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Violations of Consumer, Borrower Rights, 

and Flood Insurance  Regulations 

Identified in FY 2002 Examinations

Summary

This report summarizes FCS institutions’ violations of Regulation Z (Truth-in-Lending Act), Regulation B (Equal Credit Opportunity Act), Regulation M (Consumer Leasing Act), Regulation U (Securities Exchange Act), FCA’s Borrower Rights regulations, and Flood Insurance regulations identified in examinations conducted by FCA during FY 2002 and for the 5-year period FY 1998 through FY 2002.  Information regarding compliance with Regulations Z, B, and M is reported by FCA to the Board of Governors of the Federal Reserve System for its annual Report to Congress.  

Over the 5-year period ended September 30, 2002, we detected a 25 percent decline in the number of violations of consumer, borrower rights, and flood insurance regulations.  During the same period, there was also an 18 percent decline in the number of institutions with violations.  The types of violations (i.e., sections violated) consistently fell into the same categories, as described under the individual regulations later in this report.  Corrective actions have been required by FCA to ensure compliance.  Those actions have been adequately resolved by the affected institutions or are in the process of resolution.  
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Regulation Z (Truth in Lending Act)

During FY 2002, FCA examined 89 institutions for compliance with consumer, borrower rights, and flood insurance regulations.  In the majority of institutions examined, examiners found no Regulation Z violations.  However, examiners did identify 20 Regulation Z violations in 7 institutions.  This is a reduction in both the number of violations and institutions with violations since the preceding year.  Additionally, this represents a 68 percent reduction in the number of violations and a 67 percent reduction in the number of institutions with violations over the 5-year period from FY 1998 through FY 2002, as reflected in the following chart.  
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The majority of the violations were concentrated in the area of residential mortgage transaction disclosures.  
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Residential Mortgage Transactions (226.19):  50 percent (10 of 20) of the violations involved untimely or incomplete disclosures (good faith estimate and adjustable rate mortgage disclosures).  Loan officer oversight and insufficient training were cited as the reasons for the majority of the violations.

Of the violations identified, 95 percent resulted in corrective actions by the affected institutions.  Specifically, these included additional training for lending personnel, revising procedures, or redisclosure.  The remaining 5 percent required no corrective action due to the nature or timing of the violation. Of the institutions cited for violating Regulation Z, no one institution represented a significant portion of the violations.

Regulation B (Equal Credit Opportunity Act)

During FY 2002, while the majority of FCS institutions examined had no Regulation B violations, examiners did identify 31 violations in 17 institutions.  This is a decline in both the number of violations and institutions with violations since the previous year.  Additionally, this represents a 14 percent reduction in the number of violations and a 19 percent reduction in the number of institutions with violations over the 5-year period from FY 1998 through FY 2002, as reflected in the chart.
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The majority of the violations were concentrated in the areas of monitoring information and notifications.  

· Information for Monitoring Purposes (202.13): 48 percent (15 of 31) involved failure to collect monitoring information or to make the required determination based on visual observation or surname.  Loan officer oversight and insufficient training were cited as the majority of the reasons for these violations.

· Notifications (202.9):  35 percent (11 of 31) involved timeliness of adverse action notices or failure to provide the required disclosures.  Loan officer oversight was cited as the reason for the majority of the violations.
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Of the violations identified, 58 percent resulted in corrective actions by the affected institutions.  Specifically, this included additional training for lending personnel, or improved internal controls. The remaining 42 percent required no corrective action due to the nature or timing of the violation.  Of the institutions cited for violations of Regulation B, no one institution represented a significant portion of the violations.

Regulation M (Consumer Leasing)

As in previous years, no violations of Regulation M were found.  Since this regulation applies to leases of personal property for personal, family, or household purposes, few System direct leases are subject to this regulation.

