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Re-evaluating Your 2018
HMDA Implementation

Many financial services companies have
struggled to comply with some of the recent
changes made to the Home Mortgage Disclosure
Act (HMDA) that were effective as of Jan. 1, 2018.
Companies that have encountered
accuracy-related issues when compiling
data for their 2018 Loan/Application
Registers (LARs) should re-evaluate
their initial implementation processes
to demonstrate a good faith effort of
compliance for the March 1, 2019, reporting
deadline, and improve compliance for
collection of data for the 2019 LAR.
Although this article doesn’t discuss
the process, it is important that the
re-evaluation is adequately documented
to show the steps taken and the changes
made as a result of the good faith effort.
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Expanded HMDA reporting
requirements
The Dodd-Frank Act transferred rulemaking
authority for HMDA to the Consumer
Financial Protection Bureau (CFPB)1
and amended the law to, among other
things, expand the scope of information
that covered institutions must report
on covered loans and applications. The
amendments are intended to give regulators
greater visibility into compliance with fair
lending and the Community Reinvestment
Act (CRA).
In October 2015, the CFPB issued the 2015
HMDA Final Rule implementing the DoddFrank amendments for data collected on or
after Jan. 1, 2018. The rule (as subsequently
amended in 2017) adds data points
specifically required by the Dodd-Frank
Act, as well as other data points the CFPB
determined will help to carry out HMDA’s
purposes. The new HMDA rule includes 48
data points (and up to 110 fields), more than
doubling the number of data points from the
previous requirement. Most of the existing
data points were modified from their
previous versions as well. A majority of the
expanded data points relate to underwriting
and pricing information, and include:
• The applicant’s or borrower’s age
• Credit score
• Automated underwriting
system information
• Unique loan identifier
• Property value
• Application channel
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Points and fees
Borrower-paid origination charges
Discount points
Lender credits
Loan term
Prepayment penalty
Non-amortizing loan features
Interest rate
Loan originator identifier

The rule also significantly expands the
number of loans that must be included in
HMDA reporting, including open-end loans.

Compliance challenges
Some lenders already had collected what
was widely referred to as “HMDA Plus”
data, which included many of the expanded
data points required under the 2015 rule.
Most, however, were faced with developing
new processes and procedures to gather
the additional information. And many have
confronted some common hurdles along
the way, as the March 1, 2019 reporting
date looms ever closer.
For example, some covered institutions
were unable to make significant strides in
implementing the 2018 changes until late in
2017 due to technology challenges. Several
third-party providers of loan origination
systems (LOSs) lagged in making the
necessary updates to allow for collection
of all data points, at least partially due to
evolving regulatory guidance. Although
these providers’ desire to provide a
single, comprehensive update to address
all requirements at once, the delays
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severely limited the ability of institutions to
implement and properly test the changes—
not to mention modifying processes to
incorporate the changes. Many lenders
still are working with their LOS providers to
make tweaks to their systems to allow for
more automated HMDA data collection.
In addition, some lacked the necessary
organizational change management
structure to implement such a sweeping
regulatory change. Implementation of the new
requirements required coordination between
the compliance department and the various
lending areas, including consumer lending,
residential mortgage, and commercial lending
departments. Each affected lending area was
required to completely overhaul its HMDA data
collection procedures—and in many cases
the revised collection procedures were not
sufficiently challenged to help ensure alignment
to the new requirements.
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Similarly, a lender might find some internal
resistance as it shifts from a culture reliant on
manual processes to one more automated.
When the compliance department has long
been counted on to “scrub” inaccurate data
provided by the front-line staff, those front-line
employees can become complacent about
achieving accuracy themselves. The heavier
reporting burden effectively necessitates
that the data collected by the lending areas
is as accurate as possible instead of leaving
accuracy in the hands of the compliance
department. There now are too many fields to
scrub the LAR at the second line efficiently.
The second line should be sampling for
accuracy and working with the lending
areas to improve procedures regarding data
collection as errors are identified.
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Some temporary
regulatory relief
The changes brought about by the 2015
HMDA Final Rule have proven burdensome,
which regulators implicitly acknowledged
in December 2017. The CFPB issued the
following compliance statement at that time:
“The CFPB does not intend to require data
resubmission for HMDA data collected in
2018 and reported in 2019, unless data
errors are material. Furthermore, the
bureau does not intend to assess penalties
with respect to errors in data collected in
2018 and reported in 2019. Collection and
submission of the 2018 HMDA data will
provide financial institutions an opportunity
to identify any gaps in their implementation
of amended Regulation C and make
improvements in their HMDA compliance
management systems for future years.
Any examinations of 2018 HMDA data will
be diagnostic to help institutions identify
compliance weaknesses, and the bureau
will credit good-faith compliance efforts.”2
Similar statements also have been made by
the other regulatory agencies. The federal
regulators seem to be suggesting they are
giving covered institutions leniency for their
2018 reporting as long as the institutions
can demonstrate a good faith effort to
implement the new requirements and do not
have material errors. However, regulators
have not made similar leniency statements
regarding the 2019 data reporting.

Institutions generally are exempt from
the collection, recording, and reporting
requirements for some, but not all, of
the data points specified in current
Regulation C if:
• For closed-end mortgage loans, they
originated fewer than 500 closed-end
mortgage loans in each of the two
preceding calendar years; and
• For open-end lines of credit, they
originated fewer than 500 open-end lines
of credit in each of the two preceding
calendar years.
Partial exemptions are not available to
institutions that received a rating of “needs
to improve record of meeting community
credit needs” during each of their two
most recent CRA examinations or a rating
of “substantial noncompliance in meeting
community credit needs” on their most
recent CRA examination.
Subsequent guidance clarifies that
institutions that qualify for a partial
exemption can optionally report exempt
data points as long as they report all data
fields that the data point includes. Some
lenders that had already done extensive
work to ramp up their collection, recording,
and reporting capabilities—especially
those that are close to the 500-loan
threshold—might opt to report exempt data
points rather than pull back and start over
for 2019 data.

