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INTRODUCTION 
 
The Department of Savings and Mortgage Lending (SML) has 2 key areas of regulatory 
responsibility, the chartering, regulation and supervision of the state’s thrift industry; and, the 
licensing/registration and regulation of the state’s mortgage industry.  These 2 areas of responsibility 
cover the vast majority of residential mortgage lending in Texas. 
 
The 58th and 73rd Legislatures, respectively, enacted the Texas Savings and Loan Act and the Texas 
Savings Bank Act for the chartering, regulation, examination and supervision of state chartered 
savings banks and savings and loan associations and enforcement of these statutes. 
 
The 76th Legislature enacted the Mortgage Broker License Act for licensing and regulation of first lien 
residential mortgage brokers and loan officers doing business in Texas.  The statute, as amended by 
the 80th Legislature, applies to all residential mortgages regardless of lien position.  The statute 
prescribes requirements for licensing and inspecting licensees, and processing consumer complaints. 
 
The 78th Legislature enacted the Mortgage Banker Registration Act for registering mortgage bankers 
conducting business in Texas and providing their borrowers with notice of the process for filing 
consumer complaints. 
 
The 81st Legislature enacted the Texas SAFE Act (Chapter 180) and other significant modifications to 
Chapters 156 and 157 of the Texas Finance Code.  Compliance with the federal mandates 
addressed by this legislation expanded the field of individuals subject to residential mortgage licensing. 
 
The 82nd Legislature enacted Senate Bill 17 creating Chapter 158 of the Texas Finance Code calling 
for the registration of non-depository third party residential mortgage loan servicers.  The statute 
authorizes SML to require registrants to carry a bond or equivalent, and to notify borrowers whose 
loans they service of the borrower’s ability to file a complaint with SML.  Additionally, the statute 
authorized SML to investigate any such complaints.  SML is not authorized to initiate examinations of 
servicing registrants but may participate in multistate examinations. 
 
SML was granted Self-Directed, Semi Independent (SDSI) status in the 81st Legislative Session.  As 
an SDSI agency, SML is not required to have its budget approved by the Legislature; however, the 
Finance Commission is responsible for setting SML’s spending authority or limits. SML’s entire 
operating funds are generated from fees assessed to regulated entities and are used to fund both 
direct and indirect costs.  General revenue funds are not used to support SML’s operations. 
 
 
2015 Internal Audit Plan 
 
Following are the internal audits and other functions performed, as identified in SML’s approved 2015 
Internal Audit Plan: 
 

 Mortgage Examinations Area 
 Follow-up of Prior Year Internal Audits 
 Other Tasks 

 
This report contains the results of our audit of the Mortgage Examinations Area, reflects the follow-up 
performed in the current year, and meets the Annual Internal Audit Report requirements. 
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INTERNAL AUDIT OBJECTIVES 

 
In accordance with the International Standards for the Professional Practice of Internal Auditing, 
the audit scope encompassed the examination and evaluation of the adequacy and effectiveness of 
SML’s system of internal control and the quality of performance in carrying out assigned 
responsibilities.  The audit scope included the following objectives: 
 
 Reliability and Integrity of Financial and Operational Information – Review the reliability 

and integrity of financial and operating information and the means used to identify, measure, 
classify, and report such information. 

 
 Compliance with Policies, Procedures, Laws, Regulations, and Contracts – Review the 

systems established to ensure compliance with those policies, procedures, laws, regulations, 
and contracts which could have a significant impact on operations and reports, and determine 
whether the organization is in compliance. 

 
 Safeguarding of Assets – Review the means of safeguarding assets and, as appropriate, 

verify the existence of such assets. 
 
 Effectiveness and Efficiency of Operations and Programs – Appraise the effectiveness 

and efficiency with which resources are employed. 
 
 Achievement of the Organization’s Strategic Objectives – Review operations or programs to 

ascertain whether results are consistent with established objectives and goals and whether the 
operations or programs are being carried out as planned. 
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EXECUTIVE SUMMARY 

BACKGROUND 
 
Mortgage Examinations Area (Area) 
 
The Department of Savings and Mortgage Lending (SML) promotes compliance of mortgage 
companies, mortgage bankers, and their sponsored Residential Mortgage Loan Originators (RMLO), 
with the requirements of various guidelines of consumer protection laws and regulations; such as, the 
Residential Mortgage Loan Company Licensing and Registration Act, the Real Estate Settlement 
Procedures Act (RESPA), the Truth in Lending Act (TILA), the Equal Credit Opportunity Act (ECOA), 
the Fair Credit Reporting Act (FCRA), the Bank Secrecy Act (BSA), and the Gramm-Leah-Bliley Act 
(GLBA), through supervisory and outreach programs.  To promote such compliance, SML conducts 
three types of supervisory activities, which include compliance examinations, investigations; and, 
visitations, with compliance examinations being the activity most commonly used.  Investigations and 
visitations are not a common practice and none were conducted during the period from September 1, 
2014 through March 31, 2015. 
 
