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Mortgage TL.oan Originators - New Licensing
Requirements

The State Corporation Commission's Bureau of Financial Institutions (“Bureau”) will
join the Nationwide Mortgage Licensing System (“NMLS”) on August 3, 2009. The sys-
tem will be used to license mortgage loan originators (“MLO”) in accordance with new
provisions of Virginia law and the federal Secure and Fair Enforcement for Mortgage
Licensing Act of 2008 (“SAFE Act”).

Mortgage loan originators are required to be licensed as the result of legislation adopted
by the 2009 Virginia General Assembly. The new law prohibits an individual from act-
ing as, or holding oneself out to the public as being, a mortgage loan originator on or
after July 1, 2010, unless the individual is licensed by the State Corporation Commission
(SCC) and registered in the Nationwide Mortgage Licensing System (“NMLS”).

As a result of changes in the NMLS, Virginia mortgage companies will not be
able to apply on behalf of their employees for Virginia mortgage loan originator
licenses, as stated in a June 3, 2009 communication from the Commissioner to
the industry. A MLO application must be submitted through NMLS by the indi-
vidual mortgage loan originator. For the latest developments with the MLO ap-
plication process, you are urged to check the Bureau’s web site at:

http:/ /www.scc.virginia.gov/bfi.

Continued on page 3

Loan Modification — MB License Required!

Section 6.1-409 of the Mortgage Lender and Broker Act (the “Act”) defines the term
“mortgage broker” to mean “any person who directly or indirectly negotiates, places
or finds mortgage loans for others, or offers to negotiate, place or find loans for oth-
ers...” As the Bureau understands it, a loan modification company acts as a form of
intermediary between a borrower and his lender in an effort to renegotiate the terms
of the borrower’s existing mortgage loan (typically to make the loan terms more af-
fordable to the borrower, thereby increasing the likelihood that the borrower will be
able to repay the loan). Accordingly, the Bureau concludes that a loan modification
company “directly or indirectly negotiates...mortgage loans for others, or offers to
negotiate...mortgage loans for others.”

The term “mortgage loan” is defined in § 6.1-409 to mean “a loan made to an indi-
vidual, the proceeds of which are to be used primarily for personal, family or house-
hold purposes, which loan is secured by a mortgage or deed of trust upon any interest
in one- to four-family residential property located in the Commonwealth, regardless
of where made, including the renewal or refinancing of any such loan,...” If the
loan to be modified previously met the definition of a “mortgage loan,” the modifica-
tion of such loan is covered by the language “...including the renewal or refinancing
of any such loan.” The Bureau’s view of the meaning of the term “refinancing” in

§ 6.1-409 is consistent with the definition of that term in Black’s Law Dictionary,
Eighth Edition; namely, “An exchange of an old debt for a new debt, as by negotiat-
ing a different interest rate or terms or by repaying the existing loan with money ac-
quired from a new loan” [emphasis added]. Accordingly, the Bureau interprets

Continued on page 7
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Recent Mortgage Broker Violations

Examiners have reported instances where non-FHA approved mortgage brokers are originating (and receiving fees for

brokering) FHA-insured mortgage loans. FHA prohibits a non-approved mortgage broker from receiving any compensa-

tion for providing origination services; which includes taking an application, ordering verifications, appraisals, inspections,

etc. Only FHA approved “loan correspondents” are allowed to provide origination services and collect a fee for doing
so.

Some of our mortgage broker licensees have reported that lenders are soliciting non-
FHA approved mortgage brokers to take the application, obtain the borrower’s signa-
ture on a broker agreement (sometimes called a “consulting agreement”), forward the
documents to the lender, and then wait for the check to arrive in the mail. Not only
does compensating a mortgage broker who is not FHA approved violate FHA policy
(See HUD’s Mortgagee Letter 2008-17), but it may also violate sections 8(a) and /ot
8(b) of RESPA (12 U.S.C. § 2607), which provide as follows:

(a) Business referrals No person shall give and no person shall accept any fee, kick-
back, or thing of value pursuant to any agreement or understanding, oral or other-
wise, that business incident to or a part of a real estate settlement service involving a
federally related mortgage loan shall be referred to any person.

(b) Splitting charges No person shall give and no person shall accept any portion,
split, or percentage of any charge made or received for the rendering of a real estate
settlement service in connection with a transaction involving a federally related mort-
gage loan other than for services actually performed.

