
 

 

 

April 7, 2015 
This communication is designed to provide you with quick snapshots and timely perspective on recent regulatory developments.  
 

Compliance with Regulation Z and TILA 

Background  
Significant updates to Regulation Z and the Truth in Lending Act (TILA) in 2014 have impacted requirements for 
lending disclosures, loan originations and borrower servicing in all areas of consumer lending.  With these updates, 
special attention must be paid to all types of residential mortgage loans, education loans and credit cards to ensure 
compliance with the regulatory guidance.  Sections have been added to TILA to address adjustable rate mortgages 
(ARMs) and to identify and administer high-cost mortgages and higher-priced mortgages.  These residential loans 
require additional disclosures and the guidance governs the types and amounts of fees that can be imposed on 
borrowers.  Other additions to the TILA guidance address special disclosures for education loans and credit card 
solicitations. 

Internal Audit departments must redesign their audit plan and strategy to ensure there is appropriate testing and 
coverage of all segments of the bank’s lending portfolio. 

Additional updates are scheduled to take effect on August 1, 2015 and represent the most significant revisions to these 
rules in 40 years.  Issued by the Consumer Financial Protection Bureau (CFPB), the RESPA-TILA Integrated Mortgage 
Disclosures Rule consolidates the Real Estate Settlement Procedures Act (RESPA) and the Truth in Lending Act 
(TILA) for most closed-end loans made on or after August 1, 2015, secured by 1-4 unit dwellings attached to real 
property (i.e., a single-family home, condo or manufactured home). Specifically, it mandates the use of two disclosures 
to aid in consumer understanding and industry compliance: 

1. The Loan Estimate, which replaces the Good Faith Estimate and the initial Truth-in-Lending Disclosure, must be 
delivered or placed in the mail no later than the third business day after receiving the consumer’s application. 

2. The Closing Disclosure, which replaces the HUD-1 Settlement Statement and final Truth-in-Lending Disclosure, 
must be provided to the consumer at least three business days prior to consummation. 

Relevancy 
To ensure accuracy and compliance with 2014 TILA changes, it is important to note specific requirements relating to 
loan classifications, consumer disclosures, finance charges and interest rates found in the updated guidance.   

Policies and procedures for each segment of the loan portfolio may require updates to ensure appropriate timing and 
content of disclosures, assessment of fees and servicing of loan products.      

The new rules include detailed requirements for producing and delivering the two new disclosures in ways that will 
impact a bank’s entire mortgage operation, including business processes, technology, policies and procedures, 
disclosure delivery protocol, vendor relationships and employee training. 
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Our recommendations 
We recommend a proactive investment of time and effort to review all lending policies and processes to avoid costly 
and time consuming remediation efforts.  Here are some specific measures lenders can take to avoid or mitigate TILA 
liabilities:  

• Review Policies and Procedures to ensure that adequate updates have been made to address both the 2014 and 
2015 TILA requirements.  In particular, the updated guidance calls for the identification of and specifies the initial 
disclosure requirements for education loans, closed-end real estate secured loans, open-end real estate secured 
loans, closed-end non-real estate secured loans, open-end non-real estate secured loans and credit cards.  We 
have often found that existing policies and procedures do not include the level of detail required to identify and 
treat these discrete lending products in accordance with the regulatory guidance.  In addition, the updated 
guidance promulgates specific post-origination disclosures required for each of the lending products noted above.  
We have found that existing policies and procedures often fail to address these additional disclosure requirements 
subsequent to loan originations.   
 

• Review credit applications and other standard forms to ensure that required disclosures are included accurately 
and in the correct format.  The updated guidance calls for many changes to existing applications and disclosures 
and has added several new disclosure requirements.  For example, lenders have always been required to notify 
Adjustable Rate Mortgage (ARM) borrowers of impending interest rate changes, but changes have been made to 
the timing of these disclosures. They must now be made 60-120 days in advance of the effective interest rate 
change date.  In addition, there have been changes to the required format of disclosures.  We have found that, 
while most lenders have made efforts to update the applications and standard disclosure forms, they are not 
consistently provided to applicants and borrowers.   

 
Guidance Specific to the 2014 TILA Changes 

Update or add attributes to existing audits to cover applicable requirements across all three lines of defense. 

