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Determine whether the creditor has complied with the ability-to-repay requirements of 12 CFR 1026.43(c) by making a loan that is a qualified mortgage under the balloon-payment qualified mortgage definition. [12 CFR 1026.43(f)] 

If upon review, a covered transaction does not meet all of the applicable conditions for a qualified mortgage under 12 CFR 1026.43(e)(2), (e)(4),(e)(5), (e)(6), or (f), the loan must comply with 12 CFR 1026.43(c), which requires an ability-to-repay determination by the creditor, unless otherwise exempt. See questions 55 and 56 of Worksheet 13 for further information.

A “covered transaction” for this analysis is a closed-end consumer credit transaction secured by a dwelling, including any real property attached to a dwelling. [12 CFR 1026.43(b)(1)] The following are not covered transactions for these purposes: (1) HELOCs, (2) time-share loans, (3) reverse mortgages, (4) temporary or bridge loans with a term of 12 months or less, (5) the construction phase of 12 months or less of a construction-to-permanent loan, (6) loans made by a creditor designated as a CDFI, (7) an extension of credit made pursuant to federal emergency economic stabilization programs, including HAMP and HARP transactions, (8) certain other community housing assistance programs (including credit extended pursuant to a program administered by housing finance agencies), and (9) loans made by 501(c)(3) non-profit entities. [12 CFR 1026.43(a)]

When reviewing audit or evaluating bank policies, a “no” answer indicates a possible exception or deficiency and should be explained in the work papers. If a line item is not applicable within the area you are reviewing, indicate “NA.”
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	Worksheet 13D: Balloon-Payment Qualified Mortgages Made by Certain Small Creditors

	Product type:
	

	Name of borrower:
	

	Account number:
	

	
	Yes
	No
	NA

	1. Does the creditor satisfy all of the following creditor requirements under 12 CFR 1026.35(b)(2)(iii)(A), (B) and (C): [12 CFR 1026.43(f)(1)(vi)]
a. During any of the three preceding calendar years, the creditor extended more than 50 percent of its first-lien covered transactions on properties that are located in “rural” or “underserved” counties.
Note: The regulation generally defines these two terms by reference to “urban influence codes” (for “rural”) and HMDA data (for “underserved”). To ease compliance, however, the CFPB will post on its public Web site a list of “rural” and “underserved” counties that creditors may rely on as a safe harbor. See comment 12 CFR 1026.35(b)(2)(iv)-1.
b. During the preceding calendar year, the creditor, together with its affiliates, originated 500 or fewer first-lien covered transactions.
c. As of the end of the preceding calendar year, the creditor had total assets of less than $2 billion (adjusted annually).
	
	
	

	2. Does the loan provide for regular, substantially equal, periodic payments (calculated using an amortization period that does not exceed 30 years), except for the effect any interest rate change after consummation has on ARMs or step-rate mortgages, that do not result in an increase of the principal balance? [12 CFR 1026.43(e)(2)(i)(A), (f)(1)(i), (f)(1)(iv)(A)]
	
	
	

	3. Is the loan term, at minimum, five years and no longer than 30 years? [12 CFR 1026.43(e)(2)(ii), (f)(1)(i), (f)(1)(iv)(C)]
	
	
	

	4. Do the total points and fees (defined in 12 CFR 1026.32(b)(1)(i)) not exceed [12 CFR 1026.43(e)(2)(iii), (e)(3), (f)(1)(i)]
a. for a loan amount of $100,000 or more: 3 percent of the “total loan amount” (see 12 CFR 1026.32(b)(4)(i))?
b. for a loan amount of $60,000 or more but less than $100,000: $3,000? 
c. for a loan amount of $20,000 or more but less than $60,000: 5 percent of the total loan amount?
d. for a loan amount of $12,500 or more but less than $20,000: $1,000?
e. for a loan amount less than $12,500: 8 percent of the total loan amount?
Note: These numbers will be annually adjusted for inflation on January 1.
	