The bottom line is if you do not have the authority to originate FHA loans, then you should not be receiving broker fees
or other origination type fees on FHA loans. Examiners are documenting these violations, citing overcharges for un-
earned fees and referring this information to FHA and HUD’s Office of RESPA and Interstate Land Sales. Additional
information may be found in HUD’s Statement of Policy 1999-1. Contact your legal counsel if you have questions or
need further guidance on this matter.

Examiner Blevins Retires

G.R. Blevins, the Principal Examiner stationed in the Roanoke Valley, officially retired on June 1,
2009. GR spent the last 22 years traveling up and down Interstate 81 and Highways 360 and 460
examining consumer finance companies, payday lenders, and mortgage lenders and brokers. He
estimates he has traveled around 375,000 miles since 1987. GR was a dedicated public servant
known for his jokes and cheery disposition. We are sure you join us in wishing him many happy
and healthy retirement years!

GR says he is enjoying every day of retirement, but misses all the great people he met in South-
west Virginia and his coworkers at the Bureau. He feels privileged to have worked as a state ex-
aminer for so many years. After being on the road for so long, you’ll never guess what he plans on doing in his free time —
GR and his wife, Pat, plan on cruising the back country roads in their 1932 Ford Coupe.

Licensees who used to call GR directly with questions will now need to contact the Richmond office at 804-371-9701.
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Mortgage Loan Originators: New Licensing Requirements (continued from page 1)

The NMLS began operations on January 2, 2008. Developed by the Conference
of State Bank Supervisors and the American Association of Residential Mortgage
Regulators, the NMLS allows mortgage loan originators to apply for and manage
their licenses electronically. The Bureau does not have plans at this time to
process mortgage lender/broker licenses through the NMLS or to manage
existing mortgage lender /broker licenses through the NMLS.

Mortgage loan originators will be able to complete an application for a Virginia

submit the application to the Bureau for investigation. If the Bureau determines /
that the licensing requirements are met, a license will be granted.

The application will not be approved until the Bureau determines that the follow- =
ing are met or received: (1) the required surety bond; (2) fingerprint cards and sat- =~

isfactory criminal background check through the NMLS; (3) pre-license educational certification through the NMLS; (4) a
passing score on the national and state mortgage test through the NMLS; (5) a finding of financial responsibility, charac-
ter and general fitness, including a satisfactory credit report.

Any individual wishing to apply for a mortgage loan originator license pursuant to Chapter 16.1 of Title 6.1 of the Code

of Virginia can do so through the NMLS beginning August 3. Applications for Virginia mortgage lender/broker licenses
will not be processed through the NMLS at this time, but will continue to be processed directly by the Bureau. Prospec-
tive applicants are strongly encouraged to visit www.stateregulatoryregistry.org/NMLS for complete information and to

become familiar with the system before actually applying for a license.

Regulations to carry out the new requirements of the law governing mortgage loan originators were proposed by the Bu-
reau. A public hearing was held by the State Corporation Commission on July 9 to consider adoption of the proposed
regulations. When the final regulations are adopted, a copy will be mailed out to all licensed mortgage companies and
interested parties.

More information can be found on the Bureau’s website at http://www.scc.virginia.gov/bfi. The Bureau has set up an e-
mail address and phone number dedicated for your questions about this new law. Questions can be answered via e-mail at
mlo@scc.virginia.gov or by calling (804) 371-0484.
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2008 Statement of Operations

Below are excerpts from the Bureau of Financial Institutions Statement of Operations that pertain to the Consumer Finance and
Corporate Structure and Research Sections as of December 31, 2008. You may view the entire Statement by going to the following
site: http://www.scc.virginia.gov/bfi/files /sum2008.pdf.

Consumer Finance Section Corporate Structure and Research Section:
The Consumer Finance Section supervises non-depository The Corporate Structure and Research Section is primarily re-
companies, individuals and other business entities, including sponsible for processing and investigating applications from
mortgage lenders and brokers, consumer finance companies, depository and non-depository institutions, individuals and
payday lenders, industrial loan associations, credit counseling other business entities for certificates of authority and licenses
agencies, and check cashers. to conduct business in Virginia, and for branches, offices, relo-

cations, mergers, and acquisitions. Additionally, the Section is
responsible for the examination and supervision of money
transmitters. Virginia’s 69 licensed money transmitters, operat-
ing either directly or through thousands of agents located in
Virginia, reported $9.3 billion in money order sales and $4.8
billion in money transmissions during 2008. The Section is also
responsible for corporate matters including changes in owner-
ship, directors, officers, and name changes of regulated entities;
review and compilation of annual reports of licensees; and

In addition to conducting examinations of non-depository preparation of the Bureau’s annual reports.

institutions, the Consumer Finance Section also investigates
information relating to entities that may be conducting busi-
ness in Virginia without the required license. This is handled
primarily by one investigator who also investigates licensees
for allegations of fraud and other illegal activity.

