TRUTH IN LENDING ACT - REGULATION Z 8/11


Introduction
This act is designed to assure uniform and meaningful disclosure of credit terms that will enable consumers to compare more readily the various terms available and to protect the consumer against inaccurate and unfair credit billing and credit card practices. It promotes disclosing consistent credit information to consumers; it does not regulate the cost or charge of the credit itself. The cost must be expressed in a dollar amount as the finance charge, and as an annual percentage rate computed on the amount financed.

I. REGULATION Z COVERAGE
Regulation Z applies only to credit offered, applied for, or extended to an individual for a consumer purpose. 
This regulation does not apply to the following: 
a) Business, commercial, agricultural, or organizational credit. An extension of credit primarily for a business, commercial or agricultural purpose. Credit extended to acquire, improve, or maintain rental property (regardless of the number of housing units) that is not owner-occupied is deemed to be for business purposes.
b) Credit over $25,000 not secured by real property or a dwelling. An extension of credit not secured by real property, or by personal property used or expected to be used as the principal dwelling of the consumer, in which the amount financed exceeds $25,000 or in which there is an express written commitment to extend credit in excess of $25,000.

· NOTE:  Effective July 21, 2011, the Dodd-Frank Act requires that the protections of the Truth in Lending Act (TILA) and the Consumer Leasing Act (CLA) apply to consumer credit transactions and consumer leases up to $50,000, compared with $25,000 currently. This amount will be adjusted annually to reflect any increase in the consumer price index. However, private education loans and loans secured by real property (such as mortgages) are still subject to TILA regardless of the amount of the loan. 

II. CLOSED-END CREDIT DISCLOSURES
The bank must provide a Truth in Lending Disclosure Statement (TIL) to the borrower no later than loan consummation for all closed-end loan transactions subject to Regulation Z.

Prior to July 30, 2009, for residential mortgage transactions subject to the Real Estate Settlement Procedures Act (RESPA), the bank must provide an “early” TIL no later than 3 business days after the bank receives a written loan application. A “residential mortgage transaction” is a loan to purchase the initial acquisition or construction of the consumer’s principal dwelling. The only types of construction loans which are subject to RESPA are construction loans where the bank is going to do the permanent financing, or may do the permanent financing, or if the loan went to purchase the lot and do the construction. 
Effective July 30, 2009, the “early” Truth in Lending disclosure should be provided to all closed-end mortgage loans secured by a dwelling subject to RESPA within 3 “business” days (a day on which the bank’s offices are open to the public for carrying on substantially all of its business functions) of receiving the application. This new rule would now include refinances and home equity loans, in addition to home purchases. It also includes dwellings other than just principal dwellings as long as the loan is a consumer loan. The disclosure must be provided at least seven “business” days (all calendar days except Sundays and specified Federal legal public holidays) before closing; and if the APR on the disclosure is inaccurate outside of the standard APR tolerances, a revised disclosure will have to be received by the customer at least three “business” days (all calendar days except Sundays and specified Federal legal public holidays) prior to closing. The three/seven business day waiting periods may not be waived unless the consumer has a bona fide personal financial emergency. The consumer must provide a dated, written statement describing the emergency and specifically waiving or modifying the waiting period so that the loan can be closed. (These rules are similar to the current rescission waiver rules.)

In addition, no fees can be assessed for a closed-end mortgage transaction before a consumer has received the early disclosures except a credit report fee. A consumer is considered to have received the disclosure three “business” days (all calendar days except Sundays and specified Federal legal public holidays) after they are mailed. 

In addition to the above new requirements, as of July 30, 2009, the “early” Truth in Lending disclosure form must include the following statement: “You are not required to complete the agreement merely because you have received these disclosures or signed a loan application.”

Initial Disclosure:
The following describes the required Truth in Lending disclosure information for closed end credit products:

· Creditor’s identity:

The bank’s name and address.
· Amount financed:

In accordance with regulatory requirements, the amount financed is included in the “Fed Box” of the TIL and in the “Itemization of the amount financed.”

The amount financed is calculated by:

1. Taking the loan amount and
2. Subtracting the amount of those fees that are treated as “Prepaid finance charges.” For instance, a $2,000 loan with a $50 loan fee would have an “Amount Financed” of $1,950.
· Itemization of amount financed: Should detail:
1. The amount of any proceeds distributed directly to the consumer.

2. The amount credited to the consumer's account with the creditor.

3. Any amounts paid to other persons by the creditor on the consumer's behalf. The creditor shall identify those persons. 
4. The prepaid finance charge.

· Finance Charge:
The finance charge is the dollar amount cost of consumer credit and consists of charges that are not payable by the consumer in a comparable cash transaction. When paid by the borrower, the following fees or charges are “finance charges” for TIL purposes:

· Loan fee
· Life-of-loan flood determination fee
· Mortgage broker fee
· Underwriting fee
· Tax service fee
· Courier/express mail fee (unless borrower specifically requests service)
· Settlement or closing fee
· Odd days interest
· Private mortgage insurance premiums (including escrowed amounts)

· Assignment fee
· Appraisal fee (for non-real estate loans)
· Credit Report fee (for non-real estate loans)

The following fees or charges, if bona fide and reasonable, are excluded from the disclosed “Finance Charge” for TIL purposes:

· Appraisal fee (excluded only for real estate transactions)
· Credit report fee (excluded only for real estate transactions)
· Non-refundable application fee, if charged to all applicants
· Fees for title examinations, title insurance, etc.
· Fees for surveys, termite and pest inspections

(Section 226.4 of Regulation Z and the Official Staff Commentary should be consulted when determining if specific fees or charges should be disclosed as “prepaid finance charges” for TIL purposes. The guides in the Loan Forms section can also assist in determining what fees are finance charges.)
TOLERANCES:

Mortgage loans:

In a transaction secured by real property or a dwelling, the disclosed finance charge and other disclosures affected by the disclosed finance charge (including the amount financed and the annual percentage rate) shall be treated as accurate if the amount disclosed as the finance charge:
a) Is understated by no more than $100; or 
b) Is greater than the amount required to be disclosed.

