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rate disclosure. If the borrowers do not
designate a particular recipient, the
lender may provide the disclosure to at
least one of the borrowers who is pri-
marily liable for repayment of the
loan.

§617.7105 When must a qualified lend-
er disclose the effective interest
rate to a borrower?

(a) Disclosure to prospective borrowers.
A qualified lender must provide written
effective interest rate disclosure for
each loan no later than the time of
loan closing.

(b) Disclosure to existing borrowers. (1)
A qualified lender must provide a new
effective interest rate disclosure to an
existing borrower on or before the date:

(i) The borrower executes a new
promissory note or other comparable
evidence of indebtedness;

(ii) The borrower purchases addi-
tional stock or participation certifi-
cates as a condition of obtaining new
funds from the qualified lender; or

(iii) The borrower pays an additional
loan origination charge to the qualified
lender as a condition of obtaining new
funds.

(2) A qualified lender is not required
to provide a new effective interest rate
disclosure when it advances new funds
to an existing borrower if none of the
conditions of paragraph (b)(1) of this
section apply and the advance is made
pursuant to a preexisting contract that
specifically provides for future ad-
vances.

§617.7110 How should a qualified
lender disclose the cost of borrower
stock or participation certificates?

The cost of borrower stock or partici-
pation certificates must be included in
the effective interest rate calculation
at the time the stock or participation
certificate is purchased in connection
with a loan transaction. For subse-
quent loans to existing borrowers, only
the cost of new stock or participation
certificates, if any, purchased in con-
nection with a new loan or advance of
new funds must be included in the ef-
fective interest rate calculation for the
transaction.

§617.7125

§617.7115 How should a qualified
lender disclose loan origination
charges?

Any one-time charge paid by a bor-
rower to a qualified lender in consider-
ation for making a loan must be in-
cluded in the effective interest rate as
a loan origination charge. These in-
clude, but are not limited to, loan
origination fees, application fees, and
conversion fees. Loan origination
charges also include any payments
made by a borrower to a qualified lend-
er to reduce the interest rate that
would otherwise be charged, including
any charges designated as ‘‘points.”

§617.7120 How should a qualified
lender present the disclosures to a
borrower?

A qualified lender must:

(a) Disclose the effective interest
rate and other information required by
subparts B and C of this part clearly
and conspicuously in writing, in a form
that is easy to read and understand and
that the borrower may keep; and

(b) Not combine the disclosures with
any information not directly related to
the information required by §§617.7130
and 617.7135.

§617.7125 How should a qualified
lender determine the effective in-
terest rate?

(a) A qualified lender must calculate
the effective interest rate on a loan
using the discounted cash flow method
showing the effect of the time value of
money.

(b) For all loans, the cash flow
stream used for calculating the effec-
tive interest rate of a loan must in-
clude:

(1) Principal and interest;

(2) The cost of stock or participation
certificates that a borrower is required
to purchase in connection with the
loan; and

(3) Loan origination charges de-
scribed in §617.7115.

(c) A qualified lender must establish
policies and procedures for EIR disclo-
sures that clearly show the effect of
the cost of borrower stock (or partici-
pation certificates) and loan origina-
tion charges on the interest rate of a
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§617.7130

loan. A qualified lender must also es-
tablish policies and procedures for de-
termining major assumptions used in
calculating the effective interest rate,
e.g., criteria on how the cost of bor-
rower stock (or participation certifi-
cates) and loan origination charges are
assigned or allocated among multiple
loans obtained by a borrower simulta-
neously.

§617.7130 What initial disclosures
must a qualified lender make to a
borrower?

(a) Required disclosures—in general. A
qualified lender must disclose in writ-
ing:

(1) The interest rate on the loan;

(2) The effective interest rate of the
loan;

(3) The amount of stock or participa-
tion certificates that a borrower is re-
quired to purchase in connection with
the loan and included in the calcula-
tion of the effective interest rate of the
loan;

(4) All loan origination charges in-
cluded in the effective interest rate;

(5) That stock or participation cer-
tificates that borrowers are required to
purchase are at risk and may only be
retired at the discretion of the board of
the institution; and

(6) The various types of loan options
available to borrowers, with an expla-
nation of the terms and borrower
rights that apply to each type of loan.

(b) Adjustable rate loans. A qualified
lender must provide the following in-
formation for adjustable rate loans in
addition to the requirements of para-
graph (a) of this section:

(1) The circumstances under which
the rate can be adjusted;

(2) How much the rate can be ad-
justed at any one time and how much
the rate can be adjusted during the
term of the loan;

(3) How often the rate can be ad-
justed;

(4) Any limitations on the amount or
frequency of adjustments;

(6) The specific factors that the
qualified lender may take into account
in making adjustments to the interest
rate on the loan; and

(6) If the borrower’s interest rate is
directly tied to a widely publicized ex-
ternal index:

12 CFR Ch. VI (1-1-14 Edition)

(i) How and where the borrower may
obtain information on changes to the
index; and

(ii) When the qualified lender will
provide written notice of changes to
the borrower’s interest rate.

[69 FR 16459, Mar. 30, 2004, , as amended at 74
FR 67972, Dec. 22, 2009]

§617.7135 What subsequent disclo-
sures must a qualified lender make
to a borrower?

(a) Notice of interest rate change. (1) A
qualified lender must provide written
notice to a borrower of any change in
interest rate on the borrower’s existing
loan, containing the following informa-
tion:

(i) The new interest rate on the loan;

(ii) The date on which the new rate is
effective; and

(iii) The factors used to adjust the in-
terest rate on the loan.

(2) If the borrower’s interest rate is
directly tied to a widely publicized ex-
ternal index, a qualified lender must
provide written notice to the borrower
of the rate change either:

(i) Within forty-five (45) days after
the effective date of the change; or

(ii) As part of the borrower’s first
regularly scheduled billing statement
affected by the rate change.

(3) If the borrower’s interest rate is
not directly tied to a widely publicized
external index, a qualified lender must
send written notice to the borrower of
the rate change within ten (10) days
after the effective date of the change.

(b) Notice to adjustable rate loan bor-
rowers with interest rates directly tied to
a widely publicized external indexr. A
qualified lender must provide the writ-
ten disclosure required by
§617.7130(b)(6) to applicable borrowers
who were not previously given the dis-
closure no later than the qualified
lender’s next regularly scheduled cor-
respondence to those borrowers occur-
ring after April 1, 2010.

(c) Notice of increase in stock purchase
requirement. If a qualified lender in-
creases the amount of stock (or partici-
pation certificates) a borrower must
own during the term of a loan, the
lender must send a written notice to
the borrower at least ten (10) days
prior to the effective date of the in-
crease. The notice must state:
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