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Introduction

INTRODUCTION

As we saw in Chapter 3, most mortgage financing comes from regu-
lated lenders, and the evolution of regulation has shaped the way they
operate. Historically, regulated lenders dominated the mortgage indus-
try because savings deposits were necessary to making long-term loans
and federal laws encouraged such use of deposit assets. As financial
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funding of mortgagedoansigrewncreatingloangpe and selling secu-
rities backeg bols. These new security pa , opened the
door to m | ntering the loan origir iness, espe-
cially mg¢ s that specializec mortgages.
Many of tk n force shutter ope . he past few
years, gl ecl vere m .0 investors
| te 2007. By
ad been slow
e govern-
no demand

cked secu-

at the fore-
jed its first
ritization in

e as inter-
mpanies
ting in
anies
L

" -




CHAPTER 4 Other Primary Market Lenders

and its primary federal regulatory
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by federal and state government agencies will be reviewed later. Another
portion of the loan origination market involves individuals and others

who, for various reasons, participate in making mortgage loans.

MORTGAGE COMPANIES

From its origin as a brokerage-type service that arranged loans, the mort-
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Mortgage Companies

lenders. Mortgage companics such as Franklin American Mortgage Com-
pany are still the main originators of FHA and VA loans.

Mortgage companies share the mortgage market with regulated lend-
ers; each has a market share of about half of all loan originations. A major
difference between mortgage companies and regulated lenders, however,
is that mortgage companies do not hold depositors’ cash for the purpose
of funding their loans. Nor do they normally have investment cash with
which to hold loans. To fund loans at closing, most mortgage companies
rely on commercial banks that grant them “warehouse” lines of credit.
The loans are shet later: A fibtes they fund,
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Mortgage Companies

considered a banker’s prerogative. The FHAS desire to work in cooperation
with private industry was met by mortgage bankers. They offered the full-
service facilities and market contacts that enabled the FHA to fulfill its
purposes in meeting the needs of home buyers.

As early as 1914, mortgage bankers formed a trade association known
as the Farm Mortgage Bankers Association, highlighting the original
emphasis placed on farm loans. The name was changed to its present title
of Mortgage Bankers Association (MBA) in 1923. MBA is a major com-
munications and information center for the industry. It sponsors educa-
tional programs to keep the many people employed by mortgage bank-
ers up to date in an ever-changing business. The MBA actively promotes
Jegislation favorable to the industry and its borrowers.

With a better understanding of the variations among the businesses
and individuals who serve those seeking mortgage loans, we can now
examine the question, “What does it take to become a mortgage company?”

Qualifications of a Mortgage Lender

For many years, there were no federal requirements regarding the quali-
fications or licensing of an individual or company handling conventional
mortgage loans. Most states had established some requirements, consist-
ing mostly of registration and the posting of a bond. Many states had been
exploring the possible need for further regulation, including licensing,
In the past, any individual meriting the confidence of a lending institu-
tion could assist in arranging a loan, thereby earning a fee for his or her
services. However, with the passage of the SAFE Act in 2008, the federal
government signaled its intent to increase uniformity in the regulation
and licensing of those making residential mortgage loans outside the
employment of regulated financial institutions. The SAFE Act represents
an attempt to ease regulatory burdens, enhance consumer protection,
and reduce fraud by establishing the NMLS for the residential mortgage
industry. This new regulation has had the greatest effect on the independ-
ent residential mortgage brokerage community. The SAFE Act did not
replace the mortgage broker licensing requirements that were already in
place in 38 states; rather, it created a uniform set of minimum licensing
requirements that all states had to implement no later than April 1, 2010.
In practice, mortgage company qualifications are set mostly within the
industry itself, although many states require that mortgage companies be
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A LICENSED MORTGAGE PROFESSIONAL
Source: © 2016 OnCourse Learning

licensed to do business in that state. If a mortgage company elects to deal
with a government agency involved with mortgage lending, that agency’
standards must be met. These agencies include HUD/FHA, VA, Fannie
Mae, Freddie Mac, Ginnie Mae, and Farmer Mac. Their requirements are
similar: acceptable net worth and liquidity levels, experienced person-
nel, and adequate office facilities available to the general public. Even if
these criteria are met, approval must be obtained from each agency with
which a mortgage company wants to do business. The same is true of any
other client-lender of a mortgage company. Approvals by either HUD/
FHA or VA in the past were often accepted by conventional lenders
adequate qualification except for minimum capital requirements, which
can be much higher for Fannie Mae and Freddie Mac. This will be ™
longer true after new minimum net worth and liquidity requirements fol

FHA approved seller/servicers 8o into effect in 2015 (more about this i
Chapter 5).

