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Thursday, March 24, 2011
Loan Originator Compensation: Good Faith Estimate (GFE)

On March 18, 2011, the Department of Housing and Urban Development (HUD) issued its
RESPA Roundup, this issue being devoted to completing the Good Faith Estimate (GFE) in
order to disclose loan originator compensation pursuant to the new TILA Loan Originator
Compensation rule (Rule). [75 F.R. 58509 (September 24, 2010)]

HUD's guidance addresses the following issues:

(1) Mortgage broker transactions where the broker is compensated indirectly from the lender
by means other than an amount that is computed based on the interest rate, such as by a
flat fee or an amount that is based on any other computation;

(2) No cost transactions where the credit for the interest rate chosen covers third party
settlement charges;

(3) Using a credit/charge calculation prior to completing Block 2 on the GFE; and

(4) Payments by lenders to borrowers to correct tolerance violations in wholesale
transactions.

I will simplify the technical aspects of this HUD issuance, in order to clarify how to complete
the GFE.

(1) Mortgage Broker Transactions
(Flat Fee Compensation)

Block 2 instructions state: "[f]lor a mortgage broker, the credit or charge for the specific
interest rate chosen is the net payment to the mortgage broker from the lender (i.e., the
sum of all payments to the mortgage broker from the lender, including payments based on
the loan amount, a flat rate, or any other computation, and in a table funded transaction,
the loan amount less the price paid for the loan by the lender)."

lllustration: Flat Fee Compensation
Example:

a) Flat Fee to Mortgage Broker is $4,000 (to be paid by the lender).
b) The lender charges $500 for processing and administrative fees.

GFE: Block 1 reflects a charge of $4,500. (Block 2 has a credit of $4,000, adjusted
origination charge of $500 in Block A.)

1. Our origination charge
This charge is for getiing this loan for you. $4,500.00

2. Your credit or charge (points) for the specific interest rate chosen

-] The credit or charge for the interest rate of % is included in
“Our origination charge.” (See item 1 above,)

] You receive a credit of $[4000.00 |for this interest rate of[_5379%.
This credit reduces your settlement charges. 54,0000

T You pay a charge of $ for this interest rate M:]%,
This charge (points) increases your total settlement charges.
The tradeoff table on page 3 shows that you can change your total settlement charges by

cheosing a different interest rate for this loan.
‘ $ 500.00

‘ Your Adjusted Origination Charges

(2) No Cost Transactions
(Interest Rate Covers Originator
or Third Party Settlement Charges)
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Only Originator Fees: Line A would show a zero (0) charge as the adjusted origination
charge.

Originator Fees and Third Party Charges: All third party fees must still be itemized and listed
in Block 3 through Block 11 on the GFE.

NOTE (1): Block 1 includes lender and mortgage broker compensation as well as all other
charges that the lender and mortgage broker will receive. Thus, Block 1 provides total
compensation to lender and mortgage broker.

NOTE (2): Block 2 is used for the credit or charge for the interest rate chosen.

(A) If "no cost" refers to only the lender and mortgage broker's fees, Block 2 offsets Block 1
resulting in $0 on Line A.

(B) If "no cost” refers to both Block 1 and the third party settlement charges (itemized in
Blocks 3-11), the credit in Block 2 covers Block 1 and Blocks 3 through 11, resulting in $0 for
the sum of Lines A and B.

Example

No cost loan covering only lender and mortgage broker charges (i.e., not third party
settlement charges).

In the following GFE, the total compensation for the lender and mortgage broker is $4,500, as
reflected in Block 1. Borrower is locked in an interest rate of 6.375% such that the credit for
the interest rate chosen results in a credit of $4,500. Thus, Block A results in $0.

Your Adjusted Origination Charges

. Our origination cha
! This c"hgrge is for gelri?:g this loan for you. D0
2. Your credit or charge (points) for the specific interest rate chosen
T The credit or charge for the interest rate of % is included in
“Our origination charge.” (See item 1 above.)
™ Youreceive a creditof $[450000 | for this interest rate of[__ 6379 %.
This credit reduces your settlement charges.
T You pay a charge of $ for this interest rate of[:f%.
This charge (points) increases your total settiement charges.
The tradeoff table on page 3 shows that you can change your total settlement charges by
choosing a different interest rate for tis loan.

| Your Adjusted Origination Charges | | $0.00

-$4.500.00

Example
No cost loan covering lender, mortgage broker and third party settlement charges.

