Mortgage Value Plus
LOAN APPLICATION
SECURITY STATE BANK OF KENYON
HOME EQUITY LINE OF CREDIT

1 check and initial here if you are applying for individual credit.
Check and initial here if you are applying for Joint Credit.
Applicant Co Applicant

I/we wish to apply for a Home Equity Line of Credit using my/our primary residence as collateral. 1/we understand
that if married both spouses need to sign the mortgage. By completing the application I/we affirm all information to
be true and accurate. 1/we hereby grant Security State Bank of Kenyon authority to gather information in order to
complete this transaction.

The servicing of the loan may be assigned, sold or transferred to any other person at any time while the loan is

outstanding.
Loan Amount Requested

Payment Date Desired

BORROWER
Full Name
Date of Birth SSN

Driver’s License# State Expiration
Address City State/Zip
Home Phone Cell Phone Work Phone

Employer How Long? Salary Yr/o/Week

FNOTICE: Alimony, child support, or separate maintenance Income need not ke revealed if the Borrower (8] ar Co-borrower {C) does not chose to have it
considered for repaying this foan.
*Other Income From: $ Par

MNumber of Dependents

CO BORROWER

Full Name

Date of Birth SSN

Driver's License# Siate Expiration -

Address City State/Zip
Home Phone Cell Phone Work Phone

Employer How Long? Salary Yr/Mo/Week

ENOTICE: Alimony, child support, or separate meintenance income need not be reveoled if the Borrower (B} or Co-borrower (Cf does not chose to have it
considered for repaying tHis loan.

*Other Income From: S Per
Number of Dependents

The annual real estate taxes of your home? Tax Assessed Value of Your Home?

Is there present debt against hour home? with whom

Do you Escrow? Yes No_ Current Monthly house payment?




The annual premium for your homeowner’s insurance? $§ and the next renewal due date?

Homeowner's insurance company?
Agent Address or Location Phone number

CASH 5 - LOANS AT BANK | § .
STOCKS $ - LOANS ATBANK | § -
IRA-401K ) $ . OTHER LOANS $ -
REAL ESTATE QWNED $ . OTHER LOANS $ -
o REAL ESTATE
INCOME PROPERTY $ - DEBT $ -
VEHICLES $ - OTHERREDEBT | $ -
| VEHICLES 5 - _..| CREDIT CARDS s -
VEHICLES s - CREDITCARDS | $ S .
BOATS/RV/SNOWMOBILE | $ - VEHICLE DEBT % -
- $ - VEHICLE DEBT $ .
OTHER ASSETS $ - OTHER DEBT $ .
$ - OTHER DEBT $ -
S . OTHER DEBT $ -
TOTAL
TOTAL ASSEST S - LIABILITIES $ -

{Signature of Borrower) Date {Co- Borrower) Date



HOME EQUITY APPLICATION DISCLOSURE

Borrowei: - Lender: SECURITY STATE BANK OF KENYON
602 Second Street

P.O. Box &

Kenyon, MM 55946

IMPORTANT TERMS OF DUR
HOME EQUITY APPLICATION DISCLOSURE

Originator NMLSR 1D: 1953647
Origination Co. NMLSR 1D: 225650

This disclosure contains importanl information about our Inferest Only HELOC {the “Plan” or the “Credit Line™). You should read it carefully and
keep a eopy for your records.

AVAILABILITY OF TERMS. All of the terms of the Plan descrioed herein are suhject to change. If any of these terms changs (othar than the
ANNUAL FERCENTASE RATE} and you decide, as a result, not to enter Into an agresment with us, you are entitled to & refund of any fees that
you paid to us or anyone glsz In connection with your application.

SECURITY INTEREST. We will take a security interest in yaur hame, You could Yase your home If you do not meet the cbligations in your
agreement with Us.

POSSIBLE ACTIONS. Linder this Plan, we have Ihe foliowing rights:

Termination and Acceleration. We can termlnate the Plan and require you to pay us the entire outstanding balance in ong payment, and
charge vou certain fees, if any of the following happens:

[a) You commit fraud or make n material misrepresentalion at any me 0 connection with the Plan. This can include, for example, a
false stalement about your income, assets, liabilittes, or any other aspect of your financial condition.

{b} You da nat meet the repayment terms of the Plan.

{e] Your action or dmclion adversely affacts the collateral far the Plan o our rights in the collaieral. This can inchude, for example,
failure to maintain required insurance, waste or destructive use of the dwelling, falure to pay taxes, death of af persong Fable on the
accoun, transfer of title or saie of the dwelling, creation of & senior lien on the dweling without cur parmission, foreclosure by the
holder of another lien or the use of funds or the dwelling for prohibited purposes.

Suspension or Reduction. In addition to any other rights we may have, we tan suspenc additional exienslons of credit o reduce your
credit imft during ary pefiod in which 2oy of the following are in effect:

(8} The value of your dwelling declines significantly befaw the dwelling's appralsed value for purpoees of the Plan. This Includes, for
oxampie, a dacline such that the inilial difference bebween the credit limit and the avaitable equity |s reduced by fifty percent and may
include 2 smaller decling depending on tha individual circumslances.

{b} We reasonably belfeve that you will be unable to fulfill your paymenl cbligations under the Plan due to a material changs Ia your
fingneiel cireumstances,

() You arg in dafault under eny meterial obligation of the Plan,  We conslder all of your obligations to be materlal. Categories of
roaterial obligations include, but ave not limited fo, the events described above under Termination and Acceleratian, abligations to pay
faas and charges, obfiigations and Emitations on the receipl of credit advancas, obligations canceming maindenance or use of he
gwelling or progeads, abligations to pay and periorm the terms of any other deed of trust, morigage or lease of the dwelling,
obiigations o notify 1s and to provide documents or information to us (such as updated firancial Information), obligations o comply
with applicable laws (such as zanlng restrictions).

