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Use this worksheet when you want to determine whether certain mortgage loans are subject to 12 CFR 1026.32. To complete, review applicable loan files and place a check in each applicable cell. For loans that are subject to 12 CFR 1026.32, use Worksheet #13 to document that disclosures were provided appropriately. You can insert an “NA” if the line item is not applicable. If used, this worksheet should be completed and made part of the work papers.

Use this worksheet to review audit work papers, evaluate bank policies, and perform expanded procedures and training, as appropriate. Only complete worksheet sections that specifically relate to the issue being reviewed.

Underline the applicable use: 	Audit	Bank Policies	Expanded Procedures

	Worksheet 15: High-Cost Mortgages
[12 CFR 1026.32]

	Borrower’s name
	Loan number:



	Coverage

	
	Yes
	No

	Is the transaction secured by the consumer’s principal dwelling?
[12 CFR 1026.2(a)(19), 12 CFR 1026.32(a)(1)]
	
	

	If the answer is no, STOP HERE. The transaction is not a high-cost mortgage. 

	
	Yes
	No

	Is the transaction
	
	

	1. a reverse mortgage transaction? [12 CFR 1026.32(a)(2)(i)]
	
	

	2. a transaction to finance the initial construction of a dwelling? [12 CFR 026.32(a)(2)(ii)]
	
	

	3. a transaction originated and financed by a housing finance agency? [12 CFR 1026.32(a)(2)(iii)]
	
	

	4. a transaction originated under the USDA’s rural development Section 502 direct loan program? [12 CFR 1026.32(a)(2)(iv)]
	
	

	If the answer is yes to 1, 2, 3, or 4, STOP HERE. If no, continue to Test 1: APR.





	Test 1: APR

	A.	Determine the APR for testing high-cost mortgage coverage.
1.	For fixed-rate transactions, calculate the APR using the interest rate in effect on the date the interest rate for the transaction was set.
2.	For transactions where the interest rate varies with an index, use the greater of the introductory interest rate (if any) or the fully-indexed rate (i.e., the interest rate that results from adding the maximum margin permitted at any time during the term of the transaction to the value of the index rate in effect on the date the interest rate for the transaction was set).
3.	For transactions where the interest rate may or will vary other than in accordance with an index, such as in a step-rate loan, use the maximum rate that the applicant may pay during the term of the transaction.
[12 CFR 1026.32(a)(3)]
	

	B.	Determine the Average Prime Offer Rate (APOR).
1. Determine the APOR for a comparable transaction as of the last rate lock on the transaction. Determine the APOR for a HELOC by identifying the most closely comparable closed-end transaction. APOR tables are published at www.ffiec.gov/ratespread/aportables.htm. 
[12 CFR 1026.32(a)(1)(i) and comments 12 CFR 1026.32(a)(1)(i)-1 through -3]
	

	C.	Add one of the following amounts to APOR (box B), as applicable.
1.	6.5 percentage points for most first-lien transactions;
2.	8.5 percentage points for first-lien transactions secured by personal property (e.g., manufactured housing titled as personal property, RVs, houseboats) if the loan amount is less than $50,000; or
3.	8.5 percentage points for subordinate-lien transactions
[12 CFR 1026.32(a)(1)(i)(A)-(C)]
	

	
	Yes
	No

	D.	Is Box A greater than Box C?
	
	

	If yes, the transaction is a high-cost mortgage. If no, continue to Test 2: Points and Fees.





	
Worksheet 15: High-Cost Mortgage (12 CFR 1026.32)

	
Test 2: Points and Feesa

	Step 1: Identify all charges payable in connection with the transaction and known at or before consummation or account opening.