In the following GFE, the total compensation for both the lender and mortgage broker is
$4,500, as reflected in Block 1. The borrower has locked in an interest rate of 7.375% such
that the credit for the interest rate chosen results in a credit of $7,500. Block A results in a
credit of $3,000 to offset the total of all third party charges in Block 3 through Block 11.

Your Adjusted Origination Charges

1. Our origination charge $4,500.00
This charge is for getting this loan for you.
2. Your credit or charge (points) for the specific interest rate chosen
] The credit or charge for the interest rate of % is included in
“Our origination charge " (See item 1 above.)
] Youreceive a creditof $[7,50000 | for this interestrate of[__7.379 %.
This credit reduces your settlement charges.
T You pay a charge of $ for this interest rate ol|:] Y.
This charge (points) increases your total settlement charges.
The tradeoff table on page 3 shows that you can change your total settlement charges by
choosing a different interest rate for this loan.

| ‘Your Adjusted Origination Charges

[ Your Charges for All Other Settlement Services || §3,000.00 ‘

+ Total Estimated Settlement Charges $0.00

-$7,500.00

H $-3,000.00

(3) Using a Charge or Credit Calculation
Prior to Completing Block 2 of the GFE

Overview:

RESPA provides: "[w]hen the net payment to the mortgage broker from the lender is positive,
there is a credit to the borrower and it is entered as a negative amount in Block 2 of the
GFE. When the net payment to the mortgage broker from the lender is negative, there is a
charge to the borrower and it is entered as a positive amount in Block 2 of the GFE."

NOTE: the Rule prohibits a loan originator (as defined by the FRB) from receiving
compensation directly from the consumer when it has received compensation from any
person other than the consumer in connection with the transaction.
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Example: Charge in Block 2
a) Principal balance is $250,000.

b) Lender charges $1,000 for processing and administrative fees.
c) Broker's compensation is $2,000, fully paid by the lender.

In the following GFE, the total origination charge in Block 1 is $3,000. The interest rate
chosen a $2,000 credit. Pricing adjustments result in a $2,500 charge. The resulting $500
charge is placed in Block 2 and box three would be checked. The sum of Block 1 and Block 2
results in an adjusted origination charge in Line A of $3,500.

Your Adjusted Origination Charges

1. Our origination ¢
Ws?l':a?rgeislur ;:trig:g this loan for you. w000
2. Your credit or charge (points) for the specific interest rate chosen
] The credit or charge for the interest rate of] % is included in
“Our origination charge " (See item 1 above.)
T Youreceive acreditof S |forthisinterestrateof | %.
This credit reduces your sefflement charges.
| You pay a charge olS for this interest rate 01 %.
This charge (points) increases your total settlement charges.
The tradeoff table on page 3 shows that you can change your total settlement charges by

choosing a different interest rate for this loan.
|[ s 3500.00

| Your Adjusted Origination Charges

$500.00

Example: Credit in Block 2

a) Principal balance of $250,000.

b) Lender charges $1,000 for an origination fee.

c) Broker receives $2,000 in indirect compensation from the lender.

In the following GFE, the total origination charge in Block 1 is $3,000. The interest rate
chosen has a $2,000 credit. Pricing adjustments result in a $1,500 charge. The resulting
$500 credit is placed in Block 2 and box two would be checked. The sum of Block 1 and Block
2 results in an adjusted origination charge in Line A of $2,500.

Your Adjusted Origination Charges

1. Ouwr origination charge 000.0
This charge is for getting this loan for you. » 0
2. Your credit or charge (points) for the specific interest rate chosen
] The credit or charge for the interest rate of % is included in
“Our origination charge.” (See item 1 above.)

] Youreceive a creditof $[50000 | for this interestrate of 55 %.

This credit reduces your settlement charges. -$500.00
Tl You pay a charge of § for this interestrate of | %.
This charge (points) i your total 1t charges.
The tradeoff table on page 3 shows that you can change your total settlement charges by
choosing a different interest rate for this loan
‘ Your Adjusted Origination Charges | [ $2500.00

(4) Payments by Lenders to Borrowers for
Tolerance Violations in Wholesale Transactions

HUD restates the RESPA statute by emphasizing that regulations impose tolerance levels on
charges disclosed on the GFE. Where actual charges to the borrower exceed these
thresholds, mortgage brokers and lenders may cure to avoid a tolerance violation.

Advice given by HUD: timely and effective communication among the lender, its loan officers,
and mortgage brokers to establish policies and procedures to ensure accurate calculation of
compensation and credits in compliance with RESPA, as well as under the FRB compensation
rule and any other applicable federal or state statute.

In other words, in HUD's view tolerance violations remain the burden to cure, though HUD
provides no further guidance.

