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This Assurance of Voluntary Compliance and Discontinuance ("Assurance™) is
entered into between the State of Colorado, ex rel. John W. Suthers, Attorney General, and
Respondents Colorado Executive Mortgage LLC and Nathan Soroka (collectively,
“Respondents™). This Assurance is entered into pursuant to the Attorney General's powers
under § 6-1-110(2), C.R.S. (2008), and is being agreed to by the parties in lieu of the

Attorney General filing a complaint against Respondents for the conduct described below.
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I PARTIES

1. John W. Suthers is the duly elected Attorney General for the State of Colorado
and has express jurisdiction to investigate and prosecute violations of the Colorado
Consumer Protection Act (“CCPA”™), §§ 6-1-101, et seq., C.R.S. (2008).

2. Respondent Colorado Executive Mortgage LLC was a Colorado limited hability
company with its principal place of business located at 12150 East Briarwood Ave., Suite
201, Centennial, Colorado 80112. Colorado Executive Mortgage voluntarily dissolved on
October 15, 2008. Colorado Executive Mortgage was a mortgage brokerage firm or
mortgage originator that advertised, marketed, and brokered mortgages for residential
properties in Colorado. Colorado Executive Mortgage understands and agrees that this
Assurance shall apply to Colorado Executive Mortgage. as well as any principals. officers,
directors. agents. emplovees, representatives, loan officers, successors, affiliates.
subsidiaries, assigns, contractors, and any person acting on behalf of Colorado Exccutive
Mortgage.

3. Respondent Nathan Soroka, aka Natan Soroka, is a licensed mortgage broker with
the State of Colorado (License No. LMB 100020537). Soroka was the founder and owner of
Colorado Executive Mortgage. Soroka was the registered agent of Colorado Executive
Mortgage from its formation on February 7, 2007, until his resignation as the registered agent

on February 18, 2008." This Assurance applies to Soroka personally, so long as he is

' Upon Soroka’s resignation. Sean Cameron. an investor and/or owner of Colorado Executive
Mortgage, became the registered agent.
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affiliated with Colorado Executive Mortgage, is affiliated with any other mortgage brokerage
firm in which he owns an interest or over which he has control, or acts as an independent
contractor for any mortgage brokerage firm.

IL. FACTUAL BACKGROUND

4. Pursuant to the CCPA, Colorado Attorney General John W. Suthers has conducted an
investigation into the advertising and marketing activities of Respondents.

5. Colorado Executive Mortgage contracted with the Denver Newspaper Agency to
publish newspaper and website advertisements promoting Colorado Executive Mortgage s
loan products and services in the Mortgage Marketplace sections of the Rocky Mountain
Neves and The Demver Posi. Colorado Executive Mortgage incurred between $128,912.32
and $188.000 mn newspaper advertising costs in 2007 and 2008.

6. Soroka was the sole person responsible for approving the content and design 0’{
the newspaper advertisements. Soroka also paid for the newspaper advertising: however. the
Denver Newspaper Agency listed Sean Cameron as one of its contacts at Colorado Executive
Mortgage and addressed some of Colorado Executjve Mortgage’s invoices to Cameron at the
business address of his title company, LandMark Escrow & Title LLC.

7. Respondents advertised and marketed option adjustable rate mortgages (“option
ARMSs™) and other loan products in Denver metropolitan newspapers. These option ARM
loans allowed a borrower to choose from four payment options each month: (a) a minimum
payment based on the “Start Rate™; (b) an interest-only payment based on the “Effective

Rate™: (¢) a I3-year amortizing payment of principal and interest based on the Effective
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Rate; or (d) a 30-year amortizing payment of principal and interest based on the Effective
Rate.

8. The “Start Rate” was a very low introductory or “teaser” rate while the “Effective
Rate”™ was the fully indexed rate, comprised of the index rate plus a margin. Usually, the
Start Rate only applied for one month; after this first month, the interest rate changed to the
Effective Rate and the loan began accruing interest at the higher rate. Therefore, as the
minimum payment was based on the Start Rate, the minimum payment would not be
sufficient to pay the full amount of interest accruing on the loan at the Effective Rate. which
became effective after the first month. Thus resulted in a phenomenon known as “negative
amortization” or “deferred interest.”

Y. The State contends that, while the Respondents” newspaper advertisements
promoted iterest rates for traditional fixed rate mortgages, the advertisements featured
payment amounts representing the minimum payments for option ARMs. For instance, in
Exhibit A. which was published in the March 20. 2007, edition of the Rocky Mountain
News, Respondents advertised 30 Year Fixed™ loans with interest rates of 5.5% and 5.715%
APR (Annual Percentage Rate) and =5 Year I'ixed Payment™ loans with interest rates of
1.75% and 3.65% APR.

10. In the same advertisement, Respondents advertised the monthly payments for
various loan amounts in a payment chart: $579.67 per month for a $200.000 loan: $724.59
per month for a $250,000 loan; and $1,304.25 per month for a $450.000 loan. These

payment amounts, however, did not correspond to a 30-year fixed rate loan at a rate of 5.5%
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-5.715% APR. Rather, these payment amounts reflect the principal and interest payment
based on an option ARM amortized over 40 years with a start rate of 1.75%.

1. Respondents used this same payment chart for many advertisements, regardless of
whether the interest rates in the advertisement changed. For example, in Exhibit B, which
was published in the June 25, 2007, edition of The Denver Post, Respondents advertised the
same payment amounts under a 5.7% interest rate headin g, despite the fact that those
payments correspond to the 1.75% Start Rate of an option ARM amortized over 40 years.

12. Nowhere in the advertisements did Respondents disclose that the payments i the
chart did not include taxes or insurance or that the payments represented the minimum
monthly payment for an option ARM instead of the monthly payment on a fixed interest rate
mortgage. Morcover. Respondents™ advertisements failed 1o disclose the monthly mortgage
payments on the fixed rate loan products.

I3. Exhibit B also promoted an interest rate of 5.75%-5.90% APR for a 30-year fixed
loan product, an interest rate of 5.5%-5.71% APR for a 15-vear fixed loan product, and an
interest rate of 1.75%-3.65% APR for a S-year fixed loan product. While the 30-year fixed
and 15-year loan products had fixed interest rates, the 5-year loan product had a fixed
paymenr —not a fixed interest rate as on the other two loan products advertised.

I4. The State contends that Respondents used the term “fixed” to suggest that the
consumer could expect to pay the advertised interest rates throughout the life of the loan

even 1f that was not the case.

Rev. 11.7.2008
Page S of 20



ASSURANCE OF DISCONTINUANCE
COLORADO EXECUTIVE MORTGAGE LLC and NATHAN SOROKA

15. Additionally, the State contends that Respondents’ newspaper advertisements did
not disclose many of the key features of the advertised loans. Respondents’ advertisements
promoted option ARM loans but failed to disclose that (a) negative amortization will occur if
the borrower only makes the minimum payment, (b) the loan may recast if negative
amortization causcs the original loan balance to increase over a certain percentage, (c¢) the
borrower may experience payment shock if the loan recasts, (d) the low teaser rates applied
for a hmited time, and (e) applicable prepayment penalties may make it difficult or expensive
to refinance the loan.

16. Respondents™ advertisements also gave APRs with the advertised rates that may
not have been representative of the fully indexed rate for the last three vears. pursuant to
federal regulations. Respondents™ advertisements fail to state that the APR may increase
atter consummuation of the foan and fail to provide the actual rate at which mterest would
accrue on the loan.

7. Additionally, Respondents advertised 6 mos. No Pavments™ in some of its
advertisements. To take advantage of this promotion, the borrower would agree to have a
prepayment penalty on his or her loan. In exchange for originating a loan with a prepayment
penalty. the lender would pay money to the Respondents in the form of a yield spread
premium. Respondents, then, would take the equivalent of six months of minimum mortgage
payments out of its yield spread premium and give to the borrower in onc lump sum.

Respondents only offered this promotion in connection with its option ARM loan products.
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Respondents did not disclose the terms of this six months of no payments promotion in its
advertisements nor the possible consequences of having a prepayment penalty.

18. Respondents also advertised free appraisals. Customers had to pay for the
appraisal at the time of the appraisal, and Respondents would credit the cost of the appraisal
to the customer if the customer closed a Joan with Colorado Executive Mortgage. If the
prospective customer decided not to close a loan with Colorado Executive Mortgage,
however, then Respondents would not refund the appraisal fee. The Respondents did not
disclose the terms of this “free™ appraisal promotion in its advertisements.

19. Respondents promoted “no cost loans™ in its advertisements as well. What
Respondents did not disclose in its advertisements was that these “no cost™ loans resulted in
higher interest rates.

20. Respondents admit that many of their newspaper advertisements did not contain a
disclosure and, if the advertisement contained a disclosure, the disclosure was not readable.
The State contends that any purported disclosure did not adequately disclose the material
terms of the loan products or promotions advertised.

21. The State contends that, in part due to the extremely low interest rates promoted in
its newspaper advertisements, Respondents received an average of five to seven telephone
calls per day from prospective consumers in 2007 and 2008.

22. As such, the State contends that these misrepresentations and omissions of
material facts may have caused significant financial harm to Colorado consumers and have

the potential to continue despite Respondents” dissolution. Soroka has an active mortgage
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broker licensc that does not expire until November 2, 2010. While Soroka has represented
that he plans to stop working as a mortgage broker, he lives in Colorado.

23. The State contends that these advertising and sales practices violate the CCPA,
including § 6-1-105(1), C.R.S. (2008) and § 38-40-105, C.R.S. (2008) as well as the
Colorado Uniform Commercial Credit Code (“UCCC™), the federal Truth in Lending Act, and

Regulation Z.

HI. DEFINITIONS

24 “Advertising Material” shall mean all advertisements. marketing or promotional
materials issucd by Respondents, including but not limited to, newspaper and magazine
advertisements. direct mail, flyers, brochures, emails, faxcs, websites, telemarketing,
billboards and banner or pop-up advertising that is disseminated electronically.

25 7CHARM Booklet” means the Consumer Handbook on Adjustable-Rate
Mortgages published by the Federal Reserve Board.

26.~Clear and Conspicuous™ or “Clearly and Conspicuously™ as used herein shall
mean that the mmformation must be disclosed with Equal Prominence and in Close Proximity
to the term or phrase that triggers the Clear and Conspicuous disclosure requirement.

27.Close Proximity™ shall mean that the information to be disclosed must be
immediately adjacent or above the term or phrase that triggers the disclosure requirement.

28. ~Credit score™ means a numerical value that ranks a borrower’s credit risk based
upon a statistical evaluation of the borrower’s credit history as determined by the Fair [saac

Corporation.

Rev. 11.7.2008
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29. “Easily Readable Print” shall mean that the information to be disclosed shall be
readable without the aid of magnification or the assistance of other devices. A disclosure
shall not be deemed easily readable if it is located in a footnote, in small print, on the side or
back of the Advertising Material, or in an unreadable font size or typeface,

30. “Equal Prominence” shall mean that the information to be disclosed must have
the same contrast and be in the same font size and typeface as the term or phrase that triggers
the disclosure requirement.

31. ~Loan to Value ratio” means the relationship between the loan amount and the
value of the property (the lower of the appraised value or sales price). expressed as a
percentage ol the property”s value,

32 Nontraditional Mortgage™ means any residential mortgage Joan product that
altows the borrower to defer repayment of principal (in a manner different than an amortizing
fixed rate mortgage) or interest. This mcludes all interest only products, payment option
ARMs and ncgative amortization mortgages, with the exception of reverse mortgages and
home equity lines of credit, other than a simultaneous second-lien loan.

33. A ~Traditional 3/1. 5/1 or 7/l ARM™ shall mean a hybrid ARM. with a fixed rate
for an initial period, but then changes at regular intervals after this mitial period based on an
index and margin. For example, a Traditional 5/1 ARM has a fixed rate for five years and
then after the fifth year changes cach year thereafter. The change in interest rate is based on
changes in an index rate, such as the rate for Treasury securities, the London Interbank

Offered Rate or the Cost of Funds Index plus a margin.
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IV. UNDERTAKINGS

34. Respondents enter this Assurance as a compromise and settlement of the State’s
allegations herein. This Assurance shall not be considered an admission of violation for any
purpose. Respondents assure the State that Soroka and any future loan officers employed by
Colorado Executive Mortgage or Soroka, as well as any principals, officers, directors, agents, .
employees, representatives, successors, aftiliates, subsidiaries, assigns, contractors, and any
person acting on Respondents’ behalf shall comply with the CCPA as now constituted or as
may hereafter be amended in conducting business in the State of Colorado.

A, Disclosures Provided to Borrowers.

35, In discussing any loan product with a consumer, Respondents shall not represent
that the introductory rate is the applicable nterest rate for longer than the introductory
period. Respondents shall affirmatively disclose the following:

a) The precise term of any introductory rate;

b) The interest rate the consumer will likely pay after the expiration of the
introductory interest rate;

¢) The consumer’s estimated monthly payment ftor each payment option upon the
expiration of that introductory rate; and

d) The maximum monthly payment the consumer may have to pay under the
loan.

Additionally, Respondents shall not represent the introductory rate as the “interest rate” for

purposes of the Good Faith Estimate.
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36. Respondents shall not provide any consumer with a federal Truth in Lending
Act. 15 U.S.C. §§ 1601, et seq. (“TILA™), disclosure based solely on the introductory rate
without simultaneously providing the consumer With a TILA disclosure based upon the
composite of the rate in effect during the introductory period and the rate that is the basis of
the loan for the remainder of the term. Copies of all TILA disclosures provided to the
consumer shall be part of the consumer’s loan file.

37. At least twenty-four (24) hours before closing on any ARM product,
Respondents must verify that the borrower has been provided a current copy of the CHARM
booklet. If one has not been provided, Respondents shall give a copy of a current CHARM
Booklet to the borrower twenty-four (24) hours before closing on any ARM loan product. A
current copy of the CHARM Booklet is attached hereto as Exhibit C. Respondents shall go
to v Federwi Reserve Cios to obtain the most current copy of the CHARM Booklet. The
CHARM Booklet will be the borrower’s to keep.

38. When Respondents have verified that the borrower has received the CHARM
booklet and has kept it for at least twenty-four (24) hours, the borrower and Respondents
shall sign and date a Confirmation of Receipt Form, attached hereto as Exhibit D.

39. Respondents shall adhere to the duty of good faith and fair dealing found at § 12-
61-904.5. C.R.S. (2008); follow the reasonable mquiry standards set forth at § 12-61-
904.5(1)(b), C.R.S. (2008); follow the reasonable, tangible net benefit standards set forth at
§ 12-61-904.5(1)(a), C.R.S. (2008); and comply with any rules adopted by the Division of

Real Estate pertaining to these standards.
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B. Advertising of Morteage Loan Products.

40. The advertising standards set forth in this subsection IV(B) shall apply to all

Advertising Material issued by Respondents.
1. Requirements Regardless of Future Revisions to Regulation Z.

41. When creating any Advertising Material for any mortgage loan products,
Respondents shall follow the advertising standards set forth in Regulation Z, 12 C.F.R.
§ 226.24 and staff commentary, including any future revisions to either.

42. The following terms shall apply to Respondents™ Advertising Material regardless
of any revisions that may be made to Regulation 7:

a.) Respondents shall not advertise any Nontraditional Mortgages:

b.) Respondents shall not advertise an interest rate lower than the rate at which
iterest 1s accrumg on the loan;

¢.) Use of the term “fixed™ may only refer o a traditional |3-vear or 30-vear fixed
rate mortgage:

d.) Advertising Material for loans featuring no closing costs, no payments for a
set time period, no document loans or reduced documentation or that income
need not be verified shall also contain Clear and Conspicuous disclosures that
such features will cause the borrower to finance a greater amount or pay a
higher interest rate, if that is the case; and

Any Advertising Material that Respondents run which offer tree appraisals or

[
N

no appraisal fees must Clearly and Conspicuously state the conditions tor

Rev. 11.7.2008
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receiving the free appraisal. For example, if the borrower must pay for the
appraisal at the time of appraisal and the Respondents reimburse or credit the
appraisal fee to the borrower at a later time, and only if the loan closes, then
the Advertising Material must state as such.
2. Advertising Standards Pending Revisions to Regulation Z.
43. The following terms shall govern Respondents’ advertising of rates and payments.
These terms shall take effect upon the execution of this Assurance. The Federal Reserve
Board has proposed revisions to Regulation Z that would apply to the advertising of rates and
payments. See 73 Fed. Reg. 1672, 1722 - 1724 (January 9. 2008) (proposed new fule found
at 12 CUF.R.220.24). On July 15, 2008. the Federal Reserve Board adopted the proposed
revisions to Regulation 7. which will become effective on October 1, 2009, Sce 73 Fed.
Reg 44522 44607-44610. Until these proposed revisions to Regulation 7 become effective,
Respondents must follow the standards as set forth below. Once the revisions to Regulation
Z become effective on October 1, 2009, Respondents shall follow Regulation 7 as revised
and need not follow the standards set forth below.
44. When advertising the rate for a loan, Respondents may advertise a rate based
either on: (1) a traditional I5-year or 30-year fixed rate mortgage; or (2) a Traditional 3/1,
5/T or 7/1-year ARM.
45. When advertising the rate for a traditional 15-year or 30-year fixed rate mortgage,

Respondents shall satisfy the following requirements:

Rev. 11.7.2008
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a.) Respondents must have verifiable evidence that the rate advertised was actually
available at the time of dissemination of the Advertising Material; and

b.) The Advertising Material must disclose in Close Proximity to the rate and in
Easily Readable Print at least the following criteria, if applicable, that must be
satisfied for a borrower to obtain the rate:

1.) Whether the mortgage 1s a 15-year or 30-year mortgage;

11.) Whether or not the mortgage will come due with an unpaid balance that
requires the borrower to pay the remaining principal balance at a date
certain and. if so. the amount of the ~“balloon payment™ and the date the
balloon payvment will be due:

1) The loan amount:

iv. ) The Loan-to-Value ratio, using that term:

v.) The mmimum Credit Score:

vi.) The buy down required; and

vil.)  The amount of any prepayment penalty.

46. When advertising the rate for a Traditional 3/1, 5/1 or 7/1 ARM, Respondents
shall satisfy the following requirements:
a.) Respondents must have verifiable evidence that the rate advertised was actually
available at the time of dissemination of the Advertising Material;
b.) The Advertising Material must Clearly and Conspicuously disclose the APR for

the loan and, 1f the Advertising Material also discloses an mitial rate, then

Rev. 11.7.2008
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the Advertising Material must Clearly and Conspicuously state the term during
which this initial rate will apply;

c.) If the rate will increase after the initjal term, the Advertising Material must
disclose in Close Proximity to the initial rate and in Easily Readable Print that the
new rate will be based on an index plus a margin; and

d.) The Advertising Material must disclose in Close Proximity to the rate and in
Easily Readable Print at least the following criteria, if applicable. that must be
satisfied for a borrower to obtain the rate:

1) The loan amount;

i) The Loan-to-Value ratio, using that term:

1) The minimum Credit Score:

iv.) The buy down required;

v.} Whether the loan includes a balloon payment and, if so. the amount and

due date of the balloon payment: and

vi.) The amount of any prepayment penalty.

47. When advertising the amount of a payment on a loan. Respondents shall satisfy
the following requirements:
a.) Respondents must have verifiable evidence that the payment amount advertised
was actually available at the time of dissemination of the Advertising Material:

b.) The payment amount may be based only on a traditional |5-year or 30-year fixed

rate mortgage;
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¢.) The Advertising Material must disclose in Close Proximity to the payment

amount and in Easily Readable Print at least the following criteria, if applicable,

that must be satisfied for a borrower to obtain the payment:

i.) The rate, including the APR, using that term;

1.} Whether the mortgage is a | 5-year or 30-year mortgage:

iti.) Whether the loan includes a balloon payment and, if so, the amount
and due date of the balloon payment, and

1iv.) The loan amount;

v.) The Loan-to-Value ratio. using that term:

vi) The mintmum Credit Score:

vit.)  The buy down required: and

viin) - The amount of any prepayviment penalty: and

d.) If the payment amount advertised does not include an escrow for taxes or

msurance. a Clear and Conspicuous disclosure shall be made in Close Proxinuty

to the to the payment amount that it does not include taxes and insurance.

Notification to the Attornev General's Office and State Reculatory Avencies.

48. Soroka must provide notice to the Attorney General and the Division of Real

Estate if he intends to operate, incorporate, or form in Colorado any mortgage-related

business, including but not limited to, loan origination, real estate. titlc services, underwriting

mortgages, lending, or appraisals. Additionally, Soroka must notify the Attorney General if

he mtends to recommence operation of Colorado Executive Mortgage.
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49. Soroka must provide notice to the Attorney General and the Division of Real
Estate if he becomes affiliated with any mortgage-related business, in any capacity, including
but not limited to, loan origination, real estate, title services, underwriting mortgages,
lending, or appraisals. Soroka agrees to provide the name and business contact information
of the mortgage-related business to the Attorney General and the Division of Real Estate.

50. Soroka agrees that, if he decides to apply for a mortgage broker license, real estate
broker license, appraiser license, or any equivalent license in any other state. he will notify
the licensing body of that state of the existence and terms of this Assurance. Additionally,
Soroka agrees to notify the Attorney General if he mtends to or applies for a mortgage broker
license. real estate broker license. appraiser license. or anv equivalent license in any state.

V. ENFORCEMENT

51, The obligations set forth in this Assurance are continuing and apply jointly to
Colorado Executive Mortgage and Soroka, who is held personally liable under this
Assurance.

S2. Violation of any of the terms of this Assurance shall constitute a prima facie
violation of the CCPA in accordance with § 0-1-110(2), C.R.S. (2008). Upon any violation
of this Assurance by a Respondent, the Attorney General shall be entitled to file a civil action
under the CCPA in any court of competent jurisdiction and to seek an mjunction or other
appropriate order from such court to enforce the provisions of this Assurance.

