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SUMVARY

Staff is proposing that the Board publish for public
comment possi bl e anendnments to Regul ation C, which
i npl enents the Honme Mortgage Disclosure Act of 1975 (HVDA)
The proposal follows analysis of coments received under an
Advance Notice of Proposed Rul emaking (ANPR) issued in
March 1998, reports to the Congress on nortgage-rel ated
i ssues by the Federal Reserve and other federal agencies in
the recent past,' and hearings on rel ated aspects of the
Honme Omnership and Equity Protection Act (HOEPA) hel d by
the Board this sunmmer in four cities.

The maj or changes proposed for the regulation involve
bringing nore institutions and transactions under
requirenents for data collecting and reporting and
requiring nore data on each covered transaction. Anong the
proposed revisions, those increasing the transactions
covered and the data that are required to be reported are
the nost significant in ternms of potential benefits and in
i ncreasing regulatory burden. The proposal woul d affect
all institutions currently within the scope of the
regul ation, including covered small institutions.? The
nunber of institutions that would newy be brought under
the regulation is probably fairly imted. None of the

1See Board of Governors of the Federal Reserve System and Departnent of
Housi ng and Urban Devel opnment, Joint Report to the Congress Concerning Reform
to the Truth in Lending Act and the Real Estate Settlenent Procedures Act,
1998; Departnent of Housing and Urban Devel opnent and Departnment of the
Treasury, Curbing Predatory Hone Mdrtgage Lendi ng, 2000

2The Honme Mortgage Disclosure Act and Regul ation C exenpt institutions
that do not have a honme office or branch in a nmetropolitan area (or, in the
case of non depository institutions, that do not nmake nore than five loans in a

netropolitan area); nost of these institutions are relatively small. Further,
depository institutions with offices in nmetropolitan areas but which are bel ow
an asset size that adjusts yearly (currently $30 nillion) are not required to

conply



new y covered institutions would be snmall nortgage | enders;
they would be institutions that originated $50 mllion or
nore of hone-purchase | oans (including refinancings of such
| oans) in the prior calendar year and they may have
significant other lending activities as well.

The draft proposal does not arise froma need to
i mpl enent specific | egislative changes. Rather, it is a
consequence of Board policy to review its regul ations
periodically and a desire to update the regulation to
refl ect nortgage markets better, enhance consuner
protection, and conply with new gui dance fromthe Ofice of
Managenent and Budget concerning collection of data on race
and ethnicity by federal agencies.

It is difficult to quantify the benefits and costs
associated wth the proposed changes to the regul ation.
The expanded coverage will provide data to help identify
possi bl e discrimnatory |ending patterns and assi st
regul ators in conducting exam nations under the Comrunity
Rei nvestment Act and other laws. The data wll also help
informthe public about devel opnents in the nortgage nmarket
by revealing the distribution of annual percentage rates on
honme | oans and by ensuring that information is avail able
about a significant and growi ng segnent of the hone-I|oan
mar ket, hone equity lines of credit.

Al t hough the proposed changes may offer a nunber of
benefits they also will inpose significant costs on | enders
by requiring changes to their current procedures and
systens for collecting and reporting required data. The
regul atory agencies will take steps to mtigate these
costs, but start-up costs for financial institutions to
revise current conputer and conpliance systens are |likely
to be significant. The regul atory agencies thenselves wl |
al so incur costs to revise conputer software used to edit
the HVDA data prior to its release to the public and to
prepare required reports for both the regul ated
institutions and the public.

DI SCUSSI ON

Regul ation C currently requires that covered
institutions record and send to supervisory federal
agencies required information on certain applications and
loans in a specified format known as the | oan/ application
regi ster (HVDA-LAR). Required data are collected on hone-



pur chase and hone-i nprovenent applications and | oans

ori gi nated, purchased or refinanced. The Federal Fi nanci al
Institutions Exam nation Council (FFIEC) and the Depart nent
of Housi ng and Urban Devel opnent (HUD) aggregate the
collected information fromindividual institutions and nake
the data available to the public in a variety of formats
and reports. The revised regulation would nake changes in
institutional coverage, transaction coverage, and required
dat a.

1) Institutional coverage. Currently, Regulation C
requires reporting by depository institutions with assets
greater than $30 million as of Decenber 31 of the previous
year (adjusted annually to reflect changes in the Consuner
Price Index), with a honme office or branch in a
netropolitan area (MSA), and which nade first-lien hone-
purchase | oans on 1-4 famly dwellings or refinanced such
loans in the past year. The regulation also requires
reporting by other for-profit lending institutions that had
an office or loan activity in a MSA and that either (1) had
assets of nore than $10 mllion (based on conbi ned assets
of the institution and any parent corporation), or (2)
originated or refinanced 100 or nore home-purchase | oans in
the past year, subject to the exception that for-profit,
non depository |lenders need not conply if their hone-
pur chase | oans and refinancing of such | oans anobunted to
| ess than 10 percent of total lending volune in dollars in
t hat year.

