Online Compliance Consulting
Issue 2014-7

July 2014

Online Compliance
Consulting Update!

New Interagency Guidance on HELOCs
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Earlier this month, 4 regulatory agencies, along with the Conference of State Bank
Supervisors, issued guidance related to HELOCs.
The guidance focuses in on the challenges faced when a HELOC transitions from the
draw period to the repayment period. Whether the repayment term results in the line
being repaid over the remaining term, or results in a balloon payment, some
borrowers may experience payment shock and have difficulty with the adjustment.
The agencies find that some of these difficulties may be avoided when financial
institutions and their borrowers work together to avoid defaults.
At SC+S, we’ve fielded questions on this particular process, and we are aware that
institutions are concerned about HELOC transitions and find it beneficial to reach out
to borrowers even though there might not be a cited requirement to provide a
regulatory disclosure.
While the guidance provides a nice list of related HELOC resources (which cover
underwriting, risk management, and loss mitigation) the focus is on risk management
principles and expectations. As stated therein, the review of an institution’s end-ofdraw risk management programs will be part of the supervisory process.
The stated end-of-draw risk management principles include:


Prudent underwriting for renewals, extensions and rewrites;



Compliance with pertinent existing guidance, including but not limited to the
Credit Risk Management Guidance for Home Equity Lending and the
Interagency Guidelines for Real Estate Lending Policies;



Use of well-structured and sustainable modification terms;



Appropriate accounting, reporting, and disclosure of troubled debt
restructurings; and



Appropriate segmentation and analysis of end-of-draw exposure in allowance
for loan and lease losses (ALLL) estimation processes.

The risk-based implementation of policies and procedures for managing HELOCs that
are nearing their end-of-draw periods is a stated expectation of the agencies. The
guidance includes several actions that they deem as “prudent” and should be
considered as part of effective risk management.
You may find the Interagency Guidance here.

CFPB Issues a New Regulation Z Final Rule
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In early July, the CFPB issued a new interpretive ruling related to the application of
Regulation Z’s Ability to Repay rules, which initially took effect in January 2014.
In the CFPB’s online Newsroom, the Bureau states that this ruling clears the way for heirs
to take over mortgages when a loved one dies. Specifically, the Bureau is clarifying that
when a borrower dies, the name of the borrower’s heir generally may be added to the
mortgage without triggering the Ability-to-Repay rule. As stated, this may help surviving
family members who acquire title to a property to take over their loved one’s mortgage,
and to be considered for a loan workout, if necessary, to keep their home.
From a technical perspective, the clarification provides that where a successor-in-interest
who has previously acquired title to a dwelling agrees to be added as obligor or substituted
for the existing obligor on a consumer credit transaction secured by that dwelling, the
lender’s written acknowledgement of the successor is NOT subject to the ATR rule,
because such a transaction does not constitute an “assumption” as defined by the
regulation.
Lenders should be aware of this clarifying information, review the guidance provided and
apply it accordingly. If you’d like to read the Newsroom article, you may find it here and
you may find the new final rule here.

Convenient and Affordable Compliance Assistance
Do you need help preparing for the upcoming regulatory requirements? SC+S can help
with our Online Compliance Consulting services.
Online Compliance Consulting combines the ease of online tools with the guidance of a
compliance expert.
You will have access to an online compliance expert who will:
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Answer all of your compliance questions;



Review your new policies and disclosures for compliance; and



Train your Board of Directors on upcoming regulatory requirements.

You will also receive access to our online tools, including:


Our Compliance Calendar;



Our Progress List, that enables you to determine what steps you will need to take
to comply with the requirements and track your progress as you implement them;



Our exclusive Knowledge Base of compliance questions and answers; and



FREE access to our quarterly Be Prepared! webinar series on upcoming regulatory
requirements.

For more information or a free demo, contact Rhonda Coggins at
rcoggins@smslp.com.

