SENATE BILL REPORT
SB 5938

As Reported by Senate Committee On:
Housing, January 16, 2026

Title: An act relating to the foreclosure prevention fee.
Brief Description: Concerning the foreclosure prevention fee.
Sponsors. Senators Orwall, Nobles and Stanford.

Brief History:
Committee Activity: Housing: 1/14/26, 1/16/26 [DPS).

Brief Summary of First Substitute Bill

» Revises and specifies exemptions, a limitation, disclosures, and payment
of the foreclosure prevention fee.

» Authorizes the Department of Commerce (Commerce) to adopt rules.

* Requires Commerce, in consultation with the Washington State Housing
Finance Commission, to conduct a study on the feasibility of directing a
portion of foreclosure prevention fee collections to establish a state
homeowner assistance fund to provide direct financial assistance to
certain homeowners.

SENATE COMMITTEE ON HOUSING

Majority Report: That Substitute Senate Bill No. 5938 be substituted therefor, and the
substitute bill do pass.

Signed by Senators Bateman, Chair; Alvarado, Vice Chair; Goehner, Ranking
Member; Gildon, Orwall, Salomon and Trudeau.

Staff: John Kim (786-7453)

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Background: In 2025, the Legislature created an $80 foreclosure prevention fee assessed
on each residential mortgage loan originated within or outside this state and related to
property located within this state, except for reverse mortgage loans issued to seniors over
the age of 61. The fee applies to residential mortgage loan closings that occur on or after
July 27, 2025, and is payable at the time of closing by the escrow or other settlement or
closing agent into the Foreclosure Fairness Account. The fee may be financed in the loan
and paid from the loan proceeds or from any borrower cash contribution at the time of
closing.

The Department of Commerce (Commerce) may make policies and procedures related to
implementation, collection, remittance, and management, and enter into individualized
agreements governing the efficient remittance of the fee.

Collections from the fee and other revenues in the Foreclosure Fairness Account are
distributed by the director of Commerce, as follows:

» 50 percent for providing housing counseling activities to benefit borrowers,

» 8 percent to the Office of the Attorney General to enforce violations related to deeds
of trust;

» 16.5 percent to the Office of Civil Legal Aid to be used for contracting with qualified
legal aid programs for legal representation of homeowners in matters relating to
foreclosure;

15 percent to fund the foreclosure prevention hotling;

* 0.5 percent to fund outreach; and

e 10 percent to Commerce to be used for implementation and operation of the
Foreclosure Fairness Act.

Summary of Bill (First Substitute): Exemptions from the Fee. The following changes are
made to loans exempted from the fee:
* the age threshold for a borrower of a reverse mortgage loan exempted from the fee is
lowered from over the age of 61 to 60 years of age or older; and
* chattel loans or retail installment contracts to purchase a dwelling where the dwelling
is secured as personal property are exempt from the fee.

Limitation for Certain Borrowers. The fee may only be collected on the first lien residential
mortgage loan if:
» aborrower is purchasing residential real property of up to four units; and
* the purchase transaction is financed in any part through any state housing trust fund
program administered by Commerce, the Covenant Homeownership Program, or any
homeownership program administered by the Washington State Housing Finance
Commission.

Payment of the Fee. The bill removes an authorization for the fee to be paid from a
borrower cash contribution. It retains an authorization for the fee to be paid from the loan
proceeds at the time of closing.
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Disclosure and Finance Charge Calculation. The fee must be disclosed in accordance with
federal and state law, but it may be excluded from the finance charge calculation.

Administration by the Department of Commerce. Commerce is granted the power and broad
administrative discretion to administer and interpret provisions relating to the fee, and may
adopt necessary rulesto interpret, implement, and enforce the provisions.

Study on a State Homeowner Assistance Fund. Commerce, in consultation with the
Washington State Housing Finance Commission, must conduct a study to evaluate the
feasibility of directing a portion of collections from the fee to establish a state homeowner
assistance fund to provide direct financial assistance to homeowners who have exhausted all
options under the Foreclosure Fairness Act to remain in their home. The study and proposed
legidation must be submitted to the Governor and the appropriate committees of the
Legidlature by July 1, 2027.

EFFECT OF CHANGES MADE BY HOUSING COMMITTEE (First Substitute):

» Extends the deadline for Commerce to submit the study regarding the establishment
of a state homeowner assistance fund to July 1, 2027.
» Extendsthe expiration date of the section requiring the study to August 1, 2028.

Appropriation: None.

Fiscal Note: Available.

Creates Committee/Commission/Task Forcethat includes L egislative members: No.
Effective Date: Ninety days after adjournment of session in which bill is passed.

Staff Summary of Public Testimony on Original Bill: The committee recommended a
different version of the bill than what was heard. PRO: The Foreclosure Fairness Act started
during the Great Recession. We didn't have a system in place, and we created a system
where people could have housing counselors at no cost and have access to mediation. We've
expanded and changed the program over time. We looked at the foreclosure prevention fee
last year because we had trouble with stable funds to keep the program intact. We also
wanted to expand it to homeowner associations (HOAS) and condo owners, who never had
access to the mediation. We know when people are able to get to mediation, about 75
percent are able to keep their home.

The federal homeowner assistance fund ended in June, and those funds allowed a lot of
people to stay in their homes. Since those have gone away, we want to look at our state
doing a program. On the other portion of the bill, we realized that some people were being
charged multiple times or there were other groups we needed to exclude.
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The Washington Homeownership Resource Center (WHRC) operates the state's official
foreclosure hotline. Because of the foreclosure prevention fee, WHRC was able to stay
open. Last year, we served more than 10,000 homeowners across all 39 counties. Thisis a
technical cleanup bill that ensures the foreclosure prevention fee functions exactly as the
Legidature intended. It ensures homebuyers are not charged the fee multiple times ssimply
because they're using layered financing such as down payment assistance. We support the
carveouts where foreclosure mediation services do not apply. We support the bill's direction
to study the feasibility of a homeowner assistance fund. For more than two years, the
federal fund was an impactful tool helping people stay in their homes. While the funding
has ended, the struggles haven't.

HOA United support the bill as an important clarification that ensures the fee is fairly
applied, transparently disclosed, and administered consistently statewide. | want to highlight
that too often, foreclosures are driven not by the mortgage lender but by HOA enforcement
actions where attorney fees and costs escalate rapidly.

The Northwest Justice Project (NJP) has been the primary legal aid provider of foreclosure
defense services for low- and moderate-income homeowners in Washington since 2010.
The bill makes minor but necessary technical changes. NJP's clients will benefit from all of
these changes.

We Build Back Black Alliance supports this bill because it benefits homebuyers with
limited resources, by narrowing the collection of the fee and removing the option for the fee
to be paid by a cash contribution.

Persons Testifying: PRO: Senator Tina Orwall, Prime Sponsor; Elizabeth Perez,
Washington Homeownership Resource Center; Raelene Schifano, HOA United; Seth
Sivinski, Northwest Justice Project; Paula Filmore-Sardinas, FMSGS/WBBA.

Persons Signed In To Testify But Not Testifying: No one.
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