53. In addition to any remedies provided under the CCPA, the Attorney General will

also be entitled to apply for and seck from a court of competent jurisdiction an order
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converting this Assurance into a permanent injunction against a Respondent as if the parties
had fully litigated all issues contained herein, upon a showing by the Attorney General’s
Office of a violation by a Respondent of this Assurance. In such event, Respondents agree to
waive any and all defenses and counterclaims they may have had to such an action, except as
to claims or defenses related to the alleged violation of this Assurance or as to the need for
injunctive relief.

54. This Assurance shall not be construed to affect the rights of any private party to
pursue remedies pursuant to § 6-1-113, C.R.S. (2008), or under any other statutes through
claims or actions in common law.

55. Nothing in this Assurance shall be construed to release claims held by any other
government authority.

56, Pursuant 1o § 6-1-110(2), C.R.S. (2008), this Assurance shall be a matter of
public record.

57. The person who signs this Assurance in a representative capacity for Colorado
Executive Mortgage warrants that he or she is duly authorized to do so. Respondents each
acknowledge that they have had a full opportunity to review this Assurance and consult with
legal counsel regarding same. Respondents agree and represent that they have read and
understand this Assurance. that they accept the legal consequences involved in signing it and
that there arc no other representations, agreements or understandings between Respondents

and the State that are not stated in writing herein.
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58. Respondents and their principals, officers, directors, agents, employees,
representatives, loan officers, successors, affiliates, subsidiaries, assigns, contractors, and any
person acting on behalf of Respondents agree to cooperate with all investigations and other
proceedings that the State may bring to enforce the terms of this Assurance or to enforce the
CCPA against any other entity. Included within this cooperation agreement is the obligation
to:

a) Appear for hearings, depositions or provide testimony in any form (including
affidavits). All such testimony shall be truthful;

b) Produce documents, records, electronic records or any other tangible things in
response to a subpoena or other written request issued by the State; or

¢) Accept a subpoena from the State without the need for service of process.

59.  Any notices, complaints or other documents required by this Assurance
(including any request or subpoena) shall be sent to the following individuals at the address,
email or fax set forth below:

To Respondent Colorado Executive To Respondent Nathan Soroka at:
Mortgage at:

oo - e s nd 5,‘;71 Y EIRT B . e ] - T )
[ALSC & Brgrweed ive Si0l (1) B Prpyfice P
(ot iibics L (O 20j17— L 4L okl 0 LOO i

Phone: Phone: 70 2G4 /4704
Fax: Fax:
Email: Email:
< Rev. 11.7.2008
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To The State at:

Jennifer Miner Dethmers

Assistant Attorney General

Antitrust, Tobacco, and Consumer Protection Unit
“Consumer Protection Section

1525 Sherman Street — 7" Floor

Denver, CO 80203

Email: jennifer.dethmers(state.co.us

Fax: (303) 866-2296

Phone: (303) 866-3079

Dated: ;;«2\ - fé O%

RESPONDENTS COLOB,ADO EXECUTIVE MORTGAGE LLC and

NATHAN gOROK} e
2 f/(s_/\/\/
By: P .

(ﬂSf"’g‘ﬁature) -

Nathan Soroka, individually and
as O~ ér ¢ pevnss(title) of Colorado Executive Mortgage LLC

£

Dated: /7. 79 0%

JOHN W. SUTHERS
Attomey General

/4&«%1&}&5/ [g/; / [{/?/ | f&i Frerst
JEN;NIFER“MINER DETHMERS
Assistant Attorney General
Consumer Protection Section
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Jumpjet targets business flier without s

By Chris Walsh

ROCKY MOUNTAIN REWS

Private jets have long been the
territory of high-profile execu.
tives and wealthy individualg —
and nothing more than a day-
dreamforthe average traveler.

An upstart company hopes to
change that.

Santa Fe»bas,edJumpjetis look-
ing to bring private Jets to travel-
ers who can't afford to buy their
own planes or charter airerafy.
It’s also targeting travelers who
are just fed up with the hassles of
commereiglflights.

Starting May 29, the eompany
will launch new service in Denver
and more than a dozen other ma-
jor citiesthat allows customersto
iy on privatejets for businessand
leisure trips in exchange for a
fixed monthlytee.

Travelers can save time flying

SM

from smaller, less-crowded air-
ports. Customersalso can fiy non-
stop to smaller areas that have
limited commereial service, and
they sometimes can bring guests
and petsalongat no extra cost.

“Private jet travel has been cut
of reach for many people, and we
want to bring it to a much greater
audience,” said Wil Ashcroft,
founder and chief executive offic-
er of Jumpjet. “We think this will
appeslto people who normaily fly
business class and first class or
payfor full-faretickets ”

Ashcroft pegsthe potentialmar-

HIMPIET.COM

The Lear 354, good for quick trips, is part of the Jumpijet fleet.

ket at about 60 million o’ -
gers.

Jumpjet contraects with an-
other company for aircraft and
crews, which must meet some of
theindustry’shighest, safety stan-
dards, Ashcroft said. It has access
0 16 typesofjets ranging froman
eight-seat Citation I to & swank
Guifstreamn V capabie of carrying

ILEY®

(1
gl

* All credit types welcoms
* Purchase
* Refinance
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mortgages & properties

5.25% 545%,_

= Ist ime homebuyers * Invesiment
* Commercial

First Choice In-Lgnding
30 Year Fixed

5 Year Fixed Payment

Stanford Funding
S375% 30 T P 0=t Scores 00
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Apply On Line: com
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Call 303-953-1627
=== or apply online at TV VRS Ty 11 Jedyf )
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[ COLORADO EXECUTIV

MORTGAGE.

16 passengers and loaded with
amenitiessuch asa microwave ov-
enanda phone.

Membership plans range from
$1,500 a month — good for up to
two  round-trip flights each
month - to $4,000, which will get
you four round-trip flights. The
prices are lower than options

,f

(N

303-951-8989

suchas fractional ownership, buy-
mgorcharteringaircraﬂ,.

But observerssay other factors
will determine whether the com-
panyis successful.

“Ifpeopleare goingiospendex-
tra money to fiy, they do 5o pri-
marily to save time,” said Ever-
green aviation consultant Mike

PA

ky-high budget

Boyd. “It will dependon how con-
venientthisis.”

Members must make reserva-
tions several in advance,
whichisn'tideal for businesstravel-
€rs who have to cateh last-minute
flights. Travelers also might have
tosharea plane with other passen-
gers if more than one Jumpfet
member wants to fly the same
routeon the same day.

Robert Olislagers, executive di-
rector of Centennial Alrport, said
he certainly sees a market for the
service. But the size of that market
remainstobe seen.

“Obviously the difference be-
tweenthese guysand fracti onalsis
that there's no ownership in air-
craft, so there’sno equity,“Olislag -
ers said. “But with a Jower entry
fee, they certainly might be able to
attracta numberof customers.”

walskc@RockyMountainNews,
comor 303-954-2744

Y ABSOLUTELY sp

CLOSING LOSTS1

TTIMS PAYANLE I COMNECTION WITH LOAN:

CLOSE IN

MmC s
§0.00
0,00
.0
S0.00
$0.00
50,00
$0.00
$0.00

DAYS!

vWWw.greenrivermortgageing.com

(303) 649-2200 - (888) 6032200
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SPECTRUM: 1989 fire almost shut down paper

< CONTINGFD FROM 10

“Lworn't evin say s not s 6.
ult time ow,” Harris sud. *Ad-
vertising  dolflars fave gone
dowen, bt thi: bills are seill thore.~

The Speetnm is in high de-
mand in Five Points and sur-
rounding neighborhoods, but a

net have been on Harris' mind
fately.

The Spectrum has 1 monthly
sirculation vf 25,000, with an ey
timated 60,000 resders per in
e, scrording o Bcho Media, an
Athanta-tased print advertising
company that tracks small prws.
papers nationwide.

According 10 Echo, 68 percent
of the Spectrumr's readirs are
black, while 0 percent are His-
panic. Women make up s per-
cent of it r

Yet Harris xaid she's frustrat-
+d because mizjor advertisers
that once bought ads every
month now save their 3ds for
February and june — Black His-
tory Month and Junetcenth,

“We have to use the noney we
make in February to corry ns for
several monthe,” she said,

The Spectrum’s website and
Denver tirban Connaction,

ed potential onlioe advertisers,
bot Harris has been unable to
build the infrastruchire to sup-
port Internet ads because she
m’x bean online long enough,

Bmﬁwnmv the o-something
whe's fond of eclectic jewelry
and African masks is trving not
0 worry too much,

Om x recent afternoon, Harris
looked through boxes of back is-
sues and smiled when she came
acrons the March 1087 bt
thee Spectruny's first. 12 was u pag-
2x long and featured an iHustra-
tion of Oprab Winfrey on the

e Prites | 1w Derr Pust

Rosalind “Bee” Harris publishies the Denver Urban Spectrum,
which remains popalar In the Five Pists area. These days,
she's concerned about the Internet and an advertising dectine.

cover, Last month's issue was 1

pages.
On 4 recent afternoon, Harris
end Lawrence James. hef son
and Spectram’s genersl manag-
er, skimtkrmagkb(msnioldpw-
mumylaugnaapmmof
ber with black, curly hair. Her

hairis blonde snd straight today.

Homne for the Spectrun is an ab-
abaster-white, tworstory house
o 2409 Washington St, two
blocks south of the intersection
that gives the Five Points neigh-
borhood ity name.

Day-to-day

by Harris, lames, # production
assistant and an alvertsiag con-
ndtant. The writers are all
freelancers whe twet once 3
month ta discuss story ideas,

Al Bawen, 2 local business
crmmiey, drewe to the Spectrum of-
Bee from Park Hill Barbers
while waiting for 8 haircut on 1
recent aftemoon. The shop had
rin ot of copies,

"W were looking for some in-
formation, and we thought of
the Spectrum,” he said.

On the same day the Spec-
tram was holding orientation
for its summer youth program,
Fifteen metro-area

cal professors and the paper's in-
torin editor, Tanys Ishilaws, oo~
curring twice a week.

“They may not al go into jour-
natiens, bet they fearn skilks that
wﬂl carry them thirough fife,

Tbc my of Denver partially
funds the journalism program,
which started during farmer
mayor Wellington Webb's ad-

“The Spectrum and the youth
program are nce&d now more

tions in the st four years.
A blsck-tie dinner at a down-
town hitel and 3 free festival 2t
Fuller Park are scheduled for
wid-August 10 commemorate
Spectrumy’s 20th year, The din-
nes will include planned appear-
ances by actor Bill Cobbs and
Demver Post editor Grog Moore.
Money ruised from the events
will be Joaated to the Spec-
frum's youth program.

Staff writer AJ. Miranda can be
reached at joz-osg-138 or at

are run

Working Washington in a Google-y way

Some critics coll old-styfe
lobbying a waste of the

search giant's potential ro
infovare. Google says it's
mixing old and new 1onls,

Ry Frank Davies
San Jose Mercury News

Washington — Showly but
mv\-hv the government is get-
fing G

Twa years ago, he Google
stafin Washington was one pes~
son ~~ Alan Davidson, an expert
m Taw. Now the saff
aumbers 2 dozen, inchudig lob-

roog:e "y Washimgton  team
has aho

log designied to raise
Googie’s profile and get more in-
pat frons users,

“We're trying t approach gov-
erntoent in 4 'Goq;iey’ w:y

ists par
ties, and several other lowyers
and lobbyises on retsiner.

“T've never seun a tech compa-

oy rarmp up faster them they uve: |

i the last yeuy or fwe - they'ne

using a1t the tools in the lobby-

ing tool kit" said Ralph Heil

mann, 3 top Jobbyist for & tech
association,

Govgle kawyers and lobbyists

my to profect the company's |

ever- andd e~
msmmm from nmmm chal

crosoft’s Vista operating system
was apti-competitive, ABer first
dismissing the complaint, Mi |

crosaft agreed to make rhanges |

1t Vista to make it eavier to use
non-Microseft search programs.

This fall, Google wifl wove |

from: Penmsylvania Avenue to

more spacious quariers near the
traditional K Street corridor of |
iobbying shops. its brand i« alao.

becomimg more visibie,

On Capitol Hill, top Google ap- |
eratives give "Google 101" cram |

courses to staffers on Wob-
based tools to help constituents
and make thedr bosses look

good. Semators returning Frons |
Irx pow s Gocgle Zarts and |

i
!
i

tional and some aren't hcnﬁ
This is not easy to do, said cae

Interser apalyst, Micah Sifry,
wﬁo Closely foliows onlite pols.

Hesre::mkmdsh,mﬁxu
constantdy evolving compsny
that bas become 3 global symbal
oimyvatkmhboriﬂgmxmﬁn'
cal world that is hidebound and
inefficient.

Much of Googlt's work in
Washington s explaining what
the company does, how govern-
ment can use its tools, and re-
wminding  policy-makers  that
many small businesses tely on
the search and advertising giapt.

Some of Google's most tecent
Hires vrill deal with specific is-
suew and disputes,

Makan Delrakitn, 2 former top
sptitrust attorney io the Bush ad-

mimwmmixmrenmmde
fend Gongle's proposed 3.
h(macquulﬁumo{rhedupu)ud
firm DoubleClick, which will be
reviewed by the Federal Trade
Coanmission.

One new hire, Johanna Shel-
ton, worked as & senior conpsel
for Rep. Joha Dingell, D-Mich.
Andcbamnoitheﬂmuehr

Thmfnrhcmmmmxhan-
dles almoyt every business issue
that could affect

Shelton has mkedoompy

right kegisiation,
wxh(ﬂ:gkmns!'&budury
YouTube in disputes with pub-
lishers and eateruinment com-
panies.

« UNIVERSITY OF COLDRADG
AT BOULDER: Appowtert obuy
Bennwtt the associate den of
engueerng for coucation, the
new dirvsctor for the campues Ak
tiance for Technology, Leaming
w6 Socsety, or ATLAS,

= THE COMMUNITY COLLEGE
OF AURDRA FOUNDATION:
Elcrted Debra Parcierta, presi-
dest of Blue Martite Entorprises
inc_ to #ts board of directors.

» UAP HOLDING CORF Ebrbeﬂ
David R, Birk an
rectar. Bk IS senior vice wm
dent. generat counsel and secre-
tary for Avnet inc.

* AFFORDABLE RESIDENTIAL
COMMUNITIES INC An-

tive vie presxlent, chiet fnan-
ciat officer and chief informs-
Hors otficer, t accept a position
with Cedar Shopping Casrters.
inc.

o FﬁOTOS?ENClL The Coloratdo

~ PAYSIMPLE: Ramed Eric Dy
to s board of diractors. Duen
s  geneeal partner with Cardh
nal Venbare Capital

+ VALL RESORTS }?lC. Promoted

+ DALE CARNEGIE TRAINING
COLORADG:

that Derrver Mayor Jolwe Hick-
unlooper was the recipient of
the 2007 Dale Carmegie Loader -
ship Award.

- DESIGN WORKSHOP: Named
Brics Forguson 35 3 2007 Fac-

TO SUBMIT ITEMS

30295813

e dreine o the Comemaney
Cl-Bonkder s ATLAS  Colloge of Avetrs
e Feuindaton brard

ity in Residence participant.
Ferguson is J Frankin Protessor
of Landscape Architectire at

« THE AMERICAN PHARMA-
CISTS ASSOCTATION FOUNDA.
TION: Selectod tensis Helling
a5 the recipient of this year's
Pirmacie Award, Helfig 15 exec-
Utéve director of oper-
atiors and erapeutics for Kai-
ser Permanente Coloraso. Ne
was honred for his naovative
approaches 15 nnrove pharma-
Gy services in managed care
rwd bt long-standing cormemit-
ment to patient care.

« FIRST NATIONAL BANK OF
COLORADO: Hiree! Stren Jane-
o a5 vice president of corpe-
rate hanking.

~ COLORADO STATE UNIVERS]-
TY: Asnounced that Michaet H.
Thawt. director of the Canter
for Biomesdical Research in M
sk, was recently elected 2 mem-
ber of the World Acadeqry for
Muttidiscipinary Nevrotratena
tolngy.

mDuqumwmmmMemmmsm
promotions and reassignaments i PEOPLE ON THE MOVE.
Please submit your news items and photos to O THE MOVE,
The Denver Post, 100 W, Cotfax Ave.. Suite 600, Detwer, 0
wm?wwmtam%mmmcnabgshtﬂ

Play Ball!

Check out today’s Sports section for
more stats than you can shake a stick at,

Geroghe Maps to give
présentations on their trips.

As  presidential  candidates
make the hugh-visibility pﬂgrim»
20 to the “Googleplex” in Moun-

.| Finding the Right Loan

30 Yr. Flned @ 5.75% - 5.91% APR
15 Yr. Plaed @ 5.5% -

(303) 5774987

5.73% APR

* Lcomki ver 25 Sy
o

with Personalized Serviee & Experience

t2in View, Calif, N N : o Mrsiey e
M lb.fmnwh“ .
from Gongle curployees qumly Fo o Doy s brmms R et
b ] - :
gl‘t’zs&onz] candidares. &Ify »jtr i o oyt wr ok itk o chedulet

nations are important to give ©
“mutrentin” w candidares who |
SUBPOTE Atk open Internet, com- -

zany lobbyist famie Brows ex-
plained.

e W AFEES vt 77 ST o

up to $417,000
INTEREST RATES START AT 4.5% APR 4.53%
DON'T LET ANYONE TALK YOU OUT OF USING YOUR
VA BENEFITS. YOU HAVE SERVED HONORABLY,
YOU EARNED THE RIGHT TO THE VA HOME LOAN.

CALL THE TRUE VA HOME LOAN EXPERTS
303-233-4233 / 800-650-9427

REFINANCE
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Consumer Handbook on Adjustable-Rate Mortgages  f 1

Adjustable-rate mortgages
(ARMs) are loans with
interest rates that change.

ARMSs may start with lower

monthly payments than fixed-
rate mortgages, but keep the
following in mind:

s Your monthly payments could change. They could go
up—sometimes by a lot—even if interest rates don’t go up.
See page 20.

»  Your payments may not go down much, or at all—even if
interest rates go down. See page 11.

®  You could end up owing more money than you borrowed-—
even if vou make all your payvments on time. See page 22.

m  If you want to pay off your ARM carly to avoid higher pay-

ments, you might have to pay a penalty. See page 24.

You need to compare features of ARMs to find the one that best

fits your needs. See the Mortgage Shopping Worksheet on page 2.

This handbook explains how ARMSs work and discusses some of
the issues that borrowers may face. [t includes ways to reduce
the risks and gives some pointers about advertising and other
ways you can get information from lenders and other trusted
advisers. Important ARM terms are defined in a glossary. And
the Mortgage Shopping Worksheet can help you ask the right
questions and figure out whether an ARM is right for you. Ask
lenders to help you fill out the worksheet so you can get the

information you need to compare mortgages.



Mortgage Shopping Worksheet

Ask your lender or broker to help you fill out this workshest

tinformation

me of lender or broker and con

L

artgige amount

foan turm

Loan desord mnn
P

fog, fved vate, ayment-ophion ARM, intevest-ontv ARM)

ARM, p

Basw Features for CQmpaﬂson

Fied-ratc mertgage nterest rivte and arnvual pere Lﬂ(dn rate ( APRY
{fror grac ixnicd “payment ar stepped- -rate mortg gos, use hc ARM column

ARM mmal mterest rate and APR
T ow l(ﬂn d(v he initial rate apply?

\hnt »\VH ti

AR\I fea«ues
How mu:n <

nterust rate be after the ’mhm p It

the intere te adjus

the current rate? (¢

»W at is the l'}dLX and what i

H‘ 5 {\nm h Yo neg

the

‘v\i,a‘" is the
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What Is an ARM2

An adjustable-rate mortgage differs from a fixed-rate mortgage
in many ways. With a fixed-rate mortgage, the inferest rate stays
the same during the life of the loan. With an ARM, the interest
rate changes periodically, usually in relation to an index, and

rayments may go up or down accordinelv.
pay Yyg Bl

Shopping for a mortgage is not as simple as it used to be. To
compare two ARMs with each other or o compare an ARM with
a fixed-rate mortgage, vou need to know about indexes, margins,
discounts, caps on rates and payments, negative amortization,
payment options, and recasting (recalculating) vour loan. You
need to consider the maximum amount vour monthly payment
could increase. Most important, you need to know what might
ha*vpen to vour momhly mortgage payment in relation to your

future ability to atford higher payments.

Lenders generally charge lower initial interest cates for ARMs
than for fixed-rate mortgages. At first, this makes the ARM casier
on your pocketbook than a fixed-rate mortgage for the same loan
amount. Moreover, your ARM could be less expensive over a
long period than a fixed-rate mortgage-—for example, if interest

rates remain steady or move lower,

Against these advantages, you have to weigh the risk that an
increase in interest rates would lead to higher monthly payments
in the future. It's a trade-off—you get a lower initial rate with

an ARM in exchange for assuming more risk over the long run.

Here are some questions you need to consider:



-~
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[« my income enough—or likely to rise enough—to cover
2 O P &
hicher morteage payvments if interest rates go up?
o L Py fel
Will [ be takine on other sizable debts, such as aloan for a
o
car or school tuition, in the near future?
Flow long do 1 plan to own this home? (If you plan to sell
seon, rising interest rates may not pose the problem they do
if vou plan to own the house for a long time.)
Do I plan to make any additional payments or pay the loan

off early?