• There are a number of specific attributes that must be added to existing TILA audit programs to ensure compliance 
with the updated guidance.  The following requirements represent some of the areas where the detailed test work 
performed should be updated or enhanced: 

Note: The list below does not encompass all possible provisions that may apply to your institution. For a more 
detailed list of all provisions, requirements and exemptions, please visit 
http://www.consumerfinance.gov/regulatory-implementation/.    

 
o ARM Loans: The use of estimates in calculating interest rates or the corresponding payments must be 

disclosed and labeled as such. New interest rates and the corresponding payments must be disclosed in a 
tabular format. In addition, lenders are required to include contact information for the CFPB or HUD list of 
homeownership counselors and counseling organizations [§1026.20]. 

o High-Cost Mortgages Loans: The defining criteria has changed from having an Annual Percentage Rate (APR) 
exceeding the yield on Treasury securities by more than 8 percentage points for first lien loans, or more than 
10 percentage points on subordinate lien loans to 6.5 percentage points for first lien loans, and 8.5 percentage 
points for subordinate lien loans or first lien loans where the borrowed amount is less than $50,000.  
Additionally, the criteria for determining high-cost mortgages, based on closing points and fees, has changed 
from the greater of $400 or 8% of the total loan amount to the lesser of $1000 or 8% of the total loan amount 
[§1026.32(a)]. 

http://www.consumerfinance.gov/regulatory-implementation/


 

o High-Cost Mortgages Loans: A creditor may not extend a high-cost mortgage to a consumer unless the 
creditor receives written certification that the consumer has obtained counseling on the advisability of the 
mortgage from an approved counselor [§1026.34(a)(5)]. 

o Open-End and Closed-End Credit Transactions: Lenders must now include explanations of bona fide discount 
points, the total loan amount, prepayment penalties, minimum periodic payments, balloon payments and any 
lender affiliates [§1026.32(b)]. 

o Loans Secured by a Dwelling: The following requirements have been added to the TILA guidance: inclusion of 
name and NMLSR ID on loan documents (SAFE Act), prohibition of financing credit insurance premiums and 
fees, prohibition of certain late fees and delinquency charges, and loan originator qualification requirements, 
including registration and appropriate licensures [§1026.36]. 

o Closed-End Real Estate-Secured Loans: With the exception of those loans serviced by small servicers, as 
defined in the guidance, the new guidance prescribes the form and timing of periodic statements.  Sample 
statements can be found in Appendix H-30 of the TILA guidance [§1026.41]. 

o Real Estate-Secured Loans: With the exception of Home Equity Lines of Credit, the lender must assess the 
borrower’s repayment ability and must not originate any loan where it has been determined the consumer will 
not have a reasonable ability to repay the loan according to its terms [§1026.43]. 

o Qualified Mortgages Loans: Guidance has been added to clarify the criteria for determining if a loan is a 
Qualified Mortgage depending upon the size of the financial institution.  In addition, if a loan is determined to 
be a Qualified Mortgage, the guidance has placed limitations on loan terms, balloon payments, and points and 
fees that may be charged to borrowers [§1026.43(e)]. 

o Education Loans: The guidance has expanded the definition to include any loan where the consumer states 
the purpose, entirely or partially, as for payment of post-secondary education and/or related expenses.  While 
many banks do not originate private education loans, this guidance requires lenders to comply with the 
requirement for additional disclosures any time a consumer lists education or related expenses on the loan 
application [§1026.46]. 

 
Guidance to prepare for 2015 TILA Regulatory Changes  

• Work with system and document providers to update the system with new data fields and calculations for the Loan 
Estimate and Closing Disclosure. 

• Establish procedures to establish timing limitations in providing initial and any updated disclosures. 

• Work with document providers to test and train staff on requirements for providing the new Loan Estimate and 
Closing Disclosure. 

• Examine the accuracy of your Good Faith Estimates compared with your HUD-1 and HUD-1A. Then, determine 
which services are appropriate to shop for and which are not. If the member cannot shop, make sure you know 
how much they will be charged because of the zero tolerance.  This will require banks to work closely with their 
service providers. 

• If banks work with settlement agents, it will be necessary to coordinate efforts to ensure timely delivery of the 
Closing Disclosure and determine who will be responsible for providing a revised disclosure should changes occur. 

 
  



 

 

If your organization has not started to prepare for the 2015 TILA regulatory changes, we recommend you start 
immediately. The CFPB has issued regulatory implementation tools to aid in the process and can be found at 
http://www.consumerfinance.gov/regulatory-implementation/. 

 
How Experis can help 

Experis Finance has assisted multiple clients with in-depth evaluation of lending policies and procedures related to 
TILA, ensuring that all applicable updates have been addressed.  We have evaluated the credit applications and 
standard disclosure forms to ensure that these include all required items and adhere to the formats prescribed by the 
guidance.  By using the same examination criteria as CFPB regulators, we have also developed enhanced test plans 
and detailed testing instructions for all loan portfolio segments to ensure that transactions of each loan type are 
adequately tested for compliance with the current TILA requirements. 

To learn more about our industry best practices or how Experis can assist you with preparations for TILA 2015 regulatory 
changes, contact us at knowledge@experis.com or visit Experis Finance. 
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