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Introduction 
 
Since the first publishing of this book in 1991, the mortgage industry experienced three complete 
cycles of boom and bust. The last bust grew so large that it threatened the global financial system. 
The repercussions of this last collapse include a hyper-vigilant level of regulatory oversight and 
risk-averse guidelines so tight as to constrict lending to pre-1990’s levels. In fact, except for tech-
nology, the industry looks a lot more like the industry I joined in 1983 than we have seen since.  
 
Because of these changes, this book carries more importance now than ever. Many people who 
came into the industry since 2002 do not know about the fundamentals of borrower financial qual-
ification - low and no documentation loans made it easy to get a loan without qualifying. This 
means fewer mentors teaching new loan originators the “right way” to make loans. This book 
teaches financial qualifying as a skill, but also as an ethical selling process. We would not have 
experienced the crisis we now face if the industry had insisted that borrowers could afford the 
loans they took.   
 
Loan officers or originators are an oft-maligned group. Lenders put them in charge of bringing in 
the business. They are the consumer’s only advocates in the home loan process. They must possess 
that delicate balance of salesmanship and sledgehammer. Invariably, we also view them as a “nec-
essary evil” - because they push the system. We rarely accuse loan officers of strictly adhering to 
guidelines. A significant number of homeowners would never have achieved their goal if their loan 
officer followed a set procedure. 
 
Due to limited personnel resources, many mortgage firms find themselves forced to offer loan 
officer training on a “sink or swim” basis. Handed a binder with program specifications, you must 
become an expert immediately. Your livelihood depends on how quickly you can make an impact. 
We have structured this book to bring the neophyte, “haven’t touched a calculator since high 
school,” non-real estate practitioner up to speed in a matter of weeks instead of months. 
 
The SAFE Act and (NMLS) Nationwide Mortgage Licensing System 
 
The SAFE (Secure and Fair Enforcement for Mortgage Licensing) Act became law as a reaction 
to the Sub-Prime Mortgage Meltdown and the global financial crisis. This law was a reaction to 
the mortgage industry’s failure to self-regulate in a market environment that facilitated the financ-
ing of nearly anyone who applied for a loan. Many believed unregulated mortgage brokers were 
largely to blame for the crisis. SAFE targets these loan originators and creates a universal licensing 
law. The law mandates that states require pre-licensing and continuing education, as well as reg-
istration through the NMLS, for non-bank mortgage originators. Examining the required training 
elements reveals an emphasis on regulatory compliance. The Federal requirements understate the 
vocational (skills-based) training needs of new entrants. 20 hours is not a sufficient amount of 
vocational education to prepare an originator for work in this complex industry.  
 
To address the SAFE Act requirements, we have combined two texts; “The Loan Officer’s Practi-
cal Guide to Residential Finance” and “The Loan Officer’s Practical Guide to Compliance.”  To-
gether these textbooks contain all of the information required by the Federal law, as well as provid-
ing instruction on job skills required to execute the duties of the loan originator. In addition, this 
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material arms the originator with the information required to pass the Federal sections of the Na-
tional Mortgage Originator Exam. Once you obtain a license to practice mortgage origination you 
will find that your success depends far more heavily on your skills. 20 hours of compliance edu-
cation may prepare you to take an exam, but job proficiency requires that you study longer.  
 
Introduction to the Business 
 
A Mortgage - the paper itself - is a document recorded among permanent land records. This doc-
ument enforces the Note - a borrower's promise to pay - and allows a lender to take a property 
back from the owner if he or she does not keep that promise. This is why we call it the mortgage 
business. Sounds simple, but the simplicity ends here. This piece of paper forms the basis of a 
thriving and dynamic industry. However, for all of the sophistication that has evolved over the last 
70 years, the loan officer still holds the primary responsibility for performing the function of struc-
turing residential home mortgage transactions.  
 
There is no substitute for practical experience. However, learning through practical experience is 
a nice way of saying, “learning it the hard way.”  The phrase "a little knowledge is very dangerous" 
is a description of what can happen when we apply facts without appropriate framework. We have 
attempted to distill the introductory training of a loan officer in a way that gives an understanding 
of how, physically, things work. Knowing how and why we do things provides a context for all of 
the facts that the loan officer must commit to memory or have readily available. There is a LOT to 
learn. 
 
Because of this challenge, we have organized this book in the way that we feel an individual would 
learn this information chronologically, as he or she would if going through a loan process from 
beginning to end. Our unique program understands that the originator must calculate and explain 
monthly payments and programs in order to progress to the loan application, so our instructions 
follow the timing of the process.  
 
In addition, we have attempted to compress a vast amount of information into a relatively small 
package. Mark Twain once said, “I didn’t have time to write you a short letter, so I wrote you a 
long one…” which illustrates what our industry suffers most from – verbosity. In compressing 
information, the instruction can start to appear jumpy. We know the challenge of learning this 
business in a short time, and we try to eliminate as much filler as possible.  
 
Today, More Than Ever… 
 
Today’s mortgage industry resembles the 1980’s, with few products and super vigilant underwrit-
ing. More than ever, we need that person who can step in and take the time to structure a transaction 
for a borrower's best interests utilizing all of the options available. We can lend our way out of 
this crisis. That is the loan officer’s job - this is what I hope you will learn from this book. 
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SAFE Act Curriculum Syllabus - Nationwide Licensing System 
 
We have designed this text to encompass all the information that could be on a National Test, as 
well as that which is required to perform the originator’s function. For those who require SAFE 
Act (Secure and Fair Enforcement for Mortgage Licensing Act) initial and continuing education 
credit, we are providing this Syllabus to guide you to the SAFE Act required topics.  
 