Lenders and Brokers

Mortgage loans are offered by many kinds of
lenders—such as banks, mortgage companies, and
credit unions. You can also get a loan through a
mortgage broker. Brokers “arrange” loans; in other
words, they find a lender for you. Brokers gener-
ally take your application and contact several lend-
ers, but keep in mind that brokers are not required
to find the best deal for you unless they have
contracted with you to act as your agent.
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How ARMS Work:
The Basic Features

Initial rate and payment

The initial rate and payment amount on an ARM will remain in
effect for a limited period of time— ranging from just 1 month to
& years or more. For some ARMSs, the initial rate and payment
canvary greatly from the rates and payments later in the loan
term. Even if interest rates ave stable, your rates and pavments
could change a lot. If lenders or brokers quote the initial rate
and payment on a loan, ask them for the annual porcentage rate
{APRY. If the APR s significantly higher thaw the initial rate, then
it is likely that vour rate and payments will be a lot higher when

the loan adjusts, even If general interest rates remain the same.
The adjustment period

With most ARMs, the interest rate and mon thiy payment change

every month, quarter, year, 3 years, or 5 years. The period between
rate changes is called the adjustment period. For example, a loan
with an adjustment period of 1 vear is called a T-vear ARM, and
the interest rate and pa yment can change once every year; a loan

with a 3-year adjustment period is called a 3-vear ARM.
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Loan Descriptions

Lenders must give you written information on each
type of ARM loan you are interested in. The infor-
mation must include the terms and conditions for
each loan, including information about the index
and margin, how your rate will be calculated, how
often your rate can change, limits on changes (or
caps), an example of how high your monthly pay-
ment might go, and other ARM features such as

negative amortization.

The index

The interest rate on an ARM is made up of two parts: the index
and the margin. The index is a measure of interest rates gener-
ally, and the margin is an extra amount that the lender adds.
Your payiments will be affected by any caps, or limits, on how
high or low vour rate can go. If the index rate moves up, so docs
vour interest rate in most circumstances, and vou will probably
have to make higher monthly payments. On the other hand,

if the index rate goes down, vour monthly payment could go
down. Not all ARMs adjust downward, however—be sure to

read the information for the loan you are considering.

Lenders base ARM rates on a variety of indexes. Among the
most common indexes are the rates on -year constant-maturity
Treasury (CMT) securities, the Cost of Funds Index (COFD), and
the London Interbank Offered Rate (LIBOR). A few lenders use
their own cost of funds as an index, rather than using other

indexes. You should ask what index will be used, how it has
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fluctuated in the past, and where it is published

you can find a

lot of this information in major newspapers and on the Internet.

To help vou get an idea of how to compare different indexes, the
P led
following chart shows a few common indexes over an 1l-vear
3 P
period (1996-2006). As you can see, some index rates tend to be
higher than others, and some change more often. But if a lender
O <
bases interest-rate adjustments on the average value of an index

over time, your interest rate would not change as dramatically.

Selected Index Rates for ARMs
over an 11-Year Period

The margin

To determine the interest rate on an ARM, fenders add a few per-
centage points to the index rate, called the nurgin. The amount

of the margin may differ from one lender to another, but it is
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usually constant over the life of the loan. The fully indexed rate is

cqual to the margin plus the index. If the initial rate on the loan

is Tess than the fully indexed rate, itis called a discounted index
1143

rte. For example, if the lender uses an index that currenthy is 4%

and adds a 39 margin, the fullv indexed rate would be

}:ﬁ d £X : (;f;
+ Margin 39,

Fully indexed rate 7%

If the index on this loan rose to 5%, the fully indexed rate would

w0 8% (5% 3901 1 the index fell to 2%, the fully indexed rate

I Y

WOl gd bC 5%, [P e o 3“’:s\).
Some lenders base the amount of the margin on vour credit record—
the better your credit, the lower the margin they add—and the lower

the interest you will have to pay on your mortgage. Incomparing

ARMSs, look at both the index and margin for cach program.

No-Doc/Low-Doc Loans

When you apply for a loan, lenders usually require
documents to prove that your income is high
enough to repay the loan. For example, a lender
might ask to see copies of your most recent pay
stubs, income tax filings, and bank account state-
ments. In a2 no-doc or low-doc loan, the lender
doesn’t require you to bring proof of your income,
but you will usually have to pay a higher interest
rate or extra fees to get the loan. Lenders generally
charge more for no-doc/low-doc loans.
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interest-rate caps

An interest-rate cap places a limit on the amount vour interest

rate can increase. Interest caps come in two versions:

®  periodic adjustment caps, which limit the amount the interest
rate can adjust up or down from one adjustment period to
the next after the first adjustment, and

m  [ifetime caps, which limit the interest-rate increase over the
life of the loan. By law, virtually all ARMs must have a life-

time cap.

Periodic adjustment caps
Let's suppose you have an ARM with a periodic adjustment inter-
est-rate cap of 2%. However, at the first adjustment, the index rate

has risen 3%. The following example shows what happens.

Examples in This Handbook

All examples in this handbook are based on a
$200,000 loan amount and a 30-year term. Payment
amounts in the examples do not include taxes,
insurance, condominium or home-owner associa-
tion fees, or similar items. These amounts can be a
significant part of your monthly payment.
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Daymer

In thig example, because of the cap on your loan, vour monthly
payment in vear 2 is $138.70 per month lower than it would be

without the cap, saving vou $1,664.40 aver the year.

Seme ARMs allow a larger rate change at the first adjustment and

then apply a periodic adjustment cap to all future adjustments.

A drop in inferest rates does not always lead to a drop in your
monthly payments. With some ARMz that have interest-rate
caps, the cap mav hold vour rate and pavment below what

it would have been if the change in the index rate had been
fully applied. The increase in the interest that was not imposed
because of the rate cap might carry over te future rate adjust-
ments. This is called carryorver. So at the next adjustment date,
vour payment might increase even though the index rate has

stayed the same or declined.

The tollowing example shows how carrvovers work. Supy

the index on your ARM increased 3% during the first year.
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Because this ARM limits rate increases to 29% at any one time, the
rate is adjusted by only 2%, to 8% for the second vear. However,
the remaining 1% increase in the index carries over to the next
time the lender can adjust rates. So when the lender adjusts the
interest rate for the third vear, the rate increases by 1%, to 9%,

even if there is no change in the ndex during the second vear.
I 5 )

st 6nn

“heduled

In general, the rate on vour loan can o up at any s
(o] s o 2
adjustment date when the lender’s standard ARM rate (the index

plus the margin) is higher than the rate you are paving befare

that adjustment.

Lifetime caps

The next example shows how a lifetime rate cap would affect
vour loan. Let’s say that vour ARM starts out with a 6% rate and
the foan has a 6% lifetime cap——that is, the rate can never exceed
12

vears. With a % overall cap, your payment would never exceed

Suppose the index rate increases 1% in each of the next 9

§3,998,84~c<>mpared with the $2,409.11 that it would have

reached in the tenth year without a cap.
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B ted

$1,198.10

Payment caps

In addition to interest-rate caps, many ARMs—inciuding
payment-option ARMs—Ilimit, or cap, the amount you thiy
payment-option ARMs~—limit, or cap, the amount your monthiy
payment may increase at the time of cach adjustment. For

%, vour monthly

example, it vour loan has a pavment cap of

payment won't increase motre than 7% over your previous

payment, cven if interest rates rise more. For example, if your

monthly payment in vear | of your mortgage was $1,000, it

<

could only go up to $1,075 in year 2 (7¥4% of $1,000 is an addi-

tional $75). Any interest you don't pay because of the payment
cap will be added to the balance of your loan. A payment cap can
limit the increase to vour monthly payments but also can add to
the amount vou owe on the loan. {This is called negutive amortiza-

tivn, a term that is explained on page 22.)

Let’s assume that your rate changes in the first year by 2 percent-

age points but your payments can increase no more than 742%
in any one year. The following graph shows what your monthly

payments would look like.
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$1,199.10

While vour monthly payment will be only $1,289.03 for the
second vear, the difference of $172.69 each month will be added

to the balance of vour loan and will lead to negative amortization.

Some ARMs with payment caps do not have periedic mterest-
rate caps. In addition, as explained below, most payment-option
ARMs have a built-in recaleulation period, usually every 5 years.
At that point, vour payment will be recalculated (lenders use the
term recasty based on the remaining term of the loan. If you have
a 30-yvear loan and yvou are at the end of year 5, your payment
will be recalculated for the remaining 25 vears. The payment
cap does not apply to this adjustment. If your loan balance has
increased, or if interest rates have risen faster than your pay-

ments, your payments could go up a lot.
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Types of ARMsS

Hybrid ARMs

Hybrid ARMs often are advertised as 371 or 5/ ARMs—you

sfor7/1or10/1T ARMs. These leans are a

might also see a

mix—or a hybrid-—of a fixed-rate period and an adjustable-rate

period. The interest rate is fixed for the first few vears of these

loans - for example, for 5 vears ina 5/1 ARM. After that, the rate

may adjust annually (the Tin the 5/1 example), until the loan is

paid off. Inthe case of 3/1 or 5/1 ARMs

= the first number tells you how long the fixed interestrate
period will be and

r  the second number tells you how often the rate will adjust

atter the initial period.

You may also see ads for 2/28 or 3727 ARMs——the first number
telfs you how tong the fixed interest-rate pertod will be, and the
second number tells you the number of vears the rates on the

Toan will be adjustable. Some 2/2

& and 3/27 mortgages adjust

every & months, not annually.
Iinterest-only ARMs

An interest-only (1MO) ARM payment plan allows you to pay
onty the interest for a specified number of vears, typically
between 3 and 10 vears. This allows vou to have smaller monthly
payments for a period of time. After that, vour monthly payment
will increase——even if interest rates stav the same—because you

must start payving back the principal as well as the interest each
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month. For some -0 Joans, the interest rate adjusts during the

1O period as well.

For example, if you take out a 30-year mortgage loan with a
5-year [-O payment period, you can pay only interest for 3 years
and then vou must pay both the principal and interest over the
next 25 years. Because you begin to pay back the principal, yvour
payments increase after vear 5, even if the rate stays the same.

Keep in mind that the jonger the [-O period, the higher vour

monthly pavments will be after the [-O period ends.

sa00 sro0e 31,406

Payment-option ARMs

A payment-option ARM is an adjustable-rate mortgage that

allows you to choose among several pavment options each

month. The options typically include the following:

® g traditionnl payment of principal and interest, which reduces
the amount you owe on your mortgage. These payments are
based on a set loan term, such as a 15-, 30-, or 40-year pay-

ment schedule.
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w o terest-only paymient, which pays the interest but does not
reduce the amount you owe on vour mortgage as vou make
VOur payments.

m g onanan (or lnuted) payment that may be less than the
amount of interest due that month and may not reduce
the amount vou owe on vour mortgage. If vou choose this
option, the amount of any interest you do not pay will be
added to the principal of the loan, increasing the amount
you owe and your future monthly payments, and increas-
ing the amount of interest you will pay over the life of the
loan. In addition, if vou pay only the minimum pavment in
the last few vears of the loan, vou may owe a larger payment

at the end of the loan termy, called a balloon payment.

The interest rate on a pavment-option ARM is typically very
low for the first fow months (for example, 2% tor the first 1 to

3 months). After that, the interest rate usually rises to a rate
closer to that of other mortgage loans. Your pavments during
the first year are based on the initial low rate, meaning that if
vou only make the minimum payment each month, it will not
reduce the amount you owe and it may not cover the interest
due. The unpaid interest is added to the amount vou owe on the
mortgage, and vour loan balance increases. This is called negative
amortization. This means that even after making many pavments,
vou could owe maore than vou did at the beginning of the loan.

Also, as interest rates go up, your payments are likely to go up.

Payment-option ARMs have a built-in recalculation period, usu-
ally every 5 years. At this point, your pavment will be recalcu-
lated (lenders use the term recast) based on the remaining term
of the loan. If you have a 30-vear loan and vou are at the end of

vear 5, vour payment will be recalculated for the remaining 25
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vears. If your loan balance has increased because vou have made
only minimum pavments, or if interest rates have risen fastor
than vour payments, your pavments will increase each time your
loan is recast. At each recast, yvour new minimum pavment will
be a fully amortizing payment and any payment cap will not
apply. This means that vour monthly payment can increase a lot

at each recast.

Lenders may recalculate vour loan payments before the recast
period if the amount of principal you owe grows bovond a set

Hmit, sav 110% or 1259%, of your original mortgage armount. For

example, suppose vou made only minimum pavments on vour

5200,000 mortgage and had any unpaid interest added to vour

50,000 (125% of $200,000), vour

1

P

balance. If the balance grew to ¢

lender would recalculate your pavments so that vou would pay
off the loan over the remaining term. It is likely that vour pav-

ments would go up substantially.

More information on interest-only and pavment-option ARMs

is available in the Federal Reserve Board’s brochure titled

Interest-Only Mortgage Payments and Payinent-Option ARM <
~ PR = n 7

Are They for You?
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Consumer Cautions

Discounted interest rates

Many lenders offer more than one type of ARM. Somie lenders
offer an ARM with an initial rate that is lower than their fully
indexed ARM rate (that is, lower than the sum of the index plus
the margin}, Such rates-—calied discounted rates, start rates,

or teaser rates——are often combined with large initial loan fees,
sometimes called points, and with higher rates after the initial

discounted rate expires.

Your lender or broker may offer you a choice of loans that may
mclude “discount points” or a “discount fee.” You may choose
to pay these points or fees in return for a lower interest rate. But
kee

first adjustment.

p iremind that the fower interest rate may onty last until the

I alender offers vou a lean with a discount rate, don’t assume
that means that the Joan is a good one for vou. You should care-
fully consider whether you will be able to afford higher payments

in tater years when the discount expires and the rate is adjusted.

Here is aiy example of how a discounted initial rate might work.

Let’s assume that the lender’s fully indexed one-year ARM rate
(index rate plus margin) is currently 6%; the monthly payvment
for the first year would be $1,199.10. But your lender is offering
an ARM with a discounted initial rate of 4% for the first year.
With the 4% rate, your first-year’s monthly payment would be

5954.83.



20 Consumer Handbook on Adjustable-Rate Mortgages

With a discounted ARM, your initial payment will probably
remain at S?’)’Sﬁ.é’?ﬁ for only a limited time—and any savings
during the discount period may be offset by higher payments
over the remaining life of the mortgage. If you are considering a
discount ARM, be sure to compare future payments with those
for a fully indexed ARM, In fact, if you buy a home or refinance
using a deeply discounted initial rate, vou run the risk of pay-
ment shock, negative amortization, or prepayment penalties or

conversion fees.
Payment shock

Payment shock may occur if vour morteage payment rises
2 2 P oTa 1‘ P
sharply at a rate adjustment. Let’s see what would happen in the

second vear if the rate on vour discounted 4% ARM were to rise

to the 6% fully indexed rate.

\, - s o/
Year 2 at 7%

$80¢ §1.800

As the example shows, even if the index rate were to stay the
same, your monthly payment would go up from $954.83 to

$1,192.63 in the second vear.
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Suppose that the index rate increases 1% in one year and the

ARM rate rises to 74%. Your payment in the second vear wouid be
51,320.59.

That's an increase of $365.76 in your monthly pavment. You
can see what might happen if you choose an ARM because of a
low initial rate without considering whether vou will be able to

afford future payments.

If you have an interest-only ARM, payment shock can also occnr
when the interest-only period ends. Or, if vou have a payment-

uption ARM, payment shock can happen when the loan is recast.

The following example compares several different loans over the
first 7 vears of their terms; the pavments shown are for vears 1, 6,
and 7 of the mortgage, assuming vou ma ke interest-only pavments
or minimum payments. The main point s that, depending on the

terms and conditions of your mortgage and changes in interest rates,

ARM payments can change quite a bit over the life of the loan—so
while vou could save money in the first few years of an ARM, you

could also face much higher payments in the future.

30-year
fivad

{ ARM

51 1-0
ARM
Payment-
ophon
mortgage :
550 $a0¢ TEO03 31,308 §1.536 31800
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Negative amortization—When you owe
more money than you borrowed

?\‘ogative amortization means that the amount YOU OWE INCreases
even when you make all your required payments on time. [t
vccurs whenever your monthly rx‘«:xr"&gnge pavments are not large
enough to pay all of the interest due on vour mortgage—the
unpaid interest is added to the principal on your mortgage, and
vou will owe more than you originally borrowed. This can ha pren
because vou are making only mmimum payments on a payment-
aption mortgage or because vour loan has a payment cap.
Forexample, suppose vou have a $200,000, 30-year payment-
option ARM with a 2% rate for the first 3 months and a 6% rate
for the remaining 9 months of the year. Your minimum pavment
for the vear is $739.24, as shown in the previous graph. How-
ever, once the &% rate is applied to vour toan balance, vou are
no longer covering the interest costs, If vou continue ta make
minimum payments on this loan, your loan balance at the end
of the first year of yvour mortgage would be $201,118—or 61,118

more than vou originatly borrowed.

Because payment caps limit only the amount of payment
increases, and not interest-rate increases, payvments sometimes
do not cover all the interest due on vour loan. This means that
the unpaid interest is automatically added to vour debt, and
interest may be charged on that amount. You might owe the

lender more later in the loan term than vou did at the beginning,

A payment cap limits the increase in vour monthly payment by

deferring some of the interest. Eventually, vou would have to
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repay the higher remaining loan balance at the interest rate then
in effect. When this happens, there mayv be a substantial increase

in your monthly payment.

Some mortgages include a cap o negative amortization. The cap
typically imits the total amount vou can owe to 110% to 125% of
the ortginal lvan amount. When vou reach that point, the lender
S .
will set the monthly payment amounts to fully repav the loan over
the remaining term. Your payment cap will not apply, and vour
S 3 2 3 3

pavments could be substantially higher. You may limit negative

ammortization by voluntarilv increasing vour monthly paviment.

Be sure vou know whether the ARM vou are considering can

have negative amortization.

Home Prices, Home Equity, and ARMs

Sometimes home prices rise rapidly, allowing
people to quickly build equity in their homes. This
can make some people think that even if the rate
and payments on their ARM get too high, they can
avoid those higher payments by refinancing their
loan oy, in the worst case, selling their home. It's
important to remember that home prices do not
always go up quickly—they may increase a little

or remain the same, and sometimes they fall. If
housing prices fall, your home may not be worth as
much as you owe on the mortgage. Also, you may
find it difficult to refinance your loan to get a lower
monthly payment or rate. Even if home prices stay
the same, if your loan lets you make minimum pay-
ments (see payment-option ARMSs on page 33), you
may owe your lender more on your mortgage than
vou could get from selling your home.
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Prepayment penalties and conversion

Fyou get an ARM, vou mav decide later that vou don't want
s v s S 2

to risk any increases in the interest rate and payment amount.

When vou are considering an ARM, ask for information about

any extra fees vou would have to pav if vou pay off the loan

early by refinancing or selling vour home, and whether vou

would be able to convert vour ARM to a fixed-rate mortgage.

Prepayment penalties

Some ARMs, inclu ding interest-only and pavment-option ARMs,
may require you to pay special fees or penalties if vou refinance
or pav off the ARM carly (usually within the first 3 to 5 vears of
the loan). Some loans have hard prepayment peialties, meaning
that vou will pay an extra fee or penalty it you pay off the foan
during the penalty period for any reason (because vou refinance
or sell vour home, for example). Other loans have s0ft prepannnent
penalties, meaning that vou will pay an extra fee or penaity only
if vou refinance the loan, but vou will not pay a penalty if you
sell your home. Also, same loans may have prepayment penal-

ties even if you make only a partial prepavient.

Prepayment penalties can be several thousand dollars. For exam-
ple, suppose you have a 3/1 ARM with an initial rate of 6%, At
the end of year 2 you decide to refinance and pay off your origi-
nal loan. At the time of refinancing, vour balance is $194,936. If
vour loan has a prepayment penalty of 6 months interest on the

remaining balance, vou would owe about $5,850.,
& J

Sometimes there is a trade-off between having a prepayment

penalty and having lower origination fees or lower interest rates.
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The lender may be willing to reduce or eliminate a prepayment
penalty based on the amount you pay in loan fees or on the inter-

est rate in the loan contract.

If you have a hybrid ARM—such as a 2/28 or 3/27 ARM-—be
sure to compare the prepayment penalty period with the ARM's
first adjustment period. For example, if you have a 2/28 ARM
that has a rate and payment adjustment after the second vear, but
the prepavment penalty is in effect for the first 5 vears of the toan,

it may be costly to refinance when the first adjustment ts made.

Most mortgages let vou make additional principal payments

h vour monthly payment. In most cases, this is a0/ consid-

ered prepayment, and there usually is no penalty for these extra
amounts. Check with vour lender to make sure there is no pen-
alty if vou think yvou might want to make this type of additional

principal prepayment.

Conversion fees

Your agreement with the lender may include a clavse that lets
vou convert the ARM to a fixed-rate mortgage ot designated
tirmes. When vou convert, the new rate is generally set using a

formula given in your loan documents.

The interest rate or up-front fees may be somewhat higher for a
convertible ARM. Also, a convertible ARM may require a fee at

the time of conversion.
Graduated-payment or stepped-rate loans

Some fixed-rate loans starf with one rate for one or two vears

and then change to another rate for the remaining term of the
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loan. While these are not ARMSs, your payment will goup

according to the terms of vour ¢ act. Talk with v lender

according to the terms of vour contract. Talk with your iender
ey 1 -] - i ¥y hoape M M - - -

or broker and read the information provided to vou to make

sure you understand when and by how much the payment will

change.
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Where to Get Information

Disclosures from lenders

You should receive information inywriting about cach ARM pro-
gram you are interested in before vou have paid a nonrefundable
fee. It is important that vou read this information and ask the
lender or broker about anything vou don’t understand-——index
rates, marging, caps, and other ARM features such as negative
amortization. After vou have applied for a loan, vou will get
more information from the lender sbout vour loan, including the
APR, a pavment schedule, and whether the loan has a prepay-

ment penalty.