{dy We are precluded by gavemment action from imposing the annual parcentage rate provided for under the Plan.

(e} The priorily of our sesurity interest is adversely affected by gavernment zction to e extant that the value of the security interest
Is less than 120 percent of the credit limil.

() We have bzen nolified by govemmental authority lhat conlinued advarces may consilote an unsafe and ursound business
praciice.

{g} The maximum annual percentage rate under the Plan is reached.

Change in Terms, We may make changes to the terms of the Plan if you agree to the change in wiiting at that time, if the change will
unaquivazally bensfil you throughoul the remainder of the Plan, or if the change is insignificant (such 25 changes relating 1o our data
prozessing systems).

Fees and Charges. In erder ko apen and mainkain an account, you must pay certain feas and charges,
[ender Fees. The following faes must be pald Lo us:

Description : Amount  When Charged
Property Evalustion : $250,00 Al Account Opening
Appraisal Fes : $395 ta $500 At Accounl Opening
Asnual Fes: S35.00  Annually

Retum Check f NSF Fes @ 23.00  Upon Each Oocurrence

Late Charge. Your payment will be [ate if it is not received by us within 10 days after the "Payment Due Date” shown on your
periadic staternent. 1f your payment ts lale we may charge you 5.000% of the unpaid amotni of the payment.

Third Party Fees. “You must pay cartain feas Lo third parties such 85 appraisers, credit reparting firms, and government afgencles,
These third party tees generally tolal betwean $100.00 and $1,000.00. We rstimate the breakdown of lhese as follows:

Doescription Amount  When Charged
Recording Fee  $46G.00 per
Dosurmenl $46.00 for Each Document At Cloging
Murlgege Registration Tax
2.3% per $1000: 2.3% per $1000 At Closing
Owngrs & KEncumbrance $60.00

{focd Determination: 11.00 At Clasing

PROPERTY INSURANCE, au must carry insurance on the property that secures the Plan.

MINIMUM PAYRIENT REQUIREMENTS. You can obtain advaness of credit during the following period: 80 months {lhe "Draw Ferled™, Your
Regular Payment will equal the ameound of yaur accrued FINANCE CHARGES. You will tnake 58 of these payments. You will then be requirad to
pay the entire balance awing in a single balfoon payment. If you make only the minimum paymenls, you may not repay any af the principat
halance by the end of ihls payment stream. Your payments will be due monthly. Your "Minimum Payment™ will be the Regutar Payment, plus
ary amount past due and all cther charges. An incremse in the ANNUAL PERCENTAGE RATE may increase the ameunl of your Reguiar
Faymeni.

MINIMUM PAYMENT EXAMPLE. I you made only the minirumn payment and ook no other credit advances, it would take 5 years 1o pay ptf a
-credit advance of $10,000.00 at an ANNUAL PERCENTAGE RATE of 9.250%. During that period, you would make 59 maonthly payments
ranging from 570,96 (o 57856 and ana final paymenl of $10,078.58,

TRANSAGTION REQUIREMENTS. The following transaction limitations will apply te the use of your Credit Line:

Telephous Reguest, Request By Mail, In Parsen Request and Online Banking Limitations. There are no transactan lmitations for reguesting
an advance by teleshune, requesting an advance by mail, requresting an advance in person ar accossing by other methods.

TAX DERUCTIBILITY. You should consuit a tax advisor regarding the deductibility of Interest and charges for the Plan.
ADDITIONAL HOME EQUITY PROGRAMS. Please sk us about our olber avaiable Home Equity Line of Credit plans.

VARIAELE RATE FEATURE. The Plan has a variabls rate featurs. The ANNUAL PERCENTAGE RATE {corresponding to the peradie rate}, and
the minimurn payment amourt can change as a result. The ANNUAL PERCEMTAGE RATE does not include costs other than Intarast,




HOME EQUITY APPLICATION DISCLOSURE
(Continued) Page 2

THE INDEX. The annual pereentage rate is based on the value of an index {referred to n this dlsclastre as the "Index™). The Index is the Wall
Stroet Journal Prime Rata . Information about the Index is available or publishad in the Wall Street Joumal . We will use the mest recent Index
value available to us as of the dale of any abnual percentage rale adjustrment.

ANNUAL PERCENTAGE RATE. To deternine the Periodic Rate that wilt apply to your account, we add a margin to the value of the Index, then
divide the vahie by 365 days. Te obtain the AMNUAL PERCENTAGE RATE we multiply the Periodic Rate by the number of days in a year {368
during leap years). This result is the ANNUAL PERCENTAGE RATE. A change in the Index rate generally will reault in a change In ihe ANNUAL
PERCENTAGE RATE. The amouni that your AMNUAL PERCENTAGE RATE may change also may be affecled by the [lfelime annual pereentage
rake limits, as discussad balow.

Flease ask vs for the current index value, margin, discount and annual parcentage rate. After you open a credit line, rate information will be
previdad on periodic statements that we send you.,

FREGQGUENCY GF ANNUAL PERCENTAGE RATE ADJUSTMENTS. Your ANNUAL PERCENTAGE RATE can change Cuarterly, Thers is no limlt on
the amount by which the annual pereentage rate can change during any one year periad. Mowever, under no circumstances will your ANNUAL
PLERCEMTAGE RATE excerd 19.000% per annum or, go belew 4 500% per annum at any time duning the lerm of the Plan.