Licensing of Mortgage Loan Officers

. . i n '

Du':’:i tc-) the complexity of residentia] mortgage lending, with IS .ma z

gui tl:)lmes and requirements, there has been a marked increase " ult
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Mortgage Companies

required by the Truth-in-Lending Act, along with the need for compli-
ance with the Equal Credit Opportunity Act amid rising concerns about
possible discriminatory lending and the new requirements of the Dodd-
Frank Act, have all increased the need for mortgage personnel with full
knowledge of the mortgage lending industry.

Regulation of mortgage brokers was limited for many years. Early

consumer protection laws enumerated above were enacted and regulated
primarily by the Federal Reserve Bank, the Federal Deposit Insurance
Corporation, the Federal Home Loan Bank, the Federal Trade Commis-
sion (FTC), and the Department of Housing and Urban Development. It
was not that these laws did not apply to private mortgage brokers; rather,
there was no official regulatory body with direct oversight of licensing,
compliance, or enforcement powers except for the FTC. Mortgage loans
made by independent retail or wholesale mortgage brokers increased
from a small percentage of residential mortgage loans originated in 1972
to a 69% peak market share in 2004.” States began to react to the lack
of federal regulation of the activity of these emerging mortgage loan
originators. By 1996, all but eight states had some registration or licens-
ing requirements for the mortgage industry, and by 2006, all but one
state— Alaska—had some state regulatory oversight.* In addition to
states’ involvement with licensing and professional training, state gov-
ernments also became more aggressive in opposing predatory lending
and mortgage fraud abuses than did regulators at the federal level. But
while there was a patchwork of state licensing requirements for those
involved in residential mortgage loan origination, various Supreme
Court decisions held that states did not have regulatory oversight over
national banks. These decisions left a large gap in regulatory control over
mortgage lending within the commercial banking industry, a gap that
contributed to the concentration of banking through consolidation and
alack of adequate regulatory oversight and enforcement resources at the
federal level.* ¢

3Sichelman, Lew, “Loan Brokers Lose Share, but Still Rule the Market.” Realty Times, June 18, 2007.
“Pahl, Cynthia. “A Compilation of State Mortgage Broker Laws and Regulations, 1996-2006."
Federal Reserve Bank of Minneapolis Community Affairs Report No. 2007-2.
*Seabury, Chris. “The Causes and Effects of Credit Shocks.” Accessed Dec. 28, 2014 at
6http:Nwww.investopedia.comlarticlesleconomicsloBlcredit-shock-mortgages.asp
Harvey, Keith, et al. “Disparities in Mortgage Lending, Bank Performance, Economic Influence, and
Regulatory Oversight.” The Journal of Real Estate Finance and Econamics, Volume 23, Number 3
November 2001, ' ' '
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As a result of these combined concerns, the C(-nzifzfiifeR:iifl?:
Bank Supervisors (CSBS) and the American Associa o vear studs
tial Mortgage Regulators (AARMR) embarked. on. a .
which concluded that a uniform mortgage- apphcatlc?n of licensed
gage regulatory agencies and a nationwide {'CPOSIt?[;Y e i
companies and professionals should be established. .eY 2005,
recommendation to a Congressional House subcommittee in :

Ultimately, at the continued urging of many industry expf%rlts, 1381::
as a result of additional pressure brought on by the ﬁna‘nc1a crh (i
state and federal officials determined that a uniform licensing met ;E
should be implemented, and Congress accordingly passec.i tpe SAh t
Act. Consequently, all states have created licensing commissions t ae
set minimum qualifications for those who handle consumer mortgagE
loans, which may exceed those established by the NMLS. The SAF

Act mandates minimum standards for mortgage loan originators,
including that applicants pass, complete, or maintain the following five

general requirements:

1. A criminal history and credit background check
2. Pre-licensure education, including;
a. Three hours of federal law and regulations
b. Three hours of ethics
¢. Two hours of lending standards
d. Twelve hours of mortgage origination
3. Pre-licensure testing
4, Continuing education, including:

a. Three hours of federa] Jayy and regulations
b. Two hours of ethicg

[} [ ra‘
¢. Two hours of training related tq lending standards for the nor!
ditional mortgage product market

d. One hour of undefined Instruction on mortgage origination

Ho!
‘Dean, Teresa. "CSBS Describes States' Plan for Mo Licens; d Registratio® at
Hearing." C5BS Examiner, Sept. 30, 2005, tgage Licensing and Reg
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More information about state specific licensing and compliance rules can

be found at the NMLS website at http://mortgage.nationwidelicensingsystem
.org/slr/Pages/default.aspx, which provides additional links for informa-
tion on each state.