The Area is managed by the Chief Mortgage Examiner and is comprised of one (1) administrative 
assistant, eleven (11) field examiners, and one (1) Regional Team Leader. 
 
Compliance Examinations 
 
The scheduling of compliance examinations is based on a risk-focused approach that incorporates the 
consideration of various factors; such as, compliance rating receive on the last compliance examination, 
consumer complaints, inconsistent licensing information, inaccurate advertising, and the volume of 
production.  Scheduling of compliance examinations is a 2-tier process, where the first step involves the 
Chief Mortgage Examiner determining, through the risk-focused approach, those mortgage companies, 
bankers and RMLOs requiring an examination and sending the list to the Regional Team Leader.  The 
second step in the scheduling process is performed by the Regional Team Leader who assigns the 
individual examinations to the field examiners.  Below is the current examination cycle: 
 

Prior Exam Rating  Examination Cycle 
5        12 months 
4        18 months  
3        30 months 
2        36 months 
1        48 months 

 
Compliance examinations may be full-scope or limited-scope. Limited-scope compliance examinations 
may be performed when mortgage companies, bankers and RMLOs report a cumulative total of fewer 
than 3 closed loans on the Mortgage Call Reports (MCRs) within 24 months of initial licensure.  The 
Area did not perform any limited-scope compliance examinations during the period from September 1, 
2014 to March 31, 2015.  Initial full-scope examinations are performed when mortgage companies, 
bankers and RMLOs report a cumulative total of 3 or more closed loans on the MCRs and are required 
to be performed within 6 months of reporting the loan closings.  The Area performed 225 full-scope 
compliance examinations; to include, initial examinations and re-examinations, during the period from 
September 1, 2014 to March 31, 2015.  
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A full-scope compliance examination involves the following 4 stages: 
 
1. Pre-examination planning and analysis – Performed by the administrative assistant and involves 

gathering information available in SML records and databases, and preparing an Examination 
Notification letter, which documents the date and time of the scheduled examination, and an Initial 
Information Request.  Both are sent to the mortgage company’s qualifying individual (QI) or 
mortgage banker’s bank representative. 

 
2. On-site examination – Performed by field examiners and involves completion of an Application 

Compliance Worksheet for each of the loan files selected for examination.  A minimum of 5 loans 
per RMLO, with no maximum; a maximum of 50 per mortgage company, with no minimum; and, a 
maximum of 250 per mortgage banker, with no minimum, may be selected for examination.  Field 
examiners document an explanation in the Report of Examination (ROE) for the number of loans 
selected for examination. 

 
3. Reaching conclusions – Performed by field examiners and involves completion of a Summary of 

Answers Worksheet to summarize the findings of the compliance examination, which include the 
strengths and weakness of a mortgage company, banker, or RMLO’s compliance with relevant 
laws and regulations.  

 
4. Communicating findings – Performed by field examiners and involves the  assignment of a 

compliance rating to the examination based on the results, discussion of findings and 
recommendations with the QI or bank representative; and, if needed, obtaining a commitment for 
action. The ROE is also prepared, which formally communicates the results of the compliance 
examination.  

 
The ROE is comprised of the following elements: 

• Scope of the examination 
• Compliance rating 
• Loan sample 
• Summary and detail of significant violations 
• Compliance program and management of the program 
• Discussion summary of the exit meeting regarding examiner findings and conclusions 
• Management’s response to findings with proposed corrective actions (if needed) 

 
SML has adopted, with slight modifications, the compliance rating system established by the Federal 
Financial Institution Regulatory Agencies, as follows: 
 

• One – Mortgage companies, bankers, and RMLOs in this category are in strong compliance 
position.  There is sufficient knowledge of applicable state and federal statutes and 
regulations, and adequate staff for effectuating compliance; 

 
• Two – Mortgage companies, bankers, and RMLOs in this category are in a satisfactory 

compliance position.  Although there are isolated instances of violations, there are no 
significant issues; and, there is sufficient knowledge of applicable state and federal statutes 
and regulations, and adequate staff for effectuating compliance; 
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• Three – Mortgage companies, bankers, and RMLOs in this category are in a less than 

satisfactory compliance position.  There is a cause for supervisory concern and require more 
than normal supervision to remedy deficiencies; 

 
• Four – Mortgage companies, bankers, and RMLOs in this category require close supervisory 

attention and monitoring to promptly correct the serious compliance problems and numerous 
violations that are present; and, 

 
• Five – Mortgage companies, bankers, and RMLOs in this category are in need of the strongest 

supervisory attention and monitoring for the noncompliance issues identified with consumer 
laws and regulations. 