Other credit:
In any other transaction, the amount disclosed as the finance charge shall be treated as accurate if, in a transaction involving an amount financed of $1,000 or less, it is not more than $5 above or below the amount required to be disclosed; or, in a transaction involving an amount financed of more than $1,000, it is not more than $10 above or below the amount required to be disclosed.

· Annual Percentage Rate (APR).
· For loans without real property or a dwelling as collateral, the Payment Schedule, including the number, amounts, and timing of payments.
· Total of payments.
· Demand Feature. (if applicable)
· Variable rate.
1. If the annual percentage rate may increase after consummation in a transaction not secured by the consumer's principal dwelling or in a transaction secured by the consumer's principal dwelling with a term of one year or less, the following disclosures:
a) The circumstances under which the rate may increase.

b) Any limitations on the increase

c) The effect of an increase.

d) An example of the payment terms that would result from an increase.

2. If the annual percentage rate may increase after consummation in a transaction secured by the consumer's principal dwelling with a term greater than one year, the following disclosures.
a) The fact that the transaction contains a variable-rate feature.

b) A statement that variable-rate disclosures have been provided earlier.

· Total sale price.
In a credit sale, the "total sale price," using that term, and a descriptive explanation (including the amount of any downpayment) such as "the total price of your purchase on credit, including your downpayment of $.”
· Prepayment features (penalties or rebate of finance charge)
· Late Payment charges.
· Security interest information.
· Insurance and debt cancellation.
The items required by § 226.4(d) in order to exclude certain insurance premiums and debt cancellation fees from the finance charge. (Must state that the insurance is not required, give cost, term, and have consumer initial that they want the coverage. To exclude property insurance, the bank must allow the consumer to choose the insurer and disclose that fact.)
· Security interest charges.

To exclude security interest charges (i.e., filing fees) from the “finance charge” calculation, these fees must be disclosed and itemized. Only the amount actually paid to the Public Officials may be excluded from the disclosed “Finance Charge.”

· Contract reference.
· Assumption policy.
For residential mortgage transactions, the TIL should indicate whether a subsequent purchaser may be permitted to assume the loan.

· Required Deposit.

If the bank requires the consumer to maintain a deposit as a condition of a specific transaction (such as a CD secured loan) and the deposit is earning less than 5%, the bank must mark the “Required Deposit” part of the TIL.
· As of January 30, 2011, Interest rate and Payment information for loans secured by real property of a dwelling as shown in Appendix H of the Regulation Z. Some of the things to be disclosed include:

1. The interest rate for fixed rate loans.

2. For variable rate loans, the interest at consummation, the maximum interest rate in the first 5 years and during the life of loan.

3. First adjustment of a payment increase if applicable.

4. Principle and interest payment if applicable and the amount of the escrow if applicable.
5. For interest only payments, the amount of the interest payment and the fact that none is going to pay principal.

6. Amount of balloon payment, if applicable.
· No-guarantee-to-refinance statement. For a closed-end transaction secured by real property or a dwelling, a statement that there is no guarantee the consumer can refinance the transaction to lower the interest rate or periodic payments. Format should be like model in Appendix H. 

Estimates:
If any information necessary for an accurate disclosure is unknown, make the disclosure based on the best information reasonably available at the time the disclosure is provided to the consumer. Place an (e) beside any estimate.

Example - For draw notes, the amount or timing of the draws are usually unknown. Place an “e” beside the APR, the finance charge, the amount financed, and the total payments that are located in the “Fed Box”. 

Initial disclosures for variable-rate transactions: 

If the APR may increase after consummation in a transaction secured by the consumer’s principal dwelling with a term greater than one year, the disclosures below must be given to the consumer at application. 
1. The booklet “Consumer Handbook on Adjustable Rate Mortgages”

Note: Balloon notes in which the rate doesn’t change during the life of the loan are not variable rate loans. An example of a loan in which you would give this disclosure is a personal purpose loan based on the prime rate.

2. A loan program disclosure for each variable-rate program in which the consumer expresses an interest. Refer to 226.19 of Reg Z for details of what the disclosure should include.
Right of Rescission:
Rescission provisions apply to some types of closed-end credit transactions. Procedures described in Section IV below should be followed.

III. OPEN-END CREDIT DISCLOSURES

“Open-end credit” is defined as consumer credit extended under a plan in which:

· The creditor contemplates repeated transactions;
· The creditor may impose a finance charge on the unpaid balance; and
· The line of credit is re-usable when the outstanding balance is paid.