The proposed revisions to Regul ation C woul d not
change coverage for depository institutions. However, for
non depository institutions the revised regulation would
enploy a new test that would add to covered entities any
institution with prior-year originations of hone-purchase
| oans (i ncluding refinanci ng of home-purchase | oans) that
equal ed or exceeded $50 million (assum ng the other
coverage tests are net). In effect, this would elimnate
the 10 percent exenption test for sone non depository
| enders.

In 1999 there were 7602 reporting institutions that
originated or refinanced hone-purchase or home-i nprovenent
| oans: 6284 depository institutions, 263 affiliates of
depository institutions, and 1055 i ndependent nortgage
conpani es.® Anpbng reporting institutions of all types, 6070




(80 percent) originated or purchased |l ess than $50 mllion
i n honme-purchase | oans or refinanced hone-purchase | oans in
1999; al though, because of their relatively small size,
their market share of such | oans reported was nmuch snaller
than the proportion of small institutions anong all covered
| enders.*

It is not possible to tell with available information
how many additional institutions the revised regulation
woul d newl y cover, although staff does not believe that
many additional institutions would be required to report
data. The intent is to include within the scope of the
regul ati on any non depository lending institutions that,
whi | e extendi ng many hone-purchase and refinancing | oans,
are not currently reporting, presunably because their
originations of covered |l oans do not rise to 10 percent of
their overall lending due to the size of other credit
activities (including unsecured | ending, such as credit-
card credit).

2) Transaction coverage. At present, the regulation
requires that covered institutions record and report
certain data fromapplications, originations, and purchases
of hone-purchase and secured or unsecured hone-inprovenent
| oans, including refinanced | oans of both kinds. The draft
proposal woul d increase the nunber of covered transactions
at covered |l enders through a nunber of separate revisions
to the regul ation.

A. Definition of refinancing. The regulation
currently permts sonme discretion for the covered
institution in determ ning which refinanced | oans are to be
reported; it may be the case that many second-lien and
ot her loans are not reported. The staff proposal would
remove this discretion in favor of a nore precise
definition of refinanced | oans as credits satisfying and
repl aci ng an exi sting obligation by the sane borrower where
both the existing | oan and the new | oan are secured by a

3An additional 230 institutions were required to report in 1999 because
they qualified as reporters as of Decenber 31, 1998, the date for deternining
1999 reporters, but they did not nmake any covered | oans in 1999. These
institutions are excluded fromthe totals.

4among non depository institutions 47 percent originated | ess than $50
mllion in honme-purchase | oans or refinanced home-purchase |oans in
1999.



lien on a dwelling.® Staff believes that changes in this
area woul d produce greater consistency of data collection
across | enders.

It is not possible to determ ne how many | enders or
| oans woul d be affected by the proposed changes in
transacti on coverage, although it seens |likely that many of
the | oans that would be reported under the revised
definition are already reported under current rules. The
nost significant effect may be to i ncrease consistency
across reporting institutions.

An alternative approach the staff recommends be
of fered for public comment would i ncrease coverage, perhaps
substantially, by elimnating the refinancing category
altogether in favor of requiring the reporting of all non-
purchase | oans at covered | enders secured by a dwelling.
In addition to refinanced | oans covered now and refinanced
debts that would be covered in the draft proposed approach
the alternative approach would al so cover any new j uni or -
lien | oans at these regul ated | enders (and sone additi onal
first-lien |l oans) that are not currently reported. These
new y covered | oans woul d include | oans that do not
refi nance hone- purchase or hone-inprovenent-rel ated debt.
Newl y covered | oans woul d include, for exanple, |oans for
education or other consumer purposes secured by a hone.

Consuner surveys in 1997 indicated that about 5
percent of homeowners had (cl osed-end) second nortgage
| oans out standing, or about 3.3 mllion households. Most
junior loans likely are with covered | enders or | enders who
woul d be covered under the revised regulation. Al new
such | oans at the covered | enders would be subject to
reporting under the alternative approach. Sone additional
first-lien | oans may al so be newly covered on account of
this part of the proposal.®

I nformati on fromthe consuner survey of honme-equity
borrowers in 1997 indicates that approximately two fifths
of cl osed-end second-lien hone | oans were originated in the
year before the interview Estimates of |oans outstandi ng

5The proposal al so woul d ask for comment on whether |enders shoul d be
required to report refinancings of originally unsecured hone inprovenent |oans.