 
Upon completion of the ROE by field examiners, an electronic copy, along with the respective 
workpapers are uploaded to SML’s intranet, for access by the administrative assistant. Field 
examiners are expected to submit ROEs and workpapers within 24 days of the exam start date, per 
established performance measures.  However, due to the high volume of loans processed, bankers 
and their sponsored RMLOs are provided more flexibility for compliance with the 24-day measure and 
are not required to provide a response when the completion date exceeds 24 days.  
 
Each ROE is reviewed by the administrative assistant for grammatical, editing, and formatting errors, 
on a first in, first out, basis.  ROEs requiring significant revisions are returned to the respective field 
examiner for him/her to make the necessary changes.  
 
All ROEs are reviewed by the Chief Examiner and upon completion of his review, a final signed ROE 
draft with a cover letter and a copy of the Mortgage Company Compliance Examination Rating 
System, is sent to the QI or bank representative. 
 
If deemed necessary, the Chief Examiner will prepare a Request for Administrative Order for 
compliance examinations assigned a 4 or 5 compliance rating.  The Request for Administrative Order 
is provided to the Enforcement Division, who is responsible for issuing the Administrative Order; and, 
if necessary, assessing a penalty.  The Administrative Order is signed by SML’s Commissioner and 
issued in conjunction with the ROE. 
 
In accordance with established performance measures, field examiners are required to complete a minimum 
number of examinations on a quarterly basis, as follows: 
 

Full Scope Examinations per Quarter     26 
 Files turned per Quarter    195 
 Limited Scope Examinations per Quarter as assigned  

Note:  3 limited scope examinations equates to 1 full scope examination 
 
Field examiners (after one year of employment) who fail to meet the above measures, are required to submit 
a written response to the Chief Mortgage Examiner, explaining the reason(s) for the deficiency and to 
provide corrective measures to be taken, if needed.  If a field examiner does not submit such a response, 
he/she will be placed on a 6-month probation and will be subjected to more frequent review and monitoring. 
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Field Examiner Training 
 
Financial examiners have been given a goal of meeting a minimum of 40 hours or 5 days of training per 
fiscal year.  Goals may be met by any combination of available training; including, mandatory, external, in-
house, or web; and, attendance at job-related conferences, group meetings of professional organizations, 
other state agencies, and business groups held during working hours.  Training records are maintained by 
the Chief Mortgage Examiner, who reviews them annually. 
 
 
Audit Scope/Objective 
 
The scope of our audit was the Mortgage Examinations Area (Area).   The objective of our audit 
was to gain an understanding of the processes and controls in place over the intake, performance, 
and completion mortgage examinations to determine whether they provide reasonable assurance 
that the applicable statutes, rules, policies, and procedures are consistently applied. 
 
The procedures performed to achieve the objective of our audit were as follows: 
 
1. Reviewed and obtained an understanding of the laws and regulations provided in the Texas 

Finance Code and Texas Administrative Code, as applicable to the Area. 
 
2. Obtained and reviewed the Area’s written policies and procedures, collected available 

documentation, and conducted interviews to document formal/informal processes and controls. 
 
3. Obtained a listing of completed full-scope examinations performed for mortgage companies, 

bankers, and RMLOs during the period from September 1, 2014 to March 31, 2015 and 
haphazardly selected 15 examinations from the listing to test for the following attributes – 

 
a. Ensured the number of months between examination dates was within the prescribed 

examination cycle, using the prior examination rating as the basis. 
b. Ensured an Examination Notification letter and Initial Information Request was sent to the 

mortgage banker’s bank representative or the mortgage company’s QI prior to examination. 
c. Ensured the required minimum number of 5 RMLO loan files were reviewed. 
d. Ensured workpapers were complete. 
e. Ensured the Application Compliance Worksheet was signed by the field examiner, and QI or 

bank representative. 
f. Ensured the ROE was completed within 24 days of the exam start date and signed by the 

Chief Examiner. 
g. Ensured an administrative order was issued and penalty assessed for examinations assigned 

a 4 or 5 compliance rating. 
 