All three conditions must exist for the credit transaction to be considered “open end”. If all three conditions are not satisfied, the transaction is considered to be “closed end”.
The Credit Accountability Responsibility and Disclosure Act of 2009 (Credit CARD Act) amended Truth in Lending to establish fair and transparent practices for open-end credit plans, including credit cards. Since this bank does not offer its own credit cards, the provisions affecting credit cards are not detailed in this policy. However, the provisions affecting other open-end credit are detailed below.
HOME EQUITY LINES OF CREDIT

Initial “Early” HELOC Disclosure:
The bank must provide an application “early” HELOC disclosure and a copy of the Federal Reserve Board brochure “What You Should Know About Home Equity Lines of Credit” at the time of application, or within 3 business days for applications not submitted in person. The “early” application HELOC disclosure must address the following:

1. Retention of Information.
2. Conditions for disclosed terms.
3. Security interest and risk to consumer’s home.
4. Possible actions by the bank (i.e. when and how bank may terminate the plan).
5. Payment terms including the length of the draw and repayment periods.
6. Annual percentage rate.
7. Fees imposed by the bank stated as a dollar amount or a percentage of the loan.
8. Fees imposed by third parties to open the plan, including check fees.
9. Negative amortization.
10. Transaction requirements.
11. Tax implications.
12. Information regarding variable rate plans, including the index used.
Note/Disclosure:
A note/disclosure must be provided at closing for HELOCs and other types consumer lines of credit. The note/disclosure must address the following:

1. Information regarding the finance charge, including under what circumstances the finance charge will be imposed and an explanation of how it will be determined.
2. Information regarding other charges.
3. Information regarding the bank’s security interest.
4. A statement of billing rights.
5. A statement of the conditions under which the plan may terminate or change the plan.
6. Payment information on both the draw and repayment periods.
7. Statement that negative amortization may occur (if applicable).
8. A statement of the transaction requirements.
9. A statement of the tax implications.
10. A statement of the APR does not include costs other than interest.
11. Variable rate disclosures (provided with “early HELOC disclosure”).
Periodic statements:
The periodic statements for HELOCs are required to contain:
1. The previous balance.
2. Identification of transactions.
3. Any credits.
4. Periodic rates and the corresponding APR (if variable rate, must disclose that the periodic rate may vary).
5. Balance on which the finance charge is computed.
6. Amount of the “finance charge.”
7. Any other charges.

8. “Annual percentage rate.”
9. Closing date of the billing cycle and the outstanding balance.
10. Any grace period.
11. Address to be used to notify the bank of billing errors.
OPEN-END LINES OF CREDIT (NOT SECURED BY A DWELLING)

Account Disclosures:

For non-dwelling secured, open-end lines of credit, a disclosure is not required at application, but one is required by consummation. Effective 2/22/10 and required by 7/1/10, these account disclosures need to be in tabular format. The table shall include to the extent applicable:

· Annual Percentage Rate. Each periodic rate that may be used to compute the finance charge on an outstanding balance for purchases, cash advances, or balance transfers, expressed as an annual percentage rate.

· Variable Rate Information. If a rate is a variable rate, the creditor shall disclose the fact that the rate may vary and how the rate is determined, such as, the index it is tied to. (If a bank does not tie its variable –rate program to an index or formula, but may change the rate it charges from time-to-time, the bank must give a “change-in-terms” notice at each adjustment of the rate.)

· Discounted initial rates. If the initial rate is an introductory rate, disclose the rate that would otherwise apply to the account. The creditor is not required to, by may disclose in the table the introductory rate along with the rate that would otherwise apply to the account if it also discloses the time period the introductory rate will remain in effect and use the term “introductory” or “intro” in close proximity to the introductory rate.

· Premium initial rate. If the initial rate is temporary and is higher than the rate that will apply after the temporary rate expires, disclose the premium initial rate in at least 16-point type. The creditor can also (but is not required) to disclosure in the table the rate that will apply after the premium rate expires in 16-point type. 

· Penalty rates. If a rate may increase as a penalty for one or more events specified in the account agreement, such as a late payment or an exceeding the credit limit, the creditor must disclose the increased rate that may apply, a brief description of the event that may result in the increased rate and how long the increased rate will remain in effect.

· Introductory rates. If an intro rate is disclosed, briefly disclose directly beneath the table the circumstances under which the intro rate may be revoked and the rate that will apply after the intro rate is revoked.

· Point of sale where APRs vary by state or based on creditworthiness. APRs that vary by state or based on the consumer’s creditworthiness in the account-opening table: the specific APR applicable to the consumer’s account; or the range of the APRs, if the disclosure includes a statement that the APR varies by state or will be determined based on the consumer’s creditworthiness.

· Fees and charges that must be disclosed in the account opening disclosures (Generally, lenders may not collect any fee before account-opening disclosures are provided.):

· Annual or other periodic fee for the issuance or availability of an open-end plan, including any fee based on account activity or inactivity.

· Any non-periodic fee that relates to opening the plan and the fact that the fee is a one-time fee.

· Any fixed charge and a brief description of the charge.

· Any minimum interest charge that could be imposed during a billing cycle and a brief description of the charge.

· Any transaction charge imposed by the creditor for use of the open-end plan for purchases.  

· Any fees imposed for: a cash advance, late payment, exceeding the credit limit, outstanding balance transfers, returned payment, insurance or debt cancellation coverage.

· Grace Period. The date by which credit can be repaid without incurring a finance charge or if no grace period is provided, that fact must be disclosed. For a grace period that applies to all features on the account, the phrase “How to Avoid Paying Interest” shall be used as the heading for the row describing the grace period. If a grace period is not offered on all features of the account, the phrase “Paying Interest” shall be used.

· Balance Computation Method. The Balance Computation Method would be listed directly below the required table.

· Billing Error Rights. Disclosure is required with language mandated by the regulation. 
· Additional charges, such as, finance charges, charges from the consumer’s failure to use the plan as agreed, taxes, charges imposed for termination a plan; and charges for voluntary credit insurance, debt cancellation or debt suspension.

· Security Interest.