53 enn B. Canner, Thomas A Durkin and Charles A Luckett, “Recent
Devel opnents in Hone Equity Lending,” Federal Reserve Bulletin, vol. 84 (April,
1998), pp. 241-51.




and new | ending drawn fromthe consuner surveys, suggests
that new reporting under the alternative approach could
exceed one mllion | oans per year, assum ng that nost of
the loans of this type are not currently reported. HVDA
data from 1999 show that about half of the applications for
covered loans result in an origination. Thus, there could
be another mllion reported applications arising fromthis
revision to the regul ation.

In fact, we do not know how many cl osed-end j uni or-
lien | oans and applications for such |oans are currently
reported. However, survey data indicate that al nost 40
percent of cl osed-end hone equity | oan borrowers do not
report using the funds for hone-inprovenent purposes.
These | oans and associ ated applications likely are not
currently reported.

B. Definition of hone-inprovenent |oans. The current
regul ation permts covered institutions to report |oans as
home i nprovenent credits based upon the purpose of the | oan
bei ng hone i nprovenment and the classification of |oans as
such by the covered institution’s definitions and
classification systenms. Consequently, if an institution
chose not to classify | oans nade by borrow ng purpose (if,
for exanple, it classified all installnment |oans sinply as
instal l ment | oans, and not by purpose), then it woul d not
be required to report |oans as hone-inprovenent |oans. The
draft proposal would change this treatnment. Henceforth,
any |l oan for hone inprovenent purpose would be reported
regardl ess of classification.

The revised definition of hone-inprovenent |oans for
reporting purposes raises questions whether |ending
institutions are able to identify consunmers’ uses of |oan
funds with any degree of accuracy and whet her |enders wll

be able to conply in a neaningful way. |In any case, this
change will likely nean an increase in coverage of the
regul ati on, although the extent of additional reporting is
not known. It also would require sone | enders to nmake

changes in systens and procedures to identify | oans
properly for purposes of reporting and exam nati on.

C. Preapprovals. The draft proposed revision would
extend coverage of the regulation to another new area,
prelimnary approvals not conprising full underwiting that
eval uates a particular property (sonetinmes called



“preapproval s”), but which provide a witten conm tnent up
to a designated amount for a certain period of tine.

There is only limted informati on on the nunber of
covered institutions offering preapproval prograns that
woul d be newly subject to reporting requirenents under the
proposed extension of the regulation, but the nunber could
be relatively large. 1In recent years, many depository and
non depository institutions have put in place preapproval
prograns that qualify potential custonmers before they
choose a property. These prograns woul d becone newy
subject to requirenents for data reporting, although since
the category of preapprovals is narrowmy drawn, not al
preapproval s woul d be subject to reporting.

Mandat ory col |l ection of data on preapproval s woul d
require sone institutions to establish or nodify systens to
capture and record data. Some commentators on the ANPR
i ndi cated that the effect of this possible revision could
be a dimnution of the willingness to offer any pre-
qualification product. This seens unlikely, however,
because preapproval prograns appear to be a popul ar product
and the category is narrowy drawn. Rather, the likely
i npact of this proposed change in coverage of the
regulation will be on the underlying regulatory costs
associated wth the nortgage process. Staff believes that
t he change will provide an opportunity to eval uate nore
fully Il enders conpliance with the fair |ending | aws.
Currently, preapprovals are not covered by the Hone
Mort gage Di sclosure Act, except in the case where a
preapproval ultimately |leads to an extension of credit, and
no information on these activities is captured in recorded
dat a.

D. Hone equity lines of credit. The draft proposal
woul d al so require reporting of data on honme equity lines
of credit, which the current regulation permts but does
not require. Consumer surveys indicate that nost hone-
equity lines are used, at least in part, for hone-

i nprovement purposes, however, sone institutions include
honme-equity credit lines in their reported honme-inprovenent
| oan data while others do not. At present, although data
are not avail able, staff believes nost hone equity |ines of
credit are not reported. Consequently, staff has
recommended that all honme equity credit |ines be reported,
separately fromcl osed-end | oans.



Consuner survey information in 1997 indicated that
about 8 percent of homeowners, or about 6 mllion accounts,
had hone equity lines of credit. About two thirds (69
percent) of respondents reported that they had used the
account at least in part for hone inprovenent. The surveys
in 1997 show that about one third of these credit Iines
were new in the previous year, approximately matching the
nunber of accounts cl osed due to refinancing, noving, or
ot her reasons for account |lapses.’ |f the relationship of
new accounts at approximately one third of outstanding
accounts has remained the same since this survey and nost
home equity |ines have not been reported under Regul ation
C, as many as 2 mllion accounts yearly m ght be reported
due to this part of the revised proposal. Since not al
applications for hone equity lines of credit are approved,
the total nunmber of reported transactions could exceed the
2 mllion estimte.