4. Obtained the fiscal year 2015 1st and 2nd quarter reports of examinations completed and ensured 

performance measures related to the Area were met.  
 
5. Obtained the training records for the period from September 1, 2014 to March 31, 2015 and 

ensured that the minimum required training hours were obtained by each field examiner.  
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I. Compliance with Texas Government Code 2102:  Required Posting of Internal Audit 

Information 
 

To comply with the provisions of Texas Government Code, 2102.015 and the State Auditor’s 
Office, within 30 days after approval by the Finance Commission, SML will post the following 
information on its website: 

 
• An approved fiscal year 2016 audit plan, as provided by Texas Government Code, 

Section 2102.008. 
• A fiscal year 2015 internal audit annual report, as required by Texas Government 

Code, Section 2102.009. 
 

The internal audit annual report includes any weaknesses, deficiencies, wrongdoings, or other 
concerns raised by internal audits and other functions performed by the internal auditor as well 
as the summary of the action taken by SML to address such concerns. 

 
 
II. Internal Audit Plan for Fiscal Year 2015 
 

The Internal Audit Plan (Plan) included one audit to be performed during the 2015 fiscal year. 
The Plan also included a follow-up of the prior year audit recommendations, as applicable, 
other tasks as may be assigned by the Finance Commission, and preparation of the Annual 
Internal Audit Report for fiscal year 2015. 

 
Risk Assessment 

 
Utilizing information obtained through the inquiries and background information reviewed, 14 
audit areas were identified as potential audit topics.  A risk analysis utilizing our 8 risk factors 
was completed for each individual audit topic and then compiled to develop an overall risk 
assessment. 

 
Following are the results of the risk assessment performed for the 14 potential audit topics 
identified: 

 
HIGH RISK MODERATE RISK LOW RISK 

 
Legal and Enforcement 

Payroll and Human Resources 

 
Fixed Assets 

 
Mortgage Examinations 

 
Thrift Examinations 

 
Revenue Accounting Process 

 
Purchasing and Travel 

 
Thrift Supervision and Compliance 

 
Management Information 

Systems 
 

Records Management 
 

Consumer Protection 
 

Mortgage Licensing 
 

Risk Management 
 

Financial Reporting 
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In the prior 3 years, internal audits were performed in the following areas: 
 
Fiscal Year 2014: 

• Consumer Protection 
 
Fiscal Year 2013: 

• Thrift Supervision and Compliance 
 
Fiscal Year 2012: 

• Mortgage Licensing 
 
The area recommended for internal audit and other tasks to be performed for fiscal year 2015 
were as follows: 
 

Report No.  Audits/Report Titles  Report Date 
1.  Mortgage Examinations  5/26/2015 
     

1. 
 Annual Internal Audit Report – Follow-Up of Prior 

Year Internal Audits 
  

5/26/2015 
     
-  Other Tasks Assigned by the Finance Commission  None 

 
 
III. Consulting and Nonaudit Services Completed 
 

The internal auditor did not perform any consulting services, as defined in the Institute of 
Internal Audit Auditors’ International Standards for the Professional Practice of Internal 
Auditing or any non-audit services, as defined in the Government Auditing Standards, 
December 2011 Revision, Sections 3.33-3.58. 

 
 
IV. External Quality Assurance Review 
 

The internal audit department’s most recent System Review Report, dated October 26, 2012, 
indicates that its system of quality control has been suitably designed and conforms to 
applicable professional standards in all material respects. 
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V. Observations/Findings and Recommendations 
 

 
  

 
 
 
 
 
 
 
 
 
 

Report 
No. 

 
 
 
 
 
 
 
 
 
 

Report 
Date 

 
 
 
 
 
 
 
 
 
 
 

Name of Report  

 
 
 
 
 
 
 
 
 
 
 

Observations/Findings and Recommendations 

 
Status 

(Implemented, 
Partially 

Implemented, 
Implementation 

Delayed, No 
Action Taken, 
Do Not Plan to 

Take Corrective 
Action, or 

Other) 

 
 
 
 
 
 
 
 
 

Fiscal 
Impact/Other 

Impact 
 

1 
 

 
5/26/2015 

 
Mortgage 

Examinations 
 

 
1. Scheduling of Mortgage Examinations 
 

Mortgage examinations are required to be 
performed within a certain time period, dependent 
on their prior compliance examination rating, as 
prescribed in the respective Exam Manual.  Of the 
15 compliance examinations tested, 1 mortgage 
banker examination was performed 4 months later 
than required; and, 1 mortgage company 
examination was performed 5 months later than 
required.   