Some of the account-opening disclosures must be provided to the consumer in the form of a table similar to any of the applicable tables in Appendix G-17. Some other disclosures must be located directly below the table. The table may not be modified. 

Periodic Statements:
The periodic statements for other consumer lines of credit (non-home secured) are required to contain:

1. Previous Balance.

2. Identification of transactions.

3. Credits. Any credit to the account during the billing cycle, including the amount and the date of the crediting. The date need not be provided if a delay in crediting does not result in any finance or other charge.

4. Periodic rates. Except as provided in paragraph 226.7(b)(4)(ii) , each periodic rate that may be used to compute the interest charge expressed as an annual percentage rate and using the term Annual Percentage Rate along with a range of balances to which it is applicable. If no interest charge is imposed when the outstanding balance is less than a certain amount, the creditor is not required to disclose that fact, or the balance below which no interest charge will be imposed. The types of transactions to which the periodic rate apply shall also be disclosed. For variable-rate plans, the fact that the annual percentage rate may vary.
(ii) Exception. A promotional rate, as that term is defined in §226.16(g)(2)(i) is required to be disclosed only in periods in which the offered rate is actually applied.

5. Balance on which finance charge computed. The amount of the balance to which a periodic rate was applied and an explanation of how that balance was determined, using the term “Balance Subject to Interest Rate”. When a balance is determined without first deducting all credits and payments made during the billing cycle, the fact and the amount of the credits and payments shall be disclosed. As and alternative to providing an explanation of how the balance was determined, a creditor that uses a balance computation method identified in 226.5a(g) may, at the creditor’s option, identify the name of the balance method and provide a toll-free telephone number where consumers may obtain from the creditor more information about the balance computation method and how resulting interest charges were determined. If the method used is not identified in 226.5a(g), the creditor shall provide a brief explanation of the method used.

6. Charges imposed. 

(i) the amounts of any charges imposed as part of a plan as stated in 226.6(b)(3), grouped together, in proximity to transactions identified under paragraph (b)(2) of this section, substantially similar to Sample G-18(A) in Appendix G.
(ii) Interest. Finance charges attributable to periodic interest rates, using the term “Interest Charge”, must be grouped together under the heading “Interest Charged” itemized and totaled by type of transaction, and a total of finance charges attributable to periodic interest rates, using the term “Total Interest”, must be disclosed for the statement period and calendar year to date, using a format substantially similar to Sample G-18(A) in Appendix G.
iii. Fees. Charges imposed as part of the plan other than charges attributable to periodic interest rates must be grouped together under the heading “Fees”, identified consistent with the feature or type, and itemized, and a total of charges, using the “Fees”, must be disclosed for the statement period and calendar year to date, using a format substantially similar to Sample G-18(A) in Appendix G.

7. Change in terms and increased penalty rate summary. Creditors that provide a change in terms notice or a rate increase notice, on or with the periodic statement, must disclose the information required by the regulation on the periodic statement in the required format. Refer to Forms G-18(F) and G-18(G).

8. Grace period. 

9. Address for notice of billing errors.

10. Closing date of billing cycle; new balance.

[Note: Compliance with paragraphs 226.7(b)(11)-(13), relates to credit cards only and are not included.]
14. Deferred interest of similar transactions. See Sample G-18(H) for example of disclosure.

It is stated in the Credit CARD Act that, effective August 20, 2009, periodic statements (for any type of consumer open-end credit) must be sent at least 21 days prior to the end of the grace period/payment due date, rather than the previously required 14 days prior to the end of the grace period/payment due date. 
Statement of Billing Rights:

Statement of billing rights: Banks are required to provide consumers with an annual disclosure regarding billing rights. This disclosure is required at least once each calendar year between 6 and 18 months apart. Alternatively, banks are permitted to provide the language contained in Appendix G-4 of Regulation Z with each periodic statement. 
Change in Terms:

For HELOCs, if any of the terms originally disclosed change, the bank is required to notify the borrower at least 15 days prior to the effective change date. If the bank prohibits additional extensions of credit or reduces the customer’s credit limit, the bank must notify the customer of the bank’s action no later than 3 business days after the action is taken. This notice must contain specific reasons for the action.

For open-end lines of credit (not secured by a dwelling), the bank must provide a change of terms notice when it makes a significant change in the terms of the plan. A significant change includes increases (but not decreases) to the APR. The 45-day change of terms notice is required when the change is an increase in a variable APR that is based on an index in the bank’s control including plans with a floor. 

Right of Rescission: 
Rescission provisions may apply to home equity line of credit transactions. Procedures described in Section IV below should be followed.

IV. RIGHT OF RESCISSION

In a transaction where a security interest will be retained or acquired in a customer’s principal dwelling, the bank must provide each customer who has an ownership interest in the dwelling with two copies of the Notice of the Right to Rescind. This does not apply; however, to “residential mortgage transactions” which are loans to finance the acquisition or initial construction of a consumer’s principal dwelling or closed-end loans which refinance a loan at the same bank with no new money advanced. Note: Right to Rescind does apply to all refinances of open-end loans secured by the borrower’s principal dwelling even if the amounts of the lines are the same.
The notice should provide the following information:

1. The retention or acquisition of a security interest in the consumer’s principal dwelling.
2. The consumer’s right to rescind the transaction.
3. How to exercise the right to rescind, with a form for that purpose, designating the street address for our place of business.
4. The effects of rescission (as defined in 226.23(d) of Regulation Z).
5. The date rescission expires.
The customer has the right to rescind the transaction until midnight of the third business day following whichever event occurs last:
1. Consummation of the transaction.
2. Delivery of the rescission notice.
3. Delivery of all material disclosures (i.e. APR, finance charge, etc.).
Every day except Sundays and legal public holidays are considered “business days” for purposes of determining the 3 day rescission period. For example, if a rescindable transaction closes on Thursday and the rescission notice and other material disclosures are also provided on Thursday, the customer has the right to rescind the transaction by placing a written notice in the mail before midnight on Monday. The first day funds may be disbursed is Tuesday.