Regulation U (Margin Credit Extended by Banks)

Only one violation of Regulation U was identified in examinations during FY 2002.  This compares to zero violations found in FY 2001, three violations in two institutions found in FY 2000, and two violations in two institutions in FY 1999.  Statistics on violations of Regulation U were not captured prior to FY 1999.

FCA Borrower Rights Regulations

During FY 2002, while the majority of System institutions examined had no violations of FCA borrower rights regulations, there were 46 violations of borrower rights regulations identified in 18 institutions.  This represents a 43 percent reduction in the number of violations and a 40 percent reduction in the number of institutions with violations over the 5-year period from FY 1998 through FY 2002, as reflected in the chart.
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The majority of the violations were concentrated in the areas of notice on loan applications, and not providing required disclosures.  

· Notice of Action on Loan Application (614.4441):  28 percent (13 of 46) involved failure to provide prompt written notice of the decision on the loan application or providing incomplete notices.  Loan officer oversight was the most frequently cited reason for the violations.

· Required Disclosures (614.4367):  20 percent (9 of 46) involved failure to provide effective interest rate disclosures or providing incomplete disclosures.  The most frequently cited reasons for the violations were failure to follow procedures or misinterpretation of the regulation.
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Of the violations identified, 76 percent resulted in corrective actions by the affected institutions.  Specifically, this included revised procedures, additional training for lending personnel, or redisclosure.  The remaining 24 percent required no corrective action due to the nature or timing of the violation.  Of the institutions cited for violations of borrower rights regulations, no one institution represented a significant portion of the violations.

Flood Insurance 

During FY 2002, the majority of System institutions examined had no violations of flood insurance regulations.  There were 37 violations of flood insurance regulations identified during FY 2002 in 17 institutions.  This represents a 74 percent reduction in the number of violations and a 45 percent reduction in the number of institutions over the 4-year period from FY 1999 through FY 2002.  Statistics on violations of flood insurance regulations have only been captured since FY 1999.  The chart shows the 4-year trend. 
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The majority of the violations were due to the failure to determine if flood insurance needed to be purchased, and not using the standard flood hazard determination form.  

· Requirement to purchase flood insurance where available (614.4930):  Flood hazard determinations were not made; consequently, borrowers were not required to purchase flood insurance.  Lender oversight was cited as the most frequent cause of the violations, followed by lack of adherence to policy and procedures.

· Required use of standard flood hazard determination form (614.4940):  The determination was not made; thus, the required standard form was not used.  Lender oversight was cited as the most frequent cause of the violations, followed by lack of adherence to policy and procedures.

These two sections frequently overlap and result in one count of a violation.  Of the 37 violations identified in examinations, 35 (95 percent) were in these two areas. 
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Of the violations identified, 92 percent resulted in corrective actions by the affected institutions.  Specifically, this included revised procedures, additional training for lending personnel, or correction of the violation.  The remaining 8 percent required no corrective action due to the nature of the violation.  Of the institutions cited for violations of flood insurance regulations, no one institution represented a significant portion of the violations.  
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Chart Data

		Borrower Rights Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		80		76		92		78		46		35%

		Institutions with Violations		30		35		32		17		18		26%

		Regulation B Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		36		30		25		48		31		10%

		Institutions with Violations		21		14		17		19		17		17%

		Regulation Z Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		62		32		38		44		20		55%

		Institutions with Violations		21		12		15		16		7		52%

		Flood Insurance Trends

				1999		2000		2001		2002		4-YearChange

		Violations		140		53		59		37		74%

		Institutions with Violations		31		17		21		17		45%





Data

		Borrower Rights Trends

																										Sum All Violations

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange						1998		1999		2000		2001		2002		Total

		Violations		341		175		119		96		80		76		92		78		46		35%				Violations		178		278		208		229		134		1027

		Institutions with Violations		86		43		50		46		30		35		32		17		18		26%				Institutions with Violations		72		92		81		73		59		377

