THE COMPLIANCE CONNECTION

REGULATORY NEWS FOR VIRGINIA MORTGAGE AND CONSUMER FINANCE COMPANIES
STATE CORPORATION COMMISSION - BUREAU OF FINANCIAL INSTITUTIONS

The Compliance Connection is published
quarterly and is part of the Bureau’s efforts
to improve communication with the compa-
nies we regulate. It is distributed to Virginia
mortgage, consumer finance and industrial
loan association licensees, and other inter-

ested parties. It is the licensee’s responsibil-
ity to read this newsletter and to be familiar
with the positions and interpretations stated
herein.

Suggestions and comments concerning the
newsletter or its contents should be ad-
dressed to the Bureau at P.O. Box 640,
Richmond, VA 232180640 or via email at

nancy.walker@scc.virginia.gov.

Special thanks to Wayne Giles, Susan Han-

cock, Nick Kyrus, Bob Mednikov, and Todd

Rose for their contributions to this issue!
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Insurance Premiums Charged by Consumer
Finance Licensees Without Authorization

Several recent consumer finance Reports of Examinations revealed instances
where insurance premiums were charged to borrowers without obtaining the
borrowert’s authorization. When this occurs, consumer finance licensees are
expected to implement the following corrective action.

When premiums for credit insurance are charged to a borrower without obtain-
ing a signed authorization stating that the borrower wanted the insurance, the
licensee should mail a detailed notice to the borrower explaining the nature of
the error and request that the borrower sign and return the notice indicating
whether or not the insurance is desired. The licensee should provide the bot-
rower with a stamped self-addressed envelope for returning the notice. The
notice should also contain a description of the insurance along with the amount
of the premium(s), a copy of the original disclosure statement containing the
violation, a statement that the insurance is already included in the borrowet’s
monthly payments, and a statement that cancellation will result in a full refund
of all premiums previously paid, plus interest.

If the borrower returns the notice and elects not to cancel, the insurance(s) may
remain in effect and no refund is required. If the borrower returns the notice
electing to cancel, full reimbursement (including accrued interest) should be sent
directly to the borrower by check, (not by credits to the borrower’s account). If

(continued on page 5)

Reminder : Annual Reports Due!

Mortgage Lenders/Brokers: Section 6.1-418 of the Code of Virginia re-
quires each mortgage broker or lender to file on or before March 1, a written
annual report, on a form prescribed by the Commissioner of Financial Institu-
tions, concerning the mortgage business for the previous calendar year. If your
2005 report has not been filed, please file it immediately. The statute does not
provide for an extension of time to file. Failure to file the annual report by the
due date may result in regulatory action (i.e., fine or revocation of license). The
annual report form can be downloaded from:
http://www.scc.virginia.gov/division/banking/vareport.htm

Consumer Finance Licensees: Section 6.1-301 of the Code of Virginia re-

quires consumer finance licensees to file an annual report on or before April 1,
concerning the business conducted in the preceding calendar year. The statute
does not provide for any extension of time to file. Failure to file the annual
report by the due date may result in regulatory action (i.e., fines or revocation
of license). The annual report form for consumer finance licensees can be
www.sce.virginia.gov/division/banking

downloaded at: http: vareport.htm
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Brokers Must Retain Original Contract for Compensation:

It is common for mortgage brokers to be cited in the Report of Examination for failing to
retain the original contract for compensation or broker agreement. Examiners are often told
that the lenders require the broker to send them the original, leaving only a copy in the bro-
ker’s file. Section 6.1-417 B of the Code of Virginia requires Virginia licensed mortgage
brokers to retain the original contract for compensation for three years after the date of
loan closing. 1If lenders request the original contract for compensation, mortgage broker
licensees should inform the lender of the Virginia law that requires the broker to retain the
original. This is necessary so we can examine the original document and authenticate the
contracted terms. It is our understanding that when lenders are made aware of the require-
ment for Virginia mortgage brokers to retain the original, they will accept a certified true
copy of the original.