The bank or settlement agent is not permitted to disburse funds (other than into escrow) or perform services until the rescission period has expired and it is satisfied that the customer has not rescinded.
If the extension of credit is needed to meet a “bona fide personal financial emergency” the customer may waive the right of rescission. A waiver must be written by the borrower, must describe the emergency, must indicate that the borrower specifically waives the right to rescind the transaction, and must be signed by all customers who are entitled to rescind the transaction. Printed waiver forms are specifically prohibited. 

V. SECTION 32 MORTGAGES (HOEPA)
Section 226.32 of Regulation Z (referred to as Section 32) defines “high rate, high cost” mortgage loans and places additional disclosure requirements on them. 
Section 32 applies to consumer purpose closed-end mortgage loans secured by the borrower’s principal dwelling, if the borrower had previously purchased or acquired some security interest in the dwelling. Section 32 does not refer to “residential mortgage transactions” where the proceeds of the loan are used to purchase or finance the initial construction of the dwelling, reverse mortgage loans, or open-end lines of credit. Examples of loans covered by Section 32 are refinance loans and home equity loans either in a first or a subordinate lien position.

A “high rate, high cost” mortgage loan under Section 32 is a closed-end consumer purpose mortgage loan that is secured by the borrower’s principal dwelling (in which the borrower has an existing security interest), and either:

1. The APR exceeds by more than 8 percentage points for first lien transactions, or 10 percentage points for subordinate lien transactions, the yield on Treasury securities having similar periods of maturity as of the 15th day of the months preceding the month in which the application was received ; or
2. The total points and fees payable by the consumer at or before loan closing exceed the greater of $579 (for 2010) and $592 (for 2011) or 8% of the total loan amount. (For subsequent years, contact Compliance Officer since this figure is updated annually.)
Points and fees are defined as all finance charges for Regulation Z calculation purposes (except interest or time-price differential), all fees paid to mortgage brokers, and credit life insurance premiums. In addition, Section 32 points and fees include all real estate related fees (other than amounts held for future payment of taxes) that are specifically excluded from Regulation Z calculation purposes if the charge is not reasonable, if the creditor receives direct or indirect compensation from the charge, and if the charge is paid to an affiliate of the creditor. The included fees for Section 32 purposes need not be fees included in the finance charge. For example, an appraisal fee for an appraisal performed by bank personnel is not a finance charge, but is an included fee for Section 32 purposes.

For the purposes of the “points and fees” test, the total loan amount is calculated by taking the Amount Financed, as determined for Regulation Z calculation purposes, and deducting any Section 32 cost that is both included as points and fees and financed by the bank.

If a loan is considered to be a “high rate, high cost” mortgage loan under Section 32, a written disclosure must be provided to the borrower at least 3 business days prior to closing. The disclosure must contain:
· The following statement:

“You are not required to complete the agreement merely because you have received these disclosures or have signed a loan application. If you obtain this loan, the lender will have a mortgage on your home. You could lose your home, and any money you have put into it, if you do not meet your obligations under this loan.”

· The APR
· The amount of the regular monthly (or other periodic) payment
· The balloon payment
· If the plan is a variable rate transaction, a statement that the interest rate may increase, along with the amount of the maximum single monthly payment, based on the maximum interest rate.
· If the loan is a refinancing, the total amount the consumer will borrow, as reflected by the face amount on the note; and where the amount borrowed includes premiums for optional credit insurance or debt cancellation coverage, the fact shall be stated, grouped together with the disclosure of the amount borrowed.

The consumer may only waive the 3 day waiting period between the delivery of the disclosure and consummation if there is a “bona fide personal financial emergency.”

If a loan is considered to be a “high rate, high cost” mortgage loan under Section 32, the conditions of the loan are subject to several limitations. The bank should refer to 226.32(d) for details.
The bank may not refinance any “high cost” loan to the same borrower into another “high cost” loan within 12 months of origination of the initial loan, unless the refinancing is in the borrower’s interest. A creditor is prohibited from engaging in acts or practices of arranging for the refinancing of its own loans by affiliated or unaffiliated creditors, or modifying a loan agreement (whether or not the existing loan is satisfied and replaced by a new loan) and charging a fee.

The bank may not exceed credit based on the consumer’s collateral without regard to the consumer’s repayment capacity, including current and expected income, current obligations, and employment. The creditor must verify and document the consumer’s capacity for repayment in the loan file.

The bank may not structure a home-secured loan as an open-end credit plan to avoid Section 32 requirements. 

Effective October 1, 2009, Regulation Z extends most of the protections of “higher-priced” mortgage loans (see section IX for details) to “high-cost” mortgage loans covered by Section 32 of Regulation Z. 
Effective October 1, 2009, Regulation Z revises the prepayment penalty provisions for high-cost (Section 32) mortgage loans as follows:

· Limits prepayment penalty to first 2 years (previously first 5 years).

· Prohibits prepayment penalty, without exception, if periodic payment (e.g. month payment) can change in first four years. (This is a new requirement.)
One prepayment protection that was not revised, but that applies to “high cost” mortgages and not “higher priced” mortgages is the following: the bank may not impose a prepayment penalty at any time if the consumer’s total monthly debt payments (at consummation), including amounts owed under the mortgage, exceed 50 percent of the consumer’s monthly gross income.