	
	

	5. Does the loan’s interest rate not increase over the term of the loan? [12 CFR 1026.43(f)(1)(iv)(B)]
	
	
	

	6. Did the creditor consider and verify at or before consummation the following: [12 CFR 1026.43(e)(2)(v), (f)(1)(i)]
a. The consumer’s current or reasonably expected income or assets other than the value of the dwelling (including any real property attached to the dwelling) that secures the loan, in accordance with 12 CFR 1026.43(c)(2)(i) and (c)(4)?
Note: The creditor must have verified the amounts of the consumer’s income or assets using third-party party records that provide reasonably reliable evidence of the consumer’s income and assets, such as a tax-return transcript issued by the IRS, copies of tax returns filed with the IRS or state taxing authority, IRS Form W-2s, payroll statements, financial institution records, records obtained by the consumer’s employer, records from government agencies stating income from benefits or entitlements, and receipts from check chasing or funds transfer services. [12 CFR 1026.43(c)(3), (c)(4)] 
b. The consumer’s current debt obligations, alimony, and child support in accordance with 12 CFR 1026.43(c)(2)(vi) and (c)(3)?
Note: A third-party record is a document or other record prepared or reviewed by an appropriate person other than the consumer, creditor, or mortgage broker; a record maintained by the creditor for a consumer’s account held by the creditor; a record maintained by the creditor or broker, as the consumer’s employer, related to employment status or income; and a copy of a tax return filed with the IRS or a state taxing authority. [12 CFR 1026.43(b)(13)] 
	
	
	

	7. Did the creditor determine that the consumer could make all of the scheduled payments under the loan and the monthly payments for all mortgage-related obligations (excluding the balloon payment) from the consumer’s current or reasonably expected income or assets (other than the dwelling that secures the loan)? [12 CFR 1026.43(f)(1)(ii)]
	
	
	

	8. Did the creditor consider the consumer’s monthly debt-to-income ratio or residual income and verify debt obligations and income used to determine that ratio at or before consummation as follows: [12 CFR 1026.43(f)(1)(iii)]
a. If the creditor considered the consumer’s monthly debt-to-income ratio, it must have considered the ratio of total monthly debt obligations to total monthly income. 
b.	If the creditor considered the consumer’s monthly residual income, it must have considered the consumer's remaining income after subtracting total monthly debt obligations from total monthly income. 
Note: “Total monthly income” is the sum of the consumer's current or reasonably expected income, including any income from assets (other than the value of the dwelling or real property attached to the dwelling). [12 CFR 1026.43(c)(7)(i)(B), (f)(1)(iii)] 
“Total monthly debt obligations” means the sum of [12 CFR 1026.43(c)(7)(i)(A), (f)(1)(iii), (f)(1)(iv)] 
i. the payment on the covered transaction based on scheduled payments that are substantially equal and calculated using an amortization period that does not exceed 30 years; 
ii. the monthly payment on any simultaneous loan (another covered transaction or HELOC made to the consumer at or before consummation of the covered transaction, or after to cover its closing costs, and secured by the same dwelling) that the creditor knows or has reason to know will be made, using the monthly payment calculation for covered loans (above) or the periodic payment under the HELOC’s terms;
iii. the monthly payment for mortgage-related obligations, excluding the balloon payment; and
iv. current debt obligations, alimony, and child support.
	
	
	

	1. At consummation, was the loan not subject to a forward commitment, except to a person that satisfies the creditor requirements of 12 CFR 1026.35(b)(2)(iii)(A),(B), and (C) (i.e., small creditor serving rural or underserved counties)? 
	
	
	

	10. If the loan met the requirements for a balloon-payment qualified mortgage at consummation, has it maintained its qualified mortgage status because the creditor did not transfer the loan, unless the transfer was [12 CFR 1026.43(f)(2)] 
a. three years or more after consummation? 
b. to a creditor that satisfies the requirements for small creditors serving rural or underserved counties (above)? 
c. made pursuant to a capital restoration plan or other action under 12 USC 1831o, or to actions or instructions of a conservator, receiver, or bankruptcy trustee, or to orders by or agreements with a state or federal governmental agency with jurisdiction to examine the creditor? or
d. made pursuant to a merger of the creditor and another person or the acquisition of the creditor by another person, or the creditor’s acquisition of another person? 
Note: If the loan has lost its qualified mortgage status, the creditor must have complied with the general ability-to-repay requirements under 12 CFR 1026.43(c); see Worksheet #13, questions 57–58.
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