	A.	Items included in the finance charge (12 CFR 1026.4(a) and (b)), except for the following:
· Interest, including per-diem interest, and time-price differential.
· All federal or state government-sponsored mortgage insurance premiums (MIP), e.g., up-front and annual FHA premiums, VA funding fees, and USDA guarantee fees.
· All monthly or annual private mortgage insurance (PMI) premiums;
· Up-front PMI premiums if the premiums are refundable on a prorated basis and the refund is automatically issued upon loan satisfaction. But, include any portion of the PMI premium that exceeds the up-front MIP for FHA loans. 
· Bona fide third-party charges not retained by the creditor, loan originator, or an affiliate of either, unless specifically required to be included under boxes A-H.b
· Up to 1 or 2 bona fide discount points, if eligible.c
[12 CFR 1026.32(b)(1)(i) (closed-end); 12 CFR 1026.32(b)(2)(i) (open-end)]

	Finance charge items
	Amount
	Subtotals

	Origination charge
	
	

	Points (unless excluded as bona fide)
	
	

	Mortgage broker fee
	
	

	Application fee (if not charged to all applicants)
	
	

	Loan administration fee
	
	

	Rate-lock fee 
	
	

	Commitment fee
	
	

	Underwriting fee
	
	

	Loan-level price adjustments (LLPA) (if paid up front)
	
	

	Non-refundable up-front PMI premiums in excess of up-front MIP for FHA loans
	
	

	Other fees included in the finance charge
	
	

	Subtotal
	

	B.	Loan originator compensation. Include all compensation paid directly or indirectly by a consumer or creditor to a loan originator (12 CFR 1026.36(a)(1)) that can be attributed to the transaction at the time the rate is set, but exclude
· payments by consumers to mortgage brokers that were counted under box A.
· compensation paid by a creditor or mortgage broker to a loan originator employee.
· compensation paid by a manufactured home retailer to its employee.
[12 CFR 1026.32(b)(1)(ii) (closed-end); 12 CFR 1026.32(b)(2)(ii) (open-end)]

	Subtotal
	


a Test 2, step 1, boxes A-F and I (i.e., calculating points and fees for closed-end transactions) and Test 2, step 2, box A (i.e., calculating total loan amount for closed-end transactions) are the same tests used for the points and fees calculation for qualified mortgages.

b Bona fide third-party charges not retained by the creditor or loan originator, or an affiliate of either, are excluded, unless these charges are included as PMI premiums, real estate-related fees, or credit-related insurance premiums. [12 CFR 1026.32(b)(1)(i)(D)]

c Discount points are bona fide if two conditions are met: (1) They must buy down the interest rate from the pre-discount rate, and (2) they must do so by an amount consistent with industry norms. The number of bona fide discount points that may be excluded depends on the pre-discount rate on the loan. Up to two bona fide discount points may be excluded if the interest rate before payment of those discount points did not exceed APOR by more than 1 percentage point. Up to one bona fide discount point may be excluded if the interest rate before payment of the discount point did not exceed APOR by more than 2 percentage points. [12 CFR 1026.32(b)(1)(i)(E)-(F); 12 CFR 1026.32(b)(3)]

	C.	Certain non-finance charges under 12 CFR 1026.4(c)(7). Include fees only if the amount of the fee is unreasonable, or the creditor receives direct or indirect compensation from the charge, or the charge is paid to an affiliate of the creditor. 
[12 CFR 1026.32(b)(1)(iii) (closed-end); 12 CFR 1026.32(b)(2)(iii) (open-end)]

	Title examination
	
	

	Title insurance
	
	

	Property survey
	
	

	Document preparation charge
	
	

	Notary and credit report
	
	

	Appraisal
	
	

	Fee for “initial” flood hazard determination 
	
	

	Pest inspection
	
	

	Any other fees under 12 CFR 1026.4(c)(7)
	
	

	Subtotal
	

	D.	Premiums or other charges for optional or required insurance payable at or before consummation or account opening
[12 CFR 1026.32(b)(1)(iv) (closed-end); 12 CFR 1026.32(b)(2)(iv) (open-end)]

	Credit life
	
	

	Credit disability
	
	

	Credit unemployment
	
	

	Credit property
	
	

	Any other life, accident, health, or loss-of-income insurance (if creditor is a beneficiary)
	
	

	Debt cancellation or suspension
	
	