VI. CUSTOMER INQUIRIES

When the bank orally responds to a customer’s request concerning the cost of credit, the bank must quote the APR (either for that specific transaction or an example). The bank may also quote the simple interest rate if it is applied to the unpaid balance.

VII. ADVERTISING

Closed End Credit Products:
The bank may advertise credit terms that are actually available. If an advertisement states an interest rate, the bank is required to state that rate as the “annual percentage rate” using that term or the abbreviation “APR”. The bank is permitted to also state the simple interest rate or periodic rate that is applied to an unpaid balance, but these rates may not be more conspicuous that the APR.

If the advertisement contains any of the following four “triggering terms;”

1. The amount or percentage of any down payment (limited to credit sale transactions).
2. The number of payments or period of repayment.
3. The amount of any payment.
4. The amount of any finance charge (even if implicitly stated).
Then the following additional terms must be disclosed:

1. The amount or percentage of down payment.

2. The terms of repayment.

3. The annual percentage rate, using that term or the abbreviation “APR” as well as a statement concerning whether the rate may be increased after consummation. 

**Effective October 1, 2009, the following information outlines several practices needed to comply with the clear and conspicuous standard for the advertising of closed-end loans secured by dwellings:

Disclosure Changes to Advertisements for Closed-end Dwelling-Secured Loans. Under the new rules, advertisements for home-secured loans may include only the simple annual interest rate, or the rate at which interest will accrue, along with and not more conspicuously than the disclosed APR. In addition, if an advertisement for a dwelling-secured loan includes a simple annual interest rate, such as a teaser rate, and more than one rate may apply during the loan's term, the advertisement must include: 

· each simple annual rate of interest that will apply; 

· the time period for which the rate will apply; and 

· the loan's APR. 

If an advertisement for a dwelling-secured loan states any payment amount, the advertisement must include: 

· the amount of each payment that will apply during the loan's term, including any balloon payment; 

· the period of time each payment will apply; and 

· the fact that the payments do not include taxes and insurance premiums if a first-lien loan. 

The additional disclosures discussed above must be equally prominent and in close proximity to the advertised payment or rate that triggered the required disclosures. 
Tax Implications. If an ad (other than radio or TV) is for a loan secured by a principal dwelling states that the advertised extension of credit may exceed the fair market value of the dwelling, the ad should also state that: 1) the interest on the portion of the credit extension that is greater than the fair market value of the dwelling is not tax deductible for Federal income tax purposes; and 2) the consumer should consult a tax adviser for further information regarding the deductibility of interest and charges.
Prohibited Advertising Practices. The final rule prohibits a number of advertising practices for dwelling-secured loans deemed to be unfair, deceptive, associated with abusive lending practices, or otherwise not in the borrower's interest. These prohibited practices are: 

1. using the term “fixed” when advertising a variable- rate loan or a transaction with a planned payment increase without including information about the time period for which the rate or payment is fixed and also using a term such as “ARM,” before the use of the term “fixed” in the ad; 

2. comparing the advertised rate or payment to an actual or hypothetical rate or payment without disclosing the rates or payments that will apply during the entire loan's term; 

3. misrepresenting that a loan is government endorsed; 

4. using the name of the borrower's current lender without including the actual advertiser's name and disclosing that the current lender is not associated with the advertisement; 

5. making a misleading claim that debt will be eliminated or waived rather than replaced; 

6. using the term “counselor” to refer to a for-profit mortgage broker or creditor; and 

7. providing information on some trigger terms or disclosures in one language while providing information on some other trigger terms or disclosures in another language. 

Open-End Credit Products:
As with closed-end credit products, the bank may only advertise credit terms that are actually available. The bank is specifically prohibited from referring to a home equity plan as “free money” or a similarly misleading term. If an advertisement for a home equity line of credit refers to tax deductibility, it may not be misleading in this regard and must include a statement like, “consult a tax advisor regarding the deductibility of interest”. 

Furthermore, if the advertisement contains any of the following four “triggering terms:”

1. The periodic rate that may be used to compute the finance charge.
2. A statement of when finance charges begin to accrue.
3. An explanation of how the amount of any finance charge will be determined.
4. The amount of any charge other than a finance charge that may be imposed as part of the plan.
Then the following additional terms must be disclosed:

1. Any periodic rate that may be applied expressed as an “annual percentage rate.”
2. If the plan provides for a variable periodic rate, that fact must be disclosed.
3. Any minimum, fixed, transaction, activity, or similar charge that could be imposed.
4. Any membership or participation fee that could be imposed.
If any “triggering term” appears in an advertisement for a home equity line of credit, the following information must also be included:

1. Any periodic rate used to compute the finance charge expressed as an “annual percentage rate” using that term or the abbreviation “APR.”
2. Whether the plan provides for a variable rate, and if so, the maximum annual percentage rate that may be imposed.
3. Any loan fee that is a percentage of the credit limit under the plan.
4. An estimate of any other fees imposed for opening the plan, stated as a single dollar amount or a reasonable range.
5. If the advertisement sets forth discounted or premium rates (meaning the initial annual percentage rate is not based on the index and margin used to make later rate adjustments in a variable rate plan), the advertisement must also state the period of time the rate will be in effect and with equal prominence to the initial rate, a reasonably current fully indexed annual percentage rate.
6. If the advertisement sets forth a minimum periodic payment, the advertisement must state that a balloon payment may result (if applicable).

