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are now subject to annual renewal and registration at the federal level,
nearly all the states, including California, have enacted licensing
schemes consistent with the federal law.
As a result of complying with the SAFE Act, California set up a new
endorsement to the real estate license (with its own education,
examination and annual renewal requirements) that is required for each
licensee who engages in mortgage lending. The licensees that formerly
engaged in mortgage loan brokerage under authority of their real estate
license now have to have the new endorsement, in addition to the
license, in order to continue the practice.
MLO Licensing
California is unique among the states in that its regulation of mortgage
lending and mortgage loan brokerage has been split up among several
regulators. Historically, the Department (now Bureau) of Real Estate has
regulated loan brokerage under the scope of the real estate license. The
real estate license is an individual one, subject to education and exam
pre-requisites.
MLO licenses are also held by mortgage bankers and bank employees
under Department of Business oversight.
These Corporate entities that engage in mortgage lending (loan
origination) such as banks, credit unions and mortgage bankers have
historically been regulated under different corporate licenses issued by
various regulators that have now been consolidated into the state
Department of Business Oversight. The corporate MLOs now operate
under a single license to the entity, and individual sales persons / loan
agents are not individually licensed (but still required to be registered).
Arguments in favor of removing MLOs from the Real Estate license

- Historically mortgage brokers have been expensive to regulate and
thus required other types of licenses to help cover the cost of regulation.
- In the past, mortgage brokers were a disproportionate cost to the
Client Recovery Fund. They still account for around half of the payouts,
although BRE reports that their share of cases is declining.
- C.A.R. has traditionally resisted the creation of any kind of specialty
license. The policy rationale is that any Realtor® ought to be able to do
any licensed function under the authority of a single license. Even
though it is required by a federal mandate, the MLO endorsement
seems to be a de facto special license.
- Keeping MLOs within the California license has created the need for a
bylaw change in order to be consistent with the NAR variable dues
formula. Please see the proposed bylaw changes noticed for a vote at
the fall 2013 meetings. In essence, the proposal is to allow MLOs that
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only do mortgage activity to be excluded from the licensees counted as
part of an office. Please see also the Membership Committee briefing
paper dated May 3, 2013 at:
http://www.car.org/3550/pdf/204958/731345/IBPVariableDuesFormulaMLO513
2.pdf.

The market share of mortgage activity by real estate licensees is large
but unknown. According to BRE, about 25,000 real estate licensees also
hold endorsements as MLOs, out of a total licensee population of about
407,000 licensees. About half of the 25,000 endorsement holders, are
members of C.A.R. However, it is unknown how many of them are
exclusively engaged in MLO activity, and thus might take advantage of a
change in the membership rules and not join C.A.R. if the proposed
bylaws change is adopted.
Arguments against changing the existing license
- "If the system ain't broke - don't fix it." Is the system broken enough by
the MLO license that it needs a radical fix?
- BRE now says that MLOs are not requiring outsized amounts of
regulatory activity. Indeed, the point of the extra ($300) annual license
fee is to cover all of their attributed expenses.
- MLOs are now a net gain to the BRE budget, and if they were removed
from BRE, the change would probably require a license fee increase for
the rest of the real estate licensees. Ironically, BRE's former "problem
children" are now subsidizing the rest of the licensees.
- MLSs are still a disproportionate share of recovery account payouts,
partly because of the old loan scam prosecutions working their way
through the system. BRE reports that their share is not a serious drain
on the Bureau.
- The special endorsement doesn't mesh with other states and NAR
rules. We never enacted the endorsement; it was forced on us by the
congress.
The BRE Budget Numbers.
The Bureau of Real Estate annual budget is about $42 million, and the
BRE has a healthy reserve of about $30 million, plus (at least
theoretically) access to an additional $11 million in an outstanding loan
to the state's general fund.
License fees for a four year Broker or sales person license are at their
statutory maximums of $300 and $245 respectively, exclusive of exam
and background check charges for first time licensees. There are
approximately 409,000 licensees in the state, although exam
applications appear to be increasing along with the recovering market.
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By contrast, mortgage loan originators pay $300 per year for their
license endorsement, exclusive of additional fees to the National
Registry and various exam and first timer fees. There are about 25,700
MLOs endorsed under BRE as of September 2013. By simple
extrapolation, MLOs contribute $7.7 million to the annual budget, in
addition to their underlying license fees of somewhere between $1.6 and
$1.9 million, for a total contribution of up to about $9.6 million.
BRE believes that if the approximately $9.5 million attributable to MLOs
was removed from its annual revenues that it would have to increase
license fees for the remaining licensees in order to replace the lost
revenues.
Should C.A.R. SPONSOR legislation to remove MLO activity from the
real estate license?
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