Number of Licensees Continues to Rise

The table below compares the number of non-depository licensees (and the number of licensed offices) over the last
two years and shows the number of examinations conducted by our section during 2004 & 2005. As you can see, there
continues to be growth in most areas, especially in the mortgage and payday lending areas resulting in an overall
growth of 15% in the non-depository area. The largest area of growth was in the mortgage lender and broker area
with a 24% increase in licensees, followed by mortgage brokers (16% growth); and payday lenders (8% growth). De-
creases occurred in the consumer finance area (10% reduction) mortgage lender area (4% reduction) and credit coun-
seling (2% reduction). A large majority (approximately 75%) of mortgage licensees continue to be located outside the
Commonwealth of Virginia, which makes it necessary for examiners to travel out of state to conduct examinations.

License Type # of licensees as of # of licensees as of # of Exams # of Exams
1/1/06%* 1/1/05% 2005 2004

Mortgage Brokers 1245 (with 2184 offices) 1075 (with 1939 offices)

Mortgage Lenders and Brokers 514 (with 2818 offices) 415 (with 2576 offices)

Mortgage Lenders 147 (with 470 offices) 153 (with 532 offices)

Consumer Finance Companies 19 (with 220 offices) 21 (with 221 offices)

Payday Lenders 84 (with 750 offices) 78 (with 698 offices)

Credit Counseling Agencies 37 (with 67 offices) 38 (with 75 offices)

Industrial Loan Associations

TOTAL 2052 *(with 6515 offices) | 1786* (with 6047 offices)

*these totals include licensees approved and open — not companies who are licensed but have not notified the
Bureau that the licensee opened for business.
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License Update
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The following is a list of companies that have surrendered their licenses, had their licenses revoked, had an application
denied, or been fined by the Commission since December 15, 2005. This list should be helpful to keep track of compa-
nies with which you do business. These lists are accurate as of February 15, 2006. Call the Bureau if you have a question
concerning a recent denial, surrender or regulatory action taken by the Commission. A list of cutrent mortgage licensees

is available on our Web site at www.scc.virginia.gov/division/bankin

Mortgage Licenses Surrendered

MB - 1802 Olympia Funding, Inc. - 11/15/05
ML - 490 HomeOne Credit Corp. - 11/15/05

MLB - 839 Merit Financial, Inc. - SURRENDERED ITS LENDER
AUTHORITY ONLY 11/18/05 - NOW LICENSED AS
MB - 3277

MB - 2187 New Millennium Funding, Inc. - 11/18/05
MB - 2881 Frontline Lending Corporation - 11/22/05

MLB - 1021 RHR Mortgage of America, LLC d/b/a Barna Financial
-11/22/05

MLB - 987 Republic Mortgage LLC - 11/29,/05

MB - 2330 Nassau Mortgage LLC - 11/29/05

MB — 2227 Greater Washington Mortgage, Inc. — 11/30/05
MB - 1373 Freedom Plus Mortgage Corporation - 12/1/05
MB - 3016 Maple Tree Mortgage, Inc. - 12/1/05

MB - 1924 Fabian Thomas d/b/a F & T Mortgage - 12/1/05
MB-1173 Blue Ridge Mortgage, Inc. - 12/5/05

ML — 594 Washtenaw Mortgage Company — 12/05/05

ML - 521 American Mortgage Network, Inc. - 12/12/05

MB - 2346 Greater Chesapeake Mortgage Company, LLC -
12/14/05

MB - 1592 Century Home Mortgage, LLC - 12/16/05
MLB - 1043 Innovex Mortgage, Inc. - 12/16/05

MB - 2127 Ralph H. Pecorale d/b/a Metropolis Funding -
12/21/05

MB - 2256 Cristina V. G. Kramer d/b/a Anchor Tidewater
Mortgage Company - 12/22/05

MLB - 989 1* American Banc Corporation - 12/23/05
MB - 2569 American Liberty Loans Inc. - 12/31/05
ML - 629 Woodmen Mortgage Services, Inc. - 12/31/05

vamortgagelist.