MAAIMUM RATE AND PAYMENT EXAMPLE. [f you had an outstanding balance of $10,000.00, the minimum payment at the maximum
AMMNUAL PERCENTAGE RATE of 18.000% would be $181.37. This AMNUAL PERGEMTAGE RATE could ke reachad immediatety ar prior fo the
1st payment.

PREPAYMENT. You may prepay all or any amounl owing under the Plan at any time without penatty,

HISTORICAL EXAMPLE. The example below shows how the ANNUAL PERCENTAGE RATE and the minirmum payments for a single $10,000.00
credid advance would have changed based on changss in the Index from 2009 to 2023, The Index values are from the following referance
perivd: Rele as of June 1 of gach year . While only ohe payment par year is shown, payments may have varied during each year. Different
autstanding prinelpal balances could result in different payment amounts.

The table assumes that no additional credit advances were luken, thal only the minlmum payments were made, and Lhat the rate remained
conslant during the year. It does not necessarify indicate how the Index or-your payments would change in the future,

INDEX TABLE

Year [Rate as of June 1 of each vear) = “o| Index Wargir (1) ANNUAL Manthly
. {Percent) (Parcent) | PERCENTAGE Paymant
. RATE (Dollars)
£.000 4. 500 g ag2a
1.000 4.500 & a8.23
1,000 4.500 (7 35,22
1.000 4500 ¢a 36,22
1.000 4.500 8 522
L 1.000 4,500 &)
1.000 4 8500 5
1.000 4.500
3.000 5.000
1.000 £750 .
1.000 £.500
1.000 4600 )
1.000 4.500 3
1.000 £.000

1.o00c 9.250

() This iz 3 margin we fave used recenty; your ir.argin rﬁay e diiferent
(3] Tnls APR reflapis @ 4800 percenk Loor,

Lok, Var, 3210005 Cual bauas s Caparninn 1357, 2073, 43 s [gmed | - MY CoaRaeG ITCHAFIAI RS FRobTon,



HOME EQUITY APPLICATION DISCLOSURE

Borrower: Lender: SECURITY STATE BANK OF KENYON
602 Second Sfreet

P.O.Box G

Kenyon, MN 55345

IMPORTANT TERMS OF OUR
HOME EQUITY APPLICATION DISCLOSURE

Griginator BMLSR D: 1953647
Crigination Co. NMLSR 1D: 225680

This disclesure contalns important information about our HELOC - 14 OF BALANCE {the "Plan” or the "Credit Line™). You should read It
carefully and keep a copy for your records.

AVAILABII_.I]’Y OF TERMS, AN of the fwms of the Blan described herein 2ra subject to change. I any of these terms change {other than the
ANNU{\L FERCENTAGE RATE) and you decide, as @ resull, not 1o enter into an agreement with us, you are enlitted to & refund of any fees that
your paid te us or anyane else In connection with your application.

SECURITY INTEREST. W will take & security interest in your home.  You could logs ¥our home if you do not meel the obligations in your
agreement with us,

POSSIBLE ACTIONS. Lnder this Plan, we have the fellowing rights:

Termination and Acceleration. We tan {erminate the Plan ang reqliire you to pay us the enlice aitstanding batance in one Fayment, and
charge you certain fees, if any of the folowing happens:

{8) You commit fraud ar make a malerial misrepresentation at any lima in cennection with the Plan, This ean include, For example, a
falsn statement about your income, assets, fiabilities, or any other aspect of your nanciat condilan,

(1) You de not meet the repayment terms of the Plan.

(e} Your action or Inastion adversely affects the collaleral for tie Pian or our rights in the collateral. This can include, fur example,
failure to maintain required insurance, waste or destructiva use of 1he dwalling, failure lo pay taxes, death of all persons iable on the
actounl, transfor of tifke o sale of the dweslling, creation of & =enior lisn on the dwelling without cur permission, foreclusure by the
holder of anather den or he use of funds or the dwealling for probibited purposes.

Suspenston or Raduction. In addition to any olher rghts we may have, we can sbspend addilonal extenslons of credit or reduce your
cradit limit during any perod in which any of the following are in effect:

(2} The valug of your dwelling declines significantty below the dwelling's appraised value for purposes of the Plan, This includes, for
example, & decling such that the initial difference betwesn the eradit limit and the zvsitable equity fs reduced by fifty percent and may
inctudn A smaller decline depending on the Individual cireumstances.

{b} Ve reasunably helieve that you will be unable to fulfll your payment abfigations under the Pian dus to a matetial change in your
finarcial circumstances.

{c) “au are in default under any material obligation of the Plan,  We consider all of yaur gbligations to be malerial. Categories of
rmaterial nhligations include, but are not imited to, the events described above undor Termination and Aceelaration, abligations to pay
foes and charges, ebllgatlans and limitations on the receipt of credit advances, obligations conesming maintenarcs or use of the
dwelling or prosecds, obigations to pey and perform the terms of any other deed of {rust, morgage or lease of the dwelling,
obligatlans to notify us and te provide documents of informatlon te us (such as updated financial information), ebligations to comply
with appliceble laws (such as zering restrictions).

{t) We are precluded by government aclion from imposing the annual percentage rate provided for under the Plan.

{ey The priotily of our security interest is adversely affected by government action to the extent that the value of the security inferest
ls Tess than 120 percent of the credit limit.

(fi We have been notffied by gavernmental authority that continued advances may consfitute an unsafe and unsound business
practiee,

[9) The maximum annual percenlage rate under the Plan is reached,

Change In Terms. We may make changes to the lerms of the Plan if you agree to the change in writing at that time, if the change will
unequivorally benefil yau throughout the remainder of the Plan, or if the change Is Insignificant {such as changes relating te aur dala
processing systoms).