Pre-Licensing 20 hours/Continuing Education 8 Hours Required Courses/Topics 
SAFE Topic Course Title Chapter Hours  
Federal Laws (3 Hours 
Total) 

Understanding Federal Laws 
RESPA – Understanding the Real Estate 
Settlement Procedures Act 
Truth-in-Lending Regulation Z 
 

11 
12 
 
13 

1 
1 
 
1 

Ethics (3 Hours Total) Fraud - Understanding Mortgage Fraud  
Understanding Federal Credit Laws 
Ethics in the Mortgage Business 
 

15 
14 
17 

1 
1 
1 

Lending Standards and 
Non-Traditional Loans 

Predatory Lending 
Understanding Loan Types 

16 
2 

1 
1 

Total Mandatory Pre-Licensing (PE)  8 
Add State Specific Required Pre-Licensing (0-6 hours, depending on state)  0-6 
Add Elective Pre-Licensing Education for a total of 20 (6-12 hours min.)  6-12 

 
Test Preparation 
 
For the national tests, the NMLS has drawn questions from topics listed on the suggested National 
Test Outline. Within this outline, there are wide arrays of requirements. We provide this guide to 
assist you in preparing for the National Test. Individual state tests will focus more on state specific 
laws, requirements, and practices. The percentage of questions per topic may vary from time to 
time, based on test revisions. 
 
National Test Preparation Source Reference 
 

Topic(s) Chapter(s) 
I. Federal mortgage-related laws  
RESPA, Equal Credit Opportunity Act (Reg. B), Truth-in-Lending Act (Reg. Z 
and HOEPA), SAFE Act, Home Mortgage Disclosure Act (HMDA), Fair 
Credit Reporting Act, Privacy protection / Do Not Call, FTC Red Flag Rules 
(Fair and Accurate Credit Transactions Act of 2003) 

11 - Understanding 
Federal Laws 
(Overview) 12-14 
Specifics 

I.a. Uniform State Content See QuickNotes 
II. General mortgage knowledge 
A. Mortgage programs; 1. Conventional/conforming; 2. Government (FHA, 
VA, USDA); 3. Conventional/nonconforming (Jumbo, Alt-A, etc.); a. 
Statement on Subprime Lending; b. Guidance on Nontraditional Mortgage 
Product Risk 

3. Understanding Loan 
Plan Specifications 

B. Mortgage loan products; 1. Fixed; 2. Adjustable; 3. Balloon; 4. Other 
(home equity [fixed and line of credit], construction, reverse mortgage, 
interest-only) 

2. Understanding Major 
Loan Types 

C. Terms used in the operation of the mortgage market; 1. Loan terms, 2. 
Disclosure terms, 3. Financial terms, 4. General terms 

Mortgage Terminology 
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Topic(s) Chapter(s) 
III. Mortgage loan origination activities  
1. Application accuracy (truthfulness) and required information (e.g., 1003); 
a. Customer, b. Loan originator, c. Verification and documentation, A. 
Application information and requirements 

7 – Understanding the 
Application Process 

2. Suitability of products and programs 2 - Understanding 
Major Loan Types 

3. Disclosures, a. Accuracy, b. Timing 7 – Understanding the 
Loan Process; 11- 
Understanding Federal 
Laws 

B. Qualification: processing and underwriting; 1. Borrower analysis.  
a. Assets,  
b. Liabilities 
c. Income,  
d. Credit report,  
e. Qualifying ratios (e.g., housing, debt-to-income, loan-to-value),  
2. Appraisals, 3. Title report; 4. Insurance: hazard, flood, and mortgage 

 
6 – Asset Qualifying 
4 – Ratios, Debts and 
Credit History 
5 – Income 
1 – Mortgage Math 
7 – Application Process 

C. Specific program guidelines; 1. VA, FHA, USDA, 2. Fannie Mae, Freddie 
Mac, 3. Other (e.g., Mortgage insurance, HUD) 

3 – Loan Plan 
Specifications 

D. Closing, 1. Title and title insurance, 2. Closing agent,  
3. Explanation of Fees  
 
4. Explanation of Documents, 5. Funding 

7 – Application Process 
6 – Assets and Closing 
Costs 
7 – Application Process 

E. Financial calculations used in mortgage lending 
1. Interest per diem, 2. Payments (principal, interest, taxes, and insurance; 
mortgage insurance, if applicable), 3. Down payment, 4. Loan-to-value (loan-
to-value, combined loan-to-value, total loan-to-value), 5. Debt-to-income 
Ratios,  
6. Temporary and Fixed interest rate buy-down (discount points) 
7. Closing costs and prepaid items 
8. ARMs (e.g., fully indexed rate) 

 
1 – Mortgage Math 
 
 
2 - Major Loan Types 
6 – Assets/Closing 
2 – Major Loan Types 

IV. Ethics  
A. RESPA, B. Gramm-Leach-Bliley Act, C. Truth-in-Lending Act, D. Equal 
Credit Opportunity Act, E. Appraisal,  
F. Fraud detection, reporting, and prevention,  
G. Ethical behavior, 1. Consumers, 2. Appraisers 3. Underwriters, 4. 
Investors, 5. Warehouse lenders, 6. Real estate licensees, 7. Closing 
agents, 8. Employers 

11 – Federal Laws 
 
15 – Fraud 
16 – Predatory 
Lending; 17 – Ethics 

 
The required knowledge outline reflects the traditional educational approach – lumping topics to-
gether – that create a challenge in teaching to a regulatory requirement. The order of this book 
provides a more logical approach to learning and addresses the knowledge required from a voca-
tional training perspective so that the reader gets job skills, not just test preparation. According to 
our statistics (including student and instructor feedback) students retain the compliance require-
ments more completely when placed in the context of job duties.  
 
   
 
 


