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Subject: state Licensing of Mortgage Lenders

Issue: States have traditionally licensed mortgage companies; however a growing
number of states are moving beyond corporate licensing and requiring the licensing of
loan officers and even support staff. Additionally, an increasing number of states are
adding onerous requirements to existing mortgage company licensing. These new laws
and regulations are adding significant costs to mortgage companies, particularly for
national and multi-state lenders. Some lenders believe that the increase and expansion
of these state laws has placed state-licensed mortgage companies at a disadvantage in
relation to federally chartered financial institutions.

Background: States have traditionally licensed mortgage lenders and mortgage
brokers as a means to monitor the mortgage industry in their state, to prevent abusive
lending, and protect consumers’ interests. Licensing also provides states with
additional revenue, which is derived from the various fees charged in obtaining and
maintaining a license. Currently 49 states sustain a mortgage banking licensing
system.

Licensing generally requires a mortgage lender or broker to meet certain requirements
and be approved by the state, in order to originate mortgages in that state. Registration
is distinct from licensing. Registration lacks qualifying criteria and merely requires the
listing of certain information that identifies a mortgage lender or broker to a state agency
as originating mortgages in that state.

Increasingly, states are enacting legislation that adds particularly onerous requirements
to the licensing requirements for mortgage lenders, or moves beyond corporate
licensing by requiring the licensing or registration of individual loan officers, and other
employees of licensed mortgage companies. In fact, nearly three dozen states have
passed first- and/or subordinate-lien residential mortgage licensing statutes that include
individual loan officer registration or licensing. These states include AR, CA, CT, FL, HI,
ID, IL, IN, KS, KY, LA, MS, MT, NV, NH, NJ, NY, NC, OH, OK, OR, TX, TN, UT, WV,
and WI. A number of states introduced legislation in 2006 that would initiate or amend
individual loan officer licensing legislation in the coming year.

Additionally, states are adding particularly onerous requirements to existing licensing
requirements, such as requiring a mortgage company to have an employee physically in
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the state in order to take an application. This requirement restricts lenders who
centralize applications in a call center or utilize technologies such as the internet.

The primary concern expressed by many MBA members is the cost to comply with the
proliferation of state licensing legislation. Mortgage lenders, who help maintain our
national residential finance system, may end up having to license or register each
employee in each state at a great expense. Beyond the cost of compliance, though,
lenders face additional challenges with many state licensing laws, such as broad and
vague definitions of a loan officer or whether to license and/or register a loan officer.

Organizations such as the Conference of State Bank Supervisors (CSBS) and the
American Association of Residential Mortgage Regulators (AARMR), which have state
interests, have been reviewing the problems imposed by the growing patchwork of state
licensing laws and are currently creating solutions to rectify the burdens. CSBS and
AARMR established a working group that is presently developing a uniform mortgage
license application that would allow mortgage companies to file a single application on-
line that could be used to apply for licenses in multiple states. This working group is
also examining the likelihood of a licensee database, as well as a loan officer database
for those states that mandate such a requirement.

Status: The Residential Board of Governors (RESBOG) approved a policy in June
2005 supporting the licensing of loan originators by states if such licensing requirements
exempt those companies that are FHA-approved Direct Endorsement lenders, Fannie
Mae- or Freddie Mac-approved sellers, or maintain a net worth equal to or greater than
$5,000,000 or total assets equal to or greater than $25,000,000. A State Licensing
Task Force is currently exploring ways to better enforce licensing laws. MBA is also
working with CSBS and AARMR on their uniform mortgage license application and state
licensing database. (See issue paper on CSBS/AARMR Proposed State Licensing
Database.)

MBA Position: MBA believes regulating mortgage companies can help to monitor
lending activity, prevent abusive lending and build a competitive marketplace for the
benefit of consumers. The increasing array of burdensome state licensing legislation,
though, is adversely affecting multi-state mortgage companies, who help secure our
national real estate finance system. Mortgage companies that do not enjoy a federal
pre-emption from state laws are at an increasing disadvantage in comparison to
federally chartered financial institutions, thus diminishing competition in mortgage
lending. Solutions must be developed that allow for appropriate oversight of mortgage
companies without excessive, and sometimes redundant, costs.
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