The Section is headed by Deputy Commissioner Susan E.
Hancock and is assisted by 21 examiners and two administra-
tive professionals. The primary responsibility of the Section is
to conduct compliance examinations to ensure that the licen-
sees are conducting business in accordance with applicable
laws and regulations. The Bureau is authorized by law to ex-
amine or investigate all licensees, and most licensees are re-
quired to be examined once every three years.

Deputy Commissioner Kyrus is assisted by eight analysts and
four administrative professionals. As a result of the crisis in
the mortgage industry and the national recession, application
filings have declined each of the last two years. From a record
high of 3,498 applications filed in 2000, total application filings

During the 2008 calendar year, the Section conducted a total decreased to 2,842 in 2007 and 1,842 in 2008. Application fil-
of 1,058 examinations with the majority (911) being mortgage ings for 2008 represented a 35 percent decrease from the previ-
examinations. As a result of these examinations, overcharges ous year.

totaling $272,821 were refunded by licensees to consumers. In
addition, bond claims totaling $321,817 were filed to recover
overcharges to consumers.

Mortgage lender and broker application filings represent the
majority of application filings. These represented 76 petcent of
total applications received in 2008 with 1,393 applications filed

Examiners receive training and continuing education by at- compared to 2,354 applications filed in 2007. Total mortgage
tending various schools offered by the American Association company filings in 2008 declined by 41 percent from 2007. Fil-
of Residential Mortgage Regulators and the National Associa- ings for 2007 had declined 16 percent from the previous year.

tion of Consumer Credit Administrators. Examiners also at-
tended training on reverse mortgage loans offered by the
Conference of State Bank Supervisors.

The Bureau also experienced a sharp rise in mortgage company
license surrenders and revocations for each of the last two
yeats. License surrenders by mortgage lenders and brokers in-
At the end of 2008’ the Bureau regulated 2’289 non- creased from 148 in 2006 to 322 in 2007 and 555 in 2008.
depository licensees. Of these, 1,675 were mortgage lenders Revocations of mortgage lender and broker licenses increased
and brokers reporting 2008 activity of $7.6 billion in brokered from 22 in 2006 to 58 in 2007 and 159 in 2008.

mortgage loans and $12.3 billion in closed mortgage loans,
secured by one to four family owner-occupied residential real
estate located in Virginia. This activity was down sharply for
the second straight year. For 2007 mortgage lenders and bro-
kers reported $15.4 billion in brokered mortgage loans and
$17.2 billion in closed mortgage loans. During 2008, the 69
licensed payday lenders reported making 3.4 million loans
totaling $1.3 billion. Eighteen consumer finance companies,
operating from 179 licensed offices, reported 147,000 loans
outstanding to Virginia consumers at year-end 2008, with a
total balance of $743.9 million.

In the depository area, the Section received a total of 103 appli-
cations, of which 89 were from banks and 14 from credit un-
ions, compared with 105 from banks and 8 from credit unions
in 2007. Bank applications consisted of 54 applications for
branch expansion, 11 applications for relocations, 13 applica-
tions for acquisitions, 7 applications for mergers, 2 applications
for new banks, and 2 conversion applications.
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License Update

The following is a list of companies that have surrendered their license, had their license revoked, had an application denied, or
paid a fine since February 15, 2009. This list should be helpful to keep track of companies with which you do business. These
lists are accurate as of May 15, 2009. Call the Bureau if you have a question concerning a recent denial, surrender or regulatory
action taken by the Commission. A list of current mortgage licensees is available on our Web site (www.scc.virginia.gov/bfi).