3) Required data. The current regulation requires
collection of thirteen itens of information on covered
nort gage applications and loans in three categories (an
institution at its option may also report the reasons it
deni ed the granting of a loan):?®

A) Data on applications and | oans:
1) Loan or application number;
2) Date application received,
3) Type of | oan;
4) Purpose of | oan;
5) Amount of |oan or application;
6) Action taken on application;
7) Date of action taken; and
8) Type of institution purchasing |oans sold
within the sane year as origination or purchase.

B) Data on applicants or borrowers:
9) Race or national origin of applicant or
bor r ower ;
10) Sex of applicant or borrower; and

The consuner surveys did not specifically ask about account closings,
but the proportion of honeowners w th accounts open did not change between the
1993-4 surveys and the 1997 surveys, indicating that closings approximtely
equal ed openi ngs over the period.

8 nstitutions supervised by the Office of the Conptroller of the Currency
and the O fice of Thrift Supervision currently are required to report the
reasons for denial.



11) Gross annual incone of applicant or borrower
relied upon in processing the application.

C) Data on the property:
12) Owner-occupancy status of related property;
and
13) Location (MSA, state, county, and census
tract) of |oans for which the institution has a hone or
branch office in the MSA

The revised regulation would add to the current
information coll ected on each covered transaction. In
addition to the above pieces of information, it would
require collection of new or revised information in the
foll owi ng areas:

A) Data on applications and | oans:
1) The annual percentage rate (APR) on a | oan;
2) Whether a loan is subject to the Home
Omership and Equity Protection Act (HOEPA);

B) Data on applicants or borrowers:
3) Revised categories and nore options for race
or national origin conformng to new guidelines of the
O fice of Managenent and Budget.

C) Data on the property:
4) \Wet her the |l oan or application involves a
manuf act ured hone.

Staff is proposing to expand data coll ection for
several reasons. Mich of the new information is intended
t o enhance enforcenment of HOEPA and the fair |ending | aws.
Each of the new data itens would al so be hel pful in
nmoni t ori ng and under st andi ng nort gage mar ket devel opnents
and the subprinme market in particular.

| nformati on on HOEPA status will allow the regul atory
agencies to readily identify lenders active in this portion
of the nortgage market and specific |oans that nmay warrant
particular scrutiny. Information on the APR of a |oan
woul d enhance fair | ending enforcenent principally by
hel pi ng exam ners evaluate the pricing activities of
l ending institutions. At the present tine exam ners do not
have readily available information that they can use to
hel p determ ne which institutions or |oan products warrant
special attention or nore detail ed review during consuner



conpl i ance exam nations. The APR woul d al so be useful in
di stingui shing prime and subprinme |loans. Distinguishing
bet ween prinme and subprinme loans is inmportant for
interpreting trends observed in the HVDA data with regard
to both denial rate patterns and changes in lending to
vari ous subpopul ati ons.

Li ke the APR, data on manufactured honme | oan status
woul d be used to enhance fair |ending enforcenent and to
provi de informati on about nortgage market activity.
Manuf act ured hone | oans are underwitten differently than
ot her hone | oans, and, consequently need to be accounted
for separately in fair lending reviews. Mnufactured hone
l ending activity also has a great influence on denial rates
observed in the HVDA data and identifying such | oans and
applications would inprove interpretation of changes in
denial rate patterns observed in HVDA data.

At a mninmum these changes in data collection would
requi re systemalterations for every covered institution
and woul d affect every covered application and |oan. Al so,
there likely woul d be costs associated wi th personnel
trai ning and for nmanagenent and | egal supervi sion.
Avai | abl e research on the costs associated with
i npl enenti ng disclosure regul ati ons suggests that there are
economi es of scal e associated with conpliance costs.® Thus,
while all covered financial institutions will incur costs
as a result of inplenmenting the proposed changes to the
regul ation, institutions with |arge nunbers of transactions
likely will have a cost advantage per account. There also
wi |l be budget inplications for the supervisory agencies
t hat conduct conpliance exam nations and process the HVDA
information and for the FFIEC, which prepares the public
reports.

CONCLUSI ON

The staff draft of proposed revisions to Regulation C
will likely cover only a few nore institutions but wll
i ncl ude many nore | oans and applications. The vol une of
data col |l ected on each application and loan will also rise,
and for the first time there will be limted data
col l ection on applications under preapproval prograns.
Virtually every covered institution will have to nmake

°See Gregory E. Elliehausen, The Cost of Banking Regul ation: A Review of
the Evidence, Federal Reserve Staff Study 171, April 1998.
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substantial changes in data-capture procedures and systens.
Staff believes that the proposed changes to HVDA wi ||
enhance regul atory efforts to enforce the fair |ending | aws
and enhance efforts to ensure conpliance with the Community
Rei nvestment Act. The revised HVDA information will also

i nprove the regulators’ and the public’s know edge about
the nortgage market and nore closely reflect changes in

t hese markets over tinme.
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