MLB - 1146 1% Pacific Mortgage, Inc. - 12/31/05
ML - 372 CUNA Mutual Mortgage Corporation - 12/31/05

MLB - 885 Fidelity Mortgage of Virginia Inc. (Used in VA by:
Fidelity Mortgage Inc.) - 12/31/05

MB - 2484 Peter M. Cutler d/b/a Proton Capital Group - 12/31/05
MB - 2584 Satterwhite Mortgage Services Inc. - 12/31/05

MLB - 705 Finance America, LLC - 12/31/05

ML - 514 Watermark Financial Partners, Inc. - 12/31/05

MB — 1289 Eades & Lower Mortgage Company, Inc. — 12/31/05

MLB - 1282 Berwyn Mortgage, Inc. - SURRENDERED ITS
LENDER AUTHORITY ONLY 1/1/06 - NOW
LICENSED AS MB - 3340

ML - 268 America’s MoneyLine, Inc. - 1/1/06
ML - 267 American Gold Mortgage Corp. - 1/9/06
MB - 1704 The Mortgage Center Inc. - 1/9/06

MB - 1577 Janet E. Fraipont d/b/a Cooperative Mortgage -
1/20/06

MLB - 851 Realty Mortgage, LLC - 1/27/06

MB - 2810 Pinnacle Mortgage, LLC - 1/27/06

MLB - 1030 Homequest Capital Funding, LLC - 1/31/06
MLB - 661 The Richmond Mortgage Group LLC - 1/31/06

MLB - 691 American Residential Funding, Inc. - SURRENDERED
ITS LENDER AUTHORITY ONLY 2/2/06 - NOW
LICENSED AS MB - 3361

ML - 498 Credit Suisse First Boston Financial Corporation - 2/6/06
MB - 2947 Independent Mortgage of Tampa Bay, Inc. - 2/9/06

MB - 2084 Virginia Mortgage Processing Incorporated (Used in VA
by: Mortgage Processing, Incorporated) - 2/13/06

MB — 2282 Passport Mortgage, Inc. — 2/15/06

(continued on next page)
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Mortgage Licenses Denied

ML — 672 United Security Financial, Inc. — 11/17/05 MB - 3131 Fiducial Lending Corporation —1/4/06

MB — 2865 DTP Funding LLC — 11/21/05 MLB - 1225 Wotldwide Financial Resoutces, Inc. —2/7/06

MB — 3102 LoanNow Financial Cotp. — 1/3/06 MB - 3144 Home Mortgage of Carolina LLC —2/14/06
— E—

Mortgage Licenses Revoked

MB - 2005 Low Cost Lending, Inc. d/b/a Loanweb — 12/21/05 - for failure to continuously maintain surety bond as requitred by
§6.1-413 of the Code of Virginia

Fines Paid by Mortgage Licensees

MB - 2307 Amstar Mortgage Corporation - paid $10,000 on 1,/23/06 for violations of various laws and regulations applicable to
the conduct of its licensed business

MLB - 754 Bridge Capital Corporation - paid $10,000 on 2/14/06 for violations of various laws and regulations applicable to the
conduct of its licensed business

MB - 582 Cornerstone Mortgage, Inc. - paid $5,000 on 2,/14/06 for violations of various laws and regulations applicable to the
conduct of its licensed business

The following licensees entered into settlements on 11/22/05 for failing to file the annual report by March 1, 2005, as required by
§6.1-418 of the Code of Virginia:

MB — 2566 Choice Financing Services, Inc. - $800 MB — 2656 Mortgage Banc, Inc. - $800
MB - 2134 Financial Resources & Assistance of The Lakes MB - 2377 Mortgage Lending Associates, Inc. - $500

Region, Inc. - $500 . . . .
MLB — 1077 Nations Home Cotporation d/b/a First American

MB — 1704 The Mortgage Center, Inc. - $500 Lending Corp. - $800
MB — 1466 Northstar Mortgage Corp. —$500 MB — 2557 Northside Mortgage Group LLC - $500
MB - 2106 Optimal Funding, Inc. - $800 MB — 2663 Sun National Mortgage and Funding LLC d/b/a Sun