Fees and Charges. In arder to opsn and maintain an account, you must pay cetain fees and tharges.
Lender Fees. The following fees must be paid o us: -

Besciipfion Amount  When Charged
Property Evalualion : 525000 At closing

Appraisal $395.000 ko E500.00 Al Account Closing
Anrual Fee: $35.00  Annuslly

Relurn Chack § NSF Fee @ 2300  lpon Eack Ocourrence

Late Charge. Your payment will be late i 1t is not receivad by us within 10 days aftcr the “Paymentl Due Date” shown on your
perlodic statement. IF yaur paymant is tate we may charge you 5.000% of the vnpaid amount of the payrent.

Third Party Fees. You must pay Gertaln fess la third parties such as appraisers, credit reporting firms, and government agencles.
These 1hird pary fees genarally total bebweesn 10000 and 51,000.00. We sstimate the breakdown of hess as follows:

Tlescription Amounlt  When Charged
fecording Fee @ S4B.00 per Document Al Account Closing
torgage Resistration Taw 2.3% per F1080 Al Account Closing
Owner's & Encumbrance © . 160,00 af Account Opening
Floog Determination: 11.00 At Account Closing

FROPRERTY IMSURANCE. You must carry ingurance on the property st sacures the Plan,

MINIMUKM PAYMENT REQUIREMENTS. You can obiain advances of credit during the following pericd: 60 months  {the "Draw Period"). Your
Regular Payment wifl be kased on 2 parcenlage of your outstanding balance as shown below. Your payments will be due monthly.

Ranue of Ralanges Number of Mapthis Reqguolar Payment Caleulabion
Al Balances 80 1.000%  of your outstanding balance

Your "Minimam Eayment” will be the Regular Payment, plus any amount past due and all other charges, The Minimum Payment will not fully
repay {he principal thet fs cutstanding on your Credit Ling and your final payment will be a single balloon payment.

A change in the ANNUAL PERCENTAGE RATE can cause the balance to be repaid mere guickly or more slowly. When rates decrease, loss
inieest is due, so more of the payment repays the principal balance, When rates increase, more interest is due, sa less of the payment repays
the principal balanca, I this happens, we may adjust your payment as follows: your final payment may bs increased, Each time the AMNMUAL
PERCEMTAGE RATE increeses, we will check fo see il your payment is sufficient lo pay the iateresl due. If it is not, your payment will be
inzreased by an emount suffizient ta cover all acerued FINANCE CHARGES.

MINIMUM PAYMENT EXAMPLE. 1f you made ooly the minimurn payment and took ne other eredit advances, It would take 5 years ko pay off a
credif advance of $10,000.00 at an ANNUAL PERCENTAGE RATE of 8.250%. During that pericd, you would make 59 monthly payments
ranging from $B7 56 lo S100.00 and one final paymend of $8,803.52,

TRANSACTION REQUIREMENTS. The following transaction limitations will apply to the use of yaur Credit Line:

Request By Mall, In Person Request, Online Banking and Telephone Request Limitations. There are no transaction imitatians for raquasting
an advarce by mall, requasting an advance in person, accessing by other methods or requesting an advance by telephone.




HOME EQUITY APPLICATION BISCLOSURE
{Continued) Page 2

TAX DEDUCTIBILITY. You should consult 3 1ax advisor regarding the deductibility of interest and charges far the Flan.
ADDITIONAL HOME EQUITY PROGRAMS. Please ask us about our other available Homs Equity Line of Credit plans.

VARIABLE RATE FEATURE. The Plan has a variable rate feature. The ANNUAL PERCENTAGE RATE {corresponding to the parlodic rate), the
amount of the final payment, and the minimum payment amount can change as a resulf. The ANNUAL PERCENTAGE RATE does not include
costs other than interest,

THE INDEX. The annual percentage rate is based on the value of an index (referrad to in thls disclosure as Lhe "Index"). The Index is the Wall
Streel Journal Prime Rale . Informallen about the Index Is available or published in the Wall Sireel Journal . We will use the most recent [ndex
value available to us as of the dafe of any anhuat percentage rate adjustment.

ANNUAL PERCENTAGE RATE. To determine the Feriodic Rate that will apply to vour account, we sdd a mergin (o the value of the Index, than
divide the value by 3685 deys. To obilzin the ANNUAL PERCENTAGE RATE we multiply the Periodic Rate by the number of days in a year (366
during leap years). This resull is the ANNUAL PERCENTAGE RATE. A change in the Index rate generaily will result in a change in the ARMNUAL
PERCENTAGE RATE. The amount that your ANMUAL PERCEMTAGE RATE may change afeo may be affected by the iifetime annual percentage
rate limits, as discuzsed below.

Please ask vs for ihe current Index value, margin, discount and annuat percentage rate.  After you opsn a credit line, rate information will be
provided on periodic statements that we send you,

FREQUENCY OF ANNUAL PERCENTAGE RATE ADJUSTMENTS. Your AMNUAL PERCENTAGE RATE can change Quanedy . There is no limit
on the ameunt by which the annual percestage rate can changs during any ore year pericd,  However, under no circumstances will your
AbIMLIAL PERCENTAGE RATE gxceed 19.000% per annum or, ga below 4. 800% per annum at any time during the term of the Plan,

MAXIMUM RATE AND PAYMENT EXAMPLE. If you had an outstanding batance of $10,000.00, the minlmum paymenl at the maximum
AMNUAL PERCENTAGE RATE of 18.000% would bz 5161.37. This AMMUAL PERCENTAGE F\‘ATE could be reached at lhe time of the 3rd
payment.

PREPAYMENT. You may prepay all or any amount cwing under the Flan at any lme witheut penally.