The requirements above apply to those residential mortgage loan
originators who do not work for an institution that takes federally insured

agency that falls under the examination or supervision of

deposits or any
s and

the Farm Credit Administration. The NMLS grants national license
unique identifier numbers to individuals whom it refers to as mortgage
loan originators or MLOs. But since states are within the dual licensing
system established by the SAFE Act, many refer to their dual-licensed
mortgage loan originators by different titles; for example, Texas uses the
term “Residential Mortgage Loan Originator” to describe its licensees.
As a result, the acronym RMLO has developed different meanings. It orig-
inally stood for the “Registered Mortgage Loan Originator,” which was a
efined in the final rule in the Federal Register of July 2010° that
directed federal depository regulators and the Farm Credit Administra-
tion to promulgate rules to enforce the registration of MLOs as defined by
the SAFE Act. Later, various industry trade groups and individual inde-
pendent loan originators—in an effort to differentiate themselves from
banks or savings and loan mortgage loan originators—redefined RMLO
as “Registered Mortgage Loan Officer” and began to refer to themselves
as MLOs, now meaning Mortgage Loan Officer (Licensed and Trained).

Neither of these is a regulatory term.
The new licensing requirements with the NMLS and state regula-

er of licensed mortgage brokers to fall dramati-
new requirements of the NMLS or the general

decline in the mortgage market, or a combination of both, the number of
mortgage brokers licensed in Texas fell from over 30,000 to under 4,000
between 2008 and 2011. A slight recovery in the mortgage market began
in 2012, and by the end of 2013, the number of mortgage loan originators
in Texas had grown back to over 15,000 with a growth rate in new MLOs

of 28% in 2013 alone.’

term d

tors caused the numb
cally. Whether due to the

®Federal Register. 12 CFR Part 34, 208, 211, et al. Registration of Mortgage Loan Originators:
Final Rule. Accessed July 10, 2015 at http;//www.Federalresorve.gov/new:events/press/bcreg

9/bcreg2010072831.pdf
Jones, Caroline C. “2014: A Year of Changes.” Presentation in June 2014 by Commissioner of Texas

Department of Savings and Mortgage Lending.
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Who Needs to Register With NMLS?

If your institution is federally chartered or insured by one of the
following agencies and your institution employs individuals required
to be federally registered as mortgage loan originators, your institu-
tion must register with the NMLS. |

Office of the Comptroller of the Currency

Board of Governors of the Federal Reserve System
Federal Deposit Insurance Corporation

Office of Thrift Supervision

Farm Credit Administration

National Credit Union Administration

Mortgage Company Operations

Although mortgage companies vary widely in their methods, the busi
Ness organization common to most Operates with three basic division®
(1) administration, (2) loan servicing, and (3) loan acquisition.

The administrative 8Toup supervises and directs 3] operations an=
using its sources of money, seeks out and maintains contact with 1en¢
ing institutions and, more recently, poolers of mortgages for issuance o-
mortgage-backed securities. The development of stable, continuing ¢ a‘

8age company or a lender to maintain an exclusjve arrangement. Since l;e
beginning of the current financial crisis i, 2008, the number of invesﬁi-
has declined and thoge thyt remain tightened their credit stand
tially. In early 2014, severa] lenders began to offer more relaxed réd fof
ments; for example, Wells Fargo began accepting 15% down Pa)’mentsagc‘
jumbo mortgage, reduced from 20%, Investors in residential mortfeds
loans are in and out of the market a5 their particular investment nl), of
fluctuate, while mortgage companies must maintain a steady S Evﬂi"
funds. Mortgage company officers must know which sources areder of
able for loans and the particular type of loan or loans that each Ien,,ﬂt"'

f
investor prefers. A mortgage company's secondary marketing deP?
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resides within the administrative group and works with investors to
establish the pricing that the loan acquisition group will use to attract