		Regulation B Trends

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange

		Violations		164		62		77		52		36		30		25		48		31		10%

		Institutions with Violations		56		30		34		23		21		14		17		19		17		17%

		Regulation Z Trends

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange

		Violations		163		148		192		77		62		32		38		44		20		55%

		Institutions with Violations		43		32		35		27		21		12		15		16		7		52%

		Flood Insurance Trends

		Fiscal Year		1999		2000		2001						1999		2000		2001		2002		4-YearChange

		Violations		140		53		59						140		53		59		37		74%

		Institutions with Violations		31		17		21						31		17		21		17		45%
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Chart Data

		Borrower Rights Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		80		76		92		78		46		35%

		Institutions with Violations		30		35		32		17		18		26%

		Regulation B Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		36		30		25		48		31		10%

		Institutions with Violations		21		14		17		19		17		17%

		Regulation Z Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		62		32		38		44		20		55%

		Institutions with Violations		21		12		15		16		7		52%

		Flood Insurance Trends

				1999		2000		2001		2002		4-YearChange

		Violations		140		53		59		37		74%

		Institutions with Violations		31		17		21		17		45%





Data

		Borrower Rights Trends

																										Sum All Violations

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange						1998		1999		2000		2001		2002		Total

		Violations		341		175		119		96		80		76		92		78		46		35%				Violations		178		278		208		229		134		1027

		Institutions with Violations		86		43		50		46		30		35		32		17		18		26%				Institutions with Violations		72		92		81		73		59		377

		Regulation B Trends

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange

		Violations		164		62		77		52		36		30		25		48		31		10%

		Institutions with Violations		56		30		34		23		21		14		17		19		17		17%

		Regulation Z Trends

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange

		Violations		163		148		192		77		62		32		38		44		20		55%

		Institutions with Violations		43		32		35		27		21		12		15		16		7		52%

		Flood Insurance Trends
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Chart Data

		Borrower Rights Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		80		76		92		78		46		35%

		Institutions with Violations		30		35		32		17		18		26%

		Regulation B Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		36		30		25		48		31		10%

		Institutions with Violations		21		14		17		19		17		17%

		Regulation Z Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		62		32		38		44		20		55%

		Institutions with Violations		21		12		15		16		7		52%

		Flood Insurance Trends

				1999		2000		2001		2002		4-YearChange

		Violations		140		53		59		37		74%

		Institutions with Violations		31		17		21		17		45%





Data

		Borrower Rights Trends

																										Sum All Violations

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange						1998		1999		2000		2001		2002		Total

		Violations		341		175		119		96		80		76		92		78		46		35%				Violations		178		278		208		229		134		1027

		Institutions with Violations		86		43		50		46		30		35		32		17		18		26%				Institutions with Violations		72		92		81		73		59		377

		Regulation B Trends

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange

		Violations		164		62		77		52		36		30		25		48		31		10%

		Institutions with Violations		56		30		34		23		21		14		17		19		17		17%

		Regulation Z Trends

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange

		Violations		163		148		192		77		62		32		38		44		20		55%

		Institutions with Violations		43		32		35		27		21		12		15		16		7		52%

		Flood Insurance Trends

		Fiscal Year		1999		2000		2001						1999		2000		2001		2002		4-YearChange
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Data

		Borrower Rights

		CFR 614.		1994		1995		1996		1997		1998		1999		2000		2001		2002		Total

		4200		0		0		0		2		0		0		0						2				1998		1999		2000		2001		2002

		4366		1		1																2		Required Disclosures		6		16		24		24		9

		4367		120		100		15		11		6		16		24		24		9		325		Notice of Action on Loan Application		28		27		10		12		13

