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(2) The obligations, if not rated, are
approved by the Office. The aggregate
outstanding direct investment in obli-
gations under paragraph (b) of this sec-
tion shall not exceed the amount of the
savings association’s total capital.

(c) Each state housing corporation in
which a savings association invests
under the authority of paragraph (b) of
this section shall agree, before accept-
ing any such investment (including any
loan or loan commitment), to make
available at any time to the Office such
information as the Office may consider
to be necessary to ensure that invest-
ments are properly made under this
section.

§560.130 Prohibition on loan procure-
ment fees.

If you are a director, officer, or other
natural person having the power to di-
rect the management or policies of a
savings association, you must not re-
ceive, directly or indirectly, any com-
mission, fee, or other compensation in
connection with the procurement of
any loan made by the savings associa-
tion or a subsidiary of the savings asso-
ciation.

[61 FR 60178, Nov. 27, 1996]

§560.160 Asset classification.

(a)(1) Each savings association shall
evaluate and classify its assets on a
regular basis in a manner consistent
with, or reconcilable to, the asset clas-
sification system used by OTS in its
Thrift Activities Handbook (Available
at the address listed in §516.1 of this
chapter).

(2) In connection with the examina-
tion of a savings association or its af-
filiates, OTS examiners may identify
problem assets and classify them, if ap-
propriate. The association must recog-
nize such examiner classifications in
its subsequent reports to OTS.

(b) Based on the evaluation and clas-
sification of its assets, each savings as-
sociation shall establish adequate valu-
ation allowances or charge-offs, as ap-
propriate, consistent with generally ac-
cepted accounting principles and the
practices of the federal banking agen-
cies.

12 CFR Ch. V (1-1-98 Edition)

§560.170 Records for
actions.

In establishing and maintaining its
records pursuant to §563.170 of this
chapter, each savings association and
service corporation should establish
and maintain loan documentation
practices that:

(a) Ensure that the institution can
make an informed lending decision and
can assess risk on an ongoing basis;

(b) Identify the purpose and all
sources of repayment for each loan,
and assess the ability of the bor-
rower(s) and any guarantor(s) to repay
the indebtedness in a timely manner;

(c) Ensure that any claims against a
borrower, guarantor, security holders,
and collateral are legally enforceable;

(d) Demonstrate appropriate adminis-
tration and monitoring of its loans;
and

(e) Take into account the size and
complexity of its loans.

lending trans-

§560.172 Re-evaluation of real estate

owned.

A savings association shall appraise
each parcel of real estate owned at the
earlier of in-substance foreclosure or at
the time of the savings association’s
acquisition of such property, and at
such times thereafter as dictated by
prudent management policy; such ap-
praisals shall be consistent with the re-
quirements of part 564 of this chapter.
The Regional Director or his or her
designee may require subsequent ap-
praisals if, in his or her discretion,
such subsequent appraisal is necessary
under the particular circumstances.
The foregoing requirement shall not
apply to any parcel of real estate that
is sold and reacquired less than 12
months subsequent to the most recent
appraisal made pursuant to this part. A
dated, signed copy of each report of ap-
praisal made pursuant to any provi-
sions of this part shall be retained in
the savings association’s records.

Subpart C—Alternative Mortgage
Transactions

§560.210 Disclosures for adjustable-
rate mortgage loans, adjustment no-
tices, and interest-rate caps.

(a) Definitions. For purposes of this
section:
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(1) Adjustable-rate mortgage loan
means a mortgage loan, secured by
property occupied or to be occupied by
the borrower, providing for adjust-
ments to the interest rate which cause
a change in balance, term to maturity,
or payment levels other than those es-
tablished by a fixed, predetermined
schedule at the time of contracting for
the loan.

(2) [Reserved]

(3) Applicant means a natural person
(or persons) making a loan application.

(4) Home means real estate as defined
by 8§541.14 of this chapter, manufac-
tured housing, combinations of homes
and business property, and farm resi-
dences or combinations of farm resi-
dences and commercial farm real es-
tate.

(b) Initial disclosures for adjustable-rate
mortgage loans. Savings associations of-
fering adjustable-rate home loans, ex-
cept open-end loans, with a term of
more than one (1) year and secured by
property occupied or to be occupied by
the borrower, shall provide two types
of written disclosure to prospective
borrowers when an application form is
provided or before the payment of a
non-refundable fee, whichever is ear-
lier:

(1) The booklet titled Consumer
Handbook on Adjustable Rate Mort-
gages published by the Office and the
Federal Reserve Board, or a suitable
substitute (Available at the address
listed in §516.1 of this chapter.).