Mortgage Licenses Surrendered

DUE TO THE LARGE NUMBER OF LICENSEES WHO SURRENDERED THEIR LICENSE (BETWEEN FEBRUARY 15,
2009 — MAY 15, 2009) AND THE SPACE LIMITATIONS OF THIS NEWSLETTER, THE “SURRENDERED” LIST THAT
USUALLY APPEARS HERE CAN BE FOUND ON THE BUREAU’S WEB SITE AT

http:/ /www.scc.virginia.gov/bfi/reg inst/surr.aspx

Mortgage Licenses Denied

MC-5262 Eastern Mortgage Inc - 4/1/09
MC-5370 Professional Mortgage Source LLC - 4/8/09
MC-5363 H & H Financial Group LLC - 4/21/09

Mortgage Licenses Revoked

The following licenses were revoked for failure to maintain a surety bond, in violation of § 6.1-413 of the Code of
Virginia:

MC-3942 Liberty Trust Mortgage Corporation - 2/25/09 ~ MC-4097 Vertical Corporation d/b/a IMF Mortgage -
4/30/09

MC-3419 BBC Marketing, LL.C d/b/a Metropolitan First
Morttgage - 4/30/09

MC-4408 Direct Loan Funding, Inc. - 4/30/09

MC-3660 Aspen Home Loans, LC - 2/25/09
MC-3878 Elite Mortgage Services LLC - 3/10/09

MC-4962 Northeast Real Estate Investments LLC -
3/10/09

MC-4809 West Coast Processing, L.L.C. d/b/a West Coast
Financial - 3/10/09

MC-3985 City View Group, LLC - 3/10/09

MC-4365 Flotrida Household Mortgage Corporation d/b/a
Southern Tier Home Loans - 3/10/09 MC-1502 Donald O. King d/b/a Access Mortgage Kod -
5/1/09

MC-829 Capital Home Funding Corporation - 5/1/09

MC-4402 EQ Lending Corp (Used in VA by: Equity Lend-
ing Corp.) - 4/30/09

MC-3203 1st Principle Mortgage, LLC - 4/30/09
MC-3376 Stephen M. Dotr - 5/1/09

MC-604 First Heritage Mortgage Company - 3/10/09

MC-4594 1st Capital Financial, Inc. - 3/10/09
MC- 1 ity Lending 1 i ity M -
MC-2882 P.V. Home Lending LLC - 3/10/09 ¢ ‘7’55 /747 /O;t City Lending Inc d/b/a First City Mortgage
MC-3536 Sage Credit Company, Inc. d/b/a TradelineUSA

-3/10/09

(continued on next page)
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Mortgage Licenses Revoked (continued from previous

The following licenses were revoked for failure to respond to requests for information from the Bureau, in viola-
tion of Virginia Regulation 10 VAC 5-160-50 of the Virginia Administrative Code:

MC-3703 G&T Home Funding, LLC - 2/25/09 MC-3272 Visions Financial Group, Inc. - 5/1/09
MC-4350 Clayton James Power d/b/a Allied Mortgage MC-1324 NMLI Incorporated (Used in VA by: NMLI) -
Services -3/11/09 5/1/09

MC-2765 Absolute Mortgage Solutions, LLC - 3/11/09

Fines Paid by Mortgage Licensees
MC-5345 Coastal Lending Group LLC d/b/a Coastal Lending Group- settlement order entered 2/27/09. Paid $2,500 for con-
ducting mortgage broker business without the required license, in violation of §6.1-410 of the Code of Virginia.

MC-5134 American Advisors Group, Inc.- settlement order entered 5/15/09. Paid $7,500 for sending solicitations to Vitrginia
consumers in violation of various provisions of 10 VAC 5-160-60 and the Mortgage Lender and Broker Act.

The following settlement orders were entered for relocating offices without applying for and obtaining Commis-
sion approval, in violation of § 6.1-416 of the Code of Virginia:

MC-2379 Optima Funding Group, Inc. d/b/a Potomac Lending Group — 2/25/09 - $1,000
MC-1411 Allied Home Morttgage Capital Corporation - 3/10/09 - $1,000

The following settlement orders were entered February 25, 2009 for failure to timely file the required annual report,

in violation of § 6.1-418 of the Code of Virginia:
MC-4090 CCSF, LLC d/b/a Greystone Financial Group - $1,000 .
MC-4056 EWA Mortgage, Inc - $600 \\\r_\ ’-.)D

MC-2738 Mortgage Select Services, Inc. - $600

The following settlement orders were entered March 26, 2009 for violating
laws applicable to the conduct of its licensed business:

MC-2271 Cornerstone First Financial, LL.C - $5,000
MC-2248 Primary Residential Mortgage, Inc. - $10,000

Other Fines Paid

Eric Christopherson - paid $2,500 on 3/6/09 for failure to obtain Commission approval ptior to acquiring 30% of the own-
ership of Allegro Funding Corp. (MC-4440), in violation of § 6.1-416.1 of the Code of Virginia.

