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June 5, 2013
To: Clients and Friends
From: David F. Dulock
Subject: CFPB Releases Exam Procedures for New Mortgage Rules

This memorandum is to advise you of the Consumer Financial Protection Bureau’s June
4, 2013, press release notifying the mortgage lending industry of updated exam
procedures for the mortgage rules issued in January 2013. A redacted text of the CFPB
press release is reprinted below for your information and use:

Today, the Consumer Financial Protection Bureau (CFPB) published the first update to its exam
procedures for the new mortgage regulations it issued in January 2013. The exam procedures
offer financial institutions and mortgage companies valuable guidance on what the CFPB will be
looking for as the rules become effective. The new regulations include those on appraisals,
escrow accounts, and compensation and qualifications for loan originators.

In January, the CFPB issued numerous new regulations reforming the mortgage market. The
rules cover many stages of a consumer’s mortgage experience, from shopping for a loan to
paying it off. Most of the CFPB’s new rules go into effect in January 2014.

Today’s release of exam procedures will help financial institutions and mortgage companies
understand how they will be examined for CFPB rules that:

e Set qualification and screening standards for loan originators: A loan originator must be
ethical and knowledgeable. They will need to: meet character, fitness, and financial
responsibility requirements; pass criminal background checks; and complete appropriate
training.

e Prohibit steering incentives: Compensation for a loan originator generally cannot vary with
the loan terms. A broker or loan officer cannot get paid more if the consumer takes a loan
with a higher interest rate, a prepayment penalty, or higher fees.

o  Prohibit “dual compensation:” A loan originator cannot get paid by both the consumer and
another person such as the creditor.

e Protect borrowers of higher-priced mortgage loans: The required duration of an escrow
account on higher-priced mortgage loans extends from a minimum of one year to a minimum
of five years.

o  Prohibit the waiver of consumer rights: It is prohibited to bar consumers in their mortgage
or home equity loan or related agreements from bringing a claim in court in connection with
any alleged violation of federal law.

e Prohibit mandatory arbitration: Mandatory arbitration of disputes related to mortgage
loans is generally prohibited for mortgage and home equity loans.

e Require lenders provide appraisal reports and valuations: Mortgage lenders will need to
provide applicants with free copies of all appraisals and other written valuations developed
in connection with certain mortgage loan applications.

e Prohibit single premium credit insurance: Creditors will be prohibited from financing
certain credit insurance premiums in connection with certain mortgage loans.
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The CFPB is sharing with industry what it will be looking for in its examinations under the new rules by
updating the applicable sections of the exam procedure manuals for two laws — the Truth in Lending Act
(TILA) and the Equal Credit Opportunity Act (ECOA). These documents are intended for use by CFPB
examiners and the financial institutions and mortgage companies subject to the new regulations. They are
the first round of updates for what will likely be multiple updates.

Within the next several months, the CFPB will publish its first round of exam procedures for the Ability-to-
Repay and mortgage servicing rules.

The Interim TILA Examination Procedures can be found at:
http://files.consumerfinance.gov/f/201306 cfpb laws-and-regulations tila-combined-june-2013.pdf.

The Interim ECOA Examination Procedures can be found at:
http://files.consumerfinance.gov/f/201306 cfpb laws-and-regulations ecoa-combined-june-2013.pdf.

Once these and other exam procedures have been updated with the new mortgage rule requirements, the
CFPB will incorporate all amended sections, including the TILA and ECOA sections, into its general
supervision and examination manual.

This Memorandum is provided as general information in regard to the subject matter covered,
but no representations or warranty of the accuracy or reliability of the content of this
information are made or implied. Opinions expressed in this memorandum are those of the
author alone. In publishing this information, neither the author nor the law firm of Black, Mann
& Graham L.L.P. is engaged in rendering legal services. While this information concerns legal
and regulatory matters, it is not legal advice and its use creates no attorney-client relationship
or any other basis for reliance on the information. Readers should not place reliance on this
information alone, but should seek independent legal advice regarding the law applicable to
matters of interest or concern to them. The law firm of Black, Mann & Graham L.L.P. expressly
disclaims any obligation to keep the content of this information current or free of errors.
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