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§617.7015 What happens to borrower
rights when a loan is sold?

(@) What happens when a qualified
lender sells a loan to another qualified
lender? A loan made by a qualified lend-
er and subsequently sold, in whole or in
part, to another qualified lender is sub-
ject to the borrower rights provisions
of title IV of the Act.

(b) What happens when a qualified
lender sells a loan into the secondary
market?

(1) Except as provided in paragraph
(b)(2) of this section, the borrower
rights provisions of sections 4.14, 4.14A,
4.14B, 4.14C, 4.14D, and 4.36 of the Act
do not apply to a loan made on or after
February 10, 1996, and designated for
sale into a secondary market at the
time the loan was made.

(2) Borrower rights apply to a loan
designated for sale under paragraph
(b)(1) of this section but not sold into a
secondary market during the 180-day
period that begins on the date of des-
ignation. The provisions of paragraph
(b)(1) of this section will subsequently
apply on the date of sale if the loan is
later sold into a secondary market.

(¢) What happens when a qualified
lender sells a loan to a nonqualified lend-
er?

(1) Except for loans sold to another
qualified lender or designated for sale
into a secondary market, a qualified
lender must comply with one of the fol-
lowing requirements before selling a
loan or interest in a loan subject to
borrower rights:

(i) The qualified lender and borrower
must agree to include provisions in the
loan contract with the borrower, or a
written modification thereto, that en-
sure that the buyer of the loan will be
obligated to provide the borrower the
same rights a qualified lender must
provide; or

(ii) The qualified lender must obtain
from the borrower a signed written
consent to the sale, which clearly
states the borrower waives statutory
borrower rights.

(2) Before the qualified lender obtains
the borrower’s consent to the sale of
the loan and the waiver of borrower
rights under paragraph (c)(1)(ii) of this
section, the qualified lender must dis-
close in writing to the borrower:
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(i) A complete description of the

statutory rights the borrower will
waive;

(ii) Any changes in the loan terms or
conditions that will occur if the quali-
fied lender does not sell the loan;

(iii) That waiving borrower rights
will not become effective unless the
qualified lender sells the loan; and

(iv) That borrower rights will become
effective again if any qualified lender
repurchases the loan or any interest in
the loan.

(3) The consent to the loan sale and
waiver of borrower rights shall have no
effect until the qualified lender sells
the loan. Borrower rights become effec-
tive again if any qualified lender repur-
chases the loan or any interest in the
loan.

(4) A gqualified lender may not make
a loan conditioned on the borrower
consenting to the loan’s sale and a
waiver of borrower rights.

Subpart B—Disclosure of Effective
Interest Rates

SOURCE: 69 FR 16459, Mar. 30, 2004, unless
otherwise noted.

§617.7100 Who must make and who is
entitled to receive an effective in-
terest rate disclosure?

(a) A qualified lender must make the
disclosures required by subparts B and
C of this part to borrowers for all loans
not subject to the Truth in Lending
Act.

(b) For a single loan involving more
than one borrower, a qualified lender is
required to provide only one set of dis-
closures to borrowers. All borrowers
may designate, in writing, one person
who will receive the effective interest
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
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§617.7110
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;

(if) 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.

§617.7115 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
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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 8§§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
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:
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