HISTORICAL EXAMPLE. The example helnw shows how the ANNUAL PERCENTAGE RATE and the minimum payments for a single $40,000,00
credit advance walld have changed hazed on changes in the Index from 2009 o 2023, The Index values are from the following referenee
perind: Rate as of June 1 of each year - White anly one paymenl per year s shown, paymants may have vatied durng ezch year. Different
outstanding principal balances could result in different payment amounis.

The tablz assumes that no sdditional credit advances were taken, that only the minimum payments were mede and that the rate remained
constant during the year It does not recessanly [nd|c1le how the Index oF your payments wolld change in the future

* INDEX TABLE
Year (Rate as of June 1 of rach year ) index Margin g1 AMMUAL Manthhy
. . (Percent). {Percent] | PERCENTAGE Paymment
’ RATE (Dovars)
1.000 4 500 (=) 10400
1.000 4.500 f&) L2785
1.000 . 4.500 ) BG.04
1.000 4.500 (&) 79.81
1.800 4,500 2 74,02
1.000 4.500 (8
1.000 4. 500 &
1.000 45800
1.000 5000 .
1000 - 5750
1.000 6.500
1.000 4.500 tg)
1.000 4.500 (1
1.000 - 5.000

1,000 9.280

LeesrFre Var, 218,120 2 U3 Copietion VaIT, 2020, A0 ANKa Redaivbl -2 LSS ASEREFILPLE 111G Pike
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This booklet was initially prepared by the Board of Governors of the Federal Reserve System. The
Consumer Financial Protection Bureau (CFPB) has made technical updates to the booklet to
reflect new mortgage rules under Title XIV of the Dodd-Frank Wall Street Reform and
Consumer Protection Act (Dodd-Frank Act). A larger update of this booklet is planned in the
future to reflect other changes under the Dodd-Frank Act and to align with other CFPB
resources and tools for consumers as part of the CFPB’s broader mission to educate consumers.
Consumers are encouraged to visit the CPFB’s website at consumerfinance.gov/owning-a-

home to access interactive tools and resources for mortgage shoppers, which are expected to be
available beginning in 2014.
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1. Introduction

If you are in the market for credit, a home equity plan is one of several options that might be
right for you. Before making a decision, however, you should weigh carefully the costs of a home
equity line against the benefits. Shop for the credit terms that best meet your borrowing needs
without posing undue financial risks. And remember, failure to repay the amounts you've

borrowed, plus interest, could mean the loss of your home.

1.1 Home equity plan checklist
Ask your lender to help you fill out this worksheet.

%

Basic features for comparison Plan A Plan B
Fixed annual percentage rate % %
Variable annual percentage rate % %
o Index used and current value % %

o Amount of margin
o Frequency of rate adjustments
o Amount/length of discount (if any)

o Interest rate cap and floor

Length of plan

Draw period

4 WHAT YOU SHOULD KNOW ABOUT HOME EQUITY LINES OF CREDIT



Basic features for comparison (continued)

Repayment period

Appraisal fee
Application fee

Up-front charges, including points

Closing costs

Interest and principal payments

Interest-only payments

Fully amortizing payments

Balloon payment?

Renewal available?

Refinancing of balance by lender?
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s }‘.

2. What is a home equity line of
credit?

A home equity line of credit is a form of revolving credit in which your home serves as collateral.
Because a home often is a consumer’s most valuable asset, many homeowners use home equity
credit lines only for major items, such as education, home improvements, or medical bills, and

choose not to use them for day-to-day expenses.

With a home equity line, you will be approved for a specific amount of credit. Many lenders set
the credit limit on a home equity line by taking a percentage (say, 75 percent) of the home’s

appraised value and subtracting from that the balance owed on the existing mortgage. For

example:
Appraised value of home $100,000
Percentage X 75%
Percentage of appraised value = $75,000
Less balance owed on mortgage — $40,000

{ Potential line of credit $35,000 I

In determining your actual credit limit, the lender will also consider your ability to repay the
loan (principal and interest) by looking at your income, debts, and other financial obligations as

well as your credit history.

Many home equity plans set a fixed period during which you can borrow money, such as 10

years. At the end of this “draw period,” you may be allowed to renew the credit line. If your plan

6 WHAT YOU SHOULD KNOW ABOUT HOME EQUITY LINES OF CREDIT



does not allow renewals, you will not be able to borrow additional meney once the period has
ended. Some plang may call for payment in full of any outstanding balance at the end of the
period. Others may allow repayment over a fixed period {the “repayment period”), for example,

10 years.

Once approved for a home equity line of credit, you will most likely be able to borrow up to your
credit limit whenever you want. Typically, you will use special checks to draw on your line.

Under some plans, borrowers ean usc a eredil card or other means to draw on the line.

There may be other limitations on how you use the line. Some plans may require you to borrow
a minimum amount cach time you draw on the line (for example, $300) or keep 2 minimum
amount outstanding. Some plans may also require that you take an initial advance when the line

is set up,

What should you look for when
shopping for a plan?

If you decide to apply for a home equity line of eredit, look for the plan that best meets your
particular needs, Read the credit agreement carefully, and examine the terms and conditions of
various plans, including the annual percentage rate (APR) and the costs of establishing the plan.
Remember, though, that the APR for a home equity line is based on the interest rate alone and
will not reflect elosing costs and other fecs and charges, so you’ll need to compare these costs, ag

well as the APRs, among lenders.