) . Mortgage and Funding, LL.C - $500
MLB — 878 Service First Mortgage, L.C. - $800

MB - 2279 Union Liberty Mortgage, Inc. (Used in VA by: National

MLB — 1142 Embassy Mortgage, Inc. - $500 Liberty Mortgage, Inc.) - $500

MLB — 387 Fed Funding Mortgage Corporation - $500 MLB — 498 U.S. Mortgage Capital, Inc. d/b/a Legacy Financial
MLB — 923 Fidelity First Mortgage, Inc. - $500 Corporation - $500
MB — 2385 JT Mortgage, Inc. - $800 MLB — 433 U.S. Motrtgage Cotporation of Virginia d/b/a The

Mortgage Makers - $500
MB - 856 Millennium Mortgage Corporation d/b/a A American

Dream Mortgage Corporation - $500
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Surge in Application Filings

The Bureau of Financial Institutions experienced another record year in applica-

o
e

tion filings for various certificates of authority and licenses. In 2005, the total
number of application filings increased to 3207, compared with 2971 in 2004 and
1325 in 2001. Thus application filings more than doubled over the last five years.

According to Deputy Commissioner Nick Kyrus, the continuing expansion of
the mortgage industry is mainly responsible for the application surge. Mortgage
lender/broker application filings (which include applications for additional of-
fices and new licenses) increased from 2414 in 2004 to 2754 in 2005. Applica-
tions for mortgage lender/broker licenses increased from 557 in 2004 to 632 in
2005. Presently, there are 2130 licensed mortgage lenders/brokers in Virginia.
At the end of 2005, the Bureau regulated 2900 financial institutions (depository
and non-depository) and licensees, compared with 1556 at the end of 2002.

Corrective Action for Insurance Premiums (continued from page 1)

the borrower fails to return the notice within 45 days from the date of the notice, full reimbursement as described
above should be made. In the event the licensee cannot locate the borrower and it has been determined the licensee
has made a reasonable attempt to locate him/her, the borrowet’s account may be credited with the reimbursement.
Loan files should contain a copy of all mailings, reimbursement checks, related correspondence, etc. If copies are
not retained and analysts cannot determine the licensee’s compliance with these procedures, reimbursement will be

expected.

Record Retention

Section 6.1-417 of the Code of Virginia requires
licensed mortgage lenders and brokers to maintain
in their licensed offices certain books, accounts and
records to enable the Bureau to determine compli-
ance with applicable law. Certain examiners have
reported instances where loan files are sent to an
outside company for electronic imaging and a copy
file is not maintained at the licensed location during

the process, as well as instances where the imaged
records are stored off site or somewhere other than
a licensed location. Please be advised that a copy
(either electronic or paper) of each closed or denied
loan file must be maintained at all times in a li-

censed location.

NOTE: Mortgage brokers must also retain in a
licensed office at all times the original contract
for compensation/broker agreement.

Advertising Reminder

Section 226.24 of Regulation Z requires the disclo-
sure of an annual percentage rate (“APR”) if an ad-
vertisement includes an interest rate. In addition, if
an ad includes certain repayment term(s) (such as
the number of the payments or the amount of a
monthly payment), there are additional disclosures
that must be made. Licensees should review the
advertising requirements in
Regulation Z and ensure
that all advertisements —
whether print, radio, televi-
sion or internet — comply
with this federal regulation.
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IMPORTANT COMMISSION TELEPHONE NUMBERS

Licensing (applications, name changes, relocations).....(804) 371-9690

Consumer Finance and Mortgage Examinations ....(804) 371-9701
Consumer Complaints.....(804) 371-9705
Banks and Savings Institutions.....(804) 371-9704
Corporate Information — Clerk’s Office.....(804) 371-9733

Bureau of Financial Institutions
1300 East Main Street, Suite 800
Richmond, Virginia 23219

IMPORTANT REGULATORY INFORMATION ENCLOSED!
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