**Effective October 1, 2009, the following additional requirements regarding advertising HELOC products apply:

· If an advertisement states an initial APR that is not based on the index and margin used for later rate adjustments, then the ad should state in equal prominence and in close proximity to the initial rate: 1) the period of time the initial rate is in effect; 2) a reasonably current APR that would have been in effect using the index and margin.
· If an ad contains a statement of any minimum periodic payment and a balloon payment will result if only the minimum payments are made, the ad should also state that a balloon payment will result and the amount and timing of the balloon payment if the consumer only makes the minimum payments for the maximum period of time that the consumer is permitted to make the such payment. 

· If an ad (other than on radio or TV) for a HELOC secured by a principal dwelling states that the advertised extension of credit may exceed the fair market value of the dwelling, the ad should also state that: 1) the interest on the portion of the credit extension that is greater than the fair market value of the dwelling is not tax deductible for Federal income tax purposes; and 2) the consumer should consult a tax adviser for further information regarding the deductibility of interest and charges.

· If the ad states a promotional rate or a promotional payment, the ad (other than a TV or radio ad) should stated: 1) the period of time during which the promotional rate or promotional payment will apply; 2) in the case of a promotional rate, any APR that will apply under the plan; and 3) in the case of a promotional payment, the amounts and time periods of any payments that will apply under the plan.
NOTE: An advertisement for a home-equity plan made through television or radio stating any of the terms requiring additional disclosures may alternatively comply by stating the APR and listing a toll-free telephone number, or any telephone number that allows a consumer to reverse the phone charges when calling for information, along with a reference that such number may be used by consumers to obtain additional cost information.

Effective July 1, 2010, the triggering terms for all open-end loans (non-home secured and home secured) can be a positive or negative reference. A negative reference would be “no closing costs” a positive reference would be “$100 in closing costs”.

VIII. RECORD RETENTION

The bank is required to retain evidence of compliance with Regulation Z for 2 years from the date disclosures are required to be provided or action is required to be taken.

IX. HIGHER-PRICED MORTGAGE LOANS

The July 14, 2008, approved amendments to Regulation Z created a new category of mortgage loans called “Higher-Priced Mortgage Loans” effective October 1, 2009. A “higher-priced” mortgage loan is any closed-end mortgage (purchase money or non-purchase money) secured by a consumer’s principal dwelling with an Annual Percentage Rate (APR) exceeding the “average prime offer rate” on prime loans (published by the Federal Reserve Board) by at least 1.50 percentage points for first-lien loans and 3.5 percentage points for subordinate-lien loans. The new rate spread calculator found at ffiec.gov can be used to determine if a loan is a higher-priced mortgage. If the result is “NA” the loan is not a higher-priced mortgage. If the result is a number equal to or greater than 1.5% for first liens or 3.5% for subordinate liens, then it is a higher-priced mortgage.

“Higher-priced” mortgages do not include home equity lines of credit, reverse mortgages, a loan for the initial construction of the dwelling, or temporary or “bridge” loans with terms of 12 months or less.
The “average prime offer rate” is an APR derived from average interest rates, points, and other loan pricing terms offered to consumers by a representative sample of creditors for mortgage transactions with low-risk pricing characteristics. 

Effective October 1, 2009, creditors originating “higher-priced” mortgage loans are prohibited from the following (most of these also apply to “high cost” mortgages and are noted specifically if they do not apply):

· Relying on the collateral securing the loan without regard to the consumer’s ability to repay the loan; 

· Relying on the consumer’s income or assets without verifying such amounts through reasonably reliable third-party documents; and 
· Imposing a prepayment penalty if the consumer’s payment can change in the first 4 years of the loan term. 
· Imposing a prepayment penalty after two years.

· Imposing a prepayment penalty if the source of the prepayment funds is a refinancing by the same mortgage lender or an affiliate. 

· Originating a higher-priced mortgage loan secured by a first lien without establishing an escrow account for property taxes and homeowners’ insurance. A creditor is permitted to offer the borrower the opportunity to cancel the escrow 12 months after consummation. The bank must escrow for RESPA and non-RESPA “higher priced” first lien mortgages. (Escrow provisions are effective April 1, 2010. For manufactured housing the effective date is October 1, 2010.) [Note: this prohibition does not apply to “high cost” mortgages.]

· Structuring a home-secured loan as an open-end plan to evade Regulation Z’s “higher-priced” and “high cost” mortgage provisions. 
Effective October 1, 2009, Regulation Z set forth the requirements for a presumption of compliance for HPML and HOEPA loans. Under the regulation, you are presumed to have complied with the repayment ability requirement if you have: 
· Verified the consumer’s repayment ability through the consumer’s tax documents, payroll receipts, financial institution records, or other third-party documents that provide reasonable reliable evidence of the consumer’s income or assets. 
· Determined the consumer’s repayment ability using the largest payment of principal and interest scheduled in the first 7 years following consummation and taking into account current obligations and mortgage-related obligations, which include taxes, insurance, homeowner association fees, etc.; and
· Assessed the consumer’s repayment ability taking into account at least one of the following: the ratio of total debt obligations to income or the income the consumer will have after paying debt obligations. 
The following information was published by the Federal Reserve on November 9, 2009, in letter (CA 09-12), to further clarify Regulation Z’s repayment ability rule for higher-priced balloon mortgage loans with terms of less than 7 years since they are excluded from the presumption of compliance: 
· Short-term balloon loans that are higher-priced are not prohibited if the creditor uses prudent underwriting standards and after considering the consumer’s income, employment, obligations and assets other than the collateral, determines that the value of the collateral (the home) is not the basis for repaying the obligation including the balloon payment). 
· The creditor must verify that the consumer’s ability to make regular monthly payments and verify that the consumer would likely be able to satisfy the balloon payment obligation by refinancing the loan or through income or assets other than the collateral. 
· Verify that the consumer could qualify for a refinancing before the balloon payment is due the creditor by engaging in prudent underwriting and consider factors such as the loan-to-value ratio and the borrower’s debt-to-income ratio as of the time of consummation. A borrower with a high debt-to-income ratio, and/or with little or no equity in the property, will be less likely to refinance the loan before the balloon payment is due. The creditor is not required to predict the consumer’s future financial circumstances, interest rate environment, and home value.
X. PROHIBITED PRACTICES FOR ALL CLOSED-END MORTGAGE LOANS SECURED BY A CONSUMER’S PRINCIPAL DWELLING 