 
Recommendation 
We recommend that SML strengthen their controls 
to ensure that examinations are performed in a 
timely manner, as prescribed by procedures 
documented in the Area’s Exam Manual(s).  

 
Management’s Response   
Management agrees with the one finding that two 
examinations exceeded the Department’s re-
examination policy. The Department’s re-
examination policy is self-imposed and is more 
rigorous than most state regulatory standards.  The 
CSBS/AAMRMR Performance Standards 
Committee best practices recommendation is the 
examinations should occur a minimum of every 60 
months. 

 
The Department will strengthen controls to ensure 
that examinations are performed in accordance with 
established policy and procedures. 

 

  
To ensure 
examinations 
are performed 
in accordance 
with 
established 
policies and 
procedures.  
 



DEPARTMENT OF SAVINGS AND MORTGAGE LENDING 
Annual Internal Audit Report 
Fiscal Year 2015 
 

11 

 
 

 
 
 
 
 
 
 
 
 
 

Report 
No. 

 
 
 
 
 
 
 
 
 
 

Report 
Date 

 
 
 
 
 
 
 
 
 
 

Name of Report  

 
 
 
 
 
 
 
 
 
 
 

Observations/Findings and Recommendations 

 
Status 

(Implemented, 
Partially 

Implemented, 
Implementation 

Delayed, No 
Action Taken, 
Do Not Plan to 

Take Corrective 
Action, or 

Other) 

 
 
 
 
 
 
 
 
 

Fiscal 
Impact/Other 

Impact 
 
1 

 

 
5/26/2015 

 
2015 Follow-Up 

 
Follow-Up of Prior Year Audits  
 
Following is that status of the recommendations made 
during fiscal year 2014 that had not been implemented.  
 
Consumer Protection  
 
1. Complaints Testing 
 

Our testing of open and closed complaints 
indicated instances where Investigation Policies 
and Procedures were not being followed.  

 
We recommend that the Division implement 
procedures to ensure a process is in place to 
ensure compliance with established policies and 
procedures.   

 
 
2. Investigation Report Review Process 
 

The Chief Mortgage Examiner currently only 
reviews those Investigation Reports with a 
disposition that requires further review by the 
Enforcement Division.  

 
We recommend that the Division consider 
implementing a quality control process whereby the 
population of Investigation Reports are sampled 
and reviewed on a periodic basis to provide added 
assurance that investigations are performed in 
accordance with established policies and 
procedures. 
 

 
 
 
 
 
 
 
 
Implemented 
 
 
 
 
 
 
 
 
 
 
 
Implemented 
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VI. Proposed Internal Audit Plan for Fiscal Year 2016 
 

The risk assessment performed during the 2015 fiscal year was used to identify the 
following proposed area that is recommended for internal audit and other tasks to be 
performed for fiscal year 2016.  The Internal Audit Plan for Fiscal Year 2016 will be developed 
and presented to the Finance Commission at a meeting to be determined at a later date. 

 
 Legal and Enforcement 
 Follow-up of Prior Year Internal Audits 
 Other Tasks Assigned by the Finance Commission 

 
 
VII. External Audit Services Procured in Fiscal Year 2015 
 

SML procured the internal audit services documented in the Internal Audit Plan for fiscal year 
2015. 

 
 
VIII. Reporting Suspected Fraud and Abuse 
 

SML has provided information on their home page on how to report suspected fraud, waste, 
and abuse to the State Auditor’s Office (SAO) by posting a link to the SAO’s fraud hotline.  
SML has also developed a Fraud Prevention Policy that provides information on how to report 
suspected fraud. 
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IX. Organizational Chart 
 
 

FINANCE COMMISSION 
OF TEXAS 

 
Internal 
Audit 

 
 

SAVINGS AND MORTGAGE 
LENDING 

COMMISSIONER 
 
 

Executive 
Assistant 

 
 
 
 

     General Counsel Deputy Commissioner/ Chief Mortgage Director of Licensing Director of Administration 
 Chief Thrift Examiner  Examiner  and IT  and Finance 

 
 
 
 

THRIFT THRIFT MORTGAGE LICENSING ACCOUNTING AND 
SUPERVISION  EXAM  EXAM  HUMAN RESOURCES 

 
 

ENFORCEMENT  CONSUMER INFORMATION  CENTRAL 
PROTECTION TECHNOLOGY ADMINSTRATION 
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