CONTRACTS

The Upside of Risk

Mortgage Lending Across State Lines: Why State-Level
Compliance Can’t Be an Afterthought

Every state has mortgage lending laws and regulations, from usury limits and disclosure
requirements to fair lending obligations and cybersecurity rules. As lenders expand across
state lines, failing to navigate this regulatory patchwork can quickly lead to consequences,
including costly penalties.

Are you staying proactive about your lending compliance across state lines? Let’s dive deeper
into the risks, why they matter, and how to stay compliant as you grow your services and
customer base.

State Regulators Are Watching — and Acting
State regulators’ enforcement actions often serve as leading indicators of shifting priorities that
can catch lenders off guard.

Massachusetts, for example, has long taken an aggressive approach to consumer protection. In
2022, the state’s Attorney General’s Office announced a $3.2 million settlement with a
mortgage servicer accused of unfair and deceptive practices in its servicing, debt collection,
and lending activities. The action included $2.7 million in borrower restitution and $500,000 in
penalties, underscoring how state enforcement can hit a lender’s bottom line.

In early 2025, the Texas Department of Savings and Mortgage Lending (SML) and 52 other state
regulators coordinated a $20 million settlement with a mortgage banker over cybersecurity
failures. Though the issue was unrelated to direct lending practices, it emphasized how state
operational and data protection standards are within the scope of lending compliance,
especially when customer trust and regulatory cooperation are at stake.

Cross-State Lending: Where Operational Risk Grows

Lending across state lines creates not only financial risks but also operational challenges. What
is allowed in one state may violate another state’s licensing, disclosure, or recordkeeping
requirements. These challenges are particularly difficult for smaller lenders or institutions
expanding into new markets without deeply integrated compliance resources. Overlooking
even a single regulation — such as a prepayment penalty restriction or a different threshold for
high-cost loans — can invite scrutiny.


https://www.mass.gov/news/national-mortgage-servicer-to-provide-32-million-in-relief-to-massachusetts-homeowners-in-settlement-with-ags-office
https://www.sml.texas.gov/news/announcement-settlement-agreement-and-consent-order-against-bayview-asset-management-llc/

How to Strengthen State-Level Compliance
A better lending compliance program accounts for and adapts to state-by-state variations. Best
practices for adhering to compliance in multiple states include:

Licensing & Reporting: Ensure that you are appropriately licensed (if required) for each state
in which you operate or solicit business and that your reporting practices meet each
jurisdiction’s requirements. While this step may seem obvious, simple mistakes can lead to
major consequences down the road.

Regulatory Change Management: Build a proactive process to track, monitor, and apply
changes in state laws and regulations to your institution’s lending operations. For example,
while the federal Community Reinvestment Act (CRA) applies to banks, some states have
adopted community investment standards like the CRA, which also apply to credit unions and
other lenders. Missing a key state-level regulatory change could land your institution in hot
water.

Complaint Management: An effective complaint management system helps you detect
potential compliance violations before they escalate into regulatory problems. States pay
close attention to consumer complaints, often using them as the basis for investigations.

Internal Coordination: Silos will stunt your risk management efforts. Compliance, legal,
operations, and IT teams should collaborate to interpret state regulations and implement
controls across departments. Cybersecurity, for example, is no longer just an IT concern —it’s
a compliance issue.

Culture of Compliance: As regulatory expectations evolve, instill a compliance-first mindset
across your institution. Training, leadership engagement, and clear roles and responsibilities
are essential to navigating multistate lending risk.

Lending Compliance Tools: As you expand your services to new states, keeping up with
regulatory updates becomes more difficult. Take advantage of automated lending compliance
software to stay informed about the latest regulatory updates, simplify your data reporting
processes, and streamline reporting.

Building Better State Compliance Standards

State mortgage lending compliance is nhot a niche concern — it’s central to any institution’s risk
strategy. A strong compliance posture must be built on a foundation of local awareness,
responsiveness, and adaptability.

Lenders that treat state regulations as a core element of their compliance program — not an
afterthought — are better positioned to grow sustainably, protect consumers, and maintain the
trust of regulators and borrowers alike.


https://www.ncontracts.com/products/fair-lending-compliance-software
https://www.ncontracts.com/products/fair-lending-compliance-software