2.1.1 Variable interest rates

Home equity lines of credit lypically involve variable rather than fixed interest rates. The
variable ratc must be based on a publicly available index (such as the prime rate published in
some major daily newspapers or a U.S. Treasury bill rate). In such cases, the interest rate you pay
for the line of eredit will change, mirroring changes in the value of the index, Most lenders cite
the inlerest rate you will pay as the value of the index at a particular time, plus a “margin,” such
as 2 pereentage poinls. Because the cost of borrowing is tied directly to the value of the index, it
is important Lo {ind out which index is used, how often the value of the index changes, and how

high il has risen in the past. It is also important to note the amount of the margin.
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Lenders sometimes offer a temporarily discounted interest rate for home equity lines—an

“Introductory” rate that is unusually low for a short pericd, such as six months.

Variable-rate plans secured by a dwelling must, by law, have a ceiling (or cap) on how much your

interest rate may increase over the life of the plan. Some variable-rate plans limit how much your

payment may increase and how low your interest rate may fall if the index drops.

Some lenders allow you to convert from a variable interest rate to a fixed rate during the life of

the plan, or let you convert all or a portion of your line to a fixed-term installmenl loan.

<.+ Costs of establishing and maintaining a
home equity line

Many of the costs of setting up a home equity line of eredit are similar to those you pay when

you get a mortgage. For example:
v Afeefor a property appraisal to estimale the value of your home;
= An application fee, which may not be refunded if you are turned down for credit;

»«  Up-front charges, such as one or more “points” (one point equals 1 pereent of the credit

limit); and

»  Closing costs, including fees for attorneys, title scarch, mortgage preparation and filing,

property and fitle insurance, and taxes.

In addilion, you may be subject to certain fees during the plan period, such as annual

membership or maintenance fees and a transaction fee every time you draw on the eredit line.

You could lind yourself paying hundreds of dollars to establish the plan, And if you were to draw
only a small amount against your credit line, those initial charges would substantially increase
Lhe cost of the funds borrowed. On the other hand, because the lender’s rigk is lower than for
other forms of credit, as your home serves as collaleral, annual percenlage rates for home equity
lines are generally lower than rates for otlier Lypes of credit. The interest you save could offset
the cosls of establishing and maintaining the line. Moreover, some lenders waive some or all of

the closing costs.
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.4 How will you repay your home equity
plan?

Before entering into a plan, consider how you will pay back the money you borrow. Some plans
set a minimum monthly payment that includes a portion of the principal (the amount you
borrow) plus accrued inlerest. But, unlike with typical installiment loan agreements, the portion
of your payment that goes toward principal may not be enough to repay the principal by the end
of the term. Other plans may allow payment of only the interest during the life of the plan, which
means that you pay nothing toward the principal. If you borrow $10,000, you will owe that

amount when the payment plan ends,

Regardless of the minimum required payment on your home equity line, you may choose to pay
more, and many lenders offer a choice of payment options. However, some lenders may require
you to pay special fees or penalties if you choose te pay more, so cheek with your lender, Many
consumers choose o pay down the principal regularly as they do with other loans. For example,

if you use your line to buy a boat, you may want to pay it off as you would a typical boat loan.

Whatever your payment arrangements during the life of the plan—whether you pay some, a
little, or none of the principal amount of the loan—when the plan ends, you may have to pay the
entire balance owed, all at once. You must be prepared to make this “balloon payment” by
refinancing it with the lender, by obtaining a loan from another lender, or by some other means.

If you are unable to make the balloon payment, you could lose your home.

If your plan has a variable interest rate, your monthly payments may change. Assume, for :
example, that you borrow $10,000 under a plan that calls for interest-only payments. At a 10 |
percent interest rale, your monthly payments would be $83. If the rate rises over time to 15

percent, your monthly payments will increase to $125. Similarly, if you are making payments

that cover interest plus some portion of the principal, your monthly payments may increase,

unless your agreement calls for keeping payments the same throughout the plan period.

Tf you sell your home, you will probably be required te pay off your home equity line in full
immediately, If you arc likely to sell your home in the near future, consider whether it makes
sense to pay the up-front costs of setting up a line of credit. Also keep in mind that renting your

home may be prohibited under the terms of your agrecment,
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2.4  Line of credit vs. traditional second
mortgage loans

If you are thinking about a home equity line of eredit, you might also want to consider a
traditional second mortgage loan. This type of loan provides you with a fixed amount of money,
repayable over a fixed period. In most cases, the payment schedule calls for cqual payments that
pay off the entire loan within the loan period. You might consider a second mortgage instead of a
home equily line if, for example, you need a set amount for a specifie purposc, such as an

addition to your home.

In deciding which type of loan hest suits your needs, consider the costs under the 1wo
alternalives. Look al both the APR and other charges. Do not, however, simply compare the

APRs, because the APRs on the two types of loans are figured differently:

= The APR for a traditional second morigage loan takes into account the interest rate

charged plus points and other finance charges.

»  The APR for a home equity line of credit is based on the periodic interest rate alone, Tt

does not include points or other charges.

Z.4.% Disclosures from lenders

The federal Truth in Lending Act requires lenders to disclose the important terms and cosls of
their home equily plans, including the APR, miscellaneous charges, the payment terms, and
information about any variable-rate feature. And in general, neither the lender nor anyone else
may charge a fee until after you have received this information. You usually get these disclosures
when you receive an application form, and you will get additional disclosures before the plan is
opened. If any term (other than a variahle-rate feature) changes before the plan is openced, the
lender must return all fees if you decide not to enter into the plan because of the change.
Lenders are also required to provide you with a list of homeownership counseling organizations

in your area.

When you open a home equity line, the transaction puts your home at risk. If the home involved
is your principal dwelling, the Truth in Lending Act gives you three days from the day the
account was opened to cancel the eredit line. This right allows you to change your mind for any

reason. You simply inform the lender in writing within the three-day period. The lender must
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then cancel its security interest in your home and return all fees— including any application and

appraisal fees—paid to open the account.