Effective October 1, 2009, the following applies to all closed-end mortgage loans secured by a consumer’s principal dwelling: 

· Creditors and mortgage brokers are prohibited from coercing, influencing, or encouraging an appraiser to misrepresent the value of the property. 

· Servicers are prohibited from:

· Failing to credit a payment to the consumer’s account as of the date of its receipt (if a servicer specifies in writing requirements for the consumer to following in making payments, but accepts a payment that does not conform to the requirements, the servicer shall the credit the payment as of 5 days after receipt); 
· Failing to provide a pay-off statement within a reasonable amount of time after a request; and 
· “Pyramiding” late fees (i.e. levying or collecting a delinquency charge on a payment, when the only delinquency is attributable to late fees or delinquency charges assessed on earlier installments).
For applications received on or after April 1, 2011, for dwelling secured loans (do not have to be principal dwelling):

· Payments to loan originators, including mortgage brokers and loan officers, are prohibited from being based on the interest rate or terms of the mortgage, other than the loan amount. This change eliminates the practice of paying yield spread premiums.
· Loan originators will be prohibited from steering customers to loan products, not in the consumer’s interest, based on greater compensation for the loan originator.

XI. MORTGAGE TRANSFER DISCLOSURES 

On November 20, 2009, the requirements for providing a disclosure when a consumer, mortgage loan secured by a principal dwelling is transferred or sold was added to Regulation Z and is effective for loans made on or after January 19, 2010. Section 226.39 of Regulation Z now requires anyone who becomes an owner of an existing mortgage loan that is secured by a consumer’s principal dwelling to provide a conforming notice of transfer of ownership to the consumer who is liable on the debt. (This is separate from the servicing transfer notice required under RESPA). The new notice of the transfer of ownership of the debt is required to be provided by mail or delivery within 30 calendar days of the date the debt is acquired. If the debt is acquired and transferred again within the 30 days then no notice is required. The notice that is provided to the consumer must cover the following:

· Identify the loan that was acquired or transferred.

· State the identity, address, and telephone number of the person(s) that acquired the loan.

· State the acquisition date.

· If someone else is agent for the loan (other than the new owner of the loan) then the notice must state how to reach the agent or party having authority to act on behalf of the owner and indicate who is authorized to receive legal notices on behalf of the owner. It must also indicate who is authorized to resolve issues concerning the consumer’s payments on the loan.
·  Indicate the location where the transfer of ownership of the debt is recorded. If the transfer of ownership has not been recorded in public records at the time of the disclosure, this requirement is satisfied by stating that fact. 

XII. PRIVATE EDUCATION LOANS 

In August 2008, the Higher Education Opportunity Act (HEOA) was signed into law. This resulted in new disclosures and other requirements as listed in Regulation Z (226.46, 226.47, & 226.48) for a covered loan which meets the definition of being a “private education loan” effective February 14, 2010. Regulation Z defines a private education loan as an extension of credit that: 

· is not made, insured, or guaranteed under title IV of the Higher Education Act; 

· is extended to a consumer expressly, in whole or in part, for postsecondary educational expenses; 

· does not include open-end credit or any loan that is secured by real property or a dwelling; and 
· does not include certain extensions of credit where the education institution is the creditor. 

Covered private education loans will be subject to the following requirements: 
· Three new disclosures will be required. 
· One at the time of application that will provide a generalized description of the private education product. 
· A second disclosure at the time the applicant is approved for the loan. The consumer has the right to accept the offer within 30 days after the date the 2nd disclosure was received. 

· A third disclosure is required at loan closing. 
· When making two of the three disclosures, lenders will be required to disclose specific rate information about alternative Federal loan programs, such as, the Perkins, Stafford, and Plus programs. Regulation Z has model forms (H-18 through H-23) for all three disclosures which can be found at:  http://www.fdic.gov/regulations/laws/rules/6500-1950.html#fdic6500appendixhtopart226
· Covered loans will be subject to a new, specialized version of rescission which gives borrowers a right to cancel the loan for 3 business days after the final disclosures. (Funds should not be disbursed during these 3 days.) 
· A completed “self-certification” form signed by the consumer must be received before the transaction can be consummated. Information regarding the form can be found at:  http://www.ifap.ed.gov/dpcletters/GEN1001.html.  A Word version of the form is also found in the policies. 

XIII. SPECIAL RULES APPLICABLE TO OPEN-END CREDIT OFFERED TO COLLEGE STUDENTS 
No creditor may offer a college student any tangible item to induce such student to apply for or open an open-end consumer credit plan offered by such creditor, if such offer is made: 

· On the campus of an institution of higher education; 

· Near the campus of an institution of higher education; or 

· At an event sponsored by or related to an institution of higher education.
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