The APR s the cost of vour credit as a yvearly rate. [t takes into
account interest, points paid on the loan, any fees patd to the
fender for making the loan, and anv mortgage imsurance pre-
miwns vou may have to pav. You can compare APRs on similar
ARMSs (for example, compare APRs ona 53/1 and a3/1 ARM) to
determine which Toan will cost vou fess in the fong term, but vou
should keep in mind that because the interest rate for an ARM
can change, APRs on ARMs cannot be compared directly to APRs

for fixed-rate mortgages.

You may want to talk with financial advisers, housing counsel-
ors, and other trusted advisers. Contact a local housing coun-
seling agency, call the LLS. Department of Housing and Urban
Development toll-free at 800-569-4287, or visit www.hud gov/

offices /hsg/sth/hce/heeprofid.cim to find a center near you.
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Newspapers and the Internet

When buving a home or refinancing vour existing morigage,
remember to shop around. Compare costs and terms, and negoti-
ate for the best deal. Your local newspaper and the Internet are
good places to start shopping for a loan. You can usually find
information on interest rates and pomts for several lenders. Since
rates and points can change daily, vou'll want to check informa-

ton sources often when shopping for a home loan.

The Mortgage Shopping Worksheet may also help vou. Take it
with vou when vou speak to cach lender or broker and write
dowr the information vou obtain. Don’t be afraid to make lend-
ers and brokers compete with each other for vour business by

letting them know that vou are shopping for the best deal.

Advertisements

Any initial information you receive about mortgages probably
will come from advertisements or mail solicitations from build-
ers, real estate brokers, mortgage brokers, and lenders. Although
this information can be helpful, keep in mind that these are mar-
keting materials—the ads and mailings are desi gnud to make the
mortgage look as attractive as possible. These ads may play up
low initial interest rates and maonthly pavments, without empha-
sizing that those rates and pavments could increase substantially

later. S0, get all the facts.

Any ad for an ARM that shows an initial interest rate should also
show how long the rate is in effect and the APR on the loan. If

the APR is much higher than the initial rate, vour payments may
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increase a lot after the Introductory period, even if interest rates

stay the same.

Choosing a mortgage may be the most important financial deci-
sion vou will make. You are entitled to have all the information
yuue need to make the right decision. Don’t hesitate to ask ques-
tions about ARM features when vou falk to lenders, mortgage
brokers, real estate agents, sellers, and vour attorney, and keep

asking until vou get clear and complete answers.
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Glossary

Adjustable-rate mortgage {ARM)

A mortgage that does not have a fixed interest rate. The rate
changes during the life of the loan based on movements in an
index rate, such as the rate for Treasury securities or the Cost of

Furds Index.

Annual percentage rate (APR)

A measure of the cost of credit, expressed as a yearly rate. [t
includes interest as well as points, broker fees, and certain other
credit charges that you are required to pay. Because all lend-

ers follow the same rules when calculating the APR, it provides
you with a good basis for comparing the cost of loans, including

mortgages, over the term of the fvan.

Bailloon payment

A lump-sum pavment that may be required when a mortgage
loan ends. This can happen when the lender allows you to make
smaller payments until the very end of the loan. A balloon pay-
ment will be a much larger payment compared with the other

monthly payments vou made.

Buydown

With a buydown, the seller pays an amount to the lender so
that the fender can give vou a lower rate and lower payments,
usually for an initial period 11 an ARM. The selier may increase
the sales price to cover the cost of the buydown. Buydowns can

occur in all types of mortgages, not just ARMs.
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Cap, interest rate

A limit on the amount your interest rate can increase, Interest

caps come in two versions:

w  periodic adjustiient caps, which limit the interest-rate increase
from onc adjustment period to the next, and

® /ifeiine caps, which limit the interest-rale increase over the
life of the loan. By law, virtually all ARMs must have an

overall cap.

Cap, payment

A limit on how much the monthly payment may change, ¢ither
cach time the pavment changes or during the lite of the mort-
gage. Payment caps may tead to negative amortization bhecause

they do not limit the amount of interest the lender is earning,

Conversion clause
A provision in some ARMs that allows vou to change the ARM

to a fixed-rate loan at some point during the term. Conversion is

usualiv allowed at the end of the first adjustment period. At the
time of the conversion, the new fixed rate s generally set at one
of the rates then prevailing for fixed-rate mortgages. The conver-

sion feature may be available at extra cost.

Discounted initial rate {also known as a start rale or
teaser rate}

In an ARM with a discounted mnitial rate, the lender offers vou

a lower rate and lower payments for part of the mortgage term
{usually for 1, 3, or 5 vears). After the discount period, the ARM
rate will probably go up depending on the index rate. Discounts

can occur in all types of mortgages, not just ARMs.

&



o8}

Consumer Handbawk on Adjustable-Rate Morigages

Equity
The difference between the fair market value of the home and
the outstanding balance on your mortgage plus any outstanding

home equity loans.

Hybrid ARM

These ARMs are a mix--or a hybrid—of a fixed-rate period and
an adjustable-rate period. The interest rate is fixed for the first
several vears of the loan; after that, the rate could adjust annu-
ally. For example, hvbrid ARMs can be advertised as 3/7 or

5/ 1—the first number tells vou how long the fixed interest-rate
period will be and the second number tells yvou how often the

rate will adjust after the initial period.

Index

The economic indicator used to caleulate interest-rate adjust-
ments for adjustable-rate mortgages. No one can be sure when
an index rate will go up or down. Sce the chart in the text for
examples of how some common indexes have changed in the

past.

interest
The price paid for borrowing meney, usually given in percent-

ages and as an annual rate.

interest-only payment ARM

An [-O payment ARM plan allows you to pay only the interest
for a specified number of years. After that, vou must repay both
the principal and the interest over the remaining term of the

loan.
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Margin
The number of percentage points the fender adds to the index

rate to calculate the ARM interest rate at each adjustment.

Negative amortization

Occurs when the monthly payments do not cover all the inter-
est owed. The interest that is not paid in the monthly pavment

is added to the loan balance. This means that even after making
many payments, vou could owe more than you did at the begin-
ning of the foan. Negative amortization can ocour when an ARM
has a payment cap that results in monthly payments that are not
high enough to cover the interest due or when the minimum
payments are set at an amount fower than the amount You owe

in interest.

Payment.option ARM

An ARM that allows you to choose among several payment
options cach month. The options typically incdlude (1) a tradh-
tional amortizing payment of principal and interest, {2} an
interest-only payment, or (3) a minimum (or limited) payment
that may be less than the amount of interest due that month. If
vou choose the minimum-payment option, the amount of any
interest you do not pav will be added to the principal of your

foan (see negative amortization).
&

Points {may be called discount points)

One point is equal to 1 percent of the principal amount of your
mortgage. For example, if the mortgage is for $200,000, one
point ¢quals $2,000. Lenders frequently charge points in both
fixed-rate and adjustable-rate mortgages in order to cover loan
origination costs or to provide additional compensation to the

lender or broker. These points usually are collected at closing
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and may be paid by the borrower or the home seller, or may be
split between them. Discount points {sometimes called discount
Jeesy are points that you voluntarily choose to pay in return for a

lower interest rate.

Prepayment penalty

Extra fees that may be due if vou pay off the loan early by refi-
nancing vour loan or selling vour home, usually limited to the
first 3 to 5 vears of the loan's term. If your loan includes a prepay-
ment penalty, be aware of the penalty you would have to pay.
Compare the length of the prepayment penalty period with the
first adjustment period of the ARM to see if refinancing is cost-
effective before the loan first adjusts. Some loans ma v have pre-

pavment penalties even if vou make only a partial prepayment.

Principal

The amount of money borrowed or the amount st owed on a

loan.
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Looking for the Best Mortgage—Shop, Compare, Negotiate

(at wwsw federalreserve.gov /pubs /mortgage/mortb_1.htm)

Interest-Only Mortgage Payments and Payment-Option
ARMSs—Arve They for You?

{at www federalreserve.gov/pubs/mortgage interestonly /)

A Consumer’s Guide to Morigage Lock-Ins

(at www federalreserve.gov/ pubs /locking fdefaulthtm)

A Consumer’s Guide to Mortgage Settlemment Costs

{at www federalreserve.gov / pubs/settlement/default htm)

Krow Before You Go .. To Get o Mortguge: A Guide to Morigage
Products and a Glossary of Lending Terns
{at www.bos.frb.org/consumer/ knowbeforeyougo/ morigage/

mortgage.pdf}

Partners Online Mortgage Calculator

(at www.frbatlanta.org/ partnersm&ftwarouniim‘/dgp;m'm.cf'm)
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This information was prepared by the Board of Governors of the
Federal Reserve System and the Office of Thrift Supervision in

consultation with the following orpanizations:

AARP

American Association of Residential Mortgage Regulators
America’s Commtmi{y Bankers

Center for Responsible Lending

Conference of State Bank Su pervisors

Consumer Federation of America

Consumer Mortgage Coalition

Consumers Union

Credit Union National Association

Federal Deposit Insurance Corporation

Federal Reserve Board's Consumer Advisery Council
Federal Trade Commission

Financial Services Roundtable

Independent Comm unity Bankers Association
Mortgage Bankers Association

Mortgage Insurance Companies of America

National Association of Federal Credit Unions
National Association of Home Builders

Natianal Association of Mortgage Brokers

National Association of Realtors

tional Comm unity Reinvestment Coalition
National Consumer Law Center

National Credit Union Administration

Revised: 2006 Reprinted: December 2006 20000



EXHIBIT D

CERTIFICATION OF PROVIDING CHARM BOOKLET

To be completed by Borrower:

I have received the CHARM Booklet, which I may keep, and have had it for at least

24 hours before closing on an adjustable rate mortgage (“ARM?”). I have read the

CHARM Booklet and understand it.

Dated:

Borrower’s signature

To be completed by Colorado Executive Mortgage or Nathan Soroka

Borrower name (please print)

I hereby certify that I provided the CHARM Booklet to the borrower at the time and

on the date indicated below:
Delivered to borrower on:
~{date)

at o (time)

Signed

Print Name, Title, and Organization

Date:
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section, neither a creditor nor any other
person may impose a fee on the
consumer in connection with the
consumer’s application for a mortgage
transaction subject to paragraph (a)(1)(i)
of this section before the consumer has
received the disclosures required by
paragraph (a)(1)(i) of this section. If the
disclosures are mailed to the consumer,
the consumer is considered to have
received them three business days after
they are mailed.

(iii) Exception to fee resiriction. A
creditor or other person may impose a
fee for obtaining the consumer’s credit
history before the consumer has
received the disclosures required by
paragraph (a)(1)(i) of this section,
provided the fee is bona fide and

reasonable in amount.
* * * * *

® 7. Section 226.23 is amended by
revising footnote 48 to paragraph (a)(3)
to read “The term ‘material disclosures
means the required disclosures of the
annual percentage rate, the finance
charge, the amount financed, the total of
payments, the payment schedule, and
the disclosures and limitations referred
to in §§226.32(c) and (d) and
226.35(b)(2).”

= 8. Section 226.24 is amended by
redesignating paragraphs {b) through (d)
as paragraphs (c) through (e},
respectively, adding new paragraph (b),
revising newly designated paragraphs
(c) through (e), removing and reserving
footnote 49, and adding new paragraphs
(f) through (i), to read as follows:

3

§226.24 Advertising.

* * * * *

(b) Clear and conspicuous standard.
Disclosures required by this section
shall be made clearly and
conspicuously.

(c) Advertisement of rate of finance
charge. If an advertisement states a rate
of finance charge, it shall state the rate
as an “‘annual percentage rate,” using
that term. If the annual percentage rate
may be increased after consummation,
the advertisement shall state that fact. If
an advertisement is for credit not
secured by a dwelling, the
advertisement shall not state any other
rate, except that a simple annual rate or
periodic rate that is applied to an
unpaid balance may be stated in
conjunction with, but not more
conspicuously than, the annual
percentage rate. If an advertisement is
for credit secured by a dwelling, the
advertisement shall not state any other
rate, except that a simple annual rate
that is applied to an unpaid balance
may be stated in conjunction with, but

not more conspicuously than, the
annual percentage rate.

(d) Advertisement of terms that
require additional disclosures—{(1)
Triggering terms. If any of the following
terms is set forth in an advertisement,
the advertisement shall meet the
requirements of paragraph (d)(2) of this
section:

(1) The amount or percentage of any
downpayment.

(ii) The number of payments or period
of repayment.

(iii) The amount of any payment.

(iv) The amount of any finance
charge.

(2) Additional terms. An
advertisement stating any of the terms
in paragraph (d)(1) of this section shall
state the following terms,4? as
applicable (an example of one or more
typical extensions of credit with a
statement of all the terms applicable to
each may be used):

(i) The amount or percentage of the
downpayment.

(ii) The terms of repayment, which
reflect the repayment obligations over
the full term of the loan, including any
balloon payment.

(iii) The “‘annual percentage rate,”
using that term, and, if the rate may be
increased after consummation, that fact.

(e) Catalogs or other multiple-page
advertisements; electronic
advertisements—(1) If a catalog or other
multiple-page advertisement, or an
electronic advertisement (such as an
advertisement appearing on an Internet
Web site), gives information in a table
or schedule in sufficient detail to permit
determination of the disclosures
required by paragraph (d){2) of this
section, it shall be considered a single
advertisement if—

(i) The table or schedule is clearly and
conspicuously set forth; and

(ii) Any statement of the credit terms
in paragraph (d)(1) of this section
appearing anywhere else in the catalog
or advertisement clearly refers to the
page or location where the table or
schedule begins.

(2) A catalog or other multiple-page
advertisement or an electronic
advertisement (such as an advertisement
appearing on an Internet Web site)
complies with paragraph (d){2) of this
section if the table or schedule of terms
includes all appropriate disclosures for
a representative scale of amounts up to
the level of the more commonly sold
higher-priced property or services
offered.

(f) Disclosure of Rates and Payments
in Advertisements for Credit Secured by
a Dwelling.

49 [Reserved.]

(1) Scope. The requirements of this
paragraph apply to any advertisement
for credit secured by a dwelling, other
than television or radio advertisements,
including promotional materials
accompanying applications.

(2) Disclosure of rates—(i) In general.
If an advertisement for credit secured by
a dwelling states a simple annual rate of
interest and more than one simple
annual rate of interest will apply over
the term of the advertised loan, the
advertisement shall disclose in a clear
and conspicuous manner:

(A) Each simple annual rate of interest
that will apply. In variable-rate
transactions, a rate determined by
adding an index and margin shall be
disclosed based on a reasonably current
index and margin;

(B) The period of time during which
each simple annual rate of interest will
apply; and

C) The annual percentage rate for the
loan. If such rate is variable, the annual
percentage rate shall comply with the
accuracy standards in §§226.17(c) and
226.22.

(ii) Clear and conspicuous
requirement. For purposes of paragraph
(£)(2)(1) of this section, clearly and
conspicuously disclosed means that the
required information in paragraphs
(£(2)(1)(A) through (C) shall be disclosed
with equal prominence and in close
proximity to any advertised rate that
triggered the required disclosures. The
required information in paragraph
(0(2)(1)(C) may be disclosed with greater
prominence than the other information.

(3) Disclosure of payments—(i) In
general. In addition to the requirements
of paragraph (c) of this section, if an
advertisement for credit secured by a
dwelling states the amount of any
payment, the advertisement shall
disclose in a clear and conspicuous
manner:

(A) The amount of each payment that
will apply over the term of the loan,
including any balloon payment. In
variable-rate transactions, payments that
will be determined based on the
application of the sum of an index and
margin shall be disclosed based on a
reasonably current index and margin;

(B) The period of time during which
each payment will apply; and

(C) In an advertisement for credit
secured by a first lien on a dwelling, the
fact that the payments do not include
amounts for taxes and insurance
premiums, if applicable, and that the
actual payment obligation will be
greater.

(ii) Clear and conspicuous
requirement. For purposes of paragraph
()(3)(i) of this section, a clear and
conspicuous disclosure means that the



44602

Federal Register/Vol. 73, No. 147/ Wednesday, July 30, 2008 /Rules and Regulations

required information in paragraphs
(H(3)(1)(A) and (B) shall be disclosed
with equal prominence and in close
proximity to any advertised payment
that triggered the required disclosures,
and that the required information in
paragraph (£)(3)(1)(C) shall be disclosed
with prominence and in close proximity
to the advertised payments.

(4) Envelope excluded. The
requirements in paragraphs (f)(2) and
(f)(3) of this section do not apply to an
envelope in which an application or
solicitation is mailed, or to a banner
advertisement or pop-up advertisement
linked to an application or solicitation
provided electronically.

(g) Alternative disclosures—television
or radio advertisements. An
advertisement made through television
or radio stating any of the terms
requiring additional disclosures under
paragraph (d)(2) of this section may
comply with paragraph (d)(2) of this
section either by:

(1) Stating clearly and conspicuously
each of the additional disclosures
required under paragraph (d)(2) of this
section; or

(2) Stating clearly and conspicuously
the information required by paragraph
(d)(2)(iii) of this section 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.

(h) Tax implications. If an
advertisement distributed in paper form
or through the Internet (rather than by
radio or television) is for a loan secured
by the consumer’s principal dwelling,
and the advertisement states that the
advertised extension of credit may
exceed the fair market value of the
dwelling, the advertisement shall
clearly and conspicuously 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.

(i) Prohibited acts or practices in
advertisements for credit secured by a
dwelling. The following acts or practices
are prohibited in advertisements for
credit secured by a dwelling:

(1) Misleading advertising of “fixed”
rates and payments. Using the word
“fixed’” to refer to rates, payments, or
the credit transaction in an
advertisement for variable-rate
transactions or other transactions where
the payment will increase, unless:

(i) In the case of an advertisement
solely for one or more variable-rate
transactions,

(A) The phrase “Adjustable-Rate
Mortgage,” “Variable-Rate Mortgage,” or
“ARM" appears in the advertisement
before the first use of the word “fixed”
and is at least as conspicuous as any use
of the word ““fixed”” in the
advertisement; and

(B) Each use of the word “fixed” to
refer to a rate or payment is
accompanied by an equally prominent
and closely proximate statement of the
time period for which the rate or
payment is fixed, and the fact that the
rate may vary or the payment may
increase after that period;

(ii) In the case of an advertisement
solely for non-variable-rate transactions
where the payment will increase (e.g., a
stepped-rate mortgage transaction with
an initial lower payment), each use of
the word ““fixed”” to refer to the payment
is accompanied by an equally
prominent and closely proximate
statement of the time period for which
the payment is fixed, and the fact that
the payment will increase after that
period; or

(iii) In the case of an advertisement
for both variable-rate transactions and
non-variable-rate transactions,

(A) The phrase “Adjustable-Rate
Mortgage,” ‘“Variable-Rate Mortgage,” or
“ARM” appears in the advertisement
with equal prominence as any use of the
term “fixed,” “Fixed-Rate Mortgage,” or
similar terms; and

(B) Each use of the word ““fixed” to
refer to a rate, payment, or the credit
transaction either refers solely to the
transactions for which rates are fixed
and complies with paragraph (i)(1)(ii) of
this section, if applicable, or, if it refers
to the variable-rate transactions, is
accompanied by an equally prominent
and closely proximate statement of the
time period for which the rate or
payment is fixed, and the fact that the
rate may vary or the payment may
increase after that period.

(2) Misleading comparisons in
advertisements. Making any comparison
in an advertisement between actual or
hypothetical credit payments or rates
and any payment or simple annual rate
that will be available under the
advertised product for a period less than
the full term of the loan, unless:

(i) In general. The advertisement
includes a clear and conspicuous
comparison to the information required
to be disclosed under sections
226.24(f)(2) and (3); and

(ii) Application to variable-rate
transactions. If the advertisement is for
a variable-rate transaction, and the
advertised payment or simple annual

rate is based on the index and margin
that will be used to make subsequent
rate or payment adjustments over the
term of the loan, the advertisement
includes an equally prominent
statement in close proximity to the
payment or rate that the payment or rate
is subject to adjustment and the time
period when the first adjustment will
occur,

(3) Misrepresentations about
government endorsement. Making any
statement in an advertisement that the
product offered is a “government loan
program”, “‘government-supported
loan”, or is otherwise endorsed or
sponsored by any federal, state, or local
government entity, unless the
advertisement is for an FHA loan, VA
loan, or similar loan program that is, in
fact, endorsed or sponsored by a federal,
state, or local government entity.

(4) Misleading use of the current
lender’s name. Using the name of the
consumer’s current lender in an
advertisement that is not sent by or on
behalf of the consumer’s current lender,
unless the advertisement:

(i) Discloses with equal prominence
the name of the person or creditor
making the advertisement; and

(ii) Includes a clear and conspicuous
statement that the person making the
advertisement is not associated with, or
acting on behalf of, the consumer’s
current lender.

(5) Misleading claims of debt
elimination. Making any misleading
claim in an advertisement that the
mortgage product offered will eliminate
debt or result in a waiver or forgiveness
of a consumer’s existing loan terms
with, or obligations to, another creditor.

(8) Misleading use of the term
“counselor”. Using the term
“counselor” in an advertisement to refer
to a for-profit mortgage broker or
mortgage creditor, its employees, or
persons working for the broker or
creditor that are involved in offering,
originating or selling mortgages.

(7) Misleading foreign-language
advertisements. Providing information
about some trigger terms or required
disclosures, such as an initial rate or
payment, only in a foreign language in
an advertisement, but providing
information about other trigger terms or
required disclosures, such as
information about the fully-indexed rate
or fully amortizing payment, only in
English in the same advertisement.

Subpart E—Special Rules for Certain
Home Mortgage Transactions

m 9. Section 226.32 is amended by
revising paragraphs (d}(6) and (d}(7) to
read as follows:
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§226.32 Requirements for certain closed-
end home mortgages.