	Subtotal
	

	E.	Maximum prepayment penalty
[12 CFR 1026.32(b)(1)(v) (closed-end); 12 CFR 1026.32(b)(2)(v) (open-end)]

	Subtotal
	

	F.	For a refinance transaction with the current holder, its servicer, or an affiliate of either, prepayment penalty paid in connection with terminating prior transaction
[12 CFR 1026.32(b)(1)(vi) (closed-end); 12 CFR 1026.32(b)(2)(vi) (open-end)]

	Subtotal
	

	G.	For open-end transactions, participation fees payable at or before account opening 
[12 CFR 1026.32(b)(2)(vii)]

	Subtotal
	

	H.	For open-end transactions, per-transaction fee charged for drawing on credit line 
(assume at least one)
[12 CFR 1026.32(b)(2)(viii)]

	Subtotal
	

	I.	Total points and fees: Add subtotals for A-F (closed-end) or A-H (open-end) 
	





	Test 2: Points and Fees (continued)

	Step 2: Determine the total loan amount. [12 CFR 1026.32(b)(4)]

	A.	Closed-end transaction
1. Determine the amount financed [12 CFR 1026.18(b)]
· The full amount of principal repayable under the terms of the note or other loan contract 
· Minus: Prepaid finance charges [12 CFR 1026.2(a)(23)]
· Equals: Amount financed
2. Deduct from the amount financed costs that are included in points and fees under Step 1, boxes C, D, or F, and that are financed by the creditor
Total loan amount (1 minus 2)
	

	B.	Open-end transaction
Credit limit for the plan when the account is opened 
	

	Step 3: Perform high-cost fee calculation.

	Determine which points and fees threshold applies according to the note amount (threshold cutoffs are adjusted annually for inflation (use the dollar amount corresponding to the year of origination or account opening) ) [12 CFR 1026.32(a)(1)(ii)(A)-(B)]

	Transactions for $20,000 or more (2014)

	A.	Calculate 5 percent of the total loan amount 
(Step 2, box A (closed-end) or box B (open-end))
	

	B.	Total points and fees (Step 1, box I)
	

	
	Yes
	No

	C.	Does box B exceed box A?
	
	

	Transactions for less than $20,000 (2014)

	A.	Calculate 8 percent of the total loan amount
(Step 2, box A (closed-end) or box B (open-end))
	

	B.	Annually adjusted dollar amount [12 CFR 1026.32(a)(1)(ii)(B)]
2014: $1,000 (use the dollar amount corresponding to the year of origination or account opening)
	

	C.	Total points and fees (Step 1, box I)
	

	
	Yes
	No

	D.	Does box C exceed the lesser of box A or box B?
	
	

	If yes, the transaction is a high-cost mortgage. If no, continue to Test 3: Prepayment Penalty.





	Test 3: Prepayment Penalty

	
	Yes
	No

	Step 1: Determine whether the transaction has a prepayment penalty.
[12 CFR 1026.32(a)(1)(iii); 12 CFR 1026.32(b)(6)(i)-(ii) (definition)]
	
	

	If no, STOP HERE, the transaction is not a high-cost mortgage. If yes, continue to Step 2. 

	Step 2: Determine the amount and duration of any prepayment penalty.d

	A.	Can prepayment penalties be imposed for longer than 36 months after consummation or account opening?
	
	

	B.	Can prepayment penalties exceed 2 percent of the amount prepaid?
	
	

	If no, the transaction is not a high-cost mortgage. If yes, the transaction is a high-cost mortgage and is in violation of the prohibition against prepayment penalties for high-cost mortgages.
[12 CFR 1026.32(d)(6)]


d If the creditor used an accounting method whereby it kept unearned interest charged for any period between payoff and the end of the month, this would be a prepayment penalty under the rule. In this case, the maximum prepayment penalty would be the maximum amount of interest that could be charged for the “phantom” (post-payoff) accrual period. For this purpose, the examiner would need to assume that the consumer makes the final payoff on the day of the month that yields the longest period of post-payoff interest that could be charged under the terms of the credit contract and is charged interest for the entire month, and that amount would be the maximum unearned interest prepayment penalty.
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