
passed the Secure and Fair Enforcement Mortgage Licensing
Act aka the “SAFE Act.” California must comply by the end of
2010. The Act establishes a national standard mandating
consumer protection against fraud and misleading lending

practices.
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Property Management 2 While most deceptive loan programs have been eliminated, the SAFE Act is an
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Changesin L.A. risk financially. The Act primarily institutes a system for licensing and registering
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Code of Conduct — How . . . . . .

Does It Affect You? Until now, loan originators in California have been required to have a real
estate salesperson’s license issued by the Department of Real Estate—the

Escrow Update: 3| same license as a realtor—but they were not required to have any extra

Undisclosed Payments training so they could help borrowers understand and select the right loan.

May Be lllegal

Some companies even hired sales people who had no license at all but who

First Time Homebuyer 4 worked to generate loans.
Workshops

At KPL, we did not adhere to these practices. We are active members of the
California Association of Mortgage Professionals and the National Association
of Mortgage Brokers and have always required that, in addition to the DRE
license, our loan originators to be well-trained in the technicalities of mortgage

(Continued on page 2)

Homebuyers in California Get a $10,000 Tax Break

By Amy Danftzler, Senior Vice President, KPL Select Companies

In late March, 2010, Governor Schwarzenegger signed Assembly Bill 183 providing $200
million for homebuyer tax credits. The new law's $200 million allocation is split 50/50
between eligible first fime homebuyers who purchase an existing home and anyone

| purchasing a new home between May 1 and December 31, 2010 or when the state’s
allocated money runs out, whichever occurs first. Law makers speculate that the money
will not last more than a few months.

The credit is for up to $10,000 or 5% of the purchase price, whichever is less. So, for any home that costs
more than $200,000, the buyer could be eligible for the full tax credit. Unlike the federal credit set to expire
May 1, 2010, in an effort to eliminate further strain on the state’s budget, the California credit is applied in
equal installments of $3,333 over three consecutive years to offset state taxes due. Buyers will not be
eligible for the full $10,000 credit if they owe the state less than that amount over the three-year period.

To get the credit, a buyer must be at least 18 years old and be unrelated to the seller. “First time buyers,”
like the federal credit, are defined as someone who has not owned a home in the past three years. The
credit for purchases of “new homes” applies to any qualified buyer of a home that has never been
occupied. This portion of the bill is aimed at stimulating the struggling home building industry. To be
eligible for either credit, the homebuyer must occupy the home as their principal residence for at least
(Continued on page 2)
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Making Borrowing “Safe” (cont'd from page 1)

brokering. However, the “mortgage meltdown,” which was caused in part by unscrupulous and
undereducated loan originators, paved the way for this new bureaucratic oversight.

The SAFE Act is designed to increase fransparency and ethical reporting standards for mortgage loan
originators. Provisions of the Act include criminal history checks, credit reports, fracking of consumer
complaints, national pre-licensure education, national testing, national continuing education, and greater
accountability to the public provided free of charge via the internet.

Of concern, however, is that not all loan originators are required to complete pre-license training or fo pass
the national licensing exam. Specifically, loan originators who work for Federally chartered banks or credit
unions DO NOT have to meet these standards to generate loans. Lawmakers determined that the banks
could be trusted to properly screen and train their employee loan originators without national oversight or
the requirement that those loan originators meet the same rigorous standards as those at independent
companies. Thus, the SAFE Act does not fully ensure that the consumer is “safe” from unscrupulous or
undereducated loan originators in all instances.

Whether you've owned multiple properties or are a first time homebuyer, you want to be sure you are
working with someone who is a mortgage expert. Your loan originator should be someone who understands
your loan options and who you can tfrust.

California Tax Break (cont'd from page 1)

two years immediately following the purchase or the credit will need to be refunded to the state.

The California credit is set to commence just as the federal credit expires, with a
short overlap applicable to first time buyers. The $8,000 federal credit for first fime
buyers applies to buyers who have entered info a purchase contract (or are in
escrow) by April 30 and who close escrow by July 1, 2010. Thus, a first time buyer
who is in escrow before April 30 but who closes escrow between May 1 and July 1,
2010, could be eligible for $18,000 in tax credits (assuming they meet all the other
requirements including the income limitations for the federal credit).

Buyers of new homes can reserve the credit before they close escrow. Reservations will become important
as we near the $100 million cap for homes that may not close escrow before the cap is reached. To reserve
a tax credit, the buyer and seller must submit a reservation to the state and request certification that they
have entered into an enforceable contract on or after May 1 and on or before December 31, 2010. This will
allow, for example, a buyer signing a sales contract in June for a house being constructed to claim the
credit in October when the house is completed.

If you are a first time buyer or a buyer purchasing new construction, be sure to discuss your eligibility for a tax
credit with your tax advisor.

Property Management Update: Rent Increase Changes in L A.
By Tanya Kaplan, Los Angeles Property Manager, KPL Select Property Management, LLC

| The calculated allowable rent increase percentage in the city of Los Angeles through June 30,
2010 is 4%. But, as of July 1, 2010 and through June 30, 2011, the allowable rent increase will be
only 3%. This annual increase may be imposed only if 12 months or more have elapsed since
the last such rent increase.

If you have any questions about whether rental increases are allowable at your income
property, contact Tanya Kaplan at (818) 907-5757 in Los Angeles or Christopher Thompson at
(760) 327-9700 in Palm Springs. KPL Select Property Management is here to assist you with alll
your property management needs.
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The Home Valuation Code of Conduct —- How Does It Affect You?
By Kelly Lynch, Broker/Loan Specialist, KPL Select Mortgage, Inc.