		4368		3																		3

		4441		76		24		67		25		28		27		10		12		13		282

		4442		1																		1

		4443		6		1		12		1		8				10						38

		4444		1																		1

		4512								4												4

		4516		77		1		22		27		30		23		45		29		11		265

		4517		26		6		13		10				1		1		7		4		68

		4518		17		1		5		6		1		5		1		5		8		49

		4519		2						1		1		1						1		6

		4522		82		5		9		9		6		1		1		1				114

		5280												2								2

				412		139		143		96		80		76		92		78		46

		Reg Z

				1996		1997		1998		1999		2000		2001		2002		Total

		226.2						1										1

		226.4										4						4

		226.5												1				1

		226.14		1														1

		226.15														2		2

		226.17		14		1		2				2		1		1		21								1998		1999		2000		2001		2002

		226.18		136		59		42		17		20		17		1		292						Residential Mortgage Transactions		9		10		2		10		10

		226.19		14		11		9		10		2		10		10		66

		226.20								1				0				1

		226.22		8		1		6				7		3		1		26

		226.23		14		5		2		4		3		12		1		41

		226.25						1								1		2

		226.30		5														5

				192		77		63		32		38		44		17

		Reg B

				1996		1997		1998		1999		2000		2001		2002		Total

		202.5						1		1				1				2

		202.6		1														1								1998		1999		2000		2001		2002

		202.9		32		19		17		11		10		22		11		122						Notifications		17		11		10		22		11

		202.12		2		3						2		2		4		13						Monitoring Information		18		17		13		23		15

		202.13		42		30		18		17		13		23		15		158

				77		52		36		29		25		48		30

		Flood Insurance

				1999		2000		2001		2002		Total														1999		2000		2001		2002

		4930 & 4940		140		46		51				237												4930 & 4940		140		46		51		35

		4930								3		3

		4940								32		32

		4955								2		2
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Data

		Borrower Rights

		CFR 614.		1994		1995		1996		1997		1998		1999		2000		2001		2002		Total

		4200		0		0		0		2		0		0		0						2				1998		1999		2000		2001		2002

		4366		1		1																2		Required Disclosures		6		16		24		24		9

		4367		120		100		15		11		6		16		24		24		9		325		Notice of Action on Loan Application		28		27		10		12		13

		4368		3																		3

		4441		76		24		67		25		28		27		10		12		13		282

		4442		1																		1

		4443		6		1		12		1		8				10						38

		4444		1																		1

		4512								4												4

		4516		77		1		22		27		30		23		45		29		11		265

		4517		26		6		13		10				1		1		7		4		68

		4518		17		1		5		6		1		5		1		5		8		49

		4519		2						1		1		1						1		6

		4522		82		5		9		9		6		1		1		1				114

		5280												2								2

				412		139		143		96		80		76		92		78		46

		Reg Z

				1996		1997		1998		1999		2000		2001		2002		Total

		226.2						1										1

		226.4										4						4

		226.5												1				1

		226.14		1														1

		226.15														2		2

		226.17		14		1		2				2		1		1		21								1998		1999		2000		2001		2002

		226.18		136		59		42		17		20		17		1		292						Residential Mortgage Transactions		9		10		2		10		10

		226.19		14		11		9		10		2		10		10		66

		226.20								1				0				1

		226.22		8		1		6				7		3		1		26

		226.23		14		5		2		4		3		12		1		41

		226.25						1								1		2

		226.30		5														5

				192		77		63		32		38		44		17

		Reg B

				1996		1997		1998		1999		2000		2001		2002		Total

		202.5						1		1				1				2

		202.6		1														1								1998		1999		2000		2001		2002

		202.9		32		19		17		11		10		22		11		122						Notifications		17		11		10		22		11

		202.12		2		3						2		2		4		13						Monitoring Information		18		17		13		23		15

		202.13		42		30		18		17		13		23		15		158

				77		52		36		29		25		48		30

		Flood Insurance

				1999		2000		2001		2002		Total														1999		2000		2001		2002

		4930 & 4940		140		46		51				237												4930 & 4940		140		46		51		35

		4930								3		3

		4940								32		32

		4955								2		2
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Data

		Borrower Rights

		CFR 614.		1994		1995		1996		1997		1998		1999		2000		2001		2002		Total

		4200		0		0		0		2		0		0		0						2				1998		1999		2000		2001		2002

		4366		1		1																2		Required Disclosures		6		16		24		24		9

		4367		120		100		15		11		6		16		24		24		9		325		Notice of Action on Loan Application		28		27		10		12		13