Zuzana Paduano - paid $2,500 on 3/6/09 for failure to obtain Commission approval prior to acquiting 70% of the ownet-
ship of Allegro Funding Corp. (MC-4440), in violation of § 6.1-416.1 of the Code of Virginia.

Shawn T. O’Brien - paid $2,500 on 3/10/09 for failure to obtain Commission approval ptior to acquitring the stock of QR
Lending, Inc. (MC-4292), in violation of § 6.1-416.1 of the Code of Virginia.

(continued on next page)
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Other Regulatory Action Taken

Leslie W. Lickstein - Otder entered 3/26/09. Individual is batred from any position of employment, management, or con-
trol of any company licensed under the Virginia Mortgage Lender and Broker Act.

Liberty One Lending, Incorporated - Cease and Desist Order entered 5/12/09 for engaging in business as a mortgage bro-
ker in Virginia without a license, in violation of § 6.1-410 of the Code of Virginia.

Regulation Z Revisions

Source: Board of Governors of the Federal Reserve System Press Release dated May 8, 2009

Licensees should be aware of changes to the disclosure requirements for mortgage loans under Regulation Z (Truth in
Lending). The Federal Reserve Board of Governors issued a press release on May 8, 2009, providing information about
the revisions that affect the disclosure requirements under Regulation Z. The revisions atre effective on July 30, 2009 and
apply to applications taken on or after this date. The revisions implement the Mortgage Disclosure Improvement Act
(MDIA), which was enacted in July 2008 as an amendment to the Truth in Lending Act (TILA).

Some of the changes include requirements that:

e Creditors give good faith estimates of mortgage loan costs (“early disclosures”) within three business days after receiv-
ing a consumer’s application for a mortgage loan and before any fees are collected from the consumer, other than a
reasonable fee for obtaining the consumer’s credit history.

o Creditors wait seven business days after they provide the eatly disclosure before closing the loan.

e  Creditors provide new disclosures with a revised annual percentage rate (APR), and wait an additional three business
days before closing the loan, if a change occurs that makes the APR in the eatly disclosures inaccurate beyond a speci-
fied tolerance.

The MDIA broadens the disclosure requirement to include transactions secured by a dwelling other than the consumer’s
principal dwelling, such as a second home.

For more information about this change and a link to the revisions go to:

http://www.federalreserve.gov/newsevents/press/bereg/20090508a.htm.

Loan Modification — MB License Required! (continued from page 1)

“refinancing” to include any change in the interest rate, payments required, loan term, or principal amount owed under a
mortgage loan, whether effected with the existing creditor or a new creditor, and whether or not any new funds are re-
ceived.

Companies negotiating mortgage loan modifications are required to be licensed as a mortgage broker under Virginia’s
Mortgage Lender and Broker Act. Requirements and prohibitions in the Act apply to mortgage broker businesses regard-
less of whether loans are originated or modified. For example, brokers are prohibited from collecting compensation from
a borrower unless the fees are specified in a written agreement signed by the borrower (Ref. § 6.1-422 B (4)). In addition
to the licensing requirements and the other provisions of the Mortgage Lender and Broker Act, if you are acting as a loan
modification company, we suggest you review Section 59.1-200 of the Code of Virginia for additional guidance.

Application forms may be found on the Bureau’s website at: http://www.scc.virginia.gov/bfi/applic/mort.aspx .
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IMPORTANT COMMISSION TELEPHONE NUMBERS

Consumer Finance and Mortgage Examinations ....(804) 371-9701

Licensing (applications, name changes, relocations).....(804) 371-9690
Mortgage Loan Originator Questions.....(804) 371-0484
Consumer Complaints.....(804) 371-9705
Banks and Savings Institutions.....(804) 371-9704
Corporate Information - Clerk’s Office.....(804) 371-9733
FAX Number for the Bureau of Financial Institutions.....(804) 371-9416

" Bureau
iFinancial Institutions

1300 East Main Street, Suite 800, Richmond, VA 25219

IMPORTANT REGULATORY INFORMATION ENCLOSED
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