To help enhance the integrity of the home appraisal process in the mortgage finance
industry, two years ago, in March 2008, Fannie Mae and Freddy Mac entered info an
agreement with the Federal Housing Finance Agency (FHFA) and the New York Attorney
General’s office to adopt certain policies relating to appraisals. The Home Valuation
Code of Conduct ("HVCC") resulted and, after some modifications, became effective
for all single-family mortgage loans delivered to Fannie Mae or Freddie Mac on or after
May 1, 2009.

The intention was to create a system to eliminate inflated values caused by either bad or novice appraisers
or by predatory lenders who influenced the appraisal process. While the intention of HYCC is good, a year
later, the general feeling among real estate professionals—realtors, mortgage brokers and even appraisers
—is that the law was implemented in haste, without complete analysis and has caused more harm than
good to the consumer and the real estate industry.

A major concern with HVCC is that the system requires use of a third party, an appraisal management
company (“AMC"), as the middleman to process the appraisal order. This is thought to improve the
accuracy of appraisals by eliminating pressure on appraisers from loan originators who might improperly
inflate values. However, use of the AMC takes more time and ultimately costs the consumer more money
because the AMC charges a fee for its services. Typically, we are seeing an increase of 20% to 30% in costs
passed on to the consumer while the appraiser doing the work is making less than before. The added step is
also slowing the transaction time down by one to two weeks in most cases.

Of even greater concern, however, is the use of out-of-area appraisers who are not familiar with the local
market. Mortgage originators used to be able to hire local appraisers who knew every detail about their
market. Today, the AMCs order the appraisal from a roster of appraisers who have no direct contact with
the mortgage originators. There is no guarantee that those appraisers will be skilled or knowledgeable
about the local market. When an apypraiser is hired from out of the area, it works to the detriment of
everyone involved. The appraiser who is unfamiliar with the neighborhood will have to do more work (for
the same money) to get up to speed and will be more likely to make mistakes based on geographic
subtleties. We have seen several transactions run into frouble because an inexperienced or out of area
appraiser undervalued the property based on “comparables” that would not have been used by an
experienced, local appraiser.

Furthermore, because the appraisal is ordered by and performed for a specific lender, it can no longer be
transferred to another lending institution. Previously, an appraisal could be used by multiple lending
institutions if the appraiser was approved by the particular institution. Now, if a borrower's loan is denied by
one lender, they are required to pay for another appraisal of the same property with another lender.

(Continued on page 4)

Escrow Update: Undisclosed Payments May Be lllegal

By Kevin Gibson, Escrow Manager, KPL Select Escrow, Inc.

In a short sale transaction, undisclosed payments, partficularly those paid outside escrow, may
constitute illegal actively under the Real Estate Settlement Procedures Act (RESPA), licensing or
loan fraud laws. An agent’s participation in any “scheme” could be subject to disciplinary
action, even license revocation by the Department of Real Estate.

Consider this: A senior lender on short sale authorizes payment of $10,000 to eliminate a junior
lien but the junior lender demands an additional payment of $2,000 by the buyer outside of
escrow. Concealing the $2,000 payment from a federally-insured senior lender could be loan
fraud and non-disclosure on the Settlement Statement (HUD-1) may violate RESPA. Depending on the
case, there may be violations of other laws and regulations as well.

If you have questions about your short sale transactions, contact your concierge escrow officer, Kevin
Gibson, at kgibson@kplselectescrow.com or (818) 907-5757 x223.
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BECAUSE MORTGAGE

LOANS ARE UNIQUELY
INDIVIDUAL, WE
OFFER A WIDE
RANGE OF LOAN
PROGRAMS
TAILORED TO YOUR
SPECIFIC NEEDS.

Low Fixed Rate Loans
First Time Home Buyer
Programs

FHA 3'2% Down

FHA 203K Streamline
VA 100% Financing
USDA 100% Financing
CalSTRS

Reverse Mortgages
Commercial Loans
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First Time Homebuyer Workshops

It is a great time for first time homebuyers in California. Prices are
low, rates are low and there are attractive tax credits. If you or
someone you know is looking to buy a home, we can help! KPL
Select Mortgage is continuing to offer First Time Homebuyer
Workshops to potential homeowners, giving them the tools
necessary to navigate their first home buying experience. At our

workshops, buyers learn: Graduating class from KPL's First Time
Homebuyer workshop on April 1, 2010.

< About how much they can afford

< About FHA 3% down loan options

< About closing costs sellers can pay nEAnEHS'

< About special loans for Veterans and Teachers VomT

< About the available tax credits 2009

To find out more about the workshops, call us at (818) 907-5757 or VOTED Favorite Loqn progmms & Seminars
email jware@kplselect.com. KPL is your First Time Homebuyers’ KPL Select Mortgage, Inc.
Headquarters. “1st Time Homebuyers' Headquarters”

Home Valuation Code of Conduct (cont'd from page 3)

Appraisers who KPL Select Mortgage have worked with over the years have been hard hit by these changes.
Their customer base used to be mortgage brokers who hired them but who now have no opportunity to do
so. Appraisers either have to sign up with management companies and do appraisals for less money than
before or find other employment.

As we navigate through the procedures implemented to protect the consumer in the wake of the
“mortgage meltdown,” KPL will keep you up to date. If you have questions about HVCC and how it affects
you, contact us at (818) 907-5757 or (760) 327-9700.
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