Some Observations

Changed Circumstances: The FRB's compensation rule will go into effect on April 1, 2011 and
absent other factors cannot be considered a basis for a changed circumstance to revise the
GFE pursuant to 24 C.F.R. §3500.7(f).

Volume Based Compensation: If a lender is basing its compensation to mortgage brokers on
loan volume, as described in the new FRB compensation rule, it is nevertheless necessary to
comply with RESPA Section 8 (12 U.S.C. 2607), which prohibits the payment of things of
value or kickbacks in exchange for the referral of business to settlement service providers,
including creditors.

Company Name Disclosed in Section F of the HUD-1: The name of the company originating
the loan should be placed in Section F of the HUD-1. The name of any individual loan officer
or mortgage broker is not disclosed.
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(RESPRO)

RECOMMENDED WEBSITES

ABA Banking Journal
Bank Law Prof Blog
Bank Lawyer's Blog
Bank Rate

Bank Think

Bankruptcy Litigation
Bloomberg

Busin Insider
Calculated Risk
Consumer Finance (CEPB
Default Servicing News
Financial 24

Housing Wire

HSH Associates

Jurist

Law.Com

Lexology

Loan Workout

Mortgage Fraud Blog
Mortgage Fraud Reporter

Mort Lender Impl -o-Meter

Mortgage Mag

Mortgage News Clips
Mortgage News Daily
Mortgage Orb

Mortgage Press

Mortgage REIT Journal
Mortgage Servicing News
National Law Journal

National Mortgage News
National Mortgage Professional
NML rs Forum

Realtor Mag

Reverse Mortgage Daily News
Reverse Review

Scotsman Guide


http://lh5.ggpht.com/_gwOnsUXPT6c/TYf0ljLDlNI/AAAAAAAAA0A/jRCYMOit2xk/s1600-h/Post%20Separator-2-LCG%5B23%5D.jpg
http://lh4.ggpht.com/_gwOnsUXPT6c/TYf0mHBompI/AAAAAAAAA0I/Xz6BQbwEs3E/s1600-h/Post%20Separator-2-LCG%5B29%5D.jpg
http://www.nrmlaonline.org/
http://www.respro.org/index.aspx
http://www.ababj.com//
http://lawprofessors.typepad.com/banking/
http://www.banklawyersblog.com/3_bank_lawyers/
http://www.bankrate.com/
http://blog.americanbanker.com/bankthink/
http://www.bankruptcylitigationblog.com/
http://www.bloomberg.com/?b=0&Intro=intro3
http://www.businessinsider.com/
http://www.calculatedriskblog.com/
http://www.consumerfinance.gov/
http://www.dsnews.com/index.php
http://www.financial24.org/
http://www.housingwire.com/
http://blog.hsh.com/
http://jurist.law.pitt.edu/
http://www.law.com/jsp/law/index.jsp
http://www.lexology.com/
http://loanworkout.org/
http://www.mortgagefraudblog.com/
http://www.mortgagefraud.org/home-page/
http://ml-implode.com/
http://mortgagemag.com/
http://www.mortgagenewsclips.com/
http://www.mortgagenewsdaily.com/
http://www.mortgageorb.com/page.php?18
http://www.mortgagepress.com/
http://mreits.blogspot.com/
http://www.mortgageservicingnews.com/
http://www.law.com/jsp/nlj/index.jsp
http://www.nationalmortgagenews.com/
http://www.nationalmortgageprofessional.com/
http://nmlsusers.blogspot.com/
http://www.realtor.org/rmohome/home
http://reversemortgagedaily.com/
http://www.reversereview.com/
http://www.scotsmanguide.com/

Visit Library

Compliance Guidance for RESPA's Good Faith Estimate:
FRB's MLO Compensation Rules
HUD - RESPA Roundup,
March 18, 2011

[

Labels: GFE, Good Faith Estimate, HUD, HUD-1 Settlement Statement, Loan Officer Compensation,
Loan Originator Compensation, Regulation Z, RESPA, RESPA Roundup, Truth in Lending Act, Yield
Spread Premium, YSP

Home Older Post

COMMENTS & DISCUSSIONS

Comment Box

LENDERS COMPLIANCE GROUP is the first full-service, mortgage risk management firm in the country, specializing exclusively in residential mortgage
compliance and offering a full suite of services in mortgage banking. We are pioneers in outsourcing solutions for residential mortgage compliance. We
offer our clients real-world, practical solutions to mortgage compliance issues, with an emphasis focused on operational assessment and improvement,
benchmarking methodologies, Best Practices, regulatory compliance, and mortgage risk management.
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