The Home Ownership and Equity Protection Act of 1994 (HOEPA) addresses certain unfair
practices and establishes requirements for certain loans with high rates and fees, including
certain additional disclosures. HOEPA now covers some HELOCs. You can find out more

information by contacting the CFPB at the website address and phone number listed in the

Contact information appendix, below.

2.5 What if the lender freezes or reduces
your line of credit?

Plans generally permit lenders to freeze or reduce a credit line if the value of the home “declines
significantly” or when the lender “reasonably believes” that you will be unable to make your
payments due to a “material change” in your financial circumstances. If this happens, you may

want to:

» Talk with your lender. Find out what caused the lender to freeze or reduce your credit
line and what, if anything, you can do to restore it. You may be able to provide additional
information to restore your line of credit, such as documentation showing that your
house has retained its value or that there has not been a “material change” in your
financial circumstances. You may want to get copies of your credit reports (go to the
CFPB’s website at consumerfinance.gov/askefpb/5/can-i-review-my-credit-report.html
for information about how to get free copies of your credit reports) to make sure all the
information in them is correct. If your lender suggests getting a new appraisal, be sure
you discuss appraisal firms in advance so that you know they will accept the new

appraisal as valid.

»  Shop around for another line of credit. If your lender does not want to restore
your line of credit, shop around to see what other lenders have to offer. If another lender
is willing to offer you a line of credit, you may be able to pay off your original line of
credit and take out another one. Keep in mind, however, that you may need to pay some

of the same application fees you paid for your original line of credit.
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APPENDIX A:

Defined terms

This glossary provides general definitions for terms commonly used in the real estate market.

They may have different legal meanings depending on the context.

DEFINED TERM

ANNUAL
MEMBERSHIP OR
MAINTENANCE FEE

ANNUAL
PERCENTAGE RATE
(APR)

APPLICATION FEE

BALLOON PAYMENT

CAP (INTEREST
RATE)

An annual charge for access to a financial product such as a line of credit,
credit card, or account. The fee is charged regardless of whether or not
the product is used.

The cost of credit, expressed as a yearly rate. For closed-end credit, such
as car loans or mortgages, the APR includes the interest rate, points,
broker fees, and other credit charges that the borrower is required to pay.
An APR, or an equivalent rate, is not used in leasing agreements.

Fees charged when you apply for a loan or other credit. These fees may
include charges for property appraisal and a credit report.

A large extra payment that may be charged at the end of a mortgage loan
or lease.

A limit on the amount that your interest rate can increase. Two types of
interest-rate caps exist. Periodic adjustment caps limit the interest-rate

increase from one adjustment period to the next. Lifetime caps limit the
interest-rate increase over the life of the loan. By law, all adjustable-rate
mortgages have an overall cap.
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CLOSING OR
SETTLEMENT COSTS

CREDIT LIMIT

EQUITY

INDEX

INTEREST RATE

MARGIN

MINIMUNM PAYMENT

Fees paid when you close (or settle) on a loan. These fees may include
application fees; title examination, abstract of title, title insurance, and
property survey fees; fees for preparing deeds, mortgages, and
settlement documents; attorneys’ fees; recording fees; estimated costs of
taxes and insurance; and notary, appraisal, and credit report fees. Under
the Real Estate Settlement Procedures Act, the borrower receives a good
faith estimate of closing costs within three days of application. The good
faith estimate lists each expected cost as an amount or a range.

The maximum amount that may be borrowed on a credit card or under a
home equity line of credit plan.

The difference between the fair market value of the home and the
outstanding balance on your mortgage plus any outstanding home equity
loans.

The economic indicator used to calculate interest-rate adjustments for
adjustable-rate mortgages or other adjustable-rate loans. The index rate
can increase or decrease at any time. See also Selected index rates for
ARMSs over an 11-year period
(consumerfinance.gov/f/201204_CFPB_ARMs-brochure.pdf) for
examples of common indexes that have changed in the past.

The percentage rate used to determine the cost of borrowing money,
stated usually as a percentage of the principal loan amount and as an
annual rate.

The number of percentage points the lender adds to the index rate to
calculate the adjustable-rate-mortgage interest rate at each adjustment.

The lowest amount that you must pay (usually monthly) to keep your
account in good standing. Under some plans, the minimum payment may
cover interest only; under others, it may include both principal and
interest.
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POINTS (ALSO
CALLED DISCOUNT
POINTS)

SECURITY INTEREST

TRANSACTION FEE

VARIABLE RATE

One point is equal to 1 percent of the principal amount of a morigage
loan. For example, if a mortgage is $200,000, one point equals $2,000.
L.enders freguently charge points in both fixed-rate and adjustable-rate
morigages {o cover loan originafion costs or to provide additional
compensation to the lender or broker. These points usually are paid at
closing and may be paid by the borrower or the home seller, or may be
split between them. in some cases, the money needed to pay points can
be borrowed (incorporated in the loan amount), but doing so wili increase
the loan amount and the fotal costs. Discount points {also cafled discount
fees) are points that you voluntarity choose to pay in return for a lower
interest rate.

If stated in your credit agreement, a creditor, lessor, or assignae’s legal
right to your property {such as your home, stocks, or bonds) that secures
payment of your abligation under the credit agreement. The property that
secures payment of your obligation is referred to as "coliateral.”

Fee charged each time a withdrawal or other specified transaction is
made on a line of credit, such as a balance transfer fee or a cash advance
fee.