borrowers.
Loan servicing includes the record-keeping section that maintains cus-
tomers’ or borrowers’ accounts. Larger companies have converted much
of this accounting to computerized methods for more efficient handling.
The escrow section holds the required insurance and tax deposits. Escrow
account personnel must maintain a continuous analysis of taxes and insur-
ance costs for each property to assure the company that sufficient money
will be available when needed for payment. Another responsibility of the
servicing section is to ensure prompt collection of borrowers’ monthly
payments and to send out notifications if delinquencies occur. All lend-
ers insist on knowing borrowers’ account status and depend on mortgage
companies to use diligence in keeping their accounts current. Laxity in
this area could jeopardize a lender’s rights in a foreclosure action.

The loan acquisition group, the division best known to outsiders, con-
sists of loan originator/officers or supervisor/managers who make the
contacts with potential borrowers. These contacts are made through real
estate agents, banks, accountants, and others and help mortgage.per’son-
nel seek out the best loans as well as to handle actual loan apphca.tlon‘s.
Loan processors normally work with these representatives to maintain
files and to help collect information required on both the plzoperty arfd
the borrower. Complete documentation of the loan x.nust be included in
the loan package. Any person who works Qirectly with a mf)rtga,ge lo;.n
applicant who recommends a product or .dlscusses the a[?pllcant s c}:l-e hlt
or other qualifications for the loan is required to b-e a registrant ;th t‘ 5
Federal Registry maintained by the NN.ILS.. While regulated nanci
institution personnel need not have or maintain NMLS mortgage o.rlgma—
tors licenses, they must be registered with the NMLS Federal Registry to
perform the function of making residential mortgage lo'ans. The Federal
Registry of the NMLS is set up under the law to maintain a record of 'fﬂl
people involved in residential mortgage finance. Ifa Person has comml?-

ted fraud or had a mortgage license revoked, there will be a record of this
revocation in the system, and the person who has lost the license cannot
be employed or licensed in another location. The Fraud Enforcement and

Recovery Act of 2009 (FERA) expanded the federal government’s ability
to prosecute mortgage fraud, securities and commodities fraud, and other

types of fraud related to federal assistance and relief programs such as the
Troubled Asset Relief Program (TARP).
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How a Mortgage Company Funds Loans

As discussed earlier in this chapter, mortgage companies do not hold
deposit assets that can be loaned the way regulated depository institutions
do. Therefore, they must use somewhat different procedures to obtain an
assurance of funds with which to make loans. When dealing with residen-

tial loans, mortgage bankers generally borrow money from a commercial
banker on a warehouse line of credit to fund a loan at closing. The loan is

pledged at the bank as collateral and held, or “warehoused,” by the bank

until it can be sold.
Other methods are used by mortgage companies dealing with the

larger commercial loans. These loans are more likely to be placed on a case
by case basis with the most suitable lender available at the time. Mortgage
bankers, and some brokers, use several methods to assure themselves of

adequate funding at known costs, as the following section describes.

Sale of Loans to Secondary-Market Investors

A procedure long used by mortgage companies is the purchase of 2
forward commitment in advance of making any loans. This commitment
is a promise by a lender (meaning a purchaser of loans or an investor) t0
have certain funds available for qualifying loans submitted to that lender
over a limited period of time, such as 30 days to six months. With a for

ward commitment in hand, the mortgage company can give assurance 10

a commercial banker that loans pledged on a warehouse line of credit 4°
have a ready market. A forward commitment generally includes an agree”
ment for the mortgage company to service the loans that are delivered ©°
the loan purchaser, The agreement between originator and purchase’ “
known as a sales and Servicing contract. Savings associations, insuraf“®
companies, and some commercial banks, as well as Fannie Mae, Fr*
die Mac. and other loan poolers or mortgage conduits, buy loans frof®
originators under commitments they have issued to o;iginatorS- Mort
Bage companies maintain contact with various loan purchasers who 4%
in and out of the market,

Both Fannie Mae and Freddie Mac are continuously in the mar ket
the purchase of loans that conform (o their requirements. This assurt"”
gives their “conforming loan” Parameters special importance for lend
seeking liquidity in loan portfolios, Like other secondarY'mark et 1%

purchasers, Fannie and Freddie buy loans through the sale of for
commitments to make such purchases,