(d) * ok x

(6) Prepayment penalties. Except as
allowed under paragraph (d)(7) of this
section, a penalty for paying all or part
of the principal before the date on
which the principal is due. A
prepayment penalty includes computing
a refund of unearned interest by a
method that is less favorable to the
consumer than the actuarial method, as
defined by section 933(d) of the Housing
and Community Development Act of
1992, 15 U.S.C. 1615(d).

(7) Prepayment penalty exception. A
mortgage transaction subject to this
section may provide for a prepayment
penalty (including a refund calculated
according to the rule of 78s) otherwise
permitted by law if, under the terms of
the loan:

(i) The penalty will not apply after the
two-year period following
consummation;

(ii) The penalty will not apply if the
source of the prepayment funds is a
refinancing by the creditor or an affiliate
of the creditor;

(iii) At consummation, the consumer’s
total monthly debt payments (including
amounts owed under the mortgage) do
not exceed 50 percent of the consumer’s
monthly gross income, as verified in
accordance with § 226.34(a)(4)(ii); and

(iv) The amount of the periodic
payment of principal or interest or both
may not change during the four-year
period following consummation.

* * * * *

® 10. Section 226.34 is amended by
revising the heading and paragraph
(a){4) to read as follows:

§226.34 Prohibited acts or practices in
connection with credit subject to § 226.32.

(a) * ok ok

(4) Repayment ability. Extend credit
subject to § 226.32 to a consumer based
on the value of the consumer’s collateral
without regard to the consumer’s
repayment ability as of consummation,
including the consumer’s current and
reasonably expected income,
employment, assets other than the
collateral, current obligations, and
mortgage-related obligations.

(i) Mortgage-related obligations. For
purposes of this paragraph (a)(4),
mortgage-related obligations are
expected property taxes, premiums for
mortgage-related insurance required by
the creditor as set forth in
§226.35(b)(3)(i), and similar expenses.

(ii) Verification of repayment ability.
Under this paragraph (a)(4) a creditor
must verify the consumer’s repayment
ability as follows:

(A) A creditor must verify amounts of
income or assets that it relies on to
determine repayment ability, including
expected income or assets, by the
consumer’s Internal Revenue Service
Form W-2, tax returns, payroll receipts,
financial institution records, or other
third-party documents that provide
reasonably reliable evidence of the
consumer’s income or assets.

{B) Notwithstanding paragraph
(a)(4)(ii)(A), a creditor has not violated
paragraph (a)(4)(ii) if the amounts of
income and assets that the creditor
relied upon in determining repayment
ability are not materially greater than
the amounts of the consumer’s income
or assets that the creditor could have
verified pursuant to paragraph
(a)(4)(ii)(A) at the time the loan was
consummated.

(C) A creditor must verify the
consumer’s current obligations.

(iii) Presumption of compliance. A
creditor is presumed to have complied
with this paragraph (a)(4) with respect
to a transaction if the creditor:

(A) Verifies the consumer’s repayment
ability as provided in paragraph
(a)(4)(ii);

(B) Determines the consumer’s
repayment ability using the largest
payment of principal and interest
scheduled in the first seven years
following consummation and taking
into account current obligations and
mortgage-related obligations as defined
in paragraph (a)(4)(i); and

(C) Assesses 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.

(iv) Exclusions from presumption of
compliance. Notwithstanding the
previous paragraph, no presumption of
compliance is available for a transaction
for which:

(A) The regular periodic payments for
the first seven years would cause the
principal balance to increase; or

(B) The term of the loan is less than
seven years and the regular periodic
payments when aggregated do not fully
amortize the outstanding principal
balance.

(v) Exemption. This paragraph (a)(4)
does not apply to temporary or “bridge”
loans with terms of twelve months or
less, such as a loan to purchase a new
dwelling where the consumer plans to
sell a current dwelling within twelve

months.
* * * * *

m 11. New § 226.35 is added to read as
follows:

§226.35 Prohibited acts or practices in
connection with higher-priced mortgage
loans.

(a) Higher-priced mortgage loans—(1)
For purposes of this section, a higher-
priced mortgage loan is a consumer
credit transaction secured by the
consumer’s principal dwelling with an
annual percentage rate that exceeds the
average prime offer rate for a
comparable transaction as of the date
the interest rate is set by 1.5 or more
percentage points for loans secured by
a first lien on a dwelling, or by 3.5 or
more percentage points for loans
secured by a subordinate lien on a
dwelling.

(2) ““Average prime offer rate” means
an annual percentage rate that is derived
from average interest rates, points, and
other loan pricing terms currently
offered to consumers by a representative
sample of creditors for mortgage
transactions that have low-risk pricing
characteristics. The Board publishes
average prime offer rates for a broad
range of types of transactions in a table
updated at least weekly as well as the
methodology the Board uses to derive
these rates.

(3) Notwithstanding paragraph (a)(1)
of this section, the term ‘‘higher-priced
mortgage loan” does not include a
transaction to finance the initial
construction of a dwelling, a temporary
or “bridge” loan with a term of twelve
months or less, such as a loan to
purchase a new dwelling where the
consumer plans to sell a current
dwelling within twelve months, a
reverse-mortgage transaction subject to
§226.33, or a home equity line of credit
subject to § 226.5b.

(b) Rules for higher-priced mortgage
loans. Higher-priced mortgage loans are
subject to the following restrictions:

(1) Repayment ability. A creditor shall
not extend credit based on the value of
the consumer’s collateral without regard
to the consumer’s repayment ability as
of consummation as provided in
§ 226.34(a)(4).

(2) Prepayment penalties. A loan may
not include a penalty described by
§ 226.32(d)(6) unless:

(i) The penalty is otherwise permitted
by law, including § 226.32(d)(7) if the
loan is a mortgage transaction described
in § 226.32(a); and

(ii) Under the terms of the loan—

(A) The penalty will not apply after
the two-year period following
consummation;

(B) The penalty will not apply if the
source of the prepayment funds is a
refinancing by the creditor or an affiliate
of the creditor; and

(C) The amount of the periodic
payment of principal or interest or both
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may not change during the four-year
period following consummation.

(3) Escrows—(i) Failure to escrow for
property taxes and insurance. Except as
provided in paragraph (b)(3)(ii) of this
section, a creditor may not extend a loan
secured by a first lien on a principal
dwelling unless an escrow account is
established before consummation for
payment of property taxes and
premiums for mortgage-related
insurance required by the creditor, such
as insurance against loss of or damage
to property, or against liability arising
out of the ownership or use of the
property, or insurance protecting the
creditor against the consumer’s default
or other credit loss.

(ii) Exemptions for loans secured by
shares in a cooperative and for certain
condominium units—(A) Escrow
accounts need not be established for
loans secured by shares in a
cooperative; and

(B) Insurance premiums described in
paragraph {b}(3)(i) of this section need
not be included in escrow accounts for
loans secured by condominium units,
where the condominium association has
an obligation to the condominium unit
owners to maintain a master policy
insuring condominium units.

(iii) Cancellation. A creditor or
servicer may permit a consumer to
cancel the escrow account required in
paragraph (b)(3)(i} of this section only in
response to a consumer’s dated written
request to cancel the escrow account
that is received no earlier than 365 days
after consummation.

(iv) Definition of escrow account. For
purposes of this section, “escrow
account” shall have the same meaning
as in 24 CFR 3500.17(b) as amended.

(4) Evasion; open-end credit. In
connection with credit secured by a
consumer’s principal dwelling that does
not meet the definition of open-end
credit in § 226.2(a)(20), a creditor shall
not structure a home-secured loan as an
open-end plan to evade the
requirements of this section.

m 12. New § 226.36 is added to read as
follows:

§226.36 Prohibited acts or practices in
connection with credit secured by a
consumer’s principal dwelling.

(a) Mortgage broker defined. For
purposes of this section, the term
“mortgage broker” means a person,
other than an employee of a creditor,
who for compensation or other
monetary gain, or in expectation of
compensation or other monetary gain,
arranges, negotiates, or otherwise
obtains an extension of consumer credit
for another person. The term includes a
person meeting this definition, even if

the consumer credit obligation is
initially payable to such person, unless
the person provides the funds for the
transaction at consummation out of the
persan’s own resources, out of deposits
held by the person, or by drawing on a
bona fide warehouse line of credit.

(b) Misrepresentation of value of
consumer’s dwelling—(1) Coercion of
appraiser. In connection with a
consumer credit transaction secured by
a consumer’s principal dwelling, no
creditor or mortgage broker, and no
affiliate of a creditor or mortgage broker
shall directly or indirectly coerce,
influence, or otherwise encourage an
appraiser to misstate or misrepresent the
value of such dwelling.

(i) Examples of actions that violate
this paragraph (b)(1) include:

(A) Implying to an appraiser that
current or future retention of the
appraiser depends on the amount at
which the appraiser values a consumer’s
principal dwelling;

(B) Excluding an appraiser from
consideration for future engagement
because the appraiser reports a value of
a consumer’s principal dwelling that
does not meet or exceed a minimum
threshold;

(C) Telling an appraiser a minimum
reported value of a consumer’s principal
dwelling that is needed to approve the
loan;

(D) Failing to compensate an
appraiser because the appraiser does not
value a consumer’s principal dwelling
at or above a certain amount; and

(E) Conditioning an appraiser’s
compensation on loan consummation.

(ii) Examples of actions that do not
violate this paragraph (b)(1) include:

(A) Asking an appraiser to consider
additional information about a
consumer’s principal dwelling or about
comparable properties;

(B} Requesting that an appraiser
provide additional information about
the basis for a valuation;

(C) Requesting that an appraiser
correct factual errors in a valuation;

(D) Obtaining multiple appraisals of a
consumer’s principal dwelling, so long
as the creditor adheres to a policy of
selecting the most reliable appraisal,
rather than the appraisal that states the
highest value;

(E) Withholding compensation from
an appraiser for breach of contract or
substandard performance of services as
provided by contract; and

(F) Taking action permitted or
required by applicable federal or state
statute, regulation, or agency guidance.

(2) When extension of credit
prohibited. In connection with a
consumer credit transaction secured by
a consumer’s principal dwelling, a

creditor who knows, at or before loan
consummation, of a violation of
paragraph (b)(1) of this section in
connection with an appraisal shall not
extend credit based on such appraisal
unless the creditor documents that it
has acted with reasonable diligence to
determine that the appraisal does not
materially misstate or misrepresent the
value of such dwelling.

(3) Appraiser defined. As used in this
paragraph (b), an appraiser is a person
who engages in the business of
providing assessments of the value of
dwellings. The term “appraiser”
includes persons that employ, refer, or
manage appraisers and affiliates of such
persons.

(c) Servicing practices. (1) In
connection with a consumer credit
transaction secured by a consumer’s
principal dwelling, no servicer shall—

(i) Fail to credit’a payment to the
consumer’s loan account as of the date
of receipt, except when a delay in
crediting does not result in any charge
to the consumer or in the reporting of
negative information to a consumer
reporting agency, or except as provided
in paragraph (c}(2) of this section;

giji) Impose on the consumer any late
fee or delinquency charge in connection
with a payment, when the only
delinquency is attributable to late fees
or delinquency charges assessed on an
earlier payment, and the payment is
otherwise a full payment for the
applicable period and is paid on its due
date or within any applicable grace
period; or

(iii) Fail to provide, within a
reasonable time after receiving a request
from the consumer or any person acting
on behalf of the consumer, an accurate
statement of the total outstanding
balance that would be required to satisfy
the consumer’s obligation in full as of a
specified date.

(2) If a servicer specifies in writing
requirements for the consumer to follow
in making payments, but accepts a
payment that does not conform to the
requirements, the servicer shall credit
the payment as of 5 days after receipt.

(3) For purposes of this paragraph (c},
the terms “‘servicer” and “servicing”
have the same meanings as provided in
24 CFR 3500.2(b), as amended.

(d) This section does not apply to a
home equity line of credit subject to
§226.5b.

Supplement I to Part 226—Official Staff
Interpretations

Subpart A—General

m 13. In Supplement I to Part 226, under
Section 226.1—Authority, Purpose,
Coverage, Organization, Enforcement
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and Liability, new headings 1(d)
Organization and Paragraph 1(d)(5), and
new paragraph 1(d)(5)}-1 are added to
read as follows:

Section 226.1—Authority, Purpose, Coverage,
Organization, Enforcement and Liability
* * * * *

1(d] Organization.

Paragraph 1(d)(5).

1. Effective dates. The Board’s revisions to
Regulation Z published on July 30, 2008 (the
“final rules”), apply to covered loans
(including refinance loans and assumptions
considered new transactions under 226.20),
for which the creditor receives an application
on or after October 1, 2009, except for the
final rules on advertising, escrows, and loan
servicing. The final rules on escrows in
§226.35(b)(3) are effective for covered loans,
(including refinancings and assumptions in
226.20) for which the creditor receives an
application on or after April 1, 2010; but for
such loans secured by manufactured housing
on or after October 1, 2010. The final rules
applicable to servicers in § 226.36(c) apply to
all covered loans serviced on or after October
1, 2009. The final rules on advertising apply
to advertisements occurring on or after
October 1, 2009. For example, a radio ad
occurs on the date it is first broadcast; a
solicitation occurs on the date it is mailed to
the consumer. The following examples
illustrate the application of the effective
dates for the final rules.

i. General. A refinancing or assumption as
defined in 226.20(a) or (b} is a new
transaction and is covered by a provision of
the final rule if the creditor receives an
application for the transaction on or after that
provision’s effective date. For example, if a
creditor receives an application for a
refinance loan covered by 226.35(a) on or
after October 1, 2009, and the refinance loan
is consummated on October 15, 2009, the
provision restricting prepayment penalties in
§226.35(b)(2) applies. However, If the
transaction were a modification of an existing
obligation’s terms that does not constitute a
refinance loan under § 226.20(a), the final
rules, including for example the restriction
on prepayment penalties would not apply.

ii. Escrows. Assume a consumer applies for
a refinance loan to be secured by a dwelling
(that is not a manufactured home) on March
15, 2010, and the loan is consummated on
April 2, 2010, the escrow rule in 226.35(b)(3)
does not apply.

iii. Servicing. Assume that a consumer
applies for a new loan on August 1, 2009.
The loan is consummated on September 1,
2009. The servicing rules in 226.36(c) apply
to the servicing of that loan as of October 1,
2009.

® 14. In Supplement I to Part 226, under
Section 226.2—Definitions and Rules of
Construction, 2{a) Definitions, 2(a)(6)
Business day, paragraph 2(a)(6)-2 is
revised, and under 2(a)(24) Residential
mortgage transaction, paragraphs
2{a)(24)~1 and 2(a)(24)-5.1i are revised,
to read as follows:

Section 226.2—Definitions and Rules of
Construction

2{a) Definitions.
* * * * *
2(a)(6) Business day.
* * * *

2. Recission rule. A more precise rule for
what is a business day (all calendar days
except Sundays and the federal legal
holidays listed in 5 U.S.C. 6103(a)) applies
when the right of rescission, the receipt of
disclosures for certain mortgage transactions
under section 226.19(a)(1)(ii), or mortgages
subject to section 226.32 are involved. (See
also comment 31(c){1)-1.) Four federal legal
holidays are identified in 5 U.S.C. 6103(a) by
a specific date: New Year’s Day, January 1;
Independence Day, July 4; Veterans Day,
November 11; and Christmas Day, December
25. When one of these holidays (July 4, for
example) falls on a Saturday, federal offices
and other entities might observe the holiday
on the preceding Friday (July 3). The
observed holiday (in the example, July 3) is
a business day for purposes of rescission, the
receipt of disclosures for certain mortgage
transactions under section 226.19(a)(1)(ii), or
the delivery of disclosures for certain high-
cost mortgages covered by section 226.32.

* * * * *

2(a)(24) Residential mortgage transaction.

1. Relation to other sections. This term is
important in five provisions in the
regulation:

i. § 226.4(c)(7)—exclusions from the
finance charge.

ii. § 226.15(f)}—exemption from the right of
rescission.

iii. § 226.18(g)—whether or not the
obligation is assumable.

iv. § 226.20(b)—disclosure requirements
for assumptions.

v. §226.23(f}—exemption from the right of
rescission.
* * * * *

5. Acquisition. * * *
* * * * *

ii. Examples of new transactions involving
a previously acquired dwelling include the
financing of a balloon payment due under a
land sale contract and an extension of credit
made to a joint owner of property to buy out
the other joint owner’s interest. In these
instances, disclosures are not required under
§226.18(q) (assumability policies). However,
the rescission rules of §§ 226.15 and 226.23
do apply to these new transactions.
* * * * *

Subpart B—Open-End Credit

m 15. In Supplement I to Part 226, under
Section 226.16—Advertising, paragraph
16~1 is revised, paragraph 16-2 is
redesignated as paragraph 16-6, and
new paragraphs 16-2 through 16-5 and
16—7 are added; under 16(d) Additional
requirements for home-equity plans,
paragraph 16(d)~3 is revised, paragraphs
16(d)-5, 16(d)-6, and 16(d)~7 are
redesignated as paragraphs 16(d)-7,
16(d)-8, and 16(d)-9, respectively, new
paragraphs 16(d)-5 and 16(d)-6 are

added, and newly designated
paragraphs 16(d)~7 and 16(d)~9 are
revised; and new heading 16(e)
Alternative disclosures—television or
radio advertisements is added, and new
paragraphs 16(e)—1 and 16(e)-2 are
added, to read as follows:

Section 226.16—Advertising

1. Clear and conspicuous standard—
general. Section 226.186 is subject to the
general “clear and conspicuous” standard for
subpart B (see § 226.5(a)(1)) but prescribes no
specific rules for the format of the necessary
disclosures, aside from the format
requirements related to the disclosure of a
promotional rate under § 226.16(d)(6). Aside
from the terms described in § 226.16(d)(6),
the credit terms need not be printed in a
certain type size nor need they appear in any
particular place in the advertisement.

2. Clear and conspicuous standard—
promotional rates or payments for home-
equity plans. For purposes of § 226.16(d)(6),
a clear and conspicuous disclosure means
that the required information in
§ 226.16(d){6)(i1)(A)~(C) is disclosed with
equal prominence and in close proximity to
the promotional rate or payment to which it
applies. If the information in
§ 226.16(d)(6)(i1)(A)}~(C) is the same type size
and is located immediately next to or directly
above or below the promotional rate or
payment to which it applies, without any
intervening text or graphical displays, the
disclosures would be deemed to be equally
prominent and in close proximity.
Notwithstanding the above, for electronic
advertisements that disclose promotional
rates or payments, compliance with the
requirements of § 226.16(c) is deemed to
satisfy the clear and conspicuous standard.

3. Clear and conspicuous standard—
Internet advertisements for home-equity
plans. For purposes of this section, a clear
and conspicuous disclosure for visual text
advertisements on the Internet for home-
equity plans subject to the requirements of
§226.5b means that the required disclosures
are not obscured by techniques such as
graphical displays, shading, coloration, or
other devices and comply with all other
requirements for clear and conspicuous
disclosures under § 226.16(d). See also
comment 16(c}{1)-2.

4. Clear and conspicuous standard—
televised advertisements for home-equity
plans. For purposes of this section, including
alternative disclosures as provided for by
§226.16(e), a clear and conspicuous
disclosure in the context of visual text
advertisements on television for home-equity
plans subject to the requirements of § 226.5b
means that the required disclosures are not
obscured by techniques such as graphical
displays, shading, coloration, or other
devices, are displayed in a manner that
allows for a consumer to read the information
required to be disclosed, and comply with all
other requirements for clear and conspicuous
disclosures under § 226.16(d). For example,
very fine print in a television advertisement
would not meet the clear and conspicuous
standard if consumers cannot see and read
the information required to be disclosed,
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5. Clear and conspicuous standard—oral
advertisements for home-equity plans. For
purposes of this section, including
alternative disclosures as provided for by
§226.16(e), a clear and conspicuous
disclosure in the context of an oral
advertisement for home-equity plans subject
to the requirements of § 226.5b, whether by
radio, television, the Internet, or other
medium, means that the required disclosures
are given at a speed and volume sufficient for
a consumer to hear and comprehend them.
For example, information stated very rapidly
at a low volume in a radio or television
advertisement would not meet the clear and
conspicuous standard if consumers cannot
hear and comprehend the information
required to be disclosed.

6. Expressing the annual percentage rate in
abbreviated form. * * *

7. Effective date. For guidance on the
applicability of the Board’s revisions to
§226.16 published on July 30, 2008, see
comment 1{d}(5}-1.

* * * * *

16(d) Additional requirements for home-
equity plans.

* * * * *

3. Statements of tax deductibility. An
advertisement that refers to deductibility for
tax purposes is not misleading if it includes
a statement such as “‘consult a tax advisor
regarding the deductibility of interest.” An
advertisement distributed in paper form or
through the Internet (rather than by radio or
television) that states that the advertised
extension of credit may exceed the fair
market value of the consumer’s dwelling is
not misleading if it clearly and
conspicuously states the required
information in §§ 226.16(d)(4)(i) and (ii).

* * * * *

5. Promotional rates and payments in
advertisements for home-equity plans.
Section 226.16(d)(6) requires additional
disclosures for promotional rates or
payments.