In July 2018, the bureau also noted that the
Economic Growth, Regulatory Relief, and
Consumer Protection Act signed into law on
May 24, 2018, provides partial exemptions
for some insured depository institutions
and insured credit unions from certain
HMDA requirements.
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Re-evaluating HMDA processes
Fortunately, it’s not too late to enhance your
HMDA processes to improve 2018 reporting
and launch into 2019 with a functioning
HMDA compliance program. Covered
institutions should consider the following
steps when looking to improve HMDA data
collection efforts:
1. Determine where automation is possible.
Perhaps the most critical step is to set up
the LOS so that the requisite data points are
as close to the source as possible and the
fields export the data directly into the LAR.
When an institution maximizes automation,
the testing process will almost always
uncover fewer errors, thereby reducing the
burden of data correction. Lenders, therefore,
should work with their vendors to improve
automation where possible. Discussions with
vendors and involvement in user groups can
help to identify quickly which fields can be
automated and even where semi-automated
workarounds can be used.
2. Develop well-defined data sources for
fields that cannot be automated. For
data points that require information to be
manually entered, lenders should draft
formal written procedures that clearly

describe the information source (such as
another system or a particular document).
The procedures should include as much
detail as possible (for example, describing
the document and particular field to obtain
the application date). This might also involve
formalizing procedures for other lending
processes in order to establish a welldefined source for HMDA data.
3. Establish appropriate accountability
structures. Institutions should put in
place accountability structures that lay
responsibility for accurate data on the lines
of business via imbedded review and control
processes, rather than leaving it to the
compliance department. The compliance
department should conduct limited samplebased and control-based testing to confirm
that the lines of business are submitting
accurate data, and hold the lines of business
responsible for making corrections to data
and, if necessary, to the processes that help
ensure data accuracy. With the high number
of data points, it simply is not feasible for
the compliance department to verify the
accuracy of every field for every LAR entry
in most cases.

The Dodd-Frank Act transferred rulemaking authority for
HMDA to the CFPB and amended the law to, among
other things, expand the scope of information that covered
institutions must report on covered loans and applications.
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HMDA and the “three lines
of defense”
Effective compliance management often
is described to include the three lines
of defense:
1. The lines of business with day-to-day
ownership and management over risks
and controls;
2. The compliance function that supplies
monitoring and oversight; and
3. Internal audit.
Each of these lines should be involved in the
HMDA compliance process, with feedback
loops leading to re-evaluation of the various
processes until an institution is confident that
its data is accurate.

What about 2019 reporting and beyond?
Covered institutions should not count on
the same regulatory lenience. The lines of
business, along with their various service
providers, should have had time to work out
the kinks, and regulators likely will expect
a much greater degree of data accuracy.
Monitoring should uncover far lower error
rates, allowing the institution to move from
a reactive whack-a-mole stance—trying to
deal with multiple problems popping up all
over the place with no rhyme or reason—to
more of a “business as usual” approach
that systematically addresses individual
issues that arise here and there.

In addition to data accuracy, all three lines
also should conclude that all covered loans
and applications are properly included on or
excluded from the LAR. While data quality
certainly is important, it also is vital that
review processes are designed to identify
whether or not the correct loans and
applications are included on the LAR.

Preparing for the 2018
reporting deadline and 2019
The statements from the CFPB
understandably are a cause for relief,
but it should not be read as fully
immunizing covered institutions from
noncompliance—the statement protects
only those institutions that can show good
faith efforts toward compliance and that
do not have material errors. Technical
misunderstandings that result in data
inaccuracies might not incur the same level
of attention from regulators that material
errors might, but institutions should have
defined processes for obtaining accurate
data to fill each field on their LARs.
Evidence of sustainable compliance will
be important in demonstrating a good faith
compliance effort.
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The future is now
When the 2015 Final Rule was released, its effective date seemed far off, and the
compliance statement likewise provided some breathing room. If they have not already,
covered institutions should re-evaluate and finalize HMDA reporting processes as soon
as possible to enter the 2019 reporting year with an established and sustainable HMDA
compliance program.

Learn more
Joe Durham
+1 616 233 5624
joe.durham@crowe.com
Paul Osborne
Partner
+1 317 706 2601
paul.osborne@crowe.com

1

The CFPB has been in a slow process of rebranding itself, and ABA will begin using “Bureau of Consumer Financial
Protection” and “BCFP” when either (1) the Associated Press Stylebook changes, or (2) the bureau updates its website to
reflect the different name. As of this edition’s printing, the bureau’s website says “Consumer Financial Protection Bureau”
and “CFPB.” The ABA made this decision in April 2018 to minimize confusion for readers who may be more familiar with
the CFPB name.
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“Bureau of Consumer Financial Protection Issues Statement on the Implementation of the Economic Growth,
Regulatory Relief, and Consumer Protection Act Amendments to the Home Mortgage Disclosure Act,”
Consumer Financial Protection Bureau, July 5, 2018, https://www.consumerfinance.gov/about-us/newsroom/
bureau-consumer-financial-protection-issues-statement-implementation-economic-growth-regulatory-relief-andconsumer-protection-act-amendments-home-mortgage-disclosure-act/.
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