An interest rate that changes periodically in relation to an index, such as
the prime rate. Payments may increase or decrease accordingly.
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APPENDIX B:

More information

For more information about mortgages, including home equity lines of credit, visit
consumerfinance.gov/mortgage. For answers to questions about mortgages and other financial
topics, visit consumerfinance.gov/askefpb. You may also visit the CFPB’s website at
consumerfinance.gov/owning-a-home to access interactive tools and resources for mortgage

shoppers, which are expected to be available beginning in 2014.

Housing counselors can be very helpful, especially for first-time home buyers or if you're having
trouble paying your mortgage. The U.S. Department of Housing and Urban Development (HUD)
supports housing counseling agencies throughout the country that can provide free or low-cost
advice. You can search for HUD-approved housing counseling agencies in your area on the
CFPB’s web site at consumerfinance.gov/find-a-housing-counselor or by calling HUD’s

interactive toll-free number at 800-569-4287.

The company that collects your mortgage payments is your loan servicer. This may not be the
same company as your lender. If you have concerns about how your loan is being serviced or
another aspect of your mortgage, you may wish to submit a complaint to the CFPB at
consumerfinance.gov/complaint or by calling (855) 411-CFPB (2372).

When you submit a complaint to the CFPB, the CFPB will forward your complaint to the
company and work to get a response. Companies have 15 days to respond to you and the

CFPB. You can review the company’s response and give feedback to the CFPB.
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APPENDIX C:

Contact information

For additional information or to submit a complaint, you can contact the CFPB or one of the
other federal agencies listed below, depending on the type of institution. If you are not sure
which agency to contact, you can submit a complaint to the CFPB and if the CFPB determines
that another agency would be better able to assist you, the CFPB will refer your com plaint to

that agency and let you know.

Regulatory agency Regulated entities Contact information

Insured depository institutions and
credit unions with assets greater
than $10 billion (and their affiliates),
and non-bank providers of
consumer financial products and
services, including mortgages, credit
cards, debt collection, consumer

Consumer Financial
Protection Bureau (CFPB)
P.O. Box 4503

lowa City, I1A 52244

(855) 411-CFPB (2372)
consumerfinance.gov
consumerfinance.gov/

reports, prepaid cards, private complaint
education loans, and payday
lending
Board of Governors of the (888) 851-1920
Federal Reserve System , federalreserveconsumerhelp.g
Federally insured state-chartered
(FRB) ov
bank members of the Federal
Consumer Help ReRBRE Sustai
P.O. Box 1200 /

Minneapolis, MIN 55480

16 WHAT YOU SHOULD KNOW ABOUT HOME EQUITY LINES OF CREDIT



Regulatory agency Regulated entities Contact information
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Office of the Comptroller
of the Currency (OCC)
Customer Assistance Group
1301 McKinney Street

Suite 3450

Houston, TX 77010

Federal Deposit Insurance
Corporation (FDIC)
Consumer Response Center
1100 Walnut Street,

Box #11

Kansas City, MO 64106

Federal Housing Finance
Agency (FHFA) Consumer
Communications
Constitution Center

400 7th Street, S.W.
Washington, DC 20024

National Credit Union
Administration (NCUA)
Consumer Assistance
1775 Duke Street
Alexandria, VA 22314

Federal Trade
Commission (FTC)
Consumer Response Center
600 Pennsylvania Ave, N.W.
Washington, DC 20580

WHAT YOU SHOULD KNOW ABOUT HOME EQUITY LINES OF CREDIT

National banks and federally
chartered savings
banks/associations

Federally insured state-chartered
banks that are not members of the

Federal Reserve System

Fannie Mae, Freddie Mac, and the

Federal Home Loan Banks

Federally chartered credit unions

Finance companies, retail stores,
auto dealers, mortgage companies

and other lenders, and credit
bureaus

(800) 613-6743
occ.treas.gov
helpwithmybank.gov

(877) ASK-FDIC or
(877) 275-3342
fdic.gov
fdic.gov/consumers

Consumer Helpline

(202) 649-3811

fhfa.gov
fhfa.gov/Default.aspx?Page=3
69

ConsumerHelp@fhfa.gov

(800) 755-1030
ncua.gov
mycreditunion.gov

(877) FTC-HELP or
(877) 382-4357
ftc.gov

ftc.gov/bep



Regulatory agency Regulated entities Contact information

Securities and Exchange
Commission (SEC)
Complaint Center

100 F Street, N.E.
Washington, DC 20549

(202) 551-6551
Brokerage firms, mutual fund sec.gov
companies, and investment advisers sec.gov/complaint/select.shtml

Farm Credit

Administration Office of

Con‘gresssonal and Public RotlatlureliBrdsrs (703) 883-4056
Affairs fca.gov

1501 Farm Credit Drive

McLean, VA 22102

Small Business

Administration (SBA) (800) U-ASK-SBA or
Consumer Affairs Small business lenders (800) 827-5722

409 3" Street, S.W. sha.gov
Washington, DC 20416

Commodity Futures

Trading Commission Commodity brokers, commodity (866) 366-2382
(CFTC) trading advisers, commodity pools, cftc.gov/ConsumerProtection/i
1155 21 Street, N.W. and introducing brokers ndex.htm

Washington, DC 20581
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Regulatory agency Regulated entities Contact information

U.S. Department of (202) 514-4713
Justice (DOJ) TTY-(202) 305-1882
Civil Rights Division FAX—(202) 514-1116
950 Pennsylvania Ave, N.W. Fair lending and housing issues To report an incident of
Housing and Civil housing discrimination:
Enforcement Section 1-800-896-7743
Washington DC 20530 fairhousing@usdoj.gov

Department of Housing
and Urban Development
(HUD) Office of Fair
Housing/Equal Opportunity
451 7" Street, S.W.
Washington, DC 20410

(800) 669-9777

Fair lending and housing issues hudigovieomplaints
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