1. Variable-rate plans. In advertisements for
variable-rate plans, if the advertised annual
percentage rate is based on (or the advertised
payment is derived from) the index and
margin that will be used to make rate (or
payment} adjustments over the term of the
loan, then there is no promotional rate or
promotional payment. If, however, the
advertised annual percentage rate is not
based on (or the advertised payment is not
derived from) the index and margin that will
be used to make rate (or payment)
adjustments, and a reasonably current
application of the index and margin would
result in a higher annual percentage rate {or,
given an assumed balance, a higher payment}
then there is a promotional rate or
promotional payment.

ii. Equal prominence, close proximity.
Information required to be disclosed in
§226.16(d)(6)(ii) that is immediately next to
or directly above or below the promotional
rate or payment (but not in a footnote} is
deemed to be closely proximate to the listing.
Information required to be disclosed in
§226.16(d)(6)(ii) that is in the same type size
as the promotional rate or payment is
deemed to be equally prominent.

iii. Amounts and time periods of payments.
Section 226.16(d){6)(ii)(C) requires disclosure
of the amount and time periods of any
payments that will apply under the plan.
This section may require disclosure of
several payment amounts, including any
balloon payment. For example, if an
advertisement for a home-equity plan offers
a $100,000 five-year line of credit and
assumes that the entire line is drawn
resulting in a minimum payment of $800 per
month for the first six months, increasing to
$1,000 per month after month six, followed
by a $50,000 balloon payment after five
years, the advertisement must disclose the
amount and time period of each of the two
monthly payment streams, as well as the
amount and timing of the balloon payment,
with equal prominence and in close
proximity to the promotional payment.
However, if the final payment could not be
more than twice the amount of other
minimum payments, the final payment need
not be disclosed.

iv. Plans other than variable-rate plans.
For a plan other than a variable-rate plan, if
an advertised payment is calculated in the
same way as other payments based on an
assumed balance, the fact that the minimum
payment could increase solely if the
consumer made an additional draw does not
make the payment a promotional payment.
For example, if a payment of $500 results
from an assumed $10,000 draw, and the
payment would increase to $1,000 if the
consumer made an additional $10,000 draw,
the payment is not a promotional payment.

v. Conversion option. Some home-equity
plans permit the consumer to repay all or
part of the balance during the draw period at
a fixed rate (rather than a variable rate} and
over a specified time period. The fixed-rate
conversion option does not, by itself, make
the rate or payment that would apply if the
consumer exercised the fixed-rate conversion
option a promotional rate or payment.

vi. Preferred-rate provisions. Some home-
equity plans contain a preferred-rate
provision, where the rate will increase upon
the occurrence of some event, such as the
consumer-employee leaving the creditor’s
employ, the consumer closing an existing
deposit account with the creditor, or the
consumer revoking an election to make
automated payments. A preferred-rate
provision does not, by itself, make the rate
or payment under the preferred-rate
provision a promotional rate or payment.

6. Reasonably current index and margin.
For the purposes of this section, an index and
margin is considered reasonably current if:

i. For direct mail advertisements, it was in
effect within 60 days before mailing;

ii. For advertisements in electronic form it
was in effect within 30 days before the
advertisement is sent to a consumer’s e-mail
address, or in the case of an advertisement
made on an Internet Web site, when viewed
by the public; or

iii. For printed advertisements made
available to the general public, including
ones contained in a catalog, magazine, or
other generally available publication, it was
in effect within 30 days before printing.

7. Relation to other sections.
Advertisements for home-equity plans must

comply with all provisions in § 226.16 not
solely the rules in §226.16(d). If an
advertisement contains information (such as
the payment terms) that triggers the duty
under § 226.16(d) to state the annual
percentage rate, the additional disclosures in
§ 226.16{(b) must be provided in the
advertisement. While § 226.16(d) does not
require a statement of fees to use or maintain
the plan (such as membership fees and
transaction charges), such fees must be
disclosed under § 226.16(b){1) and (3).

* * * * *

9. Balloon payment. See comment
5b(d)(5)(ii}-3 for information not required to
be stated in advertisements, and on situations
in which the balloon payment requirement
does not apply.

16(e) Alternative disclosures—television or
radio advertisements.

1. Multi-purpose telephone number. When
an advertised telephone number provides a
recording, disclosures should be provided
early in the sequence to ensure that the
consumer receives the required disclosures.
For example, in providing several options—
such as providing directions to the
advertiser’s place of business—the option
allowing the consumer to request disclosures
should be provided early in the telephone
message to ensure that the option to request
disclosures is not obscured by other
information.

2. Statement accompanying telephone
number. Language must accompany a
telephone number indicating that disclosures
are available by calling the telephone
number, such as “call 1~800-000-0000 for
details about credit costs and terms.”

Subpart C—Closed-End Credit

m 16. In Supplement I to Part 226, under
Section 226.17—General Disclosure
Requirements, 17(c) Basis of disclosures
and use of estimates, Paragraph
17(cj(1), paragraph 17(c)(1)-8 is revised,
and under 17(f) Early disclosures,
paragraph 17(f}—4 is revised, to read as
follows:

Section 226.17—General Disclosure
Requirements
* * * * *

17(c) Basis of disclosures and use of
estimates.

* * * * *
Paragraph 17(c)(1).
* * * * *

8. Basis of disclosures in variable-rate
transactions. The disclosures for a variable-
rate transaction must be given for the full
term of the transaction and must be based on
the terms in effect at the time of
consummation. Creditors should base the
disclosures only on the initial rate and
should not assume that this rate will
increase. For example, in a loan with an
initial rate of 10 percent and a 5 percentage
points rate cap, creditors should base the
disclosures on the initial rate and should not
assume that this rate will increase §
percentage points. However, in a variable-
rate transaction with a seller buydown that
is reflected in the credit contract, a consumer
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buydown, or a discounted or premium rate,
disclosures should not be based solely on the
initial terms. In those transactions, the
disclosed annual percentage rate should be a
composite rate based on the rate in effect
during the initial period and the rate that is
the basis of the variable-rate feature for the
remainder of the term. (See the commentary
to § 226.17(c) for a discussion of buydown,
discounted, and premium transactions and
the commentary to § 226.19(a}(2) for a
discussion of the redisclosure in certain
mortgage transactions with a variable-rate

feature.)

* * * * *
17(f) Early disclosures.

* * * * *

4. Special rules. In mortgage transactions
subject to § 226.19, the creditor must
redisclose if, between the delivery of the
required early disclosures and
consummation, the annual percentage rate
changes by more than a stated tolerance.
When subsequent events occur after
consummation, new disclosures are required
only if there is a refinancing or an
assumption within the meaning of § 226.20.
* * * * *

= 17. In Supplement I to Part 226, under
Section 226.19—Certain Residential
Mortgage and Variable-Rate
Transactions, the heading is revised,
heading 19(a)(1) Time of disclosure is
redesignated as heading 19(a)(1)(i) Time
of disclosure, paragraphs 19(a)(1)(i)-1
and 19(a)(1)(i)~5 are revised, new
heading 19(a)(1)(ii) Imposition of fees
and new paragraphs 19(a)(1)(ii)-1
through 19(a)(1)(ii)-3 are added , and
new heading 19(a)(1)(iii) Exception to
fee restriction and new paragraph
19(a)(1)(iii)}—1 are added, to read as
follows:

Section 226.19—Certain Mortgage and
Variable-Rate Transactions

19(a)(1){(i) Time of disclosure.

1. Coverage. This section requires early
disclosure of credit terms in mortgage
transactions that are secured by a consumer’s
principal dwelling and also subject to the
Real Estate Settlement Procedures Act
(RESPA} and its implementing Regulation X,
administered by the Department of Housing
and Urban Development (HUD). To be
covered by §226.19, a transaction must be a
federally related mortgage loan under
RESPA. “Federally related mortgage loan” is
defined under RESPA (12 U.S.C. 2602) and
Regulation X (24 CFR 3500.2), and is subject
to any interpretations by HUD. RESPA
coverage includes such transactions as loans
to purchase dwellings, refinancings of loans
secured by dwellings, and subordinate-lien
home-equity loans, among others. Although
RESPA coverage relates to any dwelling,

§ 226.19(a) applies to such transactions only
if they are secured by a consumer’s principal
dwelling. Also, home equity lines of credit
subject to § 226.5b are not covered by
§226.19(a). For guidance on the applicability
of the Board’s revisions to § 226.19(a)

published on July 30, 2008, see comment
1{d)(5)-1

* * * * *

5. Itemization of amount financed. In many
mortgage transactions, the itemization of the
amount financed required by § 226.18(c) will
contain items, such as origination fees or
points, that also must be disclosed as part of
the good faith estimates of settlement costs
required under RESPA. Creditors furnishing
the RESPA good faith estimates need not give
consumers any itemization of the amount
financed, either with the disclosures
provided within three days after application
or with the disclosures given at
consummation or settlement.

19(a)(1){ii) Imposition of fees.

1. Timing of fees. The consumer must
receive the disclosures required by this
section before paying or incurring any fee
imposed by a creditor or other person in
connection with the consumer’s application
for a mortgage transaction that is subject to
§226.19(a)(1)(i), except as provided in
§ 226.19(a)(1)(ii1). If the creditor delivers the
disclosures to the consumer in person, a fee
may be imposed anytime after delivery. If the
creditor places the disclosures in the mail,
the creditor may impose a fee after the
consumer receives the disclosures or, in all
cases, after midnight on the third business
day following mailing of the disclosures. For
purposes of § 226.19(a)(1)(ii), the term
“business day” means all calendar days
except Sundays and legal public holidays
referred to in § 226.2(a)(6). See Comment
2(a){6)-2. For example, assuming that there
are no intervening legal public holidays, a
creditor that receives the consumer’s written
application on Monday and mails the early
mortgage loan disclosure on Tuesday may
impose a fee on the consumer after midnight
on Friday.

2. Fees restricted. A creditor or other
person may not impose any fee, such as for
an appraisal, underwriting, or broker
services, until the consumer has received the
disclosures required by § 226.19(a)(1)(i). The
only exception to the fee restriction allows
the creditor or other person to impose a bona
fide and reasonable fee for obtaining a
consumer’s credit history, such as for a credit
report(s).

3. Collection of fees. A creditor complies
with § 226.19(a){1)(il) if—

i. The creditor receives a consumer’s
written application directly from the
consumer and does not collect any fee, other
than a fee for obtaining a consumer’s credit
history, until the consumer receives the early
mortgage loan disclosure.

ii. A third party submits a consumer’s
written application to a creditor and both the
creditor and third party do not collect any
fee, other than a fee for obtaining a
consumer’s credit history, until the consumer
receives the early mortgage loan disclosure
from the creditor.

iii. A third party submits a consumer’s
written application to a second creditor
following a prior creditor’s denial of an
application made by the same consumer (or
following the consumer’s withdrawal), and, if
a fee already has been assessed, the new
creditor or third party does not collect or
impose any additional fee until the consumer

receives an early mortgage loan disclosure
from the new creditor.

19(a)(1){iii) Exception to fee restriction.

1. Requirements. A creditor or other person
may impose a fee before the consumer
receives the required disclosures if it is for
obtaining the consumer’s credit history, such
as by purchasing a credit report(s) on the
consumer. The fee also must be bona fide
and reasonable in amount. For example, a
creditor may collect a fee for obtaining a
credit report(s} if it is in the creditor’s
ordinary course of business to obtain a credit
report(s). If the criteria in § 226.18(a)(1)(iii)
are met, the creditor may describe or refer to
this fee, for example, as an “application fee.”
* * * * &

m 18. In Supplement I to Part 226, under
Section 226.24—Advertising, paragraph
241 is revised; heading 24(d) Catalogs
or other multiple-page advertisements;
electronic advertisements and
paragraphs 24(d)-1 through 24(d)—4 are
redesignated as heading 24(e) Catalogs
or other multiple-page advertisements;
electronic advertisements and
paragraphs 24(e)-1 through 24(e}—4,
respectively; headings 24(c)
Advertisements of terms that require
additional disclosures, Paragraph
24(c)(1), and Paragraph 24(c)(2) and
paragraphs 24(c)~1, 24(c)(1)-1 through
24(c)(1)-4, and 24(c)(2)-1 through
24(c}(2)—4 are redesignated as headings
24(d) Advertisements of terms that
require additional disclosures,
Paragraph 24(d)(1), and Paragraph
24(d)(2) and paragraphs 24(d)-1,
24(d)(1)-1 through 24(d)(1)-4, and
24(d)(2)-1 through 24(d)(2)-4,
respectively; heading 24(b)
Advertisement of rate of finance charge
and paragraphs 24(b}-1 through 24(b)-
5 are redesignated as heading 24(c)
Advertisement of rate of finance charge
and paragraphs 24(c)-1 through 24(c)-5,
respectively; new heading 24(b) Clear
and conspicuous standard and new
paragraphs 24(b)-1 through 24(b)-5 are
added; newly designated paragraphs
24(c)-2 and 24(c)-3 are revised, newly
designated paragraph 24(c)-4 is
removed, and newly designated
paragraph 24(c)-5 is further
redesignated as 24(c)-4 and revised;
newly designated paragraphs 24({d}-1,
24(d}(1)-3, and 24{d)(2)-2 are revised,
newly designated paragraphs 24(d)(2)-3
and 24(d)(2)—4 are further redesignated
as 24(d)(2)-4 and 24(d)(2)-5,
respectively, new paragraph 24(d)(2)-3
is added, and newly designated
paragraph 24(d)(2}-5 is revised; newly
designated paragraph 24(e)~1, 24(e)-2,
and 24(e)—4 are revised; and new
headings 24(f) Disclosure of rates and
payments in advertisements for credit
secured by a dwelling, 24(f)(3)
Disclosure of payments, 24(g)
Alternative disclosures—television or
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radio advertisements, and 24(i)
Prohibited acts or practices in
advertisements for credit secured by a
dwelling and new paragraphs 24(f)~1
through 24(f)-6, 24()(3)-1, 24(H(3)-2,
24(g)-1, 24(g)-2, and 24(i)-1 through
24(i)-3 are added, to read as follows:

Section 226.24—Advertising

1. Effective date. For guidance on the
applicability of the Board’s changes to
§226.24 published on July 30, 2008, see
comment 1(d)(5)~1.

* * * * *

24(b) Clear and conspicuous standard.

1. Clear and conspicuous standard—
general. This section is subject to the general
“clear and conspicuous” standard for this
subpart, see § 226.17(a)(1), but prescribes no
specific rules for the format of the necessary
disclosures, other than the format
requirements related to the advertisement of
rates and payments as described in comment
24(b)~2 below. The credit terms need not be
printed in a certain type size nor need they
appear in any particular place in the
advertisement. For example, a merchandise
tag that is an advertisement under the
regulation complies with this section if the
necessary credit terms are on both sides of
the tag, so long as each side is accessible.

2. Clear and conspicuous standard—rates
and payments in advertisements for credit
secured by a dwelling. For purposes of
§226.24(f}, a clear and conspicuous
disclosure means that the required
information in §§ 226.24()(2)(i) and
226.24()(3)(i)(A) and (B) is disclosed with
equal prominence and in close proximity to
the advertised rates or payments triggering
the required disclosures, and that the
required information in § 226.24(f)(3)(i}(C) is
disclosed prominently and in close proximity
to the advertised rates or payments triggering
the required disclosures. If the required
information in §§ 226.24(f)(2)}(i) and
226.24(f)(3)(1)(A) and (B) is the same type
size as the advertised rates or payments
triggering the required disclosures, the
disclosures are deemed to be equally
prominent. The information in
§ 226.24(f)(3)(i)(C) must be disclosed
prominently, but need not be disclosed with
equal prominence or be the same type size
as the payments triggering the required
disclosures. If the required information in
§§ 226.24(H)(2)(1) and 226.24(f)(3)(i) is located
immediately next to or directly above or
below the advertised rates or payments
triggering the required disclosures, without
any intervening text or graphical displays,
the disclosures are deemed to be in close
proximity. Notwithstanding the above, for
electronic advertisements that disclose rates
or payments, compliance with the
requirements of § 226.24(e) is deemed to
satisfy the clear and conspicuous standard.

3. Clear and conspicuous standard—
Internet advertisements for credit secured by
a dwelling. For purposes of this section, a
clear and conspicuous disclosure for visual
text advertisements on the Internet for credit
secured by a dwelling means that the
required disclosures are not obscured by
techniques such as graphical displays,

shading, coloration, or other devices and
comply with all other requirements for clear
and conspicuous disclosures under § 226.24.
See also comment 24(e)~4.

4. Clear and conspicuous standard—
televised advertisements for credit secured by
a dwelling. For purposes of this section,
including alternative disclosures as provided
for by § 226.24(g}, a clear and conspicuous
disclosure in the context of visual text
advertisements on television for credit
secured by a dwelling means that the
required disclosures are not obscured by
techniques such as graphical displays,
shading, coloration, or other devices, are
displayed in a manner that allows a
consumer to read the information required to
be disclosed, and comply with all other
requirements for clear and conspicuous
disclosures under § 226.24. For example,
very fine print in a television advertisement
would not meet the clear and conspicuous
standard if consumers cannot see and read
the information required to be disclosed.

5. Clear and conspicuous standard—oral
advertisements for credit secured by a
dwelling. For purposes of this section,
including alternative disclosures as provided
for by § 226.24(g), a clear and conspicuous
disclosure in the context of an oral
advertisement for credit secured by a
dwelling, whether by radio, television, or
other medium, means that the required
disclosures are given at a speed and volume
sufficient for a consumer to hear and
comprehend them. For example, information
stated very rapidly at a low volume in a radio
or television advertisement would not meet
the clear and conspicuous standard if
consumers cannot hear and comprehend the
information required to be disclosed.

24(c) Advertisement of rate of finance
charge.

* * * * *

2. Simple or periodic rates. The
advertisement may not simultaneously stafe
any other rate, except that a simple annual
rate or periodic rate applicable to an unpaid
balance may appear along with (but not more
conspicuously than) the annual percentage
rate. An advertisement for credit secured by
a dwelling may not state a periodic rate,
other than a simple annual rate, that is
applied to an unpaid balance. For example,
in an advertisement for credit secured by a
dwelling, a simple annual interest rate may
be shown in the same type size as the annual
percentage rate for the advertised credit,
subject to the requirements of section
226.24(f). A simple annual rate or periodic
rate that is applied to an unpaid balance is
the rate at which interest is accruing; those
terms do not include a rate lower than the
rate at which interest is accruing, such as an
effective rate, payment rate, or qualifying
rate.

3. Buydowns. When a third party (such as
a seller) or a creditor wishes to promote the
availability of reduced interest rates
(consumer or seller buydowns), the
advertised annual percentage rate must be
determined in accordance with the
commentary to § 226.17(c) regarding the basis
of transactional disclosures for buydowns.
The seller or creditor may advertise the
reduced simple interest rate, provided the

advertisement shows the limited term to
which the reduced rate applies and states the
simple interest rate applicable to the balance
of the term. The advertisement may also
show the effect of the buydown agreement on
the payment schedule for the buydown
period, but this will trigger the additional
disclosures under § 226.24(d)(2).

4. Discounted variable-rate transactions.
The advertised annual percentage rate for
discounted variable-rate transactions must be
determined in accordance with comment
17(c)(1)-10 regarding the basis of
transactional disclosures for such financing.

i. A creditor or seller may promote the
availability of the initial rate reduction in
such transactions by advertising the reduced
simple annual rate, provided the
advertisement shows with equal prominence
and in close proximity the limited term to
which the reduced rate applies and the
annual percentage rate that will apply after
the term of the initial rate reduction expires.
See §226.24(1).

ii. Limits or caps on periodic rate or
payment adjustments need not be stated. To
illustrate using the second example in
comment 17(c){1)~10, the fact that the rate is
presumed to be 11 percent in the second year
and 12 percent for the remaining 28 years
need not be included in the advertisement.

iii. The advertisement may also show the
effect of the discount on the payment
schedule for the discount period, but this
will trigger the additional disclosures under
§226.24(d).

24(d) Advertisement of terms that require
additional disclosures.

1. General rule. Under § 226.24(d)(1),
whenever certain triggering terms appear in
credit advertisements, the additional credit
terms enumerated in § 226.24(d}(2) must also
appear. These provisions apply even if the
triggering term is not stated explicitly but
may be readily determined from the
advertisement. For example, an
advertisement may state “80 percent
financing available,” which is in fact
indicating that a 20 percent downpayment is

required.
Paragraph 24(dj(1).
* * * * *

3. Payment amount. The dollar amount of
any payment includes statements such as:

* “Payable in installments of $103"".

e “$25 weekly”.

* “$500,000 loan for just $1,650 per
month”.

e “$1,200 balance payable in 10 equal
installments”.

In the last example, the amount of each
payment is readily determinable, even
though not explicitly stated. But statements
such as “monthly payments to suit your
needs” or “regular monthly payments” are
not deemed to be statements of the amount
of any payment.

* * * * *
Paragraph 24(d)(2).
* %* * * *

2. Disclosure of repayment terms. The
phrase “terms of repayment’”” generally has
the same meaning as the “payment schedule”
required to be disclosed under § 226.18(g).
Section 226.24(d)(2)(ii) provides flexibility to
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creditors in making this disclosure for
advertising purposes. Repayment terms may
be expressed in a variety of ways in addition
to an exact repayment schedule; this is
particularly true for advertisements that do
not contemplate a single specific transaction.
Repayment terms, however, must reflect the
consumer’s repayment obligations over the
full term of the loan, including any balloon
payment, see comment 24(d)(2)-3, not just
the repayment terms that will apply for a
limited period of time. For example:

i. A creditor may use a unit-cost approach
in making the required disclosure, such as
48 monthly payments of $27.83 per $1,000
borrowed.”

ii. In an advertisement for credit secured
by a dwelling, when any series of payments
varies because of the inclusion of mortgage
insurance premiums, a creditor may state the
number and timing of payments, the fact that
payments do not include amounts for
mortgage insurance premiums, and that the
actual payment obligation will be higher.

iii. In an advertisement for credit secured
by a dwelling, when one series of monthly
payments will apply for a limited period of
time followed by a series of higher monthly
payments for the remaining term of the loan,
the advertisement must state the number and
time period of each series of payments, and
the amounts of each of those payments. For
this purpose, the creditor must assume that
the consumer makes the lower series of
payments for the maximum allowable period
of time.