(2) A loan program disclosure for
each adjustable-rate home loan pro-
gram in which the consumer expresses
an interest. The following disclosures,
as applicable, shall be provided: 2

(i) The fact that the interest rate,

payment, or term of the loan can
change.
(i) The index or formula used in

making adjustments, and a source of
information about the index or for-
mula.

(iii) An explanation of how the inter-
est rate and payment will be deter-
mined, including an explanation of how

2A sample disclosure form may be found in
the FEDERAL REGISTER issue of May 23, 1988
(53 FR 18262) or may be obtained from the Of-
fice at the address listed in §516.1 of this
chapter.

§560.210

the index is adjusted, such as by the
use of a margin.

(iv) A statement that the consumer
should ask about the current margin
value and current interest rate.

(v) The fact that the interest rate
will be discounted, and a statement
that the consumer should ask about
the amount of the interest rate dis-
count.

(vi) The frequency of interest rate
and payment changes.

(vii) Any rules relating to changes in
the index, interest rate, payment
amount, and outstanding loan balance
including, for example, an explanation
of interest rate or payment limita-
tions, negative amortization, and in-
terest rate carryover.

(viii) An historical example, based on
a $10,000 loan amount, illustrating how
payments and the loan balance would
have been affected by interest rate
changes implemented according to the
terms of the loan program. The exam-
ple shall be based upon index values be-
ginning in 1977 and be updated annu-
ally until a 15-year history is shown.
Thereafter, the example shall reflect
the most recent 15 years of index val-
ues. The example shall reflect all sig-
nificant loan program terms, such as
negative amortization, interest rate
carryover, interest rate discounts, and
interest rate and payment limitations,
that would have been affected by the
index movement during the period.

(ix) An explanation of how the con-
sumer may calculate the payments for
the loan amount to be borrowed based
on the most recent payment shown in
the historical example.

(X) The maximum interest rate and
payment for a $10,000 loan originated at
the most recent interest rate shown in
the historical example assuming the
maximum periodic increases in rates
and payments under the program; and
the initial interest rate and payment
for that loan.

(xi) The fact that the loan program
contains a demand feature.

(xii) The type of information that
will be provided in notices of adjust-
ments and the timing of such notices.

(xiii) A statement that disclosure
forms are available for the creditor’s
other variable-rate loan programs.

157



§560.220

(c) Adjustment notices. An adjustment
to the interest rate with or without a
corresponding adjustment to the pay-
ment in an adjustable-rate transaction
subject to this section is an event re-
quiring new disclosures to the con-
sumer. At least once each year during
which an interest rate adjustment is
implemented without an accompanying
payment change, and at least 25, but no
more than 120, calendar days before a
payment at a new level is due, the fol-
lowing written disclosures, as applica-
ble, must be delivered or placed in the
mail:

(1) The current and prior interest
rates.

(2) The index values upon which the
current and prior interest rates are
based.

(3) The extent to which the creditor
has foregone any increase in the inter-
est rate.

(4) The contractual effects of the ad-
justment, including the payment due
after the adjustment is made, and a
statement of the loan balance.

(5) The payment, if different from
that referred to in paragraph (c)(4) of
this section, that would be required to
amortize fully the loan at the new in-
terest rate over the remainder of the
loan term.

(d) [Reserved]

(e) Maximum interest rate caps. All
savings associations making adjust-
able-rate loans, originated on or after
December 8, 1987, whether open-end or
closed-end, shall comply with Regula-
tion Z (12 CFR 226.30) by specifying in
their credit contracts the maximum in-
terest rate that may be imposed during
the term of the obligation.

(f) Exception. The disclosures in para-
graph (b) of this section are not re-
quired in connection with the exten-
sion of consumer credit as defined in
§561.12 of this chapter even if it is se-
cured by a borrower-occupied home as
long as the home is not the primary se-
curity for the loan.

(g) Exempt transactions. This section
does not apply to an extension of credit
primarily for a business, commercial,
or agricultural purpose.

12 CFR Ch. V (1-1-98 Edition)

§560.220 Alternative Mortgage Parity
Act.

Pursuant to 12 U.S.C. 3803, housing
creditors that are not commercial
banks, credit unions, or Federal sav-
ings associations may make alter-
native mortgage transactions as de-
fined by that section and further de-
fined and described by applicable regu-
lations identified in this section, not-
withstanding any state constitution,
law, or regulation. In accordance with
section 807(b) of Public Law 97-320, 12
U.S.C. 3801 note, §§560.33, 560.34, 560.35,
and 560.210 of this part are identified as
appropriate and applicable to the exer-
cise of this authority and all regula-
tions not so identified are deemed inap-
propriate and inapplicable. Housing
creditors engaged in credit sales should
read the term ‘“‘loan’ as ‘“‘credit sale”
wherever applicable.
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