		4368		3																		3

		4441		76		24		67		25		28		27		10		12		13		282

		4442		1																		1

		4443		6		1		12		1		8				10						38

		4444		1																		1

		4512								4												4

		4516		77		1		22		27		30		23		45		29		11		265

		4517		26		6		13		10				1		1		7		4		68

		4518		17		1		5		6		1		5		1		5		8		49

		4519		2						1		1		1						1		6

		4522		82		5		9		9		6		1		1		1				114

		5280												2								2

				412		139		143		96		80		76		92		78		46

		Reg Z

				1996		1997		1998		1999		2000		2001		2002		Total

		226.2						1										1

		226.4										4						4

		226.5												1				1

		226.14		1														1

		226.15														2		2

		226.17		14		1		2				2		1		1		21								1998		1999		2000		2001		2002

		226.18		136		59		42		17		20		17		1		292						Residential Mortgage Transactions		9		10		2		10		10

		226.19		14		11		9		10		2		10		10		66

		226.20								1				0				1

		226.22		8		1		6				7		3		1		26

		226.23		14		5		2		4		3		12		1		41

		226.25						1								1		2

		226.30		5														5

				192		77		63		32		38		44		17

		Reg B

				1996		1997		1998		1999		2000		2001		2002		Total

		202.5						1		1				1				2

		202.6		1														1								1998		1999		2000		2001		2002

		202.9		32		19		17		11		10		22		11		122						Notifications		17		11		10		22		11

		202.12		2		3						2		2		4		13						Monitoring Information		18		17		13		23		15

		202.13		42		30		18		17		13		23		15		158

				77		52		36		29		25		48		30

		Flood Insurance

				1999		2000		2001		2002		Total														1999		2000		2001		2002

		4930 & 4940		140		46		51				237												4930 & 4940		140		46		51		35

		4930								3		3

		4940								32		32

		4955								2		2
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Data

		Borrower Rights

		CFR 614.		1994		1995		1996		1997		1998		1999		2000		2001		2002		Total

		4200		0		0		0		2		0		0		0						2				1998		1999		2000		2001		2002

		4366		1		1																2		Required Disclosures		6		16		24		24		9

		4367		120		100		15		11		6		16		24		24		9		325		Notice of Action on Loan Application		28		27		10		12		13

		4368		3																		3

		4441		76		24		67		25		28		27		10		12		13		282

		4442		1																		1

		4443		6		1		12		1		8				10						38

		4444		1																		1

		4512								4												4

		4516		77		1		22		27		30		23		45		29		11		265

		4517		26		6		13		10				1		1		7		4		68

		4518		17		1		5		6		1		5		1		5		8		49

		4519		2						1		1		1						1		6

		4522		82		5		9		9		6		1		1		1				114

		5280												2								2

				412		139		143		96		80		76		92		78		46

		Reg Z

				1996		1997		1998		1999		2000		2001		2002		Total

		226.2						1										1

		226.4										4						4

		226.5												1				1

		226.14		1														1

		226.15														2		2

		226.17		14		1		2				2		1		1		21								1998		1999		2000		2001		2002

		226.18		136		59		42		17		20		17		1		292						Residential Mortgage Transactions		9		10		2		10		10

		226.19		14		11		9		10		2		10		10		66

		226.20								1				0				1

		226.22		8		1		6				7		3		1		26

		226.23		14		5		2		4		3		12		1		41

		226.25						1								1		2

		226.30		5														5

				192		77		63		32		38		44		17

		Reg B

				1996		1997		1998		1999		2000		2001		2002		Total

		202.5						1		1				1				2

		202.6		1														1								1998		1999		2000		2001		2002

		202.9		32		19		17		11		10		22		11		122						Notifications		17		11		10		22		11

		202.12		2		3						2		2		4		13						Monitoring Information		18		17		13		23		15

		202.13		42		30		18		17		13		23		15		158

				77		52		36		29		25		48		30

		Flood Insurance

				1999		2000		2001		2002		Total														1999		2000		2001		2002

		4930 & 4940		140		46		51				237												4930 & 4940		140		46		51		35

		4930								3		3

		4940								32		32

		4955								2		2

										37
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		1998		1998

		1999		1999
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Violations
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Trend in All Violations of Consumer, Borrowers Rights, and Flood Insurance Regulations

178
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229
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59



Chart Data

		Borrower Rights Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		80		76		92		78		46		35%

		Institutions with Violations		30		35		32		17		18		26%

		Regulation B Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		36		30		25		48		31		10%

		Institutions with Violations		21		14		17		19		17		17%

		Regulation Z Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		62		32		38		44		20		55%

		Institutions with Violations		21		12		15		16		7		52%

		Flood Insurance Trends

				1999		2000		2001		2002		4-YearChange

		Violations		140		53		59		37		74%

		Institutions with Violations		31		17		21		17		45%





Data

		Borrower Rights Trends

																										Sum All Violations

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange						1998		1999		2000		2001		2002		Total

		Violations		341		175		119		96		80		76		92		78		46		35%				Violations		178		278		208		229		134		1027

		Institutions with Violations		86		43		50		46		30		35		32		17		18		26%				Institutions with Violations		72		92		81		73		59		377

		Regulation B Trends

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange

		Violations		164		62		77		52		36		30		25		48		31		10%

		Institutions with Violations		56		30		34		23		21		14		17		19		17		17%

		Regulation Z Trends

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange

		Violations		163		148		192		77		62		32		38		44		20		55%

		Institutions with Violations		43		32		35		27		21		12		15		16		7		52%

		Flood Insurance Trends

		Fiscal Year		1999		2000		2001						1999		2000		2001		2002		4-YearChange

		Violations		140		53		59						140		53		59		37		74%

		Institutions with Violations		31		17		21						31		17		21		17		45%
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Chart Data

		Borrower Rights Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		80		76		92		78		46		35%

		Institutions with Violations		30		35		32		17		18		26%

		Regulation B Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		36		30		25		48		31		10%

		Institutions with Violations		21		14		17		19		17		17%

		Regulation Z Trends

				1998		1999		2000		2001		2002		5-YearChange

		Violations		62		32		38		44		20		55%

		Institutions with Violations		21		12		15		16		7		52%

		Flood Insurance Trends

				1999		2000		2001		2002		4-YearChange

		Violations		140		53		59		37		74%

		Institutions with Violations		31		17		21		17		45%





Data

		Borrower Rights Trends

																										Sum All Violations

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange						1998		1999		2000		2001		2002		Total

		Violations		341		175		119		96		80		76		92		78		46		35%				Violations		178		278		208		229		134		1027

		Institutions with Violations		86		43		50		46		30		35		32		17		18		26%				Institutions with Violations		72		92		81		73		59		377

		Regulation B Trends

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange

		Violations		164		62		77		52		36		30		25		48		31		10%

		Institutions with Violations		56		30		34		23		21		14		17		19		17		17%

		Regulation Z Trends

		Fiscal Year		1994		1995		1996		1997		1998		1999		2000		2001		2002		5-YearChange

		Violations		163		148		192		77		62		32		38		44		20		55%

		Institutions with Violations		43		32		35		27		21		12		15		16		7		52%

		Flood Insurance Trends

		Fiscal Year		1999		2000		2001						1999		2000		2001		2002		4-YearChange

		Violations		140		53		59						140		53		59		37		74%

		Institutions with Violations		31		17		21						31		17		21		17		45%