3. Balloon payment; disclosure of
repayment terms. In some transactions, a
balloon payment will occur when the
consumer only makes the minimum
payments specified in an advertisement. A
balloon payment results if paying the
minimum payments does not fully amortize
the outstanding balance by a specified date
or time, usually the end of the term of the
loan, and the consumer must repay the entire
outstanding balance at such time. If a balloon
payment will occur when the consumer only
makes the minimum payments specified in
an advertisement, the advertisement must
state with equal prominence and in close
proximity to the minimum payment
statement the amount and timing of the
balloon payment that will result if the
consumer makes only the minimum
payments for the maximum period of time
that the consumer is permitted to make such
payments.

4. Annual percentage rate. * * *

5. Use of examples. A creditor may use
illustrative credit transactions to make the
necessary .disclosures under § 226.24(d)(2).
That is, where a range of possible
combinations of credit terms is offered, the
advertisement may use examples of typical
transactions, so long as each example
contains all of the applicable terms required
by § 226.24(d). The examples must be labeled
as such and must reflect representative credit
terms made available by the creditor to
present and prospective customers.

24(e) Catalogs or other multiple-page
advertisements; electronic advertisements.

1. Definition. The multiple-page
advertisements to which this section refers
are advertisements consisting of a series of

sequentially numbered pages—for example, a
supplement to a newspaper. A mailing
consisting of several separate flyers or pieces
of promotional material in a single envelope
does not constitute a single multiple-page
advertisement for purposes of § 226.24(e).

2. General. Section 226.24(e) permits
creditors to put credit information together in
one place in a catalog or other multiple-page
advertisement or in an electronic
advertisement (such as an advertisement
appearing on an Internet Web site). The rule
applies only if the advertisement contains
one or more of the triggering terms from
§226.24(d)(1). A list of different annual
percentage rates applicable to different
balances, for example, does not trigger
further disclosures under § 226.24(d)(2) and
s0 is not covered by § 226.24(e).

* ) * ) *

4. Electronic advertisement. If an electronic
advertisement (such as an advertisement
appearing on an Internet Web site) contains
the table or schedule permitted under
§226.24(e)(1), any statement of terms set
forth in § 226.24(d)(1) appearing anywhere
else in the advertisement must clearly direct
the consumer to the location where the table
or schedule begins. For example, a term
triggering additional disclosures may be
accompanied by a link that directly takes the
consumer to the additional information.

24(f) Disclosure of rates and payments in
advertisements for credit secured by a
dwelling.

1. Applicability. The requirements of
§226.24(f)(2) apply to advertisements for
loans where more than one simple annual
rate of interest will apply. The requirements
of § 226.24(f)(3)(1)(A) require a clear and
conspicuous disclosure of each payment that
will apply over the term of the loan. In
determining whether a payment will apply
when the consumer may choose to make a
series of lower monthly payments that will
apply for a limited period of time, the
creditor must assume that the consumer
makes the series of lower payments for the
maximum allowable period of time. See
comment 24(d)(2)~2.iii, However, for
purposes of § 226.24(f), the creditor may, but
need not, assume that specific events which
trigger changes to the simple annual rate of
interest or to the applicable payments will
occur. For example:

i. Fixed-rate conversion loans. If a loan
program permits consumers to convert their
variable-rate loans to fixed rate loans, the
creditor need not assume that the fixed-rate
conversion option, by itself, means that more
than one simple annual rate of interest will
apply to the loan under § 226.24(f)(2) and
need not disclose as a separate payment
under §226.24(f)(3)(i)(A) the payment that
would apply if the consumer exercised the
fixed-rate conversion option.

ii. Preferred-rate loans. Some loans contain
a preferred-rate provision, where the rate will
increase upon the occurrence of some event,
such as the consumer-employee leaving the
creditor’s employ or the consumer closing an
existing deposit account with the creditor or
the consumer revoking an election to make
automated payments. A creditor need not
assume that the preferred-rate provision, by
itself, means that more than one simple

annual rate of interest will apply to the loan
under § 226.24(f)(2) and the payments that
would apply upon occurrence of the event
that triggers the rate increase need not be
disclosed as a separate payments under

§ 226.24(H)(3)(I)(A).

iii. Rate reductions. Some loans contain a
provision where the rate will decrease upon
the occurrence of some event, such as if the
consumer makes a series of payments on
time. A creditor need not assume that the rate
reduction provision, by itself, means that
more than one simple annual rate of interest
will apply to the loan under § 226.24(f)(2)
and need not disclose the payments that
would apply upon occurrence of the event
that triggers the rate reduction as a separate
payments under § 226.24(f)(3)(i)(A).

2. Equal prominence, close proximity.
Information required to be disclosed under
§§ 226.24(f)(2)(1) and 226.24(£)(3)(i) that is
immediately next to or directly above or
below the simple annual rate or payment
amount (but not in a footnote) is deemed to
be closely proximate to the listing.
Information required to be disclosed under
§§ 226.24(£)(2)(1) and 226.24(H(3)(1)(A) and
(B} that is in the same type size as the simple
annual rate or payment amount is deemed to
be equally prominent.

3. Clear and conspicuous standard. For
more information about the applicable clear
and conspicuous standard, see comment
24(b)-2.

4. Comparisons in advertisements. When
making any comparison in an advertisement
between actual or hypothetical credit
payments or rates and the payments or rates
available under the advertised product, the
advertisement must state all applicable
payments or rates for the advertised product
and the time periods for which those
payments or rates will apply, as required by
this section.

5. Application to variable-rate
transactions—disclosure of rates. In
advertisements for variable-rate transactions,
if a simple annual rate that applies at
consummation is not based on the index and
margin that will be used to make subsequent
rate adjustments over the term of the loan,
the requirements of § 226.24((2)(i) apply.

6. Reasonably current index and margin.
For the purposes of this section, an index and
margin is considered reasonably current if;

i, For direct mail advertisements, it was in
effect within 60 days before mailing;

ii. For advertisements in electronic form it
was in effect within 30 days before the
advertisement is sent to a consumer's e-mail
address, or in the case of an advertisement
made on an Internet Web site, when viewed
by the public; or

iii. For printed advertisements made
available to the general public, including
ones contained in a catalog, magazine, or
other generally available publication, it was
in effect within 30 days before printing.

24(f)(3) Disclosure of payments.

1. Amounts and time periods of payments.
Section 226.24(f)(3)(i) requires disclosure of
the amounts and time periods of all
payments that will apply over the term of the
loan. This section may require disclosure of
several payment amounts, including any
balloon payment. For example, if an
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advertisement for credit secured by a
dwelling offers $300,000 of credit with a 30-
year loan term for a payment of $600 per
month for the first six months, increasing to
$1,500 per month after month six, followed
by a balloon payment of $30,000 at the end
of the loan term, the advertisement must
disclose the amount and time periods of each
of the two monthly payment streams, as well
as the amount and timing of the balloon
payment, with equal prominence and in
close proximity to each other. However, if the
final scheduled payment of a fully amortizing
loan is not greater than two times the amount
of any other regularly scheduled payment,
the final payment need not be disclosed.

2. Application to variable-rate
transactions—disclosure of payments. In
advertisements for variable-rate transactions,
if the payment that applies at consummation
is not based on the index and margin that
will be used to make subsequent payment
adjustments over the term of the loan, the
requirements of § 226.24(£)(3)(i) apply.

24(g) Alternative disclosures—television or
radio advertisements.

1. Multi-purpose telephone number. When
an advertised telephone number provides a
recording, disclosures should be provided
early in the sequence to ensure that the
consumer receives the required disclosures.
For example, in providing several options—
such as providing directions to the
advertiser’s place of business—the option
allowing the consumer to request disclosures
should be provided early in the telephone
message to ensure that the option to request
disclosures is not obscured by other
information.

2. Statement accompanying telephone
number. Language must accompany a
telephone number indicating that disclosures
are available by calling the telephone
number, such as “call 1-800-000-0000 for
details about credit costs and terms.”

24(i} Prohibited acts or practices in
advertisements for credit secured by a
dwelling.

1. Comparisons in advertisements. The
requirements of § 226.24(i)(2) apply to all
advertisements for credit secured by a
dwelling, including radio and television
advertisements. A comparison includes a
claim about the amount a consumer may save
under the advertised product. For example,

a statement such as “save $300 per month on
a $300,000 loan” constitutes an implied
comparison between the advertised product’s
payment and a consumer’s current payment.

2. Misrepresentations about government
endorsement. A statement that the federal
Community Reinvestment Act entitles the
consumer to refinance his or her mortgage at
the low rate offered in the advertisement is
prohibited because it conveys a misleading
impression that the advertised product is
endorsed or sponsored by the federal
government.

3. Misleading claims of debt elimination.
The prohibition against misleading claims of
debt elimination or waiver or forgiveness
does not apply to legitimate statements that
the advertised product may reduce debt
payments, consolidate debts, or shorten the
term of the debt. Examples of misleading
claims of debt elimination or waiver or

forgiveness of loan terms with, or obligations
to, another creditor of debt include: “Wipe-
Out Personal Debts!”, “New DEBT-FREE
Payment”, “Set yourself free; get out of debt
today”, “Refinance today and wipe your debt
clean!”, “Get yourself out of debt * * *
Forever!”, and “Pre-payment Penalty
Waiver.”

Subpart E—Special Rules for Certain
Home Mortgage Transactions

m 19. In Supplement [ to Part 226, under
Section 226.32-Requirements for
Certain Closed-End Home Mortgages,
32(a) Coverage, new heading Paragraph
32{a)(2) and new paragraph 32(a)(2)-1
are added, under 32(d) Limitations, new
paragraphs 32(d)-1 and 32(d)~2 are
added, and under 32(d)(7) Prepayment
penalty exception, Paragraph
32(d)(7)(iii), paragraphs 32(d){7){ii)-1
and 32(d)(7)(iii)-2 are removed and new
paragraphs 32(d)(7)(iii)}-1 through
32(d)(7)(iii)~3 are added, and new
heading Paragraph 32(d)(7)(iv) and new
paragraphs 32(d)(7}{(iv)-1 and
32(d)(7)(iv)-2 are added, to read as
follows:

Section 226.32—Requirements for Certain
Closed-End Home Mortgages 32(a) Coverage.

* * * * *

Paragraph 32(aj(2).

1. Exemption limited. Section 226.32(a)(2)
lists certain transactions exempt from the
provisions of § 226.32. Nevertheless, those
transactions may be subject to the provisions
of § 226.35, including any provisions of
§226.32 to which § 226.35 refers. See 12 CFR

226.35(a).
* * * * *
32(d) Limitations.

1. Additional prohibitions applicable
under other sections. Section 226.34 sets
forth certain prohibitions in connection with
mortgage credit subject to § 226.32, in
addition to the limitations in § 226.32(d).
Further, § 226.35(b) prohibits certain
practices in connection with transactions that
meet the coverage test in § 226.35(a). Because
the coverage test in § 226.35(a) is generally
broader than the coverage test in § 226.32(a),
most § 226.32 mortgage loans are also subject
to the prohibitions set forth in § 226.35(b)
{(such as escrows), in addition to the
limitations in § 226.32(d).

2. Effective date. For guidance on the
application of the Board’s revisions
published on July 30, 2008 to § 226.32, see
comment 1(d)}{(5)-1.

* * & * *

32(d)(7) Prepayment penalty exception.

Paragraph 32(d)(7)(iii).

1. Calculating debt-to-income ratio. “'Debt”
does not include amounts paid by the
borrower in cash at closing or amounts from
the loan proceeds that directly repay an
existing debt. Creditors may consider
combined debt-to-income ratios for
transactions involving joint applicants. For
more information about obligations and
inflows that may constitute “debt” or
“income” for purposes of § 226.32(d}(7}(iii),

see comment 34{a){4)-6 and comment
34(a){4){i)(C)-1.

2. Verification. Creditors shall verify
income in the manner described in
§ 226.34(a)(4)(ii) and the related comments.
Creditors may verify debt with a credit
report. However, a credit report may not
reflect certain obligations undertaken just
before or at consummation of the transaction
and secured by the same dwelling that
secures the transaction. Section 226.34(a}{4)
may require creditors to consider such
obligations; see comment 34(a}(4)-3 and
comment 34(a)(4)(ii))(C)~1.

3. Interaction with Regulation B. Section
226.32(d)(7)(iii) does not require or permit
the creditor to make inquiries or verifications
that would be prohibited by Regulation B, 12
CFR part 202.

Paragraph 32(d)(7)(iv).

1. Payment change. Section 226.32(d)(7)
sets forth the conditions under which a
mortgage transaction subject to this section
may have a prepayment penalty. Section
226.32(d){7)(iv) lists as a condition that the
amount of the periodic payment of principal
or interest or both may not change during the
four-year period following consummation.
The following examples show whether
prepayment penalties are permitted or
prohibited under § 226.32(d){7}{iv} in
particular circumstances.

i. Initial payments for a variable-rate
transaction consuminated on January 1, 2010
are $1,000 per month. Under the loan
agreement, the first possible date that a
payment in a different amount may be due
is January 1, 2014. A prepayment penalty is
permitted with this mortgage transaction
provided that the other § 226.32(d)(7)
conditions are met, that is: provided that the
prepayment penalty is permitted by other
applicable law, the penalty expires on or
before Dec. 31, 2011, the penalty will not
apply if the source of the prepayment funds
is a refinancing by the creditor or its affiliate,
and at consummation the consumer’s total
monthly debts do not exceed 50 percent of
the consumer’s monthly gross income, as
verified.

ii. Initial payments for a variable-rate
transaction consummated on January 1, 2010
are $1,000 per month. Under the loan
agreement, the first possible date that a
payment in a different amount may be due
is December 31, 2013. A prepayment penalty
is prohibited with this mortgage transaction
because the payment may change within the
four-year period following consummation.

iii. Initial payments for a graduated-
payment transaction consummated on
January 1, 2010 are $1,000 per month. Under
the loan agreement, the first possible date
that a payment in a different amount may be
due is January 1, 2014. A prepayment penalty
is permitted with this mortgage transaction
provided that the other § 226.32(d)(7)
conditions are met, that is: provided that the
prepayment penalty is permitted by other
applicable law, the penalty expires on or
before December 31, 2011, the penalty will
not apply if the source of the prepayment
funds is a refinancing by the creditor or its
affiliate, and at consummation the
consumer’s total monthly debts do not
exceed 50 percent of the consumer’s monthly
gross income, as verified.
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iv. Initial payments for a step-rate
transaction consuminated on January 1, 2010
are $1,000 per month. Under the loan
agreement, the first possible date that a
payment in a different amount may be due
is December 31, 2013. A prepayment penalty
is prohibited with this mortgage transaction
because the payment may change within the
four-year period following consummation.

2. Payment changes excluded. Payment
changes due to the following circumstances
are not considered payment changes for
purposes of this section:

i. A change in the amount of a periodic
payment that is allocated to principal or
interest that does not change the total amount
of the periodic payment.

ii. The borrower’s actual unanticipated late
payment, delinquency, or default; and

iii. The borrower’s voluntary payment of
additional amounts (for example when a
consumer chooses to make a payment of
interest and principal on a loan that only
requires the consumer to pay interest).

* * * * *

® 20. In Supplement I to Part 226, under
Section 226.34—Prohibited Acts or
Practices in Connection with Credit
Secured by a Consumer’s Dwelling;
Open-end Credit, the heading is revised,
and under 34(a) Prohibited acts or
practices for loans subject to § 226.32,
34(a)(4) Repayment ability, paragraphs
34(a)(4)-1 through 34(a)(4)—4 are
removed, and new paragraphs 34(a)(4)—
1 through 34(a){4)-7, new heading
34(a)(4)(i) Mortgage-related obligations
and new paragraph 34(a)(4)(i)}-1, new
heading 34(a)(4)(ii} Verification of
repayment ability and new paragraphs
34(a)(4)(ii)~1 through 34(a)(4)(ii)-3, new
heading Paragraph 34(aj(4)(ii)(A) and
new paragraphs 34(a)(4)(ii)(A)~1
through 34(a)(4)(ii)(A)-5, new heading
Paragraph 34(a)(4)(ii)(B) and new
paragraphs 34(a)(4)(ii}{(B}~1 and
34(a)(4)(ii)(B)-2, new heading
Paragraph 34(a)(4)(ii)(C) and new
paragraph 34(a)(4)(ii)(C)~1, new heading
34(a)(4)(1ii}) Presumption of compliance
and new paragraph 34(a)(4)(iii)}~1, new
heading Paragraph 34(a)(4)(iii)(B} and
new paragraph 34(a)(4)(iii)(B)~1, new
heading Paragraph 34(a)(4)(iii)(C} and
new paragraph 34(a)(4)(iii)(C)~1, and
new heading 34(a)(4)(iv) Exclusions
from the presumption of compliance
and new paragraphs 34(a){4)(iv)-1 and
34(a)(4)(iv)-2, are added to read as
follows:

Section 226.34—Prohibited Acts or Practices
in Connection with Credit Subject to § 226.32

34(a] Prohibited acts or practices for loans
subject to § 226.32.

* * * * *

34(a)(4) Repayment ability.

1. Application of repayment ability rule.
The § 226.34(a)(4) prohibition against making
loans without regard to consumers’
repayment ability applies to mortgage loans
described in § 226.32(a). In addition, the

§226.34(a)(4) prohibition applies to higher-
priced mortgage loans described in
§226.35(a). See 12 CFR 226.35(b)(1). For
guidance on the application of the Board’s
revisions to § 226.34(a)(4) published on July
30, 2008, see comment 1(d)}{(5)-1.

2. General prohibition. Section 226.34(a)(4)
prohibits a creditor from extending credit
subject to § 226.32 to a consumer based on
the value of the consumer’s collateral
without regard to the consumer’s repayment
ability as of consummation, including the
consumer’s current and reasonably expected
income, employment, assets other than the
collateral, current obligations, and property
tax and insurance obligations. A creditor may
base its determination of repayment ability
on current or reasonably expected income
from employment or other sources, on assets
other than the collateral, or both,

3. Other dwelling-secured obligations. For
purposes of § 226.34(a)(4), current obligations
include another credit obligation of which
the creditor has knowledge undertaken prior
to or at consummation of the transaction and
secured by the same dwelling that secures
the transaction subject to § 226.32 or
§226.35. For example, where a transaction
subject to § 226.35 is a first-lien transaction
for the purchase of a home, a creditor must
consider a “piggyback” second-lien
transaction of which it has knowledge that is
used to finance part of the down payment on
the house.

4. Discounted introductory rates and non-
amortizing or negatively-amortizing
payments. A credit agreement may determine
a consumer’s initial payments using a
temporarily discounted interest rate or
permit the consumer to make initial
payments that are non-amortizing or
negatively amortizing. (Negative amortization
is permissible for loans covered by
§226.35(a), but not § 226.32). In such cases
the creditor may determine repayment ability
using the assumptions provided in
§ 226.34{a}(4)}(iv).

5. Repayment ability as of consummation.
Section 226.34(a)(4) prohibits a creditor from
disregarding repayment ability based on the
facts and circumstances known to the
creditor as of consummation. In general, a
creditor does not violate this provision if a
consumer defaults because of a significant
reduction in income (for example, a job loss)
or a significant obligation (for example, an
obligation arising from a major medical
expense) that occurs after consummation.
However, if a creditor has knowledge as of
consummation of reductions in income, for
example, if a consumer’s written application
states that the consumer plans to retire
within twelve months without obtaining new
employment, or states that the consumer will
transition from full-time to part-time
employment, the creditor must consider that
information.

6. Income, assets, and employment. Any
current or reasonably expected assets or
income may be considered by the creditor,
except the collateral itself. For example, a
creditor may use information about current
or expected salary, wages, bonus pay, tips,
and commissions. Employment may be full-
time, part-time, seasonal, irregular, military,
or self-employment. Other sources of income

could include interest or dividends;
retirement benefits; public assistance; and
alimony, child support, or separate
maintenance payments. A creditor may also
take into account assets such as savings
accounts or investments that the consumer
can or will be able to use.

7. Interaction with Regulation B. Section
226.34(a)(4) does not require or permit the
creditor to make inquiries or verifications
that would be prohibited by Regulation B, 12
CFR part 202.

34(a)(4)(i) Mortgage-related obligations.

1. Mortgage-related obligations. A creditor
must include in its repayment ability
analysis the expected property taxes and
premiums for mortgage-related insurance
required by the creditor as set forth in
§ 226.35(b)(3)(i}, as well as similar mortgage-
related expenses. Similar mortgage-related
expenses include homeowners’ association
dues and condominium or cooperative fees.

34(a)(4)(ii) Verification of repayment
ability.

1. Income and assets relied on. A creditor
must verify the income and assets the
creditor relies on to evaluate the consumer’s
repayment ability. For example, ifa
consumer earns a salary and also states that
he or she is paid an annual bonus, but the
creditor only relies on the applicant’s salary
to evaluate repayment ability, the creditor
need only verify the salary.

2. Income and assets—co-applicant. If two
persons jointly apply for credit and both list
income or assets on the application, the
creditor must verify repayment ability with
respect to both applicants unless the creditor
relies only on the income or assets of one of
the applicants in determining repayment
ability.

3. Expected income. If a creditor relies on
expected income, the expectation must be
reasonable and it must be verified with third-
party documents that provide reasonably
reliable evidence of the consumer’s expected
income. For example, if the creditor relies on
an expectation that a consumer will receive
an annual bonus, the creditor may verify the
basis for that expectation with documents
that show the consumer’s past annual
bonuses and the expected bonus must bear a
reasonable relationship to past bonuses.
Similarly, if the creditor relies on a
consumer’s expected salary following the
consumer’s receipt of an educational degree,
the creditor may verify that expectation with
a written statement from an employer
indicating that the consumer will be
employed upon graduation at a specified
salary.

Paragraph 34(a){(4)(ii)(A).

1. Internal Revenue Service (IRS) Form W-
2. A creditor may verify a consumer’s income
using a consumer’s IRS Form W-2 (or any
subsequent revisions or similar IRS Forms
used for reporting wages and tax
withholding). The creditor may also use an
electronic retrieval service for obtaining the
consumer’s W~2 information.

2. Tax returns. A creditor may verify a
consumer’s income or assets using the
consumer’s tax return. A creditor may also
use IRS Form 4506 “Request for Copy of Tax
Return,” Form 4506-T “Request for
Transcript of Tax Return,” or Form 8821
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“Tax Information Authorization” (or any
subsequent revisions or similar IRS Forms
appropriate for obtaining tax return
information directly from the IRS) to verify
the consumer’s income or assets. The creditor
may also use an electronic retrieval service
for obtaining tax return information.

3. Other third-party documents that
provide reasonably reliable evidence of
consumer’s income or assets. Creditors may
verify income and assets using documents
produced by third parties. Creditors may not
rely on information provided orally by third
parties, but may rely on correspondence from
the third party, such as by letter or e-mail.
The creditor may rely on any third-party
document that provides reasonably reliable
evidence of the consumer’s income or assets.
For example, creditors may verify the
consumer’s income using receipts from a
check-cashing or remittance service, or by
obtaining a written statement from the
consumer’s employer that states the
consumer’s income.

4. Information specific to the consumer.
Creditors must verify a consumer’s income or
assets using information that is specific to the
individual consumer. Creditors may use
third-party databases that contain individual-
specific data about a consumer’s income or
assets, such as a third-party database service
used by the consumer’s employer for the
purpose of centralizing income verification
requests, so long as the information is
reasonably current and accurate. Information
about average incomes for the consumer’s
occupation in the consumer’s geographic
location or information about average
incomes paid by the consumer’s employer,
however, would not be specific to the
individual consumer.

5. Duplicative collection of documentation.
A creditor that has made aloan to a
consumer and is refinancing or extending
new credit to the same consumer need not
collect from the consumer a document the
creditor previously obtained if the creditor
has no information that would reasonably
lead the creditor to believe that document
has changed since it was initially collected.
For example, if the creditor has obtained the
consumer’s 2006 tax return to make a home
purchase loan in May 2007, the creditor may
rely on the 2006 tax return if the creditor
makes a home equity loan to the same
consumer in August 2007. Similarly, if the
creditor has obtained the consumer’s bank
statement for May 2007 in making the first
loan, the creditor may rely on that bank
statement for that month in making the
subsequent loan in August 2007.

Paragraph 34(a)(4)(ii)(B).

1. No violation if income or assets relied
on not materially greater than verifiable
amounts. A creditor that does not verify
income or assets used to determine
repayment ability with reasonably reliable
third-party documents does not violate
§ 226.34(a)(4)(ii) if the creditor demonstrates
that the income or assets it relied upon were
not materially greater than the amounts that
the creditor would have been able to verify
pursuant to § 226.34(a)(4)(ii). For example, if
a creditor deterinines a consumer’s
repayment ability by relying on the
consumer’s annual income of $40,000 but

fails to obtain documentation of that amount
before extending the credit, the creditor will
not have violated this section if the creditor
later obtains evidence that would satisfy
§226.34(a)(4)(i1)(A), such as tax return
information, showing that the creditor could
have documented, at the time the loan was
consummated, that the consumer had an
annual income not materially less than
$40,000.

2. Materially greater than. Amounts of
income or assets relied on are not materially
greater than amounts that could have been
verified at consummation if relying on the
verifiable amounts would not have altered a
reasonable creditor’s decision to extend
credit or the terms of the credit.

Paragraph 34(aj(4)(ii)(C).

1. In general. A credit report may be used
to verify current obligations. A credit report,
however, might not reflect an obligation that
a consumer has listed on an application. The
creditor is responsible for considering such
an obligation, but the creditor is not required
to independently verify the obligation.
Similarly, a creditor is responsible for
considering certain obligations undertaken
just before or at consummation of the
transaction and secured by the same dwelling
that secures the transaction (for example, a
“piggy back” loan), of which the creditor
knows, even if not reflected on a credit
report. See comment 34(a)(4)-3.

34(a)(4)(iii) Presumption of compliance.

1. In general. A creditor is presumed to
have complied with § 226.34(a}(4) if the
creditor follows the three underwriting
procedures specified in paragraph
34(a)(4)(iii) for verifying repayment ability,
determining the payment obligation, and
measuring the relationship of obligations to
income. The procedures for verifying
repayment ability are required under
paragraph 34(a)(4)(ii); the other procedures
are not required but, if followed along with
the required procedures, create a
presumption that the creditor has complied
with §226.34(a)(4). The consumer may rebut
the presumption with evidence that the
creditor nonetheless disregarded repayment
ability despite following these procedures.
For example, evidence of a very high debt-
to-income ratio and a very limited residual
income could be sufficient to rebut the
presumption, depending on all of the facts
and circumstances. If a creditor fails to
follow one of the non-required procedures set
forth in paragraph 34(a)(4)(iii), then the
creditor’s compliance is determined based on
all of the facts and circumstances without
there being a presumption of either
compliance or violation.

Paragraph 34{a)(4)(iii)(B).

1. Determination of payment schedule. To
retain a presumption of compliance under
§ 226.34(a)(4)(iii), a creditor must determine
the consumer’s ability to pay the principal
and interest obligation based on the
maximum scheduled payment in the first
seven years following consummation. In
general, a creditor should determine a
payment schedule for purposes of
§226.34(a)(4)(iii)(B) based on the guidance in
the staff commentary to § 226.17(c)(1).
Examples of how to determine the maximum
scheduled payment in the first seven years

are provided as follows (all payment amounts
are rounded):

i. Balloon-payment loan;, fixed interest
rate. A loan in an amount of $100,000 with
a fixed interest rate of 8.0 percent (no points)
has a 7-year term but is amortized over 30
years. The monthly payment scheduled for 7
years is $733 with a balloon payment of
remaining principal due at the end of 7 years.
The creditor will retain the presumption of
compliance if it assesses repayment ability
based on the payment of $733.

ii. Fixed-rate loan with interest-only
payment for five years. A loan in an amount
of $100,000 with a fixed interest rate of 8.0
percent (no points) has a 30-year term. The
monthly payment of $667 scheduled for the
first 5 years would cover only the interest
due. After the fifth year, the scheduled
payment would increase to $772, an amount
that fully amortizes the principal balance
over the remaining 25 years. The creditor
will retain the presumption of compliance if
it assesses repayment ability based on the
payment of $772.

iii. Fixed-rate loan with interest-only
payment for seven years. A loan in an
amount of $100,000 with a fixed interest rate
of 8.0 percent (no points) has a 30-year term.
The monthly payment of $667 scheduled for
the first 7 years would cover only the interest
due. After the seventh year, the scheduled
payment would increase to $793, an amount
that fully amortizes the principal balance
over the remaining 23 years. The creditor
will retain the presumption of compliance if
it assesses repayment ability based on the
interest-only payment of $667.

iv. Variable-rate loan with discount for five
years. A loan in an amount of $100,000 has
a 30-year term. The loan agreement provides
for a fixed interest rate of 7.0 percent for an
initial period of 5 years. Accordingly, the
payment scheduled for the first 5 years is -
$665. The agreement provides that, after 5
years, the interest rate will adjust each year
based on a specified index and margin. As of
consummation, the sum of the index value
and margin (the fully-indexed rate) is 8.0
percent. Accordingly, the payment scheduled
for the remaining 25 years is $727. The
creditor will retain the presumption of
compliance if it assesses repayment ability
based on the payment of $727.

v. Variable-rate loan with discount for
seven years. A loan in an amount of $100,000
has a 30-year term. The loan agreement
provides for a fixed interest rate of 7.125
percent for an initial period of 7 years.
Accordingly, the payment scheduled for the
first 7 years is $674. After 7 years, the
agreement provides that the interest rate will
adjust each year based on a specified index
and margin. As of consumination, the sum of
the index value and margin (the fully-
indexed rate) is 8.0 percent. Accordingly, the
payment scheduled for the remaining years is
$725. The creditor will retain the
presumption of compliance if it assesses
repayment ability based on the payment of
$674.

vi. Step-rate loan. A loan in an amount of
$100,000 has a 30-year term. The agreement
provides that the interest rate will be 5
percent for two years, 6 percent for three
years, and 7 percent thereafter. Accordingly,
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the payment amounts are $537 for two years,
$597 for three years, and $654 thereafter. To
retain the presumption of compliance, the
creditor must assess repayment ability based
on the payment of $654.

Paragraph 34(a)(4)(iii)(C).

1. “Income” and ‘““debt”. To determine
whether to classify particular inflows or
obligations as “income” or “debt,” creditors
may look to widely accepted governmental
and non-governmental underwriting
standards, including, for example, those set
forth in the Federal Housing
Administration’s handbook on Mortgage
Credit Analysis for Mortgage Insurance on
One- to Four-Unit Mortgage Loans.

34(aj(4)(iv}) Exclusions from the
presumption of compliance.

1. In general. The exclusions from the
presumption of compliance should be
interpreted consistent with staff comments
32(d)(1)(1)-1 and 32(d)(2)-1.

2. Renewable balloon loan. If a creditor is
unconditionally obligated to renew a balloon-
payment loan at the consumer’s option (or is
obligated to renew subject to conditions
within the consumer’s control), the full term
resulting from such renewal is the relevant
term for purposes of the exclusion of certain
balloon-payment loans. See comment
17(c)(1)-11 for a discussion of conditions
within a consumer’s control in connection
with renewable balloon-payment loans.

* * * * *

m 21. In Supplement I to Part 226, a new
Section 226.35—Prohibited Acts or
Practices in Connection with Higher-
priced Mortgage Loans is added to read
as follows:

Section 226.35—Prohibited Acts or Practices
in Connection With Higher-priced Morigage
Loans

35(a) Higher-priced mortgage loans.

Paragraph 35(a)(2).

1. Average prime offer rate. Average prime
offer rates are annual percentage rates
derived from average interest rates, points,
and other loan pricing terms currently
offered to consumers by a representative
sample of creditors for mortgage transactions
that have low-risk pricing characteristics.
Other pricing terms include commonly used
indices, margins, and initial fixed-rate
periods for variable-rate transactions.
Relevant pricing characteristics include a
consumer’s credit history and transaction
characteristics such as the loan-to-value ratio,
owner-occupant status, and purpose of the
transaction. To obtain average prime offer
rates, the Board uses a survey of creditors
that both meets the criteria of § 226.35(a)(2)
and provides pricing terms for at least two
types of variable-rate transactions and at least
two types of non-variable-rate transactions.
An example of such a survey is the Freddie
Mac Primary Mortgage Market Survey®.

2. Comparable transaction. A higher-
priced mortgage loan is a consumer credit
transaction secured by the consumer’s
principal dwelling with an annual percentage
rate that exceeds the average prime offer rate
for a comparable transaction as of the date
the interest rate is set by the specified
margin. The table of average priine offer rates

published by the Board indicates how to
identify the conparable transaction.

3. Rale set. A transaction’s annual
percentage rate is compared to the average
prime offer rate as of the date the
transaction’s interest rate is set (or “locked”)
before consummation. Sometimes a creditor
sets the interest rate initially and then re-sets
it at a different level before consummation.
The creditor should use the last date the
interest rate is set before consummation.

4. Board table. The Board publishes on the
Internet, in table form, average prime offer
rates for a wide variety of transaction types.
The Board calculates an annual percentage
rate, consistent with Regulation Z (see
§226.22 and appendix J), for each transaction
type for which pricing terms are available
from a survey. The Board estimates annual
percentage rates for other types of
transactions for which direct survey data are
not available based on the loan pricing terms
available in the survey and other
information. The Board publishes on the
Internet the methodology it uses to arrive at
these estimates.

35(b) Rules for higher-priced mortgage
loans.

1. Effective date. For guidance on the
applicability of the rules in § 226.35(b), see
comment 1(d)(5)~1.

Paragraph 35(b)(2)(I1)(C).

1. Payment change. Section 226.35(b)(2)
provides that a loan subject to this section
may not have a penalty described by
§226.32(d}(6) unless certain conditions are
met. Section 226.35(b)(2)(1i)(C) lists as a
condition that the amount of the periodic
payment of principal or interest or both may
not change during the four-year period
following consummation. For examples
showing whether a prepayment penalty is
permitted or prohibited in connection with
particular payment changes, see comment
32(d)(7){iv)-1. Those examples, however,
include a condition that § 226.35(b)(2) does
not include: the condition that, at
consummation, the consumer’s total monthly
debt payments may not exceed 50 percent of
the consumer’s monthly gross income. For
guidance about circumstances in which
payment changes are not considered payment
changes for purposes of this section, see
comment 32(d)(7)(iv)-2.

2. Negative amortization. Section
226.32(d)(2) provides that a loan described in
§226.32(a) may not have a payment schedule
with regular periodic payments that cause
the principal balance to increase. Therefore,
the commentary to § 226.32(d)(7)(iv) does not
include examples of payment changes in
connection with negative amortization. The
following examples show whether, under
§226.35(b)(2), prepayment penalties are
permitted or prohibited in connection with
particular payment changes, when a loan
agreement permits negative amortization:

i. Initial payments for a variable-rate
transaction consummated on January 1, 2010
are $1,000 per month and the loan agreement
permits negative amortization to occur.
Under the loan agreement, the first date that
a scheduled payment in a different amount
may be due is January 1, 2014 and the
creditor does not have the right to change
scheduled payments prior to that date even

if negative amortization occurs. A
prepayment penalty is permitted with this
mortgage transaction provided that the other
§ 226.35(b)(2) conditions are met, that is:
provided that the prepayment penalty is
permitted by other applicable law, the
penalty expires on or before December 31,
2011, and the penalty will not apply if the
source of the prepayment funds is a
refinancing by the creditor or its affiliate.

ii. Initial payments for a variable-rate
transaction consummated on January 1, 2010
are $1,000 per month and the loan agreement
permits negative amortization to occur.
Under the loan agreement, the first date that
a scheduled payment in a different amount
may be due is January 1, 2014, but the
creditor has the right to change scheduled
payments prior to that date if negative
amortization occurs. A prepayment penalty is
prohibited with this mortgage transaction
because the payment may change within the
four-year period following consummation.

35(b)(3) Escrows.

Paragraph 35(bj(3)(i).

1. Section 226.35(b)(3) applies to principal
dwellings, including structures that are
classified as personal property under state
law. For example, an escrow account must be
established on a higher-priced mortgage loan
secured by a first-lien on a mobile home, boat
or a trailer used as the consumer’s principal
dwelling. See the commentary under
§§226.2(a)(19), 226.2(a)(24), 226.15 and
226.23. Section 226.35(b)(3) also applies to
higher-priced mortgage loans secured by a
first lien on a condominium or a cooperative
unit if it is in fact used as principal
residence.

2. Administration of escrow accounts.
Section 226.35(b)(3) requires creditors to
establish before the consummation of a loan
secured by a first lien on a principal dwelling
an escrow account for payment of property
taxes and premiums for mortgage-related
insurance required by creditor. Section 6 of
RESPA, 12 U.5.C. 2605, and Regulation X
address how escrow accounts must be
administered.

3. Optional insurance items. Section
226.35(b)(3) does not require that escrow
accounts be established for premiums for
mortgage-related insurance that the creditor
does not require in connection with the
credit transaction, such as an earthquake
insurance or debt-protection insurance.

Paragraph 35(b)(3)(ii)(B).

1. Limited exception. A creditor is required
to escrow for payment of property taxes for
all first lien loans secured by condominium
units regardless of whether the creditors
esCrows insurance premiums for
condominium unit.

® 22 In Supplement [ to Part 226, a new
Section 226.36—Prohibited Acts or
Practices in Connection with Credit
Secured by a Consumer’s Principal
Dwelling is added to read as follows:

Section 226.36—Prohibited Acts or Practices
in Connection With Credit Secured by a
Consumer’s Principal Dwelling

1. Effective date. For guidance on the
applicability of the rules in § 226.36, see
comment 1(d)(5)-1.
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36(a) Mortgage broker defined.

1. Meaning of mortgage broker. Section
226.36(a) provides that a mortgage broker is
any person who for compensation or other
monetary gain arranges, negotiates, or
otherwise obtains an extension of consumer
credit for another person, but is not an
employee of a creditor. In addition, this
definition expressly includes any person that
satisfies this definition but makes use of
“table funding.” Table funding occurs when
a transaction is consummated with the debt
obligation initially payable by its terms to
one person, but another person provides the
funds for the transaction at consummation
and receives an immediate assignment of the
note, loan contract, ar other evidence of the
debt obligation. Although § 226.2(a)(1 73(1)(B)
provides that a person to whom a debt
obligation is initially payable on its face
generally is a creditor, § 226.36(a) provides
that, solely for the purposes of § 226.36, such
a person is considered a mortgage broker. In
addition, although consumers themselves
often arrange, negotiate, or otherwise obtain
extensions of consumer credit on their own
behalf, they do not do so for compensation
or other monetary gain or for another person
and, therefore, are not mortgage brokers
under this section.

36(b) Misrepresentation of value of
consumer’s principal dwelling.

36(b){2) When extension of credit
prohibited.

1. Reasonable diligence. A creditor will be
deemed to have acted with reasonable
diligence under § 226.36(b)(2) if the creditor
extends credit based on an appraisal other
than the one subject to the restriction in
§226.36(b)(2).

2. Material misstatement or
misrepresentation. Section 226.36(b)(2)
prohibits a creditor who knows of a violation
of § 226.36(b)(1) in connection with an
appraisal from extending credit based on
such appraisal, unless the creditor
documents that it has acted with reasonable
diligence to determine that the appraisal does
not materially misstate or misrepresent the
value of such dwelling. A misstatement or
misrepresentation of such dwelling’s value is
not material if it does not affect the credit
decision or the terms on which credit is
extended.

36(c) Servicing practices.

Paragraph 36(c)(1)(i).

1. Crediting of payments. Under
§ 226.36{c)(1)(i), a mortgage servicer must
credit a payment to a consumer’s loan
account as of the date of receipt. This does
not require that a mortgage servicer post the
payment to the consumer’s loan account on

a particular date; the servicer is only required
to credit the payment as of the date of
receipt. Accordingly, a servicer that receives
a payment on or before its due date (or
within any grace period), and does not enter
the payment on its books or in its system
until after the payment’s due date (or
expiration of any grace period), does not
violate this rule as long as the entry does not
result in the imposition of a late charge,
additional interest, or similar penalty to the
consumer, or in the reporting of negative
information to a consumer reporting agency.

2. Payments to be credited. Payments
should be credited based on the legal
obligation between the creditor and
consumer. The legal obligation is determined
by applicable state or other law.

3. Date of receipt. The “date of receipt” is
the date that the payment instrument or other
means of payment reaches the mortgage
servicer. For example, payment by check is
received when the mortgage servicer receives
it, not when the funds are collected. If the
consumer elects to have payment made by a
third-party payor such as a financial
institution, through a preauthorized payment
or telephone bill-payment arrangement,
payment is received when the mortgage
servicer receives the third-party payor’s
check or other transfer medium, such as an
electronic fund transfer.

Paragraph 36{(c)(1)(ii).

1. Pyramiding of late fees. The prohibition
on pyramiding of late fees in this subsection
should be construed consistently with the
“credit practices rule” of Regulation AA, 12
CFR 227.15.

Paragraph 36(c)(1)(iii).

1. Reasonable time. The payoff statement
must be provided to the consumer, or person
acting on behalf of the consumer, within a
reasonable time after the request. For
example, it would be reasonable under most
circumstances to provide the statement
within five business days of receipt of a
consumer’s request. This time frame might be
longer, for example, when the servicer is
experiencing an unusually high volume of
refinancing requests.

2. Person acting on behalf of the consumer.
For purposes of § 226.36(c)(1)(iii), a person
acting on behalf of the consumer may include
the consumer’s Tepresentative, such as an
attorney representing the individual, a non-
profit consumer counseling or similar
organization, or a creditor with which the
consumer is refinancing and which requires
the payoff statement to complete the
refinancing. A servicer may take reasonable
measures to verify the identity of any person
acting on behalf of the consumer and to

obtain the consumer’s authorization to
release information to any such person before
the “reasonable time” period begins to run.

3. Payment requirements. The servicer may
specify reasonable requirements for making
payoff requests, such as requiring requests to
be in writing and directed to a mailing
address, e-mail address or fax number
specified by the servicer or orally to a
telephone number specified by the servicer,
or any other reasonable requirement or
method. If the consumer does not follow
these requirements, a longer time frame for
responding to the request would be
reasonable.

4. Accuracy of payoff statements. Payoff
statements must be accurate when issued.

Paragraph 36(c)(2).

1. Payment requirements. The servicer may
specify reasonable requirements for making
payments in writing, such as requiring that
payments be accompanied by the account
number or payment coupon; setting a cut-off
hour for payment to be received, or setting
different hours for payment by mail and
payments made in person; specifying that
only checks or money orders should be sent
by mail; specifying that payment is to be
made in U.S. dollars; or specifying one
particular address for receiving payments,
such as a post office box. The servicer may
be prohibited, however, from requiring
payment solely by preauthorized electronic
fund transfer. (See section 913 of the
Electronic Fund Transfer Act, 15 U.S.C.
1693k.)

2. Payment requirements—Iimitations.
Requirements for making payments must be
reasonable; it should not be difficult for most
consumers to make conforming payments.
For example, it would be reasonable to
require a cut-off time of 5 p.m. for receipt of
a mailed check at the location specified by
the servicer for receipt of such check.

3. Implied guidelines for payments. In the
absence of specified requirements for making
payments, payments may be made at any
location where the servicer conducts
business; any time during the servicer’s
normal business hours; and by cash, money
order, draft, or other similar instrument in
properly negotiable form, or by electronic
fund transfer if the servicer and consumer
have so agreed.

By order of the Board of Governors of the
Federal Reserve System, July 15, 2008.
Jennifer J. Johnson,

Secretary of the Board.
[FR Doc. E8-16500 Filed 7